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On 10 March, Deutsche Bank AG (DB, A2/A2, positive, baa31) hosted its third Investor Day
since it announced its most radical shift in strategy in summer 2019. Under its revised threeyear plan, DB aims to grow revenues to around €30 billion by 2025 from the 2021 level of
€25.4 billion while containing costs at a higher-than-forecasted level of €18.5-€19.0 billion.
Together with loan loss charges around 20 basis points of gross loans, DB aims to achieve a
net return on tangible equity (ROTE) of 10% by 2025. The bank ultimately aims to achieve a
50% total payout ratio through a combination of dividends and more flexible share buybacks
while maintaining its Common Equity Tier 1 (CET1) capital ratio around 13%.
The updated medium-term targets represent a bondholder-friendly evolution of DB's
strategic revamp, although success in execution increasingly relies on less predictable
revenue growth rather than cost reductions. We nevertheless believe the outlined measures
to be prudent and realistic assuming a normalizing market environment from 2022 onwards.
We would also expect DB to remain disciplined on total costs.
DB sets focus on revenue growth, lifts cost guidance. DB's €30 billion revenue target for
2025 represents a cumulative 18% increase over the 2021 level, expected to be generated
through further volume growth in lower risk, stable businesses; additional strategic initiatives;
and the positive effect of higher interest rates accumulating to €1.5 billion during the planning
period. DB also expects its cost base to settle around €18.5-€19.0 billion by 2025, virtually
unchanged from its 2021 adjusted2 level of €19.3 billion. Since 2025 costs should be freed of
transformation-related adjustments, achieving the new target would still represent a net €2.5€3.0 billion reduction in total costs from the 2021 reported level, a credit positive.
Diversified loan book will help mitigate undue earnings strain from rising loan loss
charges; Russia exposure looks manageable. DB expects loan loss charges to reside around
20 basis points (bps) of gross loans during the new forecast period. We continue to believe
these targets are realistic in light of the banks diversified and Germany-focused loan book. DB
also reported a relatively low exposure to Russia, making up just 0.3% of its gross loan book.
Solid capital and liquidity continue protecting bondholders. DB maintained its guidance
of a CET1 capital ratio of around 13% by 2025. This will be supported by meaningfully improved
capital accretion from the bank's core operations, offsetting the anticipated effects from the
final implementation of Basel III; business growth; and about €8bn of capital distribution
to shareholders. In addition, we expect DB's liquidity reserve to remain virtually unchanged,
substantially mitigating refinancing risks associated with the bank's more confidence-sensitive
wholesale market funding.
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Detailed considerations
Resetting the focus on revenue growth carries higher execution risk, but continued cost control will help support target
ambitions
DB's 2025 revenue guidance of around €30 billion builds on enhancing DB's strengths in its Corporate Bank (CB; cash management, trust
and agency services, lending) and its Private Bank (PB; retail and wealth management). The net revenue growth of around €4.6 billion
will likely be supported by a cumulative €1.5 billion positive effect from higher interest rates (Exhibit 1).
Exhibit 1

DB's execution success increasingly relies on revenue growth
2021-2025 revenue walk, € billion
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Sources: Company reports, Moody's Investors Service

During the 2022-25 planning period, DB envisages a change in composition of underlying growth drivers, with franchise and efficiency
improvements in the CB and PB segments targeted to bring in the bulk of the planned growth, offsetting relative weakness in the
Investment Bank (IB) and Asset Management (AM) segments following strong outperformance of the latter against earlier projections in
prior years. We consider the revenue growth targets in CB and PB as somewhat ambitious, in particular considering the highly uncertain
and likely extremely volatile macroeconomic environment caused by the most recent geopolitical events, the full effects of which will be
very difficult to forecast for a considerable period of time. Moreover, DB's capital markets earnings streams in its IB and AM segments
remain vulnerable to market setbacks and tighter liquidity conditions, although the most recent market volatility has supported some of
DB's core IB franchises in fixed income and related client flow.
At the same time, the swift rundown in the bank’s operating cost base up until the end of 2021 helped restore DB's operating leverage,
making it more resilient to setbacks in its revenue performance. This is a major leap forward from DB’s previous restructurings, in which
it suffered greater revenue attrition and did not generate any additional operating leverage. The new cost target of €18.5-€19.0 billion
by 2025 would still allow for a continuation of operating leverage to build, although this relies more heavily on achieving the bank's
revenue goals.

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.

2

10 March 2022

Deutsche Bank AG: Strategic evolution moves revenue growth to the forefront as cost inflation bites

FINANCIAL INSTITUTIONS

MOODY'S INVESTORS SERVICE

Exhibit 2

Exhibit 3

DB's revenue plan looks more ambitious...

