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Commerzbank AG (A1 stable/A1 negative, baa2)1, Germany’s second-largest commercial
bank, announced new targets for its strategic direction at its Investor Day last month.
Commerzbank will intensify efforts to digitalise its franchise and sustainably improve
earnings, a long-standing objective which has repeatedly fallen short of investor
expectations. We believe that a successful digital overhaul will be crucial for the bank to
meet its new strategic objectives.
Known measures but more ambitious targets. Commerzbank’s revamped objectives are
not new and focus on cost reduction and risk-weighted asset (RWA) optimisation. These
components were already part of previous plans, Commerzbank 5.0 and 4.0. However,
the new plan termed Strategy 2024 is the most ambitious yet. It includes €1.6 billion in
gross cost savings, a gross reduction in the domestic workforce of around a third, and the
downsizing of its domestic branches to around 450 from 800.
Executing the digital plan amid the pandemic will be a challenge. Commerzbank
intends to reinvent itself as a leading digital bank with substantially improved efficiency. The
€1.7 billion digital investment plan will touch all parts of its business and takes place amid
a real-life stress caused by the pandemic and its economic fallout, the full extent of which
is still unknown. The plan's implementation will require a delicate balancing act to maintain
revenue, retain intellectual capital and drive down costs. New Chief Executive Manfred Knof
will directly oversee the transformation.
Improving long-term profitability is key. If achieved, improved earnings would be positive
for bondholders. Commerzbank projects a return on tangible equity (ROTE) of around 7%
by 2024. This is more ambitious than the 4% to 5% target under the previous plans and
would bring the bank in step with the EU average. The target is broadly consistent with return
on assets (ROA) of around 40 basis points (bps), and compares with the bank's average of
around nine bps between 2011 and 2019. In 2020, Commerzbank reported a net loss of €2.87
billion.
Capital buffers can cover unforeseen risks. Despite challenges from low interest rates
and the ongoing pandemic, Commerzbank is well equipped to weather unforeseen risks.
A successful wind-down of legacy exposures in past years means that the bank starts its
strategic overhaul with a strong loan book and ample capital. This view is underpinned
by a benign problem loan ratio of around 2.0%2 and a Common Equity Tier 1 (CET1) ratio
of 13.2% at the end of 2020. Commerzbank has significant capital headroom over going
concern Pillar 2 requirements, of around 370 bps, which provides good financial flexibility.
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Known measures but more ambitious targets
Similar to previous plans, Commerzbank’s objective is to refocus its business activities with the aim of increasing profitability and
efficiency and reducing complexity. The strategic overhaul foresees €1.6 billion in gross3 cost reductions, equivalent to around 24%
of 2020 operating expenses. This will be mainly achieved by downsizing the domestic workforce by around 30% by 2024 and closing
around 550 bank branches by 2022. To facilitate this, the bank has earmarked restructuring costs of €1.8 billion, of which €915 million
was booked in 2020.
Commerzbank expects to provision for the remaining costs during 2021, which will impair its 2021 earnings.
Exhibit 1

Milestones under Strategy 2024 compared with previous plans
Year of announcement

2021

2019

2016

2012

Plan name

Strategy 2024

Commerzbank 5.0

Commerzbank 4.0

Strategic realignment

Gross cost reduction

€1.6 billion1)

€1.0 billion

€1.1 billion

€2.2 billion

Operating costs at the end of the plan

€5.3 billion

< €6.3 billion

€6.5 billion

€7.1-7.3bn

around 61%

n.a.

< 66%

around 60%

Gross/net workforce reduction,

around 10,000/7,500

around 4,300/2,300

around 9,600/7,300

n.a.

measured in FTE2)
Number of remaining branches

around 450

around 800

arround 1,000

n.a.

3)

€0.85 billion

€1.1 billion

n.a.

Cost-to-income ratio

Restructuring charges

€1.8 billion

IT investments

€1.7 billion

€0.75 billion

€0.7 billion

€1 billion

Return-on-Tangible-Equity (ROTE)4)

around 7%

around 4-5%

> 6%

ROE > 10%

CET1 ratio at the end of the plan

14.60%

around 12-13%

> 13.0%

> 9.0%

CET1 ratio at starting point

13.25%

around 12.75%

around 11.5%-12.0%

12.0%5)

Capital buffer over Pillar 2 min. CET1
requirement at starting point

370 bps

208 bps

105 bps

n.a.

