
 

  



Abstract 

As a result of the investor centric approach in corporate valuations, the return on equity 

(ROE) has for the longest time been the staple when it comes to assessing the performance of 

businesses and corporations. However, in recent years the realisation has set in that the focus 

on short term financial gains for the shareholders can often go against the benefits for the 

corporation in the long term. This has accumulated in a paper by the European Central Bank 

(ECB) which calls for new direction, to stop using the return on equity as the gold standard 

for banks’ performance and to start looking for alternatives. This paper I will aim to do just 

that, by using an Alternative Performance Indicator (API) system and compare the 

performance of both groups during times of financial difficulty in the COVID-19 pandemic 

years. 
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Introduction 

The usage of the return on average equity (ROAE) as the staple to determine a firm’s 

performance is as close to an industry standard as you can get. The ROAE shows the returns 

an equity investor can expect for its investment, after all payments have been made and only 

profit (pre-tax) is left. It shows the simplest answer to the most basic question: “How much 

do I stand to gain from this investment?”. However, its simplicity is also its Achilles’ heel: 

Due to its short-term focus and insensitivity to underlying issues, it is easy for management to 

project a better picture than the reality would warrant. This is, among various reasons, why 

the ECB decided to put out a report calling for a shift away from ROAE supremacy and 

towards a model that values banks on their overall performance towards all stakeholders, 

rather than just the shareholders. In this paper, I will propose therefor analyse the available 

literature regarding stakeholders versus shareholder focus, the performance of banks during 

financial crisis and the effects of the COVID-19 pandemic. After that, I aim to combine these 

findings and propose a model aimed at taking into account the interests of all stakeholders 

and analyse how it compares to performance based on the ROAE.  

Literature review 

In the literature, it long has been established that banks play a central and essential role 

within a country’s financial system and its successes and failures. These institutions operate 

on all sides of the financial system, as both money lenders, borrowers and advisers on all 

kinds of financial transactions. Their operations and methods thus hugely influence the 

market and all kinds of different stakeholders (Wu, Hou, & Cheng, 2010) (Derbali & Hallara, 

2016) (Lin, Sun, & Yu, 2018). Their centrality in the economic system makes them a prime 

object of research and analysis, as their influence is far greater than their size, even when 

their size is already quite considerable. The common way of valuing these essential 

institutions was by treating them as any other company, by analysing and grading them on 

their return-on-equity. This ROE centric view is in line with assessing the performance of 

other companies, as it simply shows the returns provided per dollar invested by the 

shareholders. In the classical view, shareholders are the owners of the company and therefor 

the sole job of the company should be to maximise the value for the shareholders. This view 

was shared by banks and similar financial institutions before the economic crisis of 2008. 

But ever since the financial crisis of 2007-2008, there has been an increasing focus on 

moving away from the ROE centric view held by banks, with the European Central Bank 

(ECB) writing a report that calls for alternative ways to measure the performance of banks 

(ECB, 2010). The report states that the focus on short to medium term gains of ROE often 

create hidden costs endured by other stakeholders, and that these costs rear their head during 

crises. I therefore argue that it is necessary to identify those hidden costs and ensure that 

proper compensation is taken into account for those actors that endure them, as I believe that 

the fair distribution of costs and compensation is essential for building strong and fair 

institutions. 

Other academic literature has taken another approach by focusing on the performance of 

cooperative banks during and after the economic crisis of 2007-2008 and found that these 



banks outperform their commercial counterpart, partly due to their focus on their clients, 

general stakeholder management and interest in long term stability over short term gains 

(Groeneveld & Vries, 2009). I see these findings as arguments in favour of more generally 

moving away from a ROE centric model and towards something more inclusive of all 

stakeholder interests. 

All the while other researchers focus on arguing against the main arguments that lay the 

foundation of an ROE centric approach, debasing some of its more fundamental assumptions 

and debasing it as a good strategy (Admati, DeMarzo, Hellwig, & Pfleiderer, 2013) (Sikka & 

Stittle, 2017). The performance of banks will be a hotly debated topic for many years to 

come. Their importance in the economy, their influence on everyday life and the sometimes-

polarizing measures taken to protect them will flair up during and after each economic 

downturn. 

