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1. The Booming Mortgage Market, 2001-2007 

 � Mortgage was a growth engine for retail banks worldwide from 2001 through 2007, with some markets 
exceeding reasonable limits, especially in the ratio of mortgage debt to gross domestic product. 

 � Although most mortgage markets experienced this boom, huge discrepancies could be observed between 
these markets. 

 � Within each of these markets, retail banks developed similar commercial and economic strategies. Depending 
on the country, mortgage was used either as a stand-alone product (it has to be profitable by itself), a hook 
product (it is used primarily for customer acquisition and is sold with low margins), or a hybrid product (it 
serves customer acquisition objectives, but with margins that aim at a profitable return).

2. Mortgage Unit Profitability: A Widespread Decline until 2007, Partly Mitigated by Growth 

 � Unit profitability declined from 2003 through 2007, primarily as a result of the decrease in net interest income 
(down by around 50 basis points [bps] in major markets) due to intense competition between retail banks.

 � Initiatives to generate additional revenues and reduce costs could not compensate for the loss in interest 
revenues.

 � This decline in global unit profitability was partly mitigated by the rise in volume during this period, but value 
creation remained questionable.

3. The Year 2008: A Downward Turning Point in the Mortgage Market

 � In 2008 the subprime crisis marked a clear stop to positive trends in the mortgage market, with an explosion in 
funding costs having a dramatic impact on mortgage profitability.

 � In the five years to come, retail banks will need to prepare for a significant decline in mortgage activities due to 
three main factors: the general slowdown of the world economy, the asset crisis with its impact on the cost of 
funding, and the threat of an increasing cost of risk.

 � The general trend towards regulations protecting consumers (for example, limits on loan prepayment penalties 
and ceilings on total customer rates) is likely to continue, and will have an impact on mortgage unit profitability.
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4. How Can Retail Banks Respond to the New Market Situation?

 � Banks are looking for key opportunities and activities to address the challenges related to this new market 
situation over the next five years. 

 � For marketing and sales:

 –  Improve mortgage sales productivity and capabilities by enhancing cross-selling and, where there is  
critical mass, developing a specialised sales force.

 – Develop new products and services by focusing on higher margin services linked to mortgages and by 
creating packages with other financial products. 

 –  Use remote channels by reinforcing their position as pre-sales and sales channels. 

 � For pricing and risk-management issues:

 – Optimise pricing strategies by developing customer-based pricing, aware that any of today’s customer 
spreads would not even cover the cost of funding.

 – Manage risk by improving customer selection processes and tools, and by enhancing approaches to 
monitoring the loan portfolio (early-warning and watch-portfolio approaches, customer category-related 
actions, etc).

 � For middle/back office and information technology (IT) optimisation: 

 – Optimise origination and servicing by speeding up the loan origination processes and by lowering the 
breakeven point, notably through geographic consolidation. 

 – Optimise IT, also mainly by geographic consolidation. 

 � Among these key opportunities, the most critical are improving mortgage sales productivity and capabilities, 
and optimising pricing strategies.

5. Moving Forward over the Next Five Years

 � In 2009, retail banks are at a crossroad and will have to make major changes to remain successful over the 
next five years:

 – Rather than relying exclusively on cost reduction, the best retail banks will continue to develop sales, 
particularly by improving cross-selling capabilities, product bundling, and customer-based pricing.

 – Top-performing retail banks that once relied on hook or stand-alone strategies will have to alter their 
approaches in favour of the hybrid strategy.

 – Retail banks will also have to rethink their business models and revert to their historic deposit-based 
approach, leaving behind the credit-based model of the past few years.

 � In this crisis context, mortgage specialists’ ability to survive on their own is weak, due to the lack of access to 
deposits and direct cross-selling opportunities.

 � Managing mortgage profitability by developing excellent profitability models is the clear way forward, although 
today it is an under-used practice. We believe it is the best way for retail banks to ensure they are prepared for 
the daunting challenges they will face in the years ahead.
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For the profitability analysis, we identified two large, 
international banking institutions in two different 
countries (we do not name them to maintain agreed 
confidentiality). We conducted exhaustive examinations 
of their mortgage processes and perspectives to obtain a 
complete picture of their profitability.

Our objective was to calculate and compare the net 
present value (NPV) of net operating profit after tax 
(NOPAT), and the NPV of the economic value added 
(EVA) for loans originated in the past five years.

We began by defining a “standard loan” for each 
bank, and identified four elements of each loan over 
its entire duration: 
 � Revenues (such as net interest income, fees, 
insurance margin)
 � Cost of risk 
 � Operating costs (distribution, origination,  
servicing, IT) 
 � Cost of capital employed

Based on this methodology, we developed our 
Spotlight in five parts, beginning with a review of 
mortgage markets over the past five years, and ending 
with our view of retail banks’ most effective way 
forward in the future.

METHOdOLOgY

We based our Spotlight analysis on three different 
investigations: a market survey, a qualitative bank 
survey, and an in-depth profitability analysis.