Note: 1) Including expected expense growth at mBank, the net cost savings are around €1.4 billion. 2) The net reduction reflects the creation of new jobs, for example in IT-related activities
and partly in lower-cost jurisdictions outside of Germany; FTE = full-time equivalent; 3) This figure includes around €200 million non-personnel related costs, reflecting real estate
restructuring. 4) Based on reported or estimated tangible equity at the beginning of the plan. 5) Reflects Commerzbank's Core Tier 1 ratio at the end of 2012, based on Basel 2.5.
Sources: Moody's Investors Service, Commerzbank

Commerzbank’s Private and Small Business Customer (PSBC) segment will be hit hardest by the overhaul. Half the workforce reduction
and other cost savings will be achieved from this business segment. A key pillar of the plan is that profitability improvements will
come from the creation of a scalable digital retail bank, based on products and services already provided through comdirect, its wellestablished Internet bank in Germany, as well as the expansion of personal advice to high-wealth customers.
In its Corporate Clients (CC) segment, the most important profitability driver will be the optimisation of risk-weighted assets (RWA)
through the eradication of low-yield business. At present, around two thirds of capital allocated to this segment returns profits below
5% of allocated RWA. Commerzbank will improve client services by prioritising relationship managers over product specialists. The
bank will also reduce its international footprint by exiting from around 15 locations, as yet undetermined, and move its equity sales &
trading department as well as equity research into a still-to-be-named outsourcing partner.
Commerzbank’s central operations & head office (Others & Consolidation, O&C), will lead the bank’s efforts in modernising IT
infrastructure and driving the digitalisation of the whole bank. We believe that prudent investment of the large €1.7 billion IT budget
forms the backbone of the bank’s transformation plans.

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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Successful cost reductions but revenue fell short of expectations
Commerzbank's previous strategic initiatives achieved announced cost cuts but fell short on delivering targeted cost-to-income (CIR) ratios
because of weak revenue.
Exhibit 2 shows Commerzbank's operating expenses at the beginning of each strategic plan, the expected cost targets, and reported costs in
year of plan conclusion. So far, Commerzbank's strategic initiatives span over a period of four years. In 2016, Commerzbank reported operating
expenses of €7.1 billion, in line with the mid-point of its 2012 guidance. In 2020, the bank reported costs of €6.7 billion, somewhat higher than
the guidance from 2016 but including the effects from higher compulsory expenses. The 2019 plan, i.e. Commerzbank 5.0, was not executed
until the originally planned four-year period but superseded by Strategy 2024. The dark blue bar represents the bank's operating expenses of
€6.7 billion at the end of 2020.
Exhibit 3 shows that Commerzbank did not achieve its cost-to-income (CIR) ratio targets under the 2012 and 2016 plans. Under
Commerzbank 5.0, the bank did not announce a CIR target. We believe that revenues came in lower than what the bank initially expected,
mainly reflecting margin pressure which led to weaker net interest income.4

Exhibit 2

Exhibit 3

Cost targets were broadly achieved in the 2012 and 2016
strategic initiatives ...

… but weak revenue triggered higher than expected cost-toincome (CIR) ratios

Data in € billion

Data in %
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10

100%

9

90%

8

80%

7

70%

6

60%

5

50%

4

40%

3

30%

2

20%

1

10%

CIR target

Reported CIR 4 years later

0%

0
2012 - Strategic alignm.
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Note: *Reported costs reflect €6.7 billion operating expenses in 2020. **Reflects
reported operating expenses in 2020 to benchmark the cost target from
Commerzbank 5.0.
Sources: Moody's Investors Service, Commerzbank

2012 - Strategic alignm.

2016 - Coba 4.0*

2019 - Coba 5.0**

Note: *Reflects Commerzbank's reported CIR for 2020 (before goodwill
impairments and restructuring charege). **This plan did not announce a CIR target.
We show the bank's reported CIR for 2020 for reference.
Sources: Moody's Investors Service, Commerzbank