As the shortcomings of the ROE are becoming more apparent, looking at the alternatives to 

measure a bank’s performance is essential. One such alternative could be using a multiple 

stakeholder perspective model (Avkiran, 2015). Using such a model, instead of looking at a 

singular business output, the researcher can analyse the performance of the institution based 

on a multitude of inputs and outputs, spread over multiple stakeholders. In most cases, 

stakeholders have opposing interests and a model should reflect this. High salaries are 

appreciated by the employees but turn up as costs on the income statement. High returns on 

equity are sought after by the shareholders, but it means that the customers paid more than 

necessary. A good performance model should take these different viewpoints into account and 

weight them against each other. Which in turn can be used to offer methods to improve 

operations in the most efficient way possible, rather than focussing on an increase in return 

on equity (Yang & Morita, 2013). In such a model, the return on equity is a part of the 

evaluation, as the shareholders are also stakeholders, however it will also take into account 

the needs of the employees, customers, government and other parties that have an interest in 

the operations of the financial institutions. It has been argued that exactly this type of 

management style, in which all stakeholders are taken into account, offers better resistance to 

economic downturns and long-term stability (Fatma & Chouaibi, 2021). The argument goes 

that short term return on equity are often times anathema to long term survivability. In 

essence, an investor does not care what happens to the investment after their investment 

horizon. They are just going to invest in another asset. Whereas employees, customers and 

the government do care about long term stability, as moving jobs or losing savings is a lot 

more of a hassle than switching investments, especially during a global economic downturn. 

Which was already proposed by Groeneveld and Vries (2009) in their analysis of cooperative 

banks during the economic crisis of 2008. The main argument in favour of a multiple 

stakeholder perspective is that while the ROE displays everything that increases the ROE as a 

positive (such as a high debt-to-equity ratio) and everything that decreases the ROE as a 

negative (such as more generous payment for employees) as bad, a multiple stakeholder 

perspective might show that a low debt-to-equity ratio is preferred by customers and that it 

increase the bank’s resilience in times of crisis and that a more generous payment package 

attracts better personal, more willing to put in extra hours and go the additional mile. With 



other words, things that the classical model might dismiss as negative, might actually be 

positive in the medium to long term and especially during times of crisis or uncertainty. It is 

this resilience that makes it more interesting to look at, especially now, during times of 

unprecedented uncertainty. The current global political and economic climate does not offer 

the same safety as many policy makers, bankers and investors have grown accustomed to. 

Open hostility between global superpowers creates high tension, hybrid warfare creates 

unfamiliar risk, trade wars between allies seem to be back on the menu. All this calls for a 

new approach that looks at how well banks survive crises, rather than thrive in prosperous 

times. 

To understand the problems that can arise during a crisis, I will focus on one such crisis, the 

COVID-19 pandemic. The COVID-19 pandemic is generally believed to have started in 

December 2019, when an outbreak of pneumonia of unknown origin was reported in Wuhan, 

China. It was given the official name of SARS-CoV-2 (severe acute respiratory syndrome 

coronavirus 2) but was mostly known by the names of corona virus or COVID-19. On March 

12, 2020 the World Health organization declared it an official pandemic (Ciotti, et al., 2020). 