...and the bank's cost base will settle at higher-than-anticipated
levels
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Center or 'C&O') as implied by current guidance. 2022E is Moody's estimate.
Sources: Company reports, Moody's Investors Service
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Notes: 2025 ambition reflects DB group-level target (including the CRU and the Corporate
Center or 'C&O') as implied by current guidance. By 2025, we expect the €18.5-€19
billion guidance to display reported total costs, without any further adjustments. 2022E is
Moody's estimate.
Source: Company reports, Moody's Investors Service

We estimate the meaningfully higher cost base versus earlier projections (DB's cost target went as low as €16.7 billion for 2022
communicated at its December 2020 Investor Deep Dive) to be in part driven by items outside of the bank's control, such as higher
banking levies; foreign currency moves; and volume-related costs. However, cost inflation has also been caused by higher variable
costs given the Investment Bank's strong performance as well as higher IT costs as projects were more costly or time-consuming than
anticipated. DB has also invested greatly in controls, technology and processes, all of which will drive efficiencies going forward.
To support its goal of a stable underlying operating cost base, DB has identified €2.0 billion of additional cost saving opportunities that
it aims to reinvest fully into the businesses. Key items include the optimization of the Germany platform through the full integration
of former Postbank's IT platform onto the DB architecture; increased usage of cloud technology reducing server cost and maintenance;
better lending processes and infrastructure; and ongoing rationalisation of real-estate footprints. At the same time, none of the
additional efficiency measures target further staff reductions or greatly talk about a reduction in compensation expenses over and
above what has been communicated in summer 2019. In fact, we believe DB has little room to cut further on compensation given the
recently conducted staff reduction program as well as the outperformance of its capital markets unit, the latter already displaying one
of the lowest compensation ratios in the industry. As a result, staying competitive and retaining or attracting key talent remains vital
for achieving the projected ambitious revenue goals.
If sustained and strongly executed, the announced ambitions and measures will continue putting DB on track to improve key
underlying performance metrics and – according to our estimates – move closer to achieving its ambition of an 10% post-tax ROTE by
2025. This would put the bank at par with the lower-end of the return levels of several of its higher-rated peers – provided it can put
through the targeted revenue growth (Exhibit 4).
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Exhibit 4

DB's return ambition now relies on revenue growth as transformation costs recede
Impact of key P&L items on projected ROTE, in percentage points (pp)
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Sources: Company reports, Moody's Investors Service

Diversified loan book will help mitigate undue earnings strain from loan loss charges
DB has been able to absorb additional charges during the pandemic thanks to its better-than-anticipated revenue generation and a
reduced operating cost base. With less operating leverage to be generated by cost savings going forward, it will be important to keep
contained loan loss charges potentially arising from negative risk migration following the Russia-Ukraine military conflict or a global
resurgence of the coronavirus as witnessed in many countries worldwide.
During the 2022-25 outlook period, DB anticipates loan loss charges to stay around 20 bps of gross loans (Exhibit 5), which we believe
to be a realistic target in light of the bank's customer base and loan book split. More than half of DB’s gross loan balances stem from
its home domicile of Germany, where corporate and household debt were at around 60% of GDP as of the end of 2020, among the
lowest levels in Europe.
Exhibit 5

Loan loss charges have retreated faster than anticipated and are expected to stay contained
Gross loans (€ billion) and loan loss charges/gross loans (%, RHS)
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Sound capital and strong liquidity continue protecting bondholders
DB managed to sequentially improve its Common Equity Tier 1 (CET1) capital ratio to 13.2% as of the end of the fourth quarter of
2021, safeguarding its capital position well above the ECB's current regulatory requirement of 10.4%. For 2021, DB announced that it
aims to pay a cash dividend of €0.20 per share, equivalent to around €400 million of dividend payments and further initiate a small
share repurchase program of approximately €300 million.
In 2025 and beyond, DB aims to achieve a total payout ratio of 50% through a combination of cash dividends and more flexible share
buybacks. In respect of the 2021-2025 reference period, DB expects a total capital distribution of around €8 billion, well above the
€5 billion it initially outlined in summer 2019. During this period, DB expects to grow dividends by around 50% per year, achieving
a total of €3.3 billion with the remainder expected to be executed via share buybacks. This capital distribution policy helps balance
shareholders' and bondholders' interests and allows for sufficient flexibility by limiting the anticipated total dividends to less than half
of the target payout, a credit positive. It will also help stabilising the bank's CET1 capital ratio during the 2022-2025 period.
In addition to its solid capitalisation and prudent capital distribution policies, high balance-sheet liquidity remains a comparative,
credit-positive strength of DB. The bank's strong €241 billion liquidity reserve in Q4 2021 stood well above requirements stipulated
by the liquidity coverage ratio (LCR), which came in at 133% in Q4 2021. We would not expect DB to reduce this liquidity buffer
meaningfully going forward, also in light of its larger-than-anticipated funded balance sheet of slightly above €1 trillion as of the end
of 2021, some €180 billion ahead of its initial 2022 target (€820 billion) outlined in summer 2019. Although the larger balance sheet
has helped DB to offload legacy assets held in the CRU at much lower costs while allowing for loan growth and contributing to treasury
results, it has also kept leverage at the higher-end of its peer group and weakened DB's relative liquidity buffers.
During the planning period, it will be important for DB to still allow for loan growth in the core segments while at the same time
keep contained any larger lowering of its liquidity reserves which would normally offset lending-related growth in leverage exposures.
However, as retained future earnings support the bank's capital position, we would not expect this to result in a further weakening of
the bank's leverage ratio which we estimate the bank will maintain at around 4.5% (Exhibit 6).
Exhibit 6

