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Many European banks hold more capital and 

liquidity than they can profitably deploy. Loan 

demand is muted, cross-border consolidation is 

difficult and the long-running ambition to grow 

fee income has barely moved. The search for 

growth almost always looks outside the bank. 

It rarely looks at the composition of the asset 

side of the balance sheet itself. This paper 

argues that treating it as an active choice opens 

a diversification route that requires no 

acquisition and no new business line, and that 

Dutch residential mortgage loans, accessed 

through a third-party originator, are a practical 

place to start. 

 

The comfortable dilemma of European 

banks 
The European banking sector is currently in 

excellent shape. On the back of strong 

profitability, equity valuations have rebounded 

markedly in recent years and now stand at their 

highest level since the heyday ahead of the 

GFC. In contrast to that earlier period, the 

sector is now much better capitalised, with the 

average CET1 ratio at a solid 16.2%1, well above 

the required minimum thresholds. Banks are 

not only swimming in capital but are also 

awash with liquidity. For many, the situation is 

so abundant that the main challenge is to 

convert their well-filled pockets into profitable 

business opportunities, increasing efficiency 

and scale and ultimately boosting return on 

equity. 

 

Unfortunately, this room for growth is often 

constrained. Ongoing uncertainties in the 

global economy have produced a 

macroeconomic environment in which savings 

continue to exceed investments. This balance 

between the supply of and demand for money 

translates into cheap deposit funding, which is 

indeed one of the main reasons for the sector’s 

restored profitability. At the same time, it also 

results in muted loan demand.  

 

 
1 EBA Risk Dashboard, Q1 2026 

 Index (Q1 2021=100) 

 
Graph 1: Development of selected balance sheet items of 

EEA banks. Source: EBA 

Most banks recognise this and are actively 

adding fee-based revenue products, such as 

asset management and insurance, to diversify 

revenue away from traditional interest income. 

The degree of success varies from bank to 

bank, but overall, it is hard to conclude that this 

long-standing ambition for more fee business is 

gaining steam. According to the latest EBA 

data1, fee income stands at 28.9% of revenues, 

which is not materially different from the 

26.8% recorded ten years ago. 

 

Another logical route would be to pursue 

economies of scale through international 

diversification. The reality is that this is hardly 

happening. Cross-border M&A amongst 

European banks remains impeded by 

significant hurdles2. Despite the best intentions 

of policymakers, there is still no complete 

Banking Union, and most banks remain tied to 

some form of sovereign nexus and therefore 

their home market.  

 

Not every expansion route is a dead end, but 

pursuing opportunities outside the bank is 

evidently no easy task. But why look outside at 

all, when the opportunity may already sit on 

the balance sheet itself? 

 

  

2 See for example ECB: Eurosystem response to the 
Commission's targeted consultation (April 2026) 
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https://www.eba.europa.eu/sites/default/files/2026-06/67e6b7ed-66da-4c0d-953d-4e6842933598/EBA%20Dashboard%20-%20Q1%202026.pdf
https://www.ecb.europa.eu/press/consultationresponse/pdf/ecb.conresp202604.en.pdf
https://www.ecb.europa.eu/press/consultationresponse/pdf/ecb.conresp202604.en.pdf
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Asset allocation is often a given 
There is an asymmetry in how a bank manages 

its balance sheet. The liability side is actively 

optimised, while the asset side is shaped more 

by what the business brings in than by 

deliberate design. On the liability side, there is 

a broad toolkit available for active 

management, such as deposit pricing and 

modelling, funding plans and management of 

the capital stack. Optimisation is today largely 

driven by regulatory requirements, such as 

capital adequacy and TLAC/MREL, though the 

interaction with the asset side matters just as 

much.  

 

The ALM department centralises this function, 

above all in mitigating the risk mismatches on 

both sides of the balance sheet. Through FTP, 

for example, the Treasury acts as an internal 

counterparty that strips interest rate and 

liquidity risk out of the business lines and 

centralises it, while it simultaneously ensures 

that the cost of funding is correctly reflected in 

loan pricing. The credit decision itself, and with 

it the composition of the asset side, remains 

with the business (and risk). ALM’s main role is 

therefore keeping the balance sheet in 

equilibrium, not necessarily determining what 

sits on the asset side.  

 

The loan book follows from the bank’s business 

lines but is ultimately shaped by the bank’s risk 

appetite and strategy. The strategy angle is 

more consequential, but here too it is closely 

tied to the client business, which typically takes 

place at a regional or national level, or through 

expertise in specific sectors. This home bias is 

not merely anecdotal: European banks are 

shown to keep funding close to where it is 

raised, even when credit demand is stronger 

elsewhere. The balance sheet composition of 

European banks is, overall, remarkably 

persistent, both from a historical as well as 

geographical perspective3. 

 

 
3 EP ECON / Bruegel: Banking union and the long wait for 
crossborder integration 

That is not to say the asset side is not managed 

at all. On the contrary, the loan book is actively 

managed by risk management to safeguard the 

quality, while credit portfolio management 

watches for concentration risks. 