As a result of this, many ports and airports were closed, travel was severely restricted and 

global trade grinded to a halt. The main focus of the governments around the world became 

the eradication of this virus. In today’s global economy, supply chain shocks are more 

devastating than ever. Even small delays can throw a wrench in the carefully set-up just in 

time logistics systems spanning the globe. A full lockdown of the world’s largest 

manufacturing nation, soon followed by large lockdowns in the world’s largest consumer 

markets were therefore devastating to the supply and demand of goods. Production dropped 

and unemployment rose. Due to the recession that followed, there was a major downturn in 

retail sales and service activity, which in turn also lead to a drop in manufacturing (Ingham, 

2022). Especially China, the epicentre of both the COVID-19 pandemic and global 

manufacturing, was hit hard by travel restrictions and lockdowns (Naseer, et al., 2023). At the 

same time, governments acted quickly. Not only focussing on the virus itself, but also on the 

economic effects it has. The rising inflation meant that interest rates had to increase, and 

some companies even thrived under the circumstances, mostly digital companies or 

healthcare providers. This all created a very volatile environment in which banks, which tend 

to thrive under stable and predictable circumstances, had to adept to an ever-changing 

combination of volatile demand for capital, an increase in impairments on loans due to 

bankruptcy, rising interest rates and uncertain market conditions. 

As previously established, banks hold a central function within an economy and it thus 

follows those banks also felt the effects of the recession caused by the pandemic. Higher 

default rates meant that banks had to recognize major impairments, which soured their 

balance sheets. The lower supply due to supply chain disruptions meant that prices rose 

quickly. As a result, central banks chose to increase interest rates to combat the inflation, 

which put a severe damper on the lending activities of banks. Companies chose to put 

investments on hold and stopped financial activities such as issuing new stocks and bonds, 

which hurt many banks’ investment banking activities. While at the same time, companies 

were looking for liquidity to make up for the shortfall in revenues to cover their costs and 



many governments provided various stimulus packages in an effort to prevent a global 

economic meltdown, to various degrees of success. (Colak & Öztekin, 2021) (Dimirgüç-

Kunt, Pedraza, & Ruiz-Ortega, 2021) It meant that multiple forces worked in multiple 

directions, making it hard to predict how to future was going to be. 

 

Hypothesis 

As I have concluded from the literature, the focus on the return on equity is no longer 

considered adequate. The ECB in their report clearly state that a focus on the ROAE as 

opposed to other metrics facilitate short term gains over long term stability. To achieve a 

move away from this system, a new definition of “high performer” is necessary, which needs 

a new method of assessing performance.  A method that takes the interests of other 

stakeholders, such as the employees and customers into account. To fill this research gap, it is 

my goal to analyse whether banks that perform well according to multiple stakeholders 

outperform those that focus on shareholder wealth maximalisation during moments of crisis 

and high volatility. It is already posed that cooperative banks outperform ROE focussed 

banks during the financial crisis of 2008 (Groeneveld & Vries, 2009). As cooperative banks 

tend to focus more on other stakeholders besides owners, I argue that this focus on other 

stakeholders improves their performance. 

Hypothesis: The control group (the group of banks that score a high ROE) overall 

underperforms the sample group (the group of banks that score high on the multiple 

stakeholder model) both by having lower averages and higher standard deviation. 

The null hypothesis: There is either no difference, or the control group outperforms the 

sample group. 

To test this hypothesis, I will analyse whether the performance of “High performers” pre-

volatile times changes during adverse time, and whether that change is significantly different 

between the two groups. As I have shown using the literature, having broad interest in all 

stakeholders, for example by using the cooperative model, tends to create better performance 

during crisis. My goal is to see whether the alternative performance indicators, as explained 

later on, are a good way to measure this focus on other stakeholders and whether the 

performance is thus better. The idea behind it is that banks that have this stakeholder focus 

create long-term sustainable operations, that are less suspectable to volatility. While it does 

not mean that the specific variables themselves are necessarily causing this lower volatility, 

but rather that banks that score well on the API model are more likely to care about 

stakeholders in general, which leads to lower volatility. The variables are indicators of the 

underlying overall operations of the bank, just like the ROAE is an indicator of how a bank 

performance.  To assess this, a group of high performing banks based on ROAE is taken as 

the control group and a group of high performing banks based on alternative performance 

indicators are taken as the sample group. By comparing their performance before, during and 

after the COVID-19 crisis I aim to analyse whether performance pre crisis influences 

performance during and after the crisis. To divide the time periods, the years 2018 and 2019 



are chosen as the pre-crisis years, as the economic effects in Europe of the initial outbreak are 

mostly focused on the start of 2020, further illustrated by the MSCI Europe index (Graph 1) 

which shows a clear decline at the start of 2020. While the end date is a less clear cut, most 

lockdowns and similar restrictions ended mid to late 2021, with other, less invasive 

restrictions being phased out in 2022. Furthermore, I argue that the exact end date of the 

economic impact is even less clear cut, if it even exists, due to a variety of factors. First of all, 

at the end, firms were adapted to the environment and able to cope with the restrictions, 

especially given that most restrictions had lessened. This means that even before the 