DB's leverage will remain high when compared with its closest peers
Tier 1 leverage ratios of Global Investment Banks (GIBs), as of Q4 2021
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Segment details
The Corporate Bank (CB) is expected to display compound annual revenue growth of 6-7% during the 2021-25 period, a meaningful
increase from its almost flat revenue development over the past few years. Supported by higher interest rates and an anticipated
resumption in global economic activity, DB aims to build on its strong Global Transaction Banking (GTB), cash management and securities
services franchises, as well as grow payment fees from its platforms. As implied by the 55-60% cost-to-income ratio (CIR) guidance for
2025, costs are expected to slightly retreat from their 2021 reported level, reflecting continued investment in its franchise, in particular
in merchant payments and ESG client solutions. Revenue growth will be supported by focusing on the aforementioned growth areas, as
well as passing on negative interest rates and implementing account fees to partly compensate for remaining interest-rate headwinds
in the Euro area.
The Investment Bank (IB) is targeted to achieve 1-2% compound revenue growth, with a slight decrease expected in 2022. The relatively
muted growth assumption is largely explained by the segment having strongly outperformed earlier expectations driven by strongerthan-anticipated client retention; rising client confidence; and resulting market share (re)gains. The IB's profitability should further benefit
from the now lower cost base, although targeted investments into key areas of strength as well as controls and technology are expected
to keep reported costs flat into 2025, as implied by the 55-60% CIR ambition.
The Private Bank (PB) will suffer less from the ultra-low interest rate environment in Europe. Supported by a favourable shift in yield
curves, deposit re-pricing and rising loan margins, compound revenue growth is expected to come in at 4-5% during the 2021-25 period.
This represents a meaningful increase from previously flat revenues. The underlying drivers have not changed: For PB, it will remain key
to extract synergies from the (delayed) integration of the DB franchise with former Postbank; converting low-margin deposits into feeproducing investment products through collaboration with asset and wealth management with a particular focus on ESG; and increase
fee and commission income through further repricing. DB also announced it will hire financial advisors supporting growth in the ultra-high
net worth individuals business. The CIR target of 60-65% implies a meaningful drop in reported costs from their 2021 level, supporting
the segment's rising profitability over time.
Asset Management revenues are expected to display a higher compound annual growth rate (CAGR) of 4-5% during the same
aforementioned period (up from 2% during the 2018-22 planning period). The higher growth target builds on an already very strong
performance in the prior two years and takes account of DB's ESG ambition and growth assumption in high-margin and mass-affluent
investment strategies. However, DB will have to contend with continued strain on margins within the asset management industry in
general, e.g., shift to passive, or fintech competition, while geographic wealth shifts could represent a growing opportunity given DB's
global franchise and strong relationships with entrepreneurs and corporate decision takers. The unit aims to moving its cost-to-income
ratio to below 60%, although this implies some growth in reported costs based on the proposed revenue CAGR.
The Capital Release Unit (CRU), DB's key wind-down segment, has been able to downsize at a quicker pace than we originally
anticipated. The relief to capital from reducing the unit's RWAs was equivalent to around 50bps of CET1 capital. The CRU has also
reduced leverage exposures to €39 billion – down 86% from €281 billion as of the end of 2018 – at a much lower cost than originally
anticipated (well below 2% of assets).
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Endnotes
1 The ratings shown in this report are DB’s deposit rating/senior unsecured debt rating, outlook, and Baseline Credit Assessment (BCA).
2 Per DB definition. Excludes transformation-related charges and the impact of the global prime finance transfer to BNP Paribas.
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