 

For the longer horizon, a Medium-Term 

Planning (MTP) process is in place, but this is 

mostly a bottom-up approach based on the 

businesses’ forecasts. Resources, liquidity and 

capital are typically allocated on that basis, and 

the residual often flows into the low-risk 

liquidity buffer. This is the crux: the question of 

whether better alternatives are available for 

allocation, other assets that offer a superior 

RAROC, is often not asked. 

 

Identifying a grey area 
The reason for this is structural: there is no 

clear ownership of assets that neither fit into 

the loan book nor the liquidity portfolio.  

 

The loan book is owned by the business units 

and controlled by risk and portfolio 

management. For a general bank, the 

subdivisions are typically residential 

mortgages, commercial real estate (CRE), SME 

loans and wholesale books, which each have 

their own risk, RWA and return characteristics. 

Except for larger corporate loans, these assets 

are often illiquid. The mandate is typically 

driven by client business relationships, and the 

loans in these books are typically originated by 

the bank itself.  

 

The bank’s liquidity portfolio, managed by the 

bank’s Treasury department, acts as a buffer 

with a dual purpose. It provides contingent 

liquidity to the deposit base, managed and 

regulated through the Liquidity Coverage Ratio 

(LCR). But, subject to strict limits, it also serves 

as a growth buffer for the loan book. As such, 

there is a crossflow between these 

compartments. If a bank is awash in deposit 

funding and cannot grow its loan books, the 

liquidity portfolio will expand simply to absorb 

https://www.europarl.europa.eu/RegData/etudes/STUD/2024/760272/IPOL_STU(2024)760272_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/STUD/2024/760272/IPOL_STU(2024)760272_EN.pdf
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the surplus and restore the equilibrium4. This is 

not an active allocation choice, but a residual. 

 

The liquidity book consists of cash and central 

bank deposits and tradeable securities, i.e. 

bonds. The liquidity book is low risk and 

therefore also low return, which mirrors its 

purpose for the LCR. Given the abundance of 

liquidity and the low cost of funding, we see 

some increased reach for yield in this area, for 

example in the form of allocation towards 

longer-duration or higher-yielding assets, such 

as corporate bonds. Some banks also have a 

separate return portfolio on top of the safe 

HQLA asset base, which explicitly allows for 

higher returns. 

 

But where to place an asset portfolio that is 

neither self-originated nor liquid? It might offer 

a good RAROC, but if there is no direct client 

relationship and no ISIN available, a new place 

must be defined on the bank’s asset side. This 

requires an active steering step that is, for most 

banks, outside the box. It is not unthinkable, 

though. 

 

Thinking outside the regular boundaries 
Driven by an excellent capital position and 

strong liquidity profile, many banks have 

already embarked on a strategy to re-risk their 

balance sheet to boost returns. Limited organic 

growth opportunities have put more focus on 

allocation to higher-yielding assets, such as 

leveraged loans and, increasingly, to the fast-

growing private credit market. At first sight, 

this market seems to compete directly with 

bank lending, but a closer look reveals that 

banks play a role in financing private credit 

funds, i.e. the non-bank lending sector. These 

fund exposures are mostly senior and 

collateralised, so the overall risk is limited, 

although regulators are increasingly 

scrutinising private credit as a potential 

systemic risk factor5.  

 

 
4 Over time, a bank can also reduce its other funding 
sources, e.g. issue less debt instruments. 

Fund and NAV financing activity typically takes 

place in the wholesale business lines. But in 

fact, this form of lending is not driven by a 

direct client relationship: the origination and 

management of private credit is de facto 

outsourced, and the bank’s balance sheet 

allocation to this asset class is driven by a 

purely economic allocation of surplus liquidity 

and capital. It is already a step beyond the 

regular boundaries of balance sheet 

management, and a demanding one, given the 

complexity and the concentration risks 

involved. 

 

A similar allocation can also be made in low-risk 

assets, such as residential mortgage loans. The 

spread will be lower than for private credit, but 

the RWA density is much lower too, so these 

assets remain attractive from a RAROC 

perspective. Most banks already run a risk 

function for their domestic mortgage book, so 

the general expertise is in place, and a foreign 

portfolio offers good diversification benefits. 

The implementation is markedly simpler than 

for riskier corporate exposures. 

 

The investment case for Dutch residential 

mortgage loans 
For Dutch residential mortgages in particular, 

the allocation case is appealing. The Euro 

Area’s third biggest mortgage market6 is 

relatively easily accessible for new entrants, as 

origination of these loans mostly takes place 

through intermediaries. Non-banks such as 

insurers and foreign banks have been present 

in the market for a long time, and independent 

mortgage platforms have become established 

and well-regulated market participants 

nowadays and are originating and managing 

mandates for pension funds/insurers (as asset 

manager) and for banks (as third party 

originator).  