We completed the market survey to describe 
most effectively the role mortgages played in ten 
target countries: eight in Europe (Austria, France, 
germany, Italy, the Netherlands, Poland, Spain, 
and the United Kingdom), as well as the United 
States and Japan. 

In the qualitative bank survey, we questioned 
executives in fifty-four large retail banks in 
seventeen selected countries (listed in Figure 2.7) 
to get a complete picture of their mortgage profiles 
(see Figure 2.1). 

Our primary goal was to understand retail  
banking’s potential profitability over the next five 
years, and find ways to improve this profitability. 
Each bank was asked questions in three areas:  
(1) their key figures, profitability measurements,  
and their evolution and regulations affecting them; 
(2) the role mortgages played at their institution;  
and (3) key opportunities they foresaw for the  
next five years. 

FIgURE 2.1 Breakdown of Banks in Qualitative Survey, by Geographic Area and Value of Loans 
(outstanding Balances, 2007)

Source: capgemini analysis, 2009.
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1. THE BOOMing MOrTgAgE MArkET, 
2001-2007 

Mortgage was a growth engine for retail banks 
worldwide from 2001 through 2007. In the vast 
majority of countries, the compound annual growth 
rate (CAgR) for mortgage outstanding balances  
was above 10% for this period (Figure 2.2).

Moreover, mortgages are a crucial product for 
economies in general and for retail banks in 
particular. Mortgages were a key financial product in 
most countries we studied, with ratios of mortgage 

FIgURE 2.2 Mortgage Market Growth, outstanding Balances, 2001-2007 (CAGR) 

Source: eMf, Bank of Japan, Bank of england, US census Bureau, federal Reserve.

outstanding balance to gross domestic product (gDP) 
above 20% (see Figure 2.3). Some markets exceeded 
reasonable limits, with ratios over 60%, notably the 
US, the UK, and Spain.

The main explanation for these high mortgage debt 
to gDP ratios lies in the uncontrolled increase in 
housing prices, and the associated asset risks. In 
the US, for example, the House Price Index (HPI) 
increased more than three-fold from 1985 through 
2007 (see Figure 2.4).
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FIgURE 2.3 Mortgage outstanding Balances as a Percentage of GDP, 2007

Source: eMf, Bank of Japan, US census Bureau, federal Reserve, dutch national Bank, national Bank of Poland, capgemini analysis, 2009.

FIgURE 2.4 United States House Price Index (HPI), 1985-2007

Source: federal Housing finance agency.
note: 1980 Q1 = index 100.
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FIgURE 2.5 Mortgage outstanding Balances as a Percentage of Retail Banking Assets, 2007

Source: eMf, US census Bureau, federal Reserve, dutch national Bank, national Bank of Poland, capgemini analysis, 2009.
note: 2006 data for Poland.

 � In terms of loan types, f loating rate loans largely 
dominated in Japan, Spain, and Italy, while fixed 
interest rate loans prevailed in other countries.
 � In 2008, interest rates ranged from less than 
180 bps (Japan) to 780 bps (Poland), with most 
countries having between 450 and 610 bps. 

 �Market concentration (measured as the market share 
of outstanding balances of the top five banks) varied 
greatly from one country to another. germany is 
not very concentrated, while Poland and Austria are 
quite concentrated. Concentration is intermediate 
in the other countries, with a first cluster at about 
55% (Japan, the US, the UK, Spain, and Italy) and a 
second at about 70% (the Netherlands and France). 
 � The mix of distribution channels is also very 
specific from one country to another. In Japan, 
France, germany, Poland, and Italy, retail 
banks rely mainly on direct channels (branches, 
online bank channels, tied agents) for mortgage 
distribution, while in Spain, the Netherlands, 
and the UK, retail banks distribute mortgages (in 
priority) through indirect channels, including real 
estate agents, third parties, independent financial 
advisers, and other independent mortgage actors. 
These last three countries also have the highest 
mortgage debt to gDP ratios.

As Figure 2.5 indicates, the importance of mortgage 
loans is also reflected in retail banks’ balance sheets. 
For most countries, mortgage outstanding balances 
were 15% or higher than their total banking assets.

Mortgages represent a significant portion of a retail 
bank’s customer portfolio and net banking income 
(NBI). For the banks we studied, an average of 
12% of customers had a mortgage, and mortgages 
accounted for 20% of a bank’s net banking income.

Although most mortgage markets experienced this 
boom, huge discrepancies could be observed between 
these markets. Mortgage markets differ greatly from 
one country to another in terms of debt, loan types, 
interest rates, market concentration, and distribution 
channels, as shown in Figure 2.6. 

Several notable differences emerged:

 � As noted above, in 2007 the ratio of mortgage  
debt to gDP was quite high in the US, the 
UK, and to a lesser extent, Spain, all countries 
highly exposed to the current real estate and 
financial crisis. This ratio was also elevated in the 
Netherlands, partly as a result of tax regulations 
encouraging customers to borrow.

