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On 19 December 2019, Bayerische Landesbank (BayernLB, Aa3 stable/Aa3 stable, baa2)1
announced an overhaul of its capital markets operations and repositioning of its business
model. The group's new strategic plan, under which it aims to build on the dynamic growth
of its key direct-banking subsidiary Deutsche Kreditbank AG (DKB, A1 stable/A1 stable,
baa2)2, accompanied by a business focus on commercial real estate and select corporate
sectors, will transform the group further away from a full-fledged universal bank model. The
plan involves significant investments into upgrading information technology systems, as well
as a significant reduction of its capital-markets oriented businesses.
While cost-to-achieve will limit BayernLB’s ability to retain profits over the next two to three
years, the proposed greater degree of specialisation, spearheaded by DKB, marks a credible
approach towards raising BayernLB's profit outlook in the medium term, mainly thanks to
DKB's superior efficiency ratios (shown in Exhibit 1) and growth opportunities. As of today,
and despite DKB's high reliance on net interest income and the resulting pressure on profit
margins from the ultra-low interest-rate environment, the subsidiary contributes strongly to
BayernLB’s pre-tax profits.
Exhibit 1

DKB's superior cost efficiency suggests BayernLB's underlying profitability will improve as a
result of DKB's stronger role
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By 2024, BayernLB aims to double DKB's customer base to eight million, equivalent to a
monthly net new customer growth of 70,000, up from 50,000 today. While ambitious, this
growth plan will in our view be supported by BayernLB's willingness to meaningfully invest
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(€400 million until 2024) into the necessary upgrade of DKB's IT systems and platforms, thereby supporting its customers’ experience.
The feasibility of DKB's growth plan will also benefit from the relatively higher strain on its more traditional competitors’ business
models, allowing DKB to gain market share.
As of 2024, BayernLB expects DKB to raise its risk-weighted-asset contribution to the group by almost one third to €32 billion (out of
an unchanged €68 billion group-wide as of the same year). This shall be achieved without injecting additional capital into its subsidiary,
increasing the imbalance between BayernLB’s solid Common Equity Tier 1 (CET1) ratio – which the group commits to maintain at
above 14% - and the lower relative regulatory capitalization of DKB, the latter calculated using the standardised approach for its riskweighted assets. As a result, DKB will need to retain about €1 billion in profits during the 2019-2023 period in order to maintain its
reported capital ratios, leaving very limited space for dividend upstreaming to its parent. At the same time, we expect BayernLB's nonDKB operations to maintain their capital levels, which, coupled with significantly lower risk-weighted assets for these businesses, would
lead to a strengthening of group-wide capital ratios over time, as shown in Exhibits 2 and 3:
Exhibit 2

Exhibit 3

DKB's targeted growth will require significant earnings retention
which we expect to bolster group-wide capitalisation

Risk-weighted asset reduction outside of DKB will lead to
improving capital ratios at group level
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Note: DKB's regulatory capital ratios are based on credit risk-weighted assets
conservatively calculated under the standardised approach as opposed to internal models
employed when consolidating the subsidiary's risk-weighted assets into BayernLB's group
ratios.
Source: Company report, Moody's Investors Service estimates

A move to strengthen its highly interest-income dependent subsidiary in times of an ever more adverse interest rate environment
might not appear sensible. However, given DKB's better efficiency when compared with other operations of BayernLB, DKB's more
modern set-up as a national online bank with branch-based banking services limited to small and medium-sized enterprises, its focus
on bank digitalisation and sustainable finance we consider the amended strategy as credit positive. While BayernLB's announcement
suggests that its profit target becomes more challenging during the next years, in particular considering the new investments, we view
the mid-term strategic perspective more favourably.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Endnotes
1 The ratings shown are BayernLB's deposit rating and outlook, the bank's senior unsecured rating and outlook and its Baseline Credit Assessment.
2 The ratings shown are DKB's deposit rating and outlook, the bank's issuer rating and outlook and its Baseline Credit Assessment.
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