 

For banks in particular, Dutch mortgage loans 

are value accretive for three reasons. First, the 

capital treatment is very friendly, in particular 

5 See ECB: Stress in global private credit markets and its 
implications for euro area financial stability 
6 EMF Hypostat 2025 

https://www.ecb.europa.eu/press/financial-stability-publications/fsr/special/html/ecb.fsrart202605_04~3f2135af91.en.html
https://www.ecb.europa.eu/press/financial-stability-publications/fsr/special/html/ecb.fsrart202605_04~3f2135af91.en.html
https://hypo.org/sites/default/files/2025-09/EMF_Hypostat_2025.pdf
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for NHG mortgages. This government-backed 

guarantee system provides a 90% credit loss 

protection, which under CRR/CRD translates 

into a single-digit risk weight. Furthermore, 

margins are attractive and higher than in most 

other jurisdictions, reflecting a market in which 

rates are published rather than negotiated and 

in which there is no cross-subsidy from other 

products. As a result, the RAROC on Dutch NHG 

mortgages is high. In addition, the duration of 

new mortgage originations has shifted 

materially shorter as interest rates have risen, 

with the regular interest fixings now standing 

at 10 years. 
 % 

 
Graph 2: Mortgage interest rates for pure new loan 

originations7. Source: ECB 

Second, Dutch mortgages can be used 

efficiently for funding purposes. Because they 

are granular prime exposures, these loans can 

serve as eligible collateral for covered bonds 

and/or securitisation programmes. The former 

route is the more efficient from a funding 

perspective8. Securitisation in RMBS form is 

more flexible, and beyond its funding use it 

allows the creation of central bank repo-

eligible securities, so the portfolio can also 

serve as a source of contingent liquidity. That 

flexibility is largely absent from corporate 

credit. 

Third, the risk profile for Dutch residential 

mortgages is favourable. Credit risk is low. 

 
7 Underlying mortgage products differ significantly 
across jurisdictions and over time, which complicates 
any direct comparison of headline rates. In recent years 
this has become somewhat easier, as variable rates have 
in many markets given way to longer fixed-rate periods, 
making like-for-like comparison more meaningful. 

Underwriting is strict and affordability-based, a 

statutory LTV cap of 100% applies9, payment 

discipline among Dutch borrowers is strong 

and arrears are minimal. Annual loss rates on 

our own portfolio have been below 1 basis 

point, and delinquency rates in general are 

among the lowest in Europe10. Dutch 

mortgages could offer diversification benefits 

as well, as housing cycles are not very 

synchronised across the EU, and there is a low 

correlation with, for example, government 

bond spreads. Seen from a credit risk 

perspective, a granular mortgage portfolio is 

arguably a less risky investment than 

government bonds nowadays, with public 

finances in many countries under significant 

strain. 

 

Working with a third-party originator 
Diversifying a bank’s balance sheet into Dutch 

mortgages requires overcoming two hurdles. 

The first is operational: how to originate the 

loans. The instinctive answer is to build or buy 

a mortgage business in the Netherlands, which 

means obtaining a licence, building a servicing 

platform and establishing a new label in the 

market. Working with an end-to-end 

origination platform, also known as a third-

party originator, removes this hurdle almost 

entirely. The entire chain of origination and 

servicing is taken care of, while the bank’s own 

risk function can draw on the platform’s 

expertise and stays fully in control of its 

exposures. With the economies of scale of a 

larger platform, servicing is often cheaper than 

running a domestic mortgage book. 

 

The second hurdle is more demanding, and it is 

organisational rather than operational. It 

requires the bank to treat the composition of 

its asset side as an active choice rather than a 

residual. That raises a question of ownership: 

an allocation to Dutch mortgages belongs 

8 Subject to the cover pool rules of the issuing bank’s 
own jurisdiction. For EEA issuers, legislation generally 
permits cover assets from elsewhere in the EEA. 
9 106% if the extra funds are used strictly for qualified 
energy-saving improvements or sustainability upgrades. 
10 Fitch, European RMBS Index 
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neither to a business line, as there is no client 

relationship, nor to the Treasury’s liquidity 

portfolio, as the exposure is illiquid and carries 

no ISIN. 

 

Seen this way, the opportunity returns to 

where this paper began. European banks are in 

excellent shape but short of places to deploy 

their capital and liquidity, and the cross-border 

growth they cannot achieve through M&A is 

available, quietly, on the asset side of their own 

balance sheet. It requires no acquisition, no 

new business line, only a different view of how 

the asset side is managed. The step in thinking 

is big; the step in execution is small.  

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

About DMFCO 
DMFCO is the largest independent residential 

mortgage platform in the Netherlands. 

Founded in 2013 and based in The Hague, it 

originates and services prime residential 

mortgage loans through its own label MUNT 

Hypotheken. DMFCO currently has EUR 35 

billion in Assets under Management for a wide 

range of institutional investors, including for 

banks. 

 

For banks seeking direct exposure into Dutch 

mortgages, DMFCO offers segregated 

mandates in which the assets are held on the 

bank’s own balance sheet or through an SPV. 

The structure is fully compliant with applicable 

regulations and supervisory requirements, 

including EBA Guidelines on Loan Origination 

and Monitoring, EBA Guidelines on 

Outsourcing Arrangements and DORA. Banks 

set their own portfolio composition on a 

forward-flow basis, can adjust their investment 

criteria monthly and can pause allocation 

entirely. 
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