“official” end date, the firms were already operating under “normal” conditions. Second of 

all, a lot of the measures taken to boost the economy, such as financial support, lead to a 

higher inflation. This high inflation has continuously influenced the economy and the 

economic policy well after the end of the pandemic, and last, the Russian full-scale invasion 

of Ukraine in 2022 led to a new market crash, again illustrated by the MSCI Europe index 

(graph 1) which makes it even more difficult to see any positive or negative effects 

surrounding the ending of the pandemic. This large part is especially disruptive for an “after-

crisis” view point, as one crisis is almost immediately followed by the next crisis. I will have 

to be content with the fact that the invasion has less direct impact on the internal operations 

of the European Union, in the sense that it led to higher inflation, but not necessarily led to 

obstructions in the operations of businesses in the same sense that the pandemic did. 

Methodology 

To analyse the hypothesis, I use by “Moody’s bank focus”. The data is collected for a 6 years 

period: 2018 to 2023. After cleaning the data, removing the no longer active banks, removing 

duplicates and banks with missing data, there are 1108 banks left. These are all the banks in 

Europe that operated during the full 6 years period that provided all the necessary data. To 

determine the control group, I rank the data on highest average return on average equity 

(ROAE) over the first 2 years. This determines the banks that have the most efficient 

operations during normal times according to the ROAE valuation. 

To determine the sample size, first it is necessary to calculate whether the data is normally 

distributed. I used the D’Agostino and Pearson test to find out. The reason for choosing the 

test is that it is preferable over the Shapiro-Wilk test when working with larger samples. As 

the total dataset it is used on consists of 1108 banks, the dataset qualifies as a larger sample. 

Furthermore, D’Agostino and Pearson also checks both the skewness and kurtosis, which 

makes it effective at evaluating both the tail shape and the centricity of the data. There are 

some limitations to this method. The small group of stakeholders exclude important groups 

such as unions and the government. While it could be argued that unions are represented via 

the stakeholder group of employees, and the government should have the same interests as 

the customers, it could prove too restrictive of an assumption and an opportunity for future 

research would be adding more stakeholder groups. Furthermore, the shorter timeframe could 

prove to encapsulate too much volatility in the sample groups. Also, by choosing the high 

performers, outliers cannot be dismissed. 



After I have determined whether the data is normally distributed, I use a sample size method 

that fits both the size of the data set and the distribution. 

 

Normality test 

By employing this test, I found a test statistic of 220.550, and a p-value of 0.000. As this is 

below the common threshold of 0.05, the conclusion stands that the ROAE data is not 

normally distributed. When looking at [graph 1], it is shown in the QQ-plot that most of the 

non-normal distribution comes from the fair end of the tails. However, as it is my goal to 

compare the best performing banks in both categories, removing the tail ends of the data 

would severely impact the integrity of the research. 

The same statistical methods are used on the API group. This time, the D’Agostino and 

Pearson test statistic is 1177, and the P value is again 0.000. The API group is also not 

normally distributed. The same sample size can be used, which results in a sample group of 

the 176 best performing banks using the API. 

Both groups (control and sample) are not normally distributed. I will argue that this can be 

explained by a few factors. First, it is difficult to have a high achieving bank, and as there are 

a lot of smaller banks in the EU, that are less likely to perform at the highest level due to a 

higher difficulty in attracting talent and acquiring customers that enable high performance. 

