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Core Tier 1 (CT1) development 

Past performance is not indicative or a guarantee of future results. It should not be assumed that recommendations made in future will be 

profitable or will equal performance of the securities in this document. A list of all recommendations made within the immediately preceding    

12 months is available upon request.  

With European banks results season drawing to a close, we thought it would be worth taking a look at some of the core trends 

in this sector to see whether much of what we have been telling investors is actually happening (many remain dubious, which  is 

perfectly understandable).  

 

The sector has performed well, rising 13% since the beginning of the year, certainly helped by the European Central Bank’s 

(ECB) plans for QE, but equally, we suspect, by a results season that has generally been positive. And so we ask: what will     

be required to achieve a re-rating of the sector, and on which of these issues should we focus?  

 

Are capital positions strengthening and adequate? 

Not all banks are adequately capitalised, but broadly speaking, the sector has achieved a good level of capital adequacy and    

is well positioned, should there be any further tinkering with capital regulations (the main issues being changes to the risk-

weighting of assets or the treatment of deferred tax assets as capital).  

 

Below we have highlighted the trends in the Core Tier 1 (CT1) Capital Ratio of the banks we own in Europe (through both the 

Polar Capital Global Financials Trust and Polar Capital Financial Opportunities Fund) that show encouraging trends, with 

examples including ING, KBC, DNB, Swedbank, Credit Suisse, Barclays and Intesa; i.e., the vast majority of our holdings (the 

French being the notable exceptions). To put this into perspective, our European bank holdings saw their Basel III CT1 rise by 

an average of 83bps since Q1 2014 versus 20bps for large-cap US banks.  Some highlights included Lloyds Bank guiding that 

pre-dividend, it can generate 150-200bps of capital every year, with DNB guiding to accumulate 80-100bps each year.  

Polar Europe holdings CT1 build (bps) Q1 2014 – Q4 2014 
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Are dividends increasing and does this help share prices? 

In terms of the larger banks in the sector, Q4 2014 results showed approximately a third had better-than-expected dividends –   

a statement we haven’t said for many years. The rest of the European banks we monitor were broadly in-line with expectations, 

and only 12% of the banks we follow missed dividend expectations. This is a very encouraging trend and makes us the most 

positive we have been on this issue for a while. Some highlights included Lloyds Bank starting to pay a dividend again and UBS 

paying well above expectations for dividends (UBS was one of the early movers, in terms of restructuring its investment banking 

business). Both ING and Intesa Sanpaolo have seen a 20% rise in share price following their fourth-quarter results, highlighting 

the amount of excess capital that could potentially be returned to shareholders (Intesa reported a Core Tier 1 of 13.3%, with 

ING reporting 13.1% pro-forma after the planned disposal of their insurance stakes). 

European Banks – Recovery Reinforced 

Source: Polar Capital. 
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Are operating trends improving? 

The critical operating trend which is showing signs of improvement is that of loan book quality. We can categorically say that 

non-performing loans (NPL) have peaked in Europe, with the one exception of Greece (where the new government’s planned 

rules for the repayment of bank loans has sent the message that many loans will be cancelled, and so few borrowers are 

servicing them). In Spain, the pace of NPL reductions accelerated in Q4 2014 (Bankinter guided for provisioning to continue 

falling to a normalised level by 2016), with Intesa Sanpaolo guiding for a ‘significant improvement’ in provisioning in 2015 

following the peak in NPLs.  

Are there any restructuring opportunities? 

We have been saying for a while that those banks that are dragging their heels on the issue of restructuring (such as Credit 

Suisse and Barclