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Abstract: Within the current European economic landscape, plagued by financial, economic 
and national debt crises, a vivid debate has been sparked in the academic and professional 
environment regarding the way in which the European banking sector can contribute to the 
achievement of a long term sustainable economic growth. The debate is even more entailed 
since the financial crisis started in the banking sector and the main contagion happened 
through banks operating regionally and globally. Within this context, our paper aims at 
providing an overview of the main characteristics of the European banking sector and of the 
challenges that it will face in the post-crisis period. This represents a first necessary step in 
our opinion, for the better understanding of the way in which the European banking sector 
can contribute to the achievement of a long term sustainable economic growth. In order to 
achieve this we used a qualitative analysis combined with a series of empirical data and a 
series of own calculated indicators that underline some of the characteristics of the EU 
member states banking systems. 
Keywords: European banking sector, economic landscape, challenges 

 
Introduction 

The banking system represents the main channel through which the European Union economy is 
financed. It also represents one of the hardest affected economic sectors by the global financial and 
economic crisis. Although, banks failure have been avoided through public capitalizations and 
nationalisation (see Bradford & Bingley, Glitnir Bank, Royal Bank of Scotland, Northern Rock, 
Dexia, Max Bank, Proton Bank or Fortis) or mergers and acquisitions, the huge budgetary effort was 
needed in order to ensure the stability of the system. This determined a vivid debate at the policy 
makers level and in the academic environment. The need for a system of checking and balancing that 
will prevent future derails of the European banking system has become more obvious now than ever. 
Within this context, we believe that a first necessary step in order to develop a suitable answer to such 
a complex problem is represented by the understanding of the current status of the European banking 
system, its characteristics and dynamics.  
 
Thus, the aim of our paper is to provide an overview of the main characteristics of the European 
banking sector and of the challenges that it will face in the post-crisis period. In order to achieve this 
we have used a qualitative analysis, employing also a series of empirical indicators in order to 
underline the main characteristics of the banking sectors of the EU member countries. 
 
The other part of the paper is organized as follows: the second part of our research highlights some 
common features of the EU banking systems and also the main achievements made in the last years; 
the third part of our research aims to underline the challenges faced by the EU banking systems in the 
post-crisis period; while part four provides the concluding remarks of the research. 
 

1. Characteristics of the EU Banking Sector 
Taking into account the main characteristics of the banking system of the EU member states we can 
distinguish between two relatively homogenous groups: the EU-15 member countries and the new EU 
member states. 
 
Regarding the new member states of the European Union (except for Malta and Cyprus), they have 
developed during the last two decades a comprehensive process of structural and institutional reforms, 
that have aimed the transformation of these economies based on a centralized model in fully 
functioning market economies. Comparing the evolution of the main macroeconomic indicators from 
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these countries with the ones from the EU-15 countries, it is highlighted the further existence of 
significant differences between these groups of countries. 
 
If we take into account the size of the GDP per capita, we will observe that the new member states of 
the European Union tend to record a relatively lower level then the one registered by the EU-15 
countries (see Fig.1.). If we focus our analysis on the period prior to the financial crisis, we observe 
that at the end of 2008 the EU-15 countries’ GDP per capita was of 32.233 euro while the new 
member states recorded a value of 10.942 euro. After three years of financial and economic crisis, at 
the end of 2010, the EU-15 countries’ GDP per capita was of 30.137 euro while the new member 
countries were recording a value of 9.325 euro. Thus, taking into consideration this indicator, we 
observe that the EU-15 countries managed to maintain their advantage over the new member states, 
despite the financial and economic crisis that they have crossed. 
 

 
Source: Own simulation based on the data provided by [8] 

Figure no. 1. Comparison regarding the economic development recorded by the European Union states in 

the period prior to the crisis 

 

Regarding the growth rates of the GDP we note the fact that on average the new member countries 
have recorded a much higher increase compared with the countries from the UE-15 during the period 
previous to the financial and economic crisis (2000-2008). These developments enabled the new EU 
member states to recover relatively quickly a large part of the existing gap to the EU-15 countries, 
thereby reaching about 63% of the purchasing power recorded by these countries. However, this 
positive evolution hasn’t been recorded by all the new member states in the period prior to the crisis. 
Thus, the Czech Republic has experienced a severe financial crisis in 2004 triggered due to the high 
number of non-performing loans [4]. This fact prompted a lower growth rate for this state in the period 
prior to the crisis. Although we are dealing with a negative evolution, the example of the Czech 
Republic reinforces the idea that the economic growth is directly influenced by the development of the 
financial system of a country. Starting from this premise, we believe that the development through the 
adoption of financial innovations and the integration of the EU member states financial systems is a 
good step towards achieving a sustainable long term economic growth. Regarding strictly the 
European Union financial system, the EU-15 member countries have a more sophisticated and 
developed financial system, this being obvious also when comparing their assets. Thus, in 2010, the 
financial systems assets belonging to the EU-15 countries have a value of approximately 512,5% of 
the GDP compared with just 149,4% in the case of the new member states, this fact being also 
highlighted in Figure no. 2. 
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Source: Own simulation based on the data provided by [9] 

Figure no. 2 The assets held by the financial intermediaries in the year 2010 in the case of the EU-15 and 

the new member states (% in GDP) 

 

As we can notice from Figure no. 2., the banking institutions represent the main financial ones at the 
European Union level, the share of the assets held by them in GDP being of 364.24% for EU-15 and 
of 112.63% for the new member states. Taking this into account we can state that the European 
financial system is dominated by the banking sector, while the capital market represents the second 
main component of the system (this is true except for some countries like the Great Britain where the 
capital market has a long standing tradition, Finland, Sweden and Netherlands). It can also be noticed 
that although in the case of the EU-15 countries there are a series of other financial intermediaries that 
hold significant shares, none of them exceeding the position currently held by the banking institutions. 
In the case of the new EU member states, even if in the last years the assets held by the insurance 
companies, the investments funds and the pension funds recorded an increase, their level remains low 
compared to the assets held by banking institutions, this being due to the fact that these intermediaries 
tend to provide only basic products, strictly related to their field of activity. Given this background, we 
can state that banks, alongside capital markets, are the main components of the EU financial system. 
 

At the European Union level there are a series of significant differences regarding the members’ states 
financial systems structure. Thus, according to Figure no. 3., in 2010 the EU-15 countries have 
recorded a ratio of banking assets in GDP of 364,24%, while the ratio of firms capitalisation in GDP 
was only 60,2%. In the case of the new member states these ratios have recorded a value of 112,63% 
for banking assets and of just 18,48% for listed firms. This fact however, highlights the huge potential 
of development that the new member states have regarding their financial sectors. 
 
According to the study conducted by [15], in the ’80 has occurred a significant shift in the European 
financial system, which went from a financial system strongly dominated by the banking sector to a 
more dynamic one, in which the capital market began to play an increasingly important role. The 
results of this study indicated that the European Union financial and monetary integration process 
represented the catalyst factor for these mutations.  
Instead, the financial systems of the new European Union member states are dominated by the banking 
sector. Thus, according to Table 1, the banking assets from these countries came to be 1059.35 billion 
euros at the end of 2010, an increase of 327.70% from the value recorded at the end of 2001, of only 
347.15 billion euros. 
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Source: Own simulation based on the data provided by [7] and [20] 

Figure no. 3 Comparison regarding the development of the European Union banking sector and capital 

market in 2010 

 
Table no. 1 – The evolution of the ratio between the banking assets, loans and deposits and GDP (%) for 

the European Union member countries, between 2001 and 2010 

 Ratio of assets in GDP Ratio of loans in GDP Ratio of deposits in GDP 
 2001 2010 2001 2010 2001 2010 
Austria 265,6 342,0 124,3 127,2 97,4 106,9 

Belgium 305,4 329,5 103,7 114,9 128,3 155,9 

Bulgaria 98,2 104,6 31,7 72,0 n/a 66,6 

Czech Republic 115,0 115,4 82,7 59,8 79,4 76,7 

Cyprus 341,2 758,8 51,2 352,1 82,7 400,5 

Denmark 255,9 353,3 147,3 221,0 54,3 85,6 

Estonia 65,5 135,7 39,0 119,9 40,9 102,3 

Finland 119,7 244,0 59,4 79,5 50,5 64,8 

France 251,7 405,1 89,3 123,8 70,2 110,4 

Germany 296,6 332,3 144,4 129,3 112,6 126,6 

Greece 153,9 200,5 62,1 112,0 103,0 90,7 

Ireland 360,4 758,8 163,0 281,0 111,9 174,9 

Italy 151,9 245,9 82,9 132,5 55,9 105,3 

Latvia 78,9 173,9 31,3 113,2 45,0 87,9 

Lithuania 32,3 86,3 15,2 61,7 22,3 48,0 

Luxemburg 3274,3 1849,3 672,6 459,6 991,1 639,0 

Malta 324,6 786,1 162,4 369,0 184,3 336,9 

Great Britain 363,7 521,3 132,6 209,7 115,5 269,0 

Nederland 282,7 382,0 146,2 166,6 117,3 137,1 

Poland 64,4 82,7 29,5 56,2 39,1 48,1 

Portugal 275,7 293,1 133,5 167,2 105,2 112,9 

Romania 34,16 65,4 n/a 40,4 n/a 34,0 

Slovakia 78,0 83,1 42,7 50,8 18,1 59,9 

Slovenia 81,4 139,9 39,6 95,7 58,2 65,3 

Spain 183,6 306,0 100,6 187,3 104,1 177,8 

Sweden 184,5 188,5 107,6 76,2 50,8 67,3 

Hungary 67,9 122,8 35,5 76,0 46,5 49,6 

Source: Own calculation based on the data provided by [7]  

 
 



 72 

Taking into account these differences the latent potential that the banking systems in the new member 
states have it is emphasised again. This explains the motivation of foreign banks, especially of those 
located in the EU-15 countries to expand their activities within these markets [5, 57-106]. 
Nevertheless, the European Central Bank data [8] highlight that the deposits and the loans from the 
European banking system have recorded almost a doubling in the last decade at the European Union 
level. However, there are several countries where these developments have not been equally positive. 
Thus, in the case of Czech Republic and Slovakia, the banks recorded a much slower development of 
their activity mainly due to the delays that occurred in the restructuring of nonperforming loan 
portfolios that these banks had accumulated as a result of the banking crisis from the mid 90s. 
 

Table no. 2 – The evolution of the main characteristics of the European banking system in 2010 

 
Number of  

banking institutions 

Assets held by the 
foreign banks 
(billion euro) 

CR-5 (%) Herfindahl–
Hirschman Index 

 2001 2010 2001 2010 2001 2010 2001 2010 
Austria 836 780 4,5 14,7 44,9 35,9 561 383 

Belgium 112 106 29,8 50,3 78,3 74,9 1587 1439 

Bulgaria 34 30 n/a 83,2 71,0 55,2 n/a 789 

Czech Republic 172 56 9,4 91,4 68,4 62,4 1263 1042 

Cyprus 43 152 1,7 24,0 71,5 65,8 1304 1170 

Denmark 203 164 19,6 23,5 67,6 64,4 1119 1077 

Estonia 7 18 n/a 95,5 98,9 92,3 4067 2929 

Finland 369 338 10,4 75,4 79,5 83,8 2240 3550 

France 1050 686 119,6 8,8 47,0 47,4 606 610 

Germany 2526 1929 91,3 9,6 20,2 32,6 158 298 

Greece 61 62 8,9 22,1 67,0 70,6 1113 1214 

Ireland 88 489 58,4 37,3 42,5 56,8 512 900 

Italy 843 778 69,4 11,9 28,8 39,2 260 395 

Latvia 23 37 n/a 58,6 63,4 60,4 1053 1005 

Lithuania 54 84 0,2 86,3 87,6 78,8 2503 1545 

Luxemburg 189 146 130,5 85,1 28,0 30,9 275 343 

Malta 17 26 n/a 35,7 79,6 71,2 2163 1180 

Great Britain 452 389 1363,4 22,6 28,6 42,5 282 522 

Nederland 561 290 27,6 13,3 82,5 84,4 1762 2052 

Poland 711 710 n/a 62,7 54,7 43,4 821 559 

Portugal 212 160 14,8 23,8 59,8 70,8 991 1203 

Romania 43 42 n/a 84,0 n/a 52,7 1041 871 

Slovakia 20 29 n/a 98,7 66,1 72,0 1205 1239 

Slovenia 69 25 n/a 29,7 67,6 59,3 1582 1160 

Spain 366 337 19,4 9,8 44,9 44,3 551 528 

Sweden 149 180 23,2 12,0 54,6 57,8 760 860 

Hungary 230 190 54,0 57,6 56,4 54,7 892 806 

 Source: Own calculation based on the data provided by [8] and [9]  