Also, high performers tend to be rewarded, whereas low performers tend to fade out or be 

acquired by the high performers. At the same time, there is only so much room for high 

performers in the market, implying a skewed graph with a larger population on the left side, 

and large outliers on the right side. 

 

Sample size calculation 

With the knowledge that the data is not normally distributed, I perform a power analysis 

using Cohen’s D effect size to determine the necessary sample size. With a small effect size 

of 0.3, a significance level of 5% and a desired statistical power of 80% the test finds a 

sample size of 176. As such, there is a control group of the 176 banks with the highest 

average ROAE. 

As both the samples are taken from the same data set and the ROAE is both the main factor 

of the control group as well as a part of the API, overlap could be of interest to the analyses 

of the results.  Which is why an independence calculation is also necessary. 

Alternative performance indicators 

To determine the Alternative performance indicator, I employ the methodology of Yang and 

Morita (2013). Their methodology consists of collecting various data points of the banks, and 

dividing them into output and input categories for each stakeholder. In their paper they 

themselves base themselves on the work of Avkiran and Morita (2015), who interviewed 

members of the various stakeholder groups to determine what is of interest to the stakeholder 

group, how they perceive the various variables and if they think of them as inputs and 



outputs, which resulted in table 1. For this analysis, the owners and management will be 

taken as one stakeholder group. There is extensive literature already available about aligning 

owner and management interests, and I will make the assumption that these methods are 

effective and management operates as an extension of the will of the owners. I make this 

assumption to make the model less susceptible to the differences shareholders might 

introduce in management incentives. Thus, three groups of stakeholders are created: owners, 

employees and customers. Each have a different view of the various variables. For example, 

the profitability, measured by using the ROAE, is seen as an output by the shareholders and 

the employees, as high performance is beneficial for them. For customers, it is input, as high 

profitability means that they are overpaying for the services. Per year, each bank has thus 3 

stakeholder performance grades, one of each stakeholder. These grades are construed by the 

following formula: 
𝑥∗𝑂𝑢𝑡𝑝𝑢𝑡

𝑦∗𝐼𝑛𝑝𝑢𝑡
, where the output and input are based on the data of the 

individual bank. The x and y multiplier are shared among all stakeholders of a specific group 

(owner, customer, employee) across the different banks in a given year. They are chosen in 

such a way that the grades are maximised, without any of the banks getting a grade or score 

higher than 1. It determines which bank is the most efficient in obtained the highest output, 

given a certain level of input and allows to compare various banks with various output and 

input level. The various stakeholder viewpoints will not be weighted, as the decision whether 

one stakeholder’s view of the operation is more important than another is a discussion beyond 

the scope of my research. Furthermore, by weighting the importance of one viewpoint over 

another, it would provide a dangerous possibility to manipulate the outcome of this research, 

as the objective value of a viewpoint is impossible to assess, and its influence too great on the 

overall outcome. This calculation results in a score for each bank which is the sum of the 

scores of each individual stakeholder, and thus between 0 and 3. Using these scores, for each 

year a ranking is constructed and the banks with the highest average score over the first two 

years are chosen as the sample group. 

 

Statistical analysis 

For the analysis of the data and to see whether I can reject the hypothesis, a multitude of 

analytical methods is needed. First, descriptive statistics such as the mean, median standard 

deviation, upwards and downwards movement etc are established, as these are essential to 

form a conclusion on the performance of the groups. The Mann-Whitney U test is performed 

to indicate whether the two groups are independent. If not, it would mean that the API 

method is not a good indicator for performance, as the performance is similar to that of the 

ROAE group. To assess the volatility, the coefficient of variation (CV) methods will be 

employed. The coefficient of the variation standardizes the standard deviation, and so can be 

used to show whether the volatility between the API and ROAE itself is different. If the CV 

of the ROAE is lower for example, it would mean that ROAE is a more stable metric than the 

API, even taking the higher average value of ROAE into account. This could show that firms 

that focus on the ROAE are better able to keep up their performance during times of 

volatility, which in turn would mean that they could be a better investment, as high returns 

with low volatility are something investors prefer. 



