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Figure 13. Projected development of profit contributions in German NUTS II regions under increased
banking competition and price sensitivity (scenario I1I), 2006-2025

not provide a realistic scenario for savings banks. Cohort effects will blur the optimistic
picture. In the future, savings banks will no longer be able to maintain the high market
share among elderly customers and to extract such high rents from this group. In the
- what we believe realistic - scenario III, the savings banks in western Germany will
experience small declines in the customer base (-1.6 %) and in profits (-0.4 %) up to
2025. Eastern German savings banks, however, will loose one fifth of their customer base
and they will have to cope with a drop in profits of 18 %.

As our analysis is based on a huge data set bank customers, the calculations of the
profit contributions are robust and reliable. Nevertheless, there are several ways how
our projection could be further improved. Firstly, our data set is fairly representative
for eastern Germany (and other economically weaker regions) but does not cover all
regional types in western Germany. With additional data from different regions (rural

areas, major cities, industrial agglomeration areas,...), we would be able to paint an even



Demographic Change and Bank Profitability 25

more detailed picture on the regional impact of demographic change. Secondly, a panel
data set could circumvent some of the difficulties in the present study. As our data set is
just a cross section from 2006, we had to make interferences from the cross section to the
cohort behavior. Panel data would allow to track changes in profit contributions for each
individual over time. Finally, our analysis is limited to savings banks. Adding cooperative
and private banks, which are also active in retail banking, would allow for an interesting

comparison as the structure of profit contributions probably differs between bank types.

Table IV. Summary of projected customer and profit contributions development, 2006-2025

customer base profits
Western Eastern Germany Western Eastern Germany
Germany Germany Germany Germany
scenario | 1.86 —9.81 —0.22 9.53 5.66 8.91
scenario II —1.59 —21.60 —5.15 4.25 —11.61 1.71
scenario 111 —1.59 —21.60 —5.15 —0.36 —17.97 —3.18

population 0.43 —13.61 —1.83 0.43 —13.61 —1.83
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Appendix

Table V. Correlation Matrix

prof inc cred loan  sight time secex secin sav
prof 1.0000
inc 0.1647  1.0000
cred 0.1242 0.0429  1.0000
loan 0.4421 0.0554  0.1197  1.0000
sight 0.3094 0.2863 0.0044  0.0265 1.0000
time 0.0591 0.0354 0.0181  0.0180 0.2908 1.0000
secex 0.1904 0.1199 0.0168 0.0386 0.0907 0.0678 1.0000
secin  0.1509 0.0567 -0.0025 0.0053 0.0668 0.0331 0.0676 1.0000
sav 0.4534 0.0776 -0.0093 -0.0169 0.1619 0.0176 0.0405 0.0963 1.0000
Table VI. Spearman Rank Correlation

prof inc cred loan  sight time secex secin sav
prof 1.0000
inc 0.5948  1.0000
cred 0.0866 0.0830  1.0000
loan 0.2597 0.1046  0.1481  1.0000
sight 0.6175 0.6486 -0.2763 -0.0599 1.0000
time 0.0791 0.0265 -0.0192  0.0044 0.0497 1.0000
secex 0.2375 0.1470 -0.0157 -0.0060 0.1986 0.0845 1.0000
secin  0.1556 0.1277 -0.0400  0.0111 0.1364 0.0096 0.1991 1.0000
sav 0.4322 0.1351 -0.1295 -0.1066 0.2549 0.0477 0.1710 0.1129 1.0000
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