 
The diminishing of the number of banks from the new European Union member states took place in 
the context of the transition process to the market economy and especially as a result of the deepening 
of the European integration process. Despite a number of bank failures within these countries, the 
number of banks decreased mainly due to the large number of mergers and acquisitions that took place 
in the last decade, both at domestic and cross border level. The most active in such transactions have 
been mainly the banks located in the EU-15 countries, this aspect being emphasized also by their share 
in the new member states total baking assets which is on average around 80% and in some cases 
reaches even 95%. In the case of the EU-15 countries the share held by the foreign banks is much 
smaller, which can be attributed to the fact that these markets are far more mature, and the possibility 
for a foreign bank to gain a market share that would enable it to support its activity is relatively low. 
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To assess concentration at the European Union level the European supervisory authorities rely on two 
main indicators: CR-5 and the Herfindahl index [2]. Hence, according to Table 2, regarding the 
concentration of the European Union banking markets, it can be noted an increase during the analysed 
period. More exactly, in the case of the new member states the value of the indicator CR-5 varies 
between 43,9% and 80,5%, while the EU-15 countries record a value of this indicator between 25% 
and 93%. With respect to the Herfindahl index, its value has also recorded an increase during the 
period analyzed, particularly for the EU-15 countries. Instead, in the case of the new member states 
banking systems, after a period in which the Herfindahl index has decreased, as a result of increasing 
competition, lately it has recorded an increase due to the strengthening of several banks position 
within these banking systems and due to the financial and economic crisis that led to the departure of 
several smaller banks from these markets. In the case of the EU-15 countries, the number of banking 
institution is much higher, this leading to a more reduced banking market concentration than in the 
new member states case, despite the banking activity consolidation trend recorded at the European 
Union level. Nevertheless, we must underline that the smaller countries tend to register the highest 
degree of market concentration. 
 
To sum up, we can state that the European financial system is based mainly on the banking system, 
existing however a series of significant differences between the banking activities conducted within 
each member state. That is why the innovation and integration of the European banking system 
represent the most important elements of the process of European financial development, the 
fulfilment of these objectives facilitating the achievement at EU level of a stable and sustainable 
economic growth. 
 

2. Future Directions of the EU Banking Sector in the Post Crisis Period 
The impact of the financial and economic crisis has been tremendous on the European Union 
economy. As the need for bank capitalisation and the sustainability of the national debt grows even 
stronger, European authorities are developing regulations which aim at preventing the accumulation of 
such risks in the future. Thus a strong case has been made in the European Parliament for the 
introduction of a Financial Activity Tax (FAT) that should be applied to all banking institutions that 
operate in the European Union. The aim of this tax is to provide the necessary resources for a systemic 
bail-out fund, so that European tax payers will not be obliged to contribute in the event of 
macroeconomic disorders like the ones from 2008-2009. Even if there are several researches in the 
academic literature that underline the benefits of such a tax ([13]; [19, 153-159]; [18, 101-115]; [6, 
162-172]; [1, 248-287]; [17]; [14, 527-558]; [12]; [16]) there is no final decision on its introduction by 
the European Union yet. Still, there is the need for the diminishing of the high liquidity that 
characterised the EU banking system before the start of the global crisis by any means necessary, even 
through the introduction of a tax on financial activities.  
 