Austria

Italy

France

Germany

US

UK
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Netherlands

Poland 56%

26%

22%

20%

15%

15%

9%

9%

7%



31

In Italy, for instance, prepayment fees were removed 
recently, weakening the retention effect of mortgages. 
In 2006, the French government authorized a zero 
percent interest rate to encourage property ownership. 
In the Netherlands, the Mortgage Financing Code of 
Conduct, focusing on transparency and “duty to care” 
about the customer, governs the mortgage market. 
This code is a market agreement by mortgage actors 
with government supervision.

FIgURE 2.6 Mortgage Markets Differ Significantly by Country
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Mortgage debt
(mortgage outstanding 
balances/GDP in 2007)

Loan type
(as % of total outstanding 
balances in 2006)

Representative mortgage 
interest ratea (in basis 
points; for Q1 or Q2 2008)

Market concentration 
(as % of outstanding 
balances of top �ve leaders; 
several years considered)

Distribution channelsb 
(as % of  channels in 2006)

Source: eMf, US census Bureau, Bank of england, Bank of Japan, national Bank of Poland, dutch national Bank, Bce.
note: aUS: austria, fR: france, geR: germany, ita: italy, JPn: Japan, nL: netherlands, PL: Poland, SP: Spain, UK: United Kingdom, US: United States.
a the representative mortgage interest rates are an average of specific mortgage rates for first ranking mortgages, involving no prior savings, with no
 discounts included, gross of tax relief, net of other bank costs (eMf definition).
b n/a for austria.

Mortgage regulations and tax issues also differ 
greatly from one country to another. In addition to 
shared international and European regulations, such 
as Basel II, each local mortgage market is ruled by 
specific local laws and regulatory systems. These 
peculiarities can be seen in prepayment policies and 
tax deductions, as well as in lending insurance or 
debt policies. 

MAnAging MOrTgAgE PrOFiTABiLiTY
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Within each of these markets, retail banks  
developed similar commercial and economic 
strategies. Depending on the country, mortgage 
was used either as a stand-alone, hook, or hybrid 
product (see Figure 2.7):
 �Mortgage as a stand-alone product: Retail banks 
offer mortgages the way a mortgage specialist 
would; the product has to be profitable by itself.
 �Mortgage as a hook product: Mortgage is used 
primarily for customer acquisition, leading to 
profitable cross-sales, and is sold with low margins.
 �  Mortgage as a hybrid product: Retail banks consider 
mortgage as a product for customer acquisition, but 
with margins that aim at a profitable return.

In two-thirds of the countries we investigated, retail 
banks mainly follow stand-alone or hybrid strategies, 
in which a mortgage must be profitable, not just a 
tool for cross-selling. In these countries, managing 
mortgage profitability is essential.

FIgURE 2.7 Mortgage Strategies, by Country

Source: capgemini interviews with 54 surveyed retail banks, 2009.
note: Respondents were asked to assign a number from 1 to 5 to characterise the role of mortgages in their institutions, with 1 meaning they treat 
mortgages solely as hook products, and 5 meaning they treat them solely as stand-alone products.

In countries where the hook strategy is the rule, 
selling mortgages at low margins is seen as a 
commercial investment. Nonetheless, effective retail 
banks here monitor their mortgage profitability to 
evaluate investment costs, much as they do for their 
other commercial and marketing investments.

2. MOrTgAgE UniT PrOFiTABiLiTY:  
A WidESPrEAd dECLinE UnTiL 2007,  
PArTLY MiTigATEd BY grOWTH

Unit profitability declined from 2003 through 2007, 
primarily as a result of the decrease in net interest 
income (down by around 50 bps in major markets) 
due to intense competition between retail banks. 
During this period, most banks were primarily 
seeking to defend or develop their market shares, 
using aggressive commercial policies. As a result, the 
unit profitability of a mortgage product decreased 
over the last five years. As Figure 2.8 indicates, in the 
majority of the banks we surveyed (61%), mortgage 
unit profitability decreased either strongly or slightly 
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FIgURE 2.8 Mortgage Unit Profitability, 2003-2007 (%)

Source: capgemini analysis, 2009.

FIgURE 2.9 Case Studies: Evolution of Mortgage Profitability, 2003-2007 

Source: capgemini analysis, 2009.
note: Unit profitability of a standard loan expressed as nPV of eVa. data are shown on an index basis, specific to each bank, where index 100  
 corresponds to the value of the nPV of eVa for a loan originated in 2003.

from 2003 through 2007. These changes are not 
necessarily the result of country-wide patterns;  
within one country or another we found great 
variations in the banks’ responses.

Despite the global trend towards declining 
profitability, Figure 2.8 also indicates that 20% 
of all banks surveyed reported an increase in unit 
profitability. Most of these respondents are based 
in Eastern Europe and Russia, however, and started 
their mortgage activities in the early 2000s. For these 
banks, the profitability increase is directly related to 
the bankers’ movement up the experience curve and 
economies of scale. In addition, one bank (in Europe 
Eurozone) cited a wide productivity program (new 
registration application, branch efficiency). 

The two in-depth case studies we conducted 
confirmed the finding that average mortgage unit 
profitability declined (see Figure 2.9). 

For the first bank (Bank X), the net present value 
(NPV) of the economic value added (EVA) per loan 
originated decreased by 40% between 2003 and 2007; 
for the second (Bank Y), profitability decreased even 
more precipitously, becoming largely negative. For 
this bank, loans made in 2007 will have a negative 
impact on contribution over their entire duration.

MAnAging MOrTgAgE PrOFiTABiLiTY
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The overall global unit profitability decline can 
be explained by the decrease in revenues, notably 
net interest income (see Figure 2.10). Most bank 
executives in our survey told us that their revenues 
have decreased over the past five years. Almost 80% 
viewed net interest income as the fastest decreasing 
part of their revenues.

The case study findings were confirmed by the gross 
interest margin evolution observed in several markets. 
From 2003 through 2007, the average gross interest 
margin declined from 1.33% to 0.80% (53 bps)  
(see Figures 2.11 and 2.12).

� Net interest income

�  Fee revenues

�  Insurance revenues

�  Other revenues

�  NoneMost increasing parts

Most decreasing parts 78% 7% 4% 11%

7% 32% 22% 7% 32%

Source: capgemini analysis, 2009.

FIgURE 2.10 Mortgage Unit Revenue Performance, 
2003-2007 (%) 

� Strongly decreased    �  Slightly decreased    �  Steady

�  Slightly increased       �  Strongly increased
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16%
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FIgURE 2.11 Changes in Mortgage Gross Interest Margins, by Country, 2003-2007 (%)

Source: Bank Source: eMf, Bce, Bank of Japan, Bank of england, federal Reserve, national Bank of Poland, Bloomberg, capgemini analysis, 2009.
note: the mortgage gross interest margin is the difference between the interest rate for customers and relevant local index rates: 

	 •	Euribor	1	year	for	the	following	European	countries	selling	mainly	variable	rate	loans:	Spain	and	the	UK.	
	 •	Euribor	3	months:	Italy.	 •	A	mix	of	Euribor	3	months	and	Wibor	3	months:	Poland.	 •	LIBOR	3	months	in	Japanese	yen:	Japan.
	 •	Government	bonds	(10	years):	European	countries	selling	mainly	fixed	rate	loans.	 •	Swap	rate:	United	States.
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Initiatives to generate additional revenues and 
reduce costs could not compensate for the loss in 
interest revenues. A large majority of banks (72%) 
reported that over this same period their operating 
costs remained either steady or, when decreasing, did 
not decline enough to compensate for their revenue 
losses (see Figure 2.13).

Source: capgemini analysis, 2009.

FIgURE 2.13 Mortgage Unit operating Cost Performance, 
2003-2007

� Strongly decreased    �  Slightly decreased    �  Steady

�  Slightly increased       �  Strongly increased

39%

33%

6%

18%

4%

As a consequence, banks have developed other 
sources of revenue (notably fees and insurance 
margins), but not enough to compensate for the loss 
in net interest income (see Figure 2.10).

FIgURE 2.12 Decline in Average Mortgage Gross Interest Margin, 2003-2007 (%)

2003 2004 2005 2006 2007

1.33% 1.28% 1.08% 0.92% 0.80%

Source: eMf, Bce, Bank of Japan, Bank of england, federal Reserve, national Bank of Poland, Bloomberg.
note: countries considered included austria, france, germany, italy, Japan, the netherlands, Poland, Spain, the UK, and the US.

Of all operating costs, origination and servicing 
costs combined (notably underwriting and recovery) 
have decreased the most. Nevertheless, as opposed 
to revenue trends, where interest evolution clearly 
drives a pattern of decline, costs exhibit a less obvious 
pattern, as they depend to a greater extent on each 
bank’s strategy rather than macroeconomic factors. 

Moreover, those banks that were able to reduce  
costs were found in different markets and had 
different sizes and structures. Depending on the 
maturity of the market in which the bank was 
situated, this phenomenon can be explained in  
most cases either by experience curve effects 
(emerging markets) or by structured productivity 
programs (more mature markets). 

� Distribution costs

�  Origination costs

�  Servicing costs

�  Other costs

�  NoneMost increasing parts

Most decreasing parts 24% 33% 16% 5% 22%

26% 8% 8% 21% 37%

MAnAging MOrTgAgE PrOFiTABiLiTY
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In most countries we studied, this decline in global 
unit profitability was partly mitigated by the rise 
in volume observed during this period, but value 
creation remained questionable. This was especially 
true for banks developing hook product strategies, 
where mortgage market share and customer 
acquisition were key objectives. Yet this strategy is not 
durable over the long term, because without market 
growth, as is the case today, trade-offs between 
market share and unit profitability no longer work.

3. THE YEAr 2008: A dOWnWArd TUrning 
POinT in THE MOrTgAgE MArkET 

In 2008 the subprime crisis marked a clear stop to 
positive trends in the mortgage market, with an 
explosion in funding costs having a dramatic impact 
on mortgage profitability. This crisis was principally 
generated by the brutal downturn in US housing 
prices in early 2008. The risky, high-volume trades 
in real estate loans sparked a global crisis whose 
effects are still difficult to measure. Among the first 
victims were US mortgage giants Fannie Mae and 
Freddie Mac, taken over by the US government on 
8 September 2008, closely followed by the venerable 
investment bank Lehman Brothers Holdings Inc, 
which filed for bankruptcy on 15 September. 

From the beginning of 2008, the world economy had 
begun to show signs of crisis, as illustrated for the 
mortgage market in Figure 2.15. When analysing 
the gross advances between first half (H1) 2007 and 
H1 2008, volumes declined in all major markets 
except germany and Japan, the two slowest-growing 
mortgage markets of our survey. 

Since the beginning of the crisis, the cost of funding 
has exploded, dramatically affecting mortgage 
profitability of retail banks. As Bloomberg reported, 
this huge increase can be observed by comparing 
January 2009’s five-year Senior Credit Default Swap 
(CDS) with what it was before the subprime crisis 
for the twenty top listed European banks. In June 
2007—before the subprime crisis—the five-year 
Senior CDS was 8 bps on average, but by January 
2009, it had reached 150 bps, for a 142 bps rise in 
eighteen months. This rise was even higher (up 179 
bps) for the ten hardest-hit banks.

More than 80% of the banks we surveyed reported 
that the cost of risk decreased or stayed steady over 
the past five years (see Figure 2.14). Nevertheless, 
since 2007 the cost of risk has risen in retail banks for 
newly originated loans.

FIgURE 2.14 Cost of Risk, 2003-2007 (%)

47%

0%

5%
8%

40%

� Strongly decreased    �  Slightly decreased    �  Steady

�  Slightly increased       �  Strongly increased

Source: capgemini analysis, 2009.

FIgURE 2.15 General Decline in Mortgage Growth, 
H1 2007 vs. H1 2008, by Country (%) 

Source: eMf, Bank of Japan, Bank of england.
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FIgURE 2.16 Real GDP Growth and Trends (%) 

Source: International Monetary Fund World Economic Outlook 2008 (updated version).

In the five years to come, retail banks will need to 
prepare for a significant decline in mortgage activity 
due to three main factors: the general slowdown of 
the world economy, the asset crisis with its impact on 
the cost of funding, and the threat of an increasing 
cost of risk. At the beginning of January 2009, the 
International Monetary Fund (IMF) announced 
that it would “significantly” increase its projection of 
losses and withdrawals due to the crisis, previously 
established at $1.4 trillion. The IMF’s projections 
for the 2009 fiscal year are grim. globally, the world 
economy is set to grow by only 2.2% (down from 
3.7% in 2008 and 5.0% in 2007), fuelled primarily by 
still positive growth levels in emerging countries. 

All signs point to a significant and widespread 
economic slowdown in the years to come. Figure 
2.16, taken from the IMF World Economic Outlook 
2008 (updated version), illustrates the various 
financial ups and downs of the past thirty years. As 
the figure shows, the normal period of recovery time 
from a crisis or recession is three or four years. But 
no one can predict the length of recuperation time 

necessary for any financial disaster, especially one 
of the current magnitude. Nonetheless, if history is 
any guide, previous declining cycles indicate that a 
recovery process is not likely to begin before 2011. 
This global economic slowdown will be accelerated by 
the decline in the mortgage business itself, which will 
create a vicious circle, with impacts on the real estate 
and construction businesses that are key contributors 
to gDP creation. 

A marked lack of assets will be another hallmark of 
the next five years. The ability to free up capital, so 
crucial to lending activities, will be even more seriously 
constricted by the implementation of Basel II, which 
will force banks to increase their capital on reserve. 
Cost of funding for banks is likely to remain high, 
even though the 2008 liquidity crisis might be over.

This lack of assets will affect all lenders, particularly 
the independent mortgage specialists who might 
not be able to survive on their own (an example is 
Interhyp, a leading german independent specialist, 
acquired by INg Direct in July 2008). 

MAnAging MOrTgAgE PrOFiTABiLiTY
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 �One in pricing and risk:
 – Pricing and risk management

 � Two in middle/back office and IT:
 – Origination and servicing optimisation 
 – IT optimisation

Among them, the Improving mortgage sales 
productivity and capabilities opportunity, and the 
Pricing and risk management opportunity, are the 
most important, having been cited by over half the 
surveyed banks (see Figure 2.17).

Other opportunities were proposed, such as 
developing intermediary channels and cross-border 
distribution, but these were not viewed as significant 
enough to warrant in-depth study here.

Marketing and Sales
Improving mortgage sales productivity and 
capabilities. Improving mortgage sales productivity 
and capabilities is the first overall and is considered 
a key opportunity in all regions. To capitalise on 
this major opportunity, retail banks saw the need to 
initiate three critical activities (see Figure 2.18):
 � Improve cross-selling capabilities
 � Develop a mortgage specialised sales force
 �  Intensify commercial management 

As many have observed since 2007, the cost of risk 
has risen—and not only in countries affected by 
the subprime crisis. In the process, retail banks we 
surveyed have become increasingly preoccupied by the 
threat of heightened risk in the years to come. 

The recent years’ general trend towards regulations 
protecting consumers (for example, limits on loan 
prepayment penalties and ceilings on total customer 
rates) is likely to continue, and will have an impact 
on mortgage unit profitability.

4. HOW CAn rETAiL BAnkS rESPOnd TO THE 
nEW MArkET SiTUATiOn?

Banks are looking for key opportunities and 
activities to address the challenges related to this 
new market situation over the next five years.  
We asked surveyed banks to name their top 
opportunities for addressing the challenges related 
to this new market situation over the next five years. 
As Figure 2.17 indicates, they identified six key 
opportunities: 

 � Three in marketing and sales: 
 – Improving mortgage sales productivity and 
capabilities
 – Developing new products and services 
 – Using remote channels

FIgURE 2.17 key opportunities to Address the New Mortgage Market Situation (% Respondents)

Source: capgemini interviews with 54 surveyed retail banks, 2009.
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FIgURE 2.19 Main Cross-Sold Products (% Respondents)

Source: capgemini interviews with 54 surveyed retail banks, 2009.

FIgURE 2.18 Activities to Improve Sales Productivity and Capabilities over the Next 5 Years (% Respondents) 

Source: capgemini interviews with 54 surveyed retail banks, 2009.

Improving cross-selling capabilities is the most critical 
approach to improving sales productivity. A large 
majority of retail banks (nearly 80% of our respondents) 
aim to develop the cross-selling capabilities of their 
sales forces over the next five years. This is particularly 
notable because cross-selling policies related to 
mortgages are already widespread today. 

Most responding banks have already developed cross-
selling policies in the mortgage area. The main 
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cross-sold products were principal current accounts and 
credit cards (see Figure 2.19). Insurance products (home 
insurance, life insurance, and lending insurance) were 
also often mentioned as cross-sold products.

Intensifying commercial management through 
planning and reporting processes and tools is a global 
lever for all retail banking activities, not just mortgage. 
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Executives in nearly 60% of the banks surveyed 
reported that sales force specialisation (with 
mortgage specialists) is important, and most have 
already initiated the process. This specialisation 
can be accomplished either by developing a specific 
sales force, or by implementing specialised call 
centres accessible both by customers (in addition to 
the Internet) and by the retail banking sales force 
(as an additional source of mortgage expertise). 
Nevertheless, some banks surveyed reported that in 
today’s context of crisis, investing in new sales forces, 
with its additional costs, might not be relevant. 

Developing new products and services. This activity 
was seen by many respondents as less important for 
the coming years than it has been for the past five, 
but it still remains a key opportunity in 38% of the 
banks where we interviewed (see Figure 2.17, above). 

To capitalise on this opportunity, retail banks are 
focusing on three areas (see Figure 2.20):
 �  Develop non-financial products and services related 
to mortgage
 �  Create convergence/packages with consumer finance
 �  Innovate mortgage products 

Developing non-financial products and services 
related to mortgages (such as home services and 
surveillance services) was viewed as an important 
activity in nearly half the banks we interviewed, with 
the objective of generating new revenues with higher 
margins than those offered by mortgages. 

Creating packages with other financial products 
is another crucial area for this opportunity. Bank 
executives we interviewed cited consumer finance,  
as well as payment cards and insurance, as key 
products for packaging. 

Mortgage product innovation is not considered 
to be as important as it has been for the past five 
years. Most retail banks believe that existing 
products respond to their customer needs. Yet 
some innovation will be done by simplifying 
or customising existing products, for example 
by increasing their f lexibility (loan maturity, 
repayment policy, etc). Additionally, innovation  
will be used for niche products (“senior”  
mortgages, for instance). 

Using remote channels. Using remote channels 
(such as the Internet and call centres) was the  
sixth opportunity overall, mentioned by 36% of  
the banks we surveyed. This opportunity has grown 
the most, with only 13% of banks we surveyed  
saying they had considered it important for the  
past five years. 

Remote channels are used today in the mortgage  
sales process, but principally as information channels. 
Sales through remote channels accounted for only  
3% of mortgage sales in the banks we surveyed  
(see Figure 2.21). 

FIgURE 2.20 Critical Areas in Which to Develop New 
Products and Services (% Respondents) 

Source: capgemini interviews with 54 surveyed retail banks, 2009.

FIgURE 2.21 Mortgage Distribution Channels 
(% of Total Sales)

Source: capgemini interviews with 54 surveyed retail banks, 2009.
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To capitalise on this opportunity, retail banks are 
considering two critical means (see Figure 2.22):
 �  Position remote channels as pre-sales channels  
for branches
 �  Position remote channels as sales channels 

Executives in more than half the retail banks 
surveyed said they want to develop remote channels 
as pre-sales channels for branches. They would use 
these remote channels to achieve the first steps of 
the sales process—identify and select customers, 
and understand their needs. The sale itself would 
take place at the branch level, so that the bank could 
capitalise on the customer relationship at a key 
commercial moment. 