 

Results 

The results, as shown in tables 2 to 9, state that the null hypothesis of this paper cannot be 

rejected. When comparing the performance of the control group to the sample group, the 

control group outperformed the API in the ROAE before, during and after the crisis. The only 

metric the sample group outperforms the control group in is the mean and median of the API, 

which is a given as the sample was chosen on their performance in that category. Which 

means that at no point did the sample group outperform the scores of the control group, it 

even did considerably less well during and after the crisis. Across all metrics (API and 

ROAE, with and without the overlapping banks), the sample group had a higher coefficient of 

variance during and after the crisis. This implies that the API is not a suitable metric to look 

for low volatility banks, as the highest performers based on the API are more volatile, both in 

API and ROAE, before during and after the crisis. This means that the API as previously 

established does no find firms that are better prepared to handle volatility. If an investor 

invested in these firms, their returns would be considerably less stable over this period of 

time. Furthermore, as I have argued that volatility in banks is considered a bad thing, using 

the API is not the model to minimize this. Banks should perform as stable as possible, to 

inspire confidence and minimize the changes of a banking crisis. However, the API is not 

able to show which banks operate in a way that is volatility reducing. 

To further underline the limitations of the model, when the results of table 2 to 9 are 

compared with the data in tables 10 and 11, which consists of the data of the entire 

population, it is clear that the highest performers perform very differently from the average. 

Because the data is not normally distributed, it makes it difficult to extrapolate the findings 

on the highest performers to the population overall. 

Discussion 

The higher volatility of the API model shows that it does not lend itself to be used to qualify 

high performers, if the goal of the qualification is to find banks that are more stable during 

volatile times. While it still holds that the ROAE is not a preferable option to estimate 

performance over the long run, as the short-term benefits of high ROAE often outweighs the 

long-term implications of such strategies.  Also, the higher performance of cooperative banks 

during the 2008 crisis implies a care for employees and customers is repaid during times of 

uncertainty, the API is simply not the model to quantify these factors. There are a variety of 

reasons that could be given for the results. The model used to construct the API was not 

intended to compare and pick high performers, it was constructed to seek points of 

improvement within each individual bank. It was not necessarily meant to separate high 

performance from low performers, but more so to see how to improve low performers, using 

high performers as an example. This difference might have led to a bad sample to compare to 

the ROAE. Another reason might have been the choice of the sample banks. The two years 

before the start of the COVID-19 pandemic might be too small of a window to get an 

accurate read on the higher performers, and a longer pre-crisis timeline could have been used 



to get a better, more stable sample. This however should then also be done for the control 

group, so there is no guarantee that it would be more stable in the end. Further research 

should focus on a way to quantify these stakeholder interests in a way that enables the model 

to compare against other metrics. One way of achieving this could be by working in reverse 

order, by analysing cooperative banks, taking the characteristics that set them apart from high 

achievers and see how other banks that share those characteristics fare in adverse time. 

Further steps should be taken to understand the goals of stakeholders and what they expect to 

gain from interacting with the banks. Once this has been made clear, it will be easier to find 

an alternative model better able to predict resistance to future volatility. 

Conclusion 

To conclude, the literature has established a need to move away from the return on (average) 

equity towards a more inclusive system that takes into account the many stakeholders and the 

central role banks play in the economy and society as a whole. To add to the discussion, I 

aimed to look towards an alternative performance indicator that adds more value to the views 

of non-owner stakeholders. I used a variety of statistical methods established by the literature 

and found that banks that perform well using the API model tend to perform worse during 

and after a crisis, in this case the COVID-19 pandemic, and I therefore make the argument 

against using this model as an assessment model. The literature is clear that a new model is 

needed, however, I was unable to find an alternative in the form of this specific multiple 

stakeholder model. Further research could be aimed at focusing on specific volatility 

reducing metrics, or at long term performance pre-crisis, as well as better describing the 

wants and needs of non-owner stakeholders. 
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