It is also the result of the global crisis that the European Union has set-up a new integrated supervision 
framework, the European System of Financial Supervisors that will allow for a better management of 
pan-European crisis situations. In the case of the banking sector, the European Banking Authority that 
inherited all of the tasks and responsibilities of the Committee of European Banking Supervisors is 
tasked with regularly performing stress tests in order to ensure the soundness of the European banking 
system and to detect any potential hazardous situation that could have systemic implications. EBA has 
already carried out several stress tests and made also some recommendations to the banks that failed 
them in order to enhance their capital ratio.  This forms part of a broader set of EU measures agreed in 
order to restore confidence in the banking sector [3]. Thus, it is expected in the future that banks with 
pan-European branch networks will come under intense scrutiny from EBA in order to prevent any 
negative implication like the Icesave scandal. 
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Source: own simulation based on data from [10] 
 

Figure no. 4 The new architecture of the European financial supervision framework 
 

The future adoption of the European Fiscal Compact will have also a direct impact on the European 
banking system. Thus, as governments are restricted on the level of budgetary deficit that they may 
have, the big European banks will have to find other lucrative and safe investments to replace their 
governmental bonds operations. It is to be expected a shift toward SMEs financing, as this sector can 
provide high yields. Banks could be persuaded to grant extensive funding to the SME sector also by 
the incentives that the European Union has prepared in its Europe 2020 strategy.   
 

In the post-crisis environment a key element in the strategy of every bank will be represented by the 
reduction of the operating costs. Thus, banks will be more prone to adopt into practice new 
technological innovations that will allow them to better reach their clients and provide customised 
services at low costs. The development of display cards, the increase of the smart phone usage and the 
extension of the internet coverage will contribute to the development of new and innovative way 
through which banks will be able to distribute their products and services at reduce costs. It is to be 
expected a shift in the distribution channel, from large branch networks with a numerous staff to self 
banking, internet banking services and call centre support.  
 

Furthermore, it is expected that European banks will get more involved in cross-border transactions, 
especially for the retail segment, as all member states will fully adopt the TARGET2 and SEPA. The 
transition to these two funds transfer system, will seriously affect the banks margins from this type of 
operations. Thus European banks will try to compensate this decrease in income through an increasing 
transactional volume and through the cross selling of these services.  
 

It thus becomes obvious that the European banking system will be focused on the internet related 
products and services, with emphasise on the funds transfer and payment services for both, retail and 
corporate customers. This is underlined also by the European Commission which has adopted in 2011 
the “Green Paper - Towards an integrated European market for card, internet and mobile payments” 
[11], a document that emphasise the need for a further integration of the card, internet and mobile 
payments infrastructure. It is thus expected that banks will be stimulated to develop and implement 
new services and products in this area that will facilitate cross-border operation and the extension of 
access to banking products and services to even a greater number of EU citizens.   
As an overall idea the European banking system will undergo some major changes within the next 
period, as banks are recuperating from the global crisis and trying to harmonise their operations to the 
new, more strict regulatory framework, that aims at preventing the reappearance of turbulences similar 
to the ones registered during  the last global financial and economic crisis. 
 

Conclusions 
The obtained results underline the existence of two types of banking systems in the European Union. 
Thus, on the one hand these are banking systems of the EU-15 countries, that have benefited from a 
long period of capitalism and free market, and thus have achieve a high level of development and 
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sophistication. On the other hand, are the banking systems from the new European Union member 
countries that have gone through a process of transition to market economy prior to the European 
integration process. These banking systems are still having a huge dormant potential that is 
unexplored.  
 

The current financial crisis deep implications on the EU baking sector have determined an 
unprecedented reaction from the national and international authorities, materialised in the adoption of 
measures, rules and reform projects which aimed to prevent the collapse of the banking systems, 
restore the thrust and re-launch of the bank’s lending activities. However, the more rigid banking 
supervision and regulatory framework of the European Union that is being developed as a result of the 
global financial and economic crisis could have a negative impact on the development of the banking 
sectors of the new EU member states. Still the fact that the bancarisation level of these countries is still 
low presents a great opportunity for the implementation of the latest technologies here where their 
impact could be exponential in contrast with the EU-15 banking sectors were many of these 
technologies represent just upgrades of the existent ones.  
 

Thus, taking into account the characteristics of the banking sectors from the EU member states and the 
changes that will occur as a result of the global financial and economic crisis, it is to be expected a 
shift in the European bank strategy. A reorientation toward more traditional activities is very likely, 
but through new and innovative distribution channels, as operations with financial derivative products 
and government bond become more heavily regulated. 
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