Nearly 40% said they intend to develop remote 
channels as complementary sales channels to 
branches. In this case, the declared ambition is to 
sell 5%-10% of products through the Internet or call 
centres. This will be linked to the introduction of 
simplified offers.

FIgURE 2.22 Critical Means to Use Remote 
Channels in the Next 5 Years  
(% Respondents)

Source: capgemini interviews with 54 surveyed retail banks, 2009.

Pricing and Risk Management
Pricing and risk management is the second opportunity 
overall, and respondents in over half the banks surveyed 
cited this area as one of their top six opportunities 
over the next five years (see Figure 2.17, above). They 
were keenly aware that any of today’s customer spreads 
would not even cover the cost of funding. They intend 
to take three primary actions to maximise the benefits 
from this opportunity (see Figure 2.23): 
 �  Use customer-based pricing
 �  Improve customer selection processes and tools
 �  Enhance approaches to loan portfolio monitoring

Successful retail banks will develop customer-based 
pricing while improving customer selection. Already, 
many banks often price their mortgage products using 
a mix of practices, including interest margin-based 
pricing, competition-based pricing, and customer-
based pricing. Nearly 70% of responding banks 
told us that customer-based pricing is increasingly 
important in the context of Basel II, the capital 
squeeze, and increasing client risk. Retail banks 
intend to differentiate their pricing even more 
according to client risk and potential. 

FIgURE 2.23 Activities to Maximise Pricing and Risk 
Management over the Next 5 Years  
(% Respondents)

Source: capgemini interviews with 54 surveyed retail banks, 2009.
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Risk management will remain a core mortgage 
practice and will be reinforced by the new market 
situation. Improving the customer selection processes 
and tools was cited as a primary lever in two-thirds 
of the banks surveyed, and credit risk management/
monitoring (such as probability of default [PD], loss 
given default [LgD], internal ratings-based [IRB], 
and internal ratings-based approach [IRBA]) was 
viewed as essential by half of them. 

Enhancing approaches to loan portfolio monitoring 
is also considered critical. The rising cost of risk, 
combined with greater difficulty in externalising 
risk through securitisation, poses new challenges 
for retail banks. Banks will need to remain vigilant 
concerning loan quality degradation on the balance 
sheet, avoiding the toxic combination of acquiring 
low-margin, high-risk (“bad”) loans, and losing more 
profitable (“good”) loans. 

Banks will have to develop early-warning and 
watch-portfolio approaches to identify risky loans 
before they become non-performing. They will 
need to define and implement specific actions for 
each customer category to avoid degradation of the 
credit portfolio. Another way to address this new 
risk management challenge will be to mutualise it 
through specialised institutions, as is done today in 
some countries (for example, the Credit Logement 
institution in France).

Middle/Back-Office and IT Optimisation
Origination and servicing optimisation. This is 
the third opportunity overall, cited in 45% of the 
banks in our survey. We focused on each part of the 
mortgage value chain, as shown in Figure 2.24: 
 �  We divided the origination process into four parts: 
product design, risk management, underwriting, 
and granting/cash transfer.

 �  We divided the servicing process into three parts: 
after-sales management, recovery, and litigation.

In 61% of surveyed banks, respondents considered 
the acceleration of the origination process as a major 
challenge that had to be met. They believe the 
capacity to make a loan quickly (e.g. two days) is a 
key success factor for sales. Accordingly, many banks 
have either already changed or aim to change tools in 
their front office (and often in their middle and back 
offices) to gain efficiency and speed. 

As Figure 2.25 indicates, respondents also cited 
actions to reduce operating costs and lower the 
breakeven point through organisation structure—
geographic consolidation, synergies with other actors, 
offshoring, and outsourcing. 

geographic consolidation was the most cited lever, as 
it was for IT optimisation. Almost one out of every 
ten banks aims to develop multi-country middle and 
back offices over the next five years (see Figure 2.26).

One-third of retail banks surveyed said they hope 
to develop synergies with other institutions, mainly 
with other banks and mortgage specialists, but also 
with consumer finance institutions (see Figure 2.27). 
They would accomplish this either by sharing tools or 
even origination and servicing platforms, including 
human resources. 

Outsourcing and offshoring were identified by only a 
few surveyed banks’ respondents as areas where they 
thought their banks should take action (see Figure 
2.25). While some leading retail banks have already 
capitalised in this area and will continue to do so, 
most consider the barriers to implementation, such 
as regulation and social and political issues, as simply 
too high.

FIgURE 2.24 Mortgage origination and Servicing Value Chain
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Source: capgemini analysis, 2009.
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FIgURE 2.25 Ways to optimise origination and Servicing over the Next 5 Years (% Respondents) 
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Source: capgemini interviews with 54 surveyed retail banks, 2009.