Transformation will boost pre-provision profit
Commerzbank's latest transformation plan targets moderately higher revenue of around 6% but much lower costs. A revenue target of
around €8.7 billion and operating expenses of around €5.3 billion will almost double its pre-provision profit to around €3.4 billion by
2024 compared with 2020 (Exhibit 4). For the period 2011-19, Commerzbank's average pre-provision profit was around €2.2 billion per
year.
The bank’s ability to defend and improve its revenues over the next quarters across all its business lines will be as crucial for its longterm success as delivering on cost savings. Attaining revenue growth in the current low interest rate environment, coupled with
uncertainties around the economic fallout from the pandemic, however, will be a challenge.
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In the PSBC and CC segments, the bank expects revenue to remain broadly stable at around €3.9 billion and €3.0 billion respectively
by 2024. Costs, however, will need to decline materially in both segments by around 22%5 and 24%, accounting for between 80% and
90% of the total cost reduction. This magnitude of cost reduction is broadly comparable to our scenario analysis which finds that large
cost custs are needed for German banks to stay profitable. A more moderate €200 million cost reduction is attributable to the O&C
segment which will balance a similar-sized expected cost increase at Commerzbank's Polish subsidiary mBank S.A. (A3 stable, baa3).6
Exhibit 4

Commerzbank aims for stable revenue but much lower costs
Data in € billion
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Note: *Revenue for 2020 reflect the deduction of exceptional items. Total operating expenses include compulsory contributions (including bank levy, deposit insurance fees), around €512
million in 2020, but exclude goodwill impairments and restructuring charges.
Sources: Moody's Investors Service, Commerzbank

Executing the digital plan amid the pandemic will be a challenge
Successful implementation of the bank's digital overhaul is pivotal to improving its profitability. Commerzbank intends to reinvent itself
as a leading digital bank with substantially improved efficiency. The €1.7 billion digital budget is larger than for previous plans. It will
touch all parts of its business and takes place amid a real-life stress caused by the pandemic and its economic fallout, the full extent of
which is still unknown. The plan's implementation will require a delicate balancing act to maintain revenue, retain intellectual capital
and drive down costs. New Chief Executive Manfred Knof will directly oversee the transformation.
Commerzbank does not start its digital plan from zero. Previous initiatives already achieved some improvements to the bank's
organisational model (Campus 2.0) and IT platforms, for example for compliance and risk management. However, in order to build an
industry-leading scalable digital banking franchise, Commerzbank intends to overhaul its IT infrastructure more radical. This includes
the creation of scalable and efficient platforms which allows client-specific offerings, the automation of mass processes in operations
and risk management, as well as the implementation of technology enablers including cloud computing. Commerzbank is a member of
the European Cloud User Coalition (ECUC), established on 27 January 2021, with the aim to strengthen the public cloud ecosystem for
the entire European financial industry.

Effective monitoring will address weak execution of previous initiatives
Commerzbank has improved its transformation governance compared with previous initiatives. Repeated shortfalls in delivering
planned profitability improvements were partly driven by weak execution and ultimately resulted in the resignation of the bank’s most
senior executives last July. To ensure swifter execution of Strategy 2024 and allow efficient monitoring and communication with the
capital markets, Commerzbank’s new CEO Manfred Knof will personally oversee the bank’s transformation. This set up intends to
facilitate dialogue between business segments (PSBC, CC) and shared services (Chief Operating Officer, Chief Financial Officer, Chief
Risk Officer and Human Resources) and includes bi-weekly steering committees with full board participation.

Improving long-term profitability is key
If successful, Commerzbank aims to achieve a return on tangible equity7 (ROTE) of around 7% by 2024, bringing it broadly in line with
the European average. This is more ambitious than the 4% to 5% target under the previous plan Commerzbank 5.0. We believe the
7% target is broadly consistent with a return on assets (ROA) of around 40 basis points, compared with the bank's average ROA of
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around nine bps between 2011 and 2019. Our estimate assumes 30 bps of credit costs as percent of gross loans and a tax rate of 30%.
In 2020, Commerzbank reported a net loss of €2.87 billion.
Commerzbank's ambition to increase pre-provision earnings will be supported by relocating capital. This is particular relevant for its CC
segment, where the bank intends to terminate activities which deliver profits less than 3% of allocated RWA. Further, improvements
will need to be achieved for corporate clients who generate profits of between 3% and 5%, for example through repricing or increasing
cross-selling.
In its CC segment, Commerzbank expects to improve its income from RWA for about two thirds of its exposures. By and large,
Commerzbank expects to free up around €12 billion from optimisation of RWAs in its corporate business, which will then be allocated
to private and small business customers and mBank, its two main engines of growth. Overall, Commerzbank expects that total RWA
will remain broadly unchanged at around €183 billion by the end of 2024, compared with €179 billion at the end of 2020.
Exhibit 5 shows the expected transition of Commerzbank’s assets productivity (revenue to RWA) and cost-efficiency (operating
expenses to RWA) if it achieves its targets by 2024.
Exhibit 5

Commerzbank's targets require performance significantly ahead of German peers
Bubble size reflects pre-provision profit as % of risk-weighted assets
8.0%
7.0%

Revenue / RWA

6.0%
5.0%
4.0%

Commerzbank - Strategy 2024,
1.9%

3.0%

Commerzbank - historic*,
1.1%

German banks' average in 2019,
1.4%

2.0%
1.0%
0.0%
50%

55%

60%

65%

70%

75%

80%

85%

Cost-to-income Ratio

Note: *The bubble size reflects Commerzbank's average ratio for pre-provision profit over risk-weighted assets for years 2011-19 which was 1.1%. For 2019 and 2020, this ratio was 1.0% for
Commerzbank, compared with an average ratio of 1.4% for rated German banks in 2019 (latest available).
Sources: Moody's Investors Service, Commerzbank

Ample capital can cover unforeseen risks
Commerzbank enters this transformation period with very comfortable capital levels, giving it the flexibility to address unforeseen risk
and protect bondholders. The plan guides for a CET1 capital ratio of 14.6% by the end of 2024, up from 13.2% at the end of 2020.
This is around 50 bps more than at the beginning of Commerzbank 5.0 and more than 130 bps more than at the start of 4.0. Also,
Commerzbank’s excess capital of around 370 bps over its minimum Pillar 2 CET1 capital requirement equips the bank with some
financial flexibility. The higher buffer during 2020 largely reflects a lower Pillar 2 Requirement (P2R) and Additional Tier 1 (AT1) capital
shortfall.8
The plan, however, anticipates a dip in CET1 capital ratio to around 12% in 2021, reflecting additional restructuring charges and RWA
increases associated with higher pandemic-related loan book risk. We expect that the bank’s solvency will be most sensitive in the early
phase of its four-year transition period before improved retained earnings accrue from 2022 onwards.
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Exhibit 6

Exhibit 7

Commerzbank's CET1 capital ratios since 2016 …

... reflect ample buffer* over Pillar 2 requirements
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Sources: Moody's Investors Service, Commerzbank

The targeted €3 billion capital return potential via dividend payments and share buy-backs requires the successful implementation of
the plan and is based on earnings retention during the second half of the transformation.
Additional uncertainty may arise from the pending litigation in Poland associated with loans denominated in Swiss franc at mBank. At
the end of 2020, Commerzbank had provisioned around €300 million and expects a decision of the country’s Supreme Court by the
end of March.

Moody’s related publications
Issuer Comments on Commerzbank
» Restructuring charge aims to improve long-term profitability, but will burden 2020 earnings, January 2021
» Restructuring charge drives third-quarter net loss, November 2020
» Resignation of most senior executives raises questions about the bank's strategic direction, a credit negative, July 2020
» Commerzbank intends to sell its most profitable asset to fund domestic turnaround, a credit negative, September 2019
» Commerzbank's de-risking supports higher capital ratios, February 2018
Credit Opinion
» Commerzbank AG - Update to credit analysis, October 2020
Sector Reports
» Global Macro Outlook 2021-22 (February 2021 Update): G-20 economies will return to growth in2021 but recovery will not be
uniform, February 2021
» Banks - Germany: Large cost cuts are needed to stay profitable, January 2021
» Banks - Germany: Lower for longer interest rates will exacerbate earnings pressures, 21 October 2020
» Banks - Global: Flat yield curves are key threat to bank margins as rates stay low for longer, 10 June 2020
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Endnotes
1 The ratings shown are Commerzbank's deposit rating, its senior unsecured rating, and the bank's Baseline Credit Assessment (BCA).
2 According to Moody's definition which compares problem loans to gross loans.
3 Including the expected expense growth at mBank, net cost savings are around €1.4 billion.
4 Commerzbank's successful wind-down of legacy exposures triggered a decrease in assets to €452 billion in 2017 from €662 billion at the end of 2011.
5 Excluding operating expenses from mBank.
6 The rating shown is mBank's deposit rating and outlook, and its Baseline Credit Assessment (BCA).
7 Commerzbank reported tangible common equity of around 28 billion at the end of 2020. Tangible Common Equity is our preferred measure of capital for
reasons of global comparability.
8 The AT1 shortfall refers to guidelines under the ECB's Supervisory Review and Evaluation Process (SREP) which commands certain requirements around the
composition of bank's regulatory capital.
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