FIgURE 2.26 Levels of origination and Servicing Geographic 
Consolidation for the Next 5 Years (%)

Source: capgemini interviews with 54 surveyed retail banks, 2009.

FIgURE 2.27 origination and Servicing Synergies 
with others (% Respondents)

Source: capgemini interviews with 54 surveyed retail banks, 2009.
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come. They expect this rise despite the fact that the 
national level will remain the primary consolidation 
level for mortgage IT over the next five years. To 
manage mortgages, most banks surveyed (77%) said 
they have an IT system at the national level, either for 
a part or all of their operations.

As for origination and servicing optimisation, other 
levers identified for IT optimisation are synergies 
with other actors (cited by one out of four banks),  
IT outsourcing, and IT offshoring (about one out  
of five banks).

FIgURE 2.28 Changes in origination and Servicing Value Chain (% Respondents) 

Source: capgemini interviews with 54 surveyed retail banks, 2009.

Altogether, organisation structure will affect all parts 
of the mortgage origination and servicing value chain 
(see Figure 2.28).

IT optimisation. IT optimisation is often a 
prerequisite for optimising origination and 
servicing, especially when considering organisation 
restructuring. For this opportunity, more than  
one-third of banks surveyed considered the 
optimisation of their IT on a geographic basis  
as critical (see Figure 2.29).

As Figure 2.30 illustrates, banks will strongly 
consider developing international IT systems (note 
the expected rise from 6% to 31%) in the five years to 
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FIgURE 2.29 Ways to optimise IT over the Next 5 Years (% Respondents)

Source: capgemini interviews with 54 surveyed retail banks, 2009.

FIgURE 2.30 IT Consolidation, Today and in 5 Years (%)

Source: capgemini interviews with 54 surveyed retail banks, 2009.
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Today, the new market conditions are dramatically 
different: a declining economy, heightened funding 
requirements (Basel II constraints, limited access 
through securitisation), and the increasing cost of 
client risk are all jeopardising the old credit-based 
model. A new deposit-based approach appears to 
be inevitable. Successful banks of tomorrow will 
be those with the most deposits and therefore the 
highest capability to fund and transform those 
deposits into credits. 

In this crisis context, mortgage specialists’ ability 
to survive on their own is weak. With no access to 
deposits and no direct cross-selling opportunities, 
mortgage specialists will have to lean on diversified 
retail banks to get through the crisis. This would help 
mortgages become profitable again in the medium 
term, as the result of a lower supply.

Over 80% of the banks reported they concentrate 
their profitability analyses exclusively on net interest 
margin, with some also taking into account other 
revenues (fees, insurance margins) in the mix.  
But only a few do what is needed to succeed today 
(see Figure 2.31): develop a complete vision of 
mortgage profitability, including revenues, cost 
of risk, operating costs (distribution, origination, 
servicing, and IT), and costs of capital employed; 
and use the key profitability indicators: net 
operating profit after tax, economic value added, 
and return on assets. 

Managing mortgage profitability by developing 
excellent profitability models is the clear way 
forward, although today it is an under-used practice. 
We believe it is the best way for retail banks to ensure 
they are prepared for the daunting challenges they 
will face in the years ahead. 

5. MOving FOrWArd OvEr THE  
nExT FivE YEArS

In 2009, retail banks are at a crossroad, and they will 
have to implement significant changes to remain 
successful over the next five years.

Rather than relying exclusively on cost reduction, 
retail banks should continue to develop sales. 
Reducing cost, primarily through geographic 
consolidation of middle and back offices as well as 
IT systems, should undoubtedly be a top priority 
for retail banks. Nevertheless, in the context of 
the current financial crisis, cutting costs is not a 
sufficient measure by itself, due to high fixed costs 
and uncertain revenue streams. 

Banks should give equal priority to the development 
of their sales, particularly by improving cross-selling 
capabilities, product bundling, and customer-based 
pricing. Retail banks might also have to find and 
attract new, lower-net-worth clients to increase 
volume. To safeguard against increased risk, the 
challenge will be to invent a new approach to 
customer selection adapted to this clientele.

Top-performing retail banks that once relied on hook 
or stand-alone strategies will have to rethink their 
approaches in favour of the hybrid strategy. Two 
key drivers will force this convergence of mortgage 
strategies. First, the increased importance of cross-
selling will push banks to abandon the stand-alone 
strategy, as the decline in volume will force them 
to cross-sell more products. Second, heightened 
regulatory restrictions on some packages (such as 
mortgage plus lending insurance) will threaten those 
banks relying exclusively on hook strategies.

Retail banks will also have to rethink their business 
models and revert to their historic deposit-based 
approach, leaving behind the credit-based model 
they have relied on over the past few years. For 
several years, credit, and notably mortgage, drove 
retail bank growth. 
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FIgURE 2.31 Framework of World Retail Banking Report 2009 Mortgage Profitability Model

Source: capgemini analysis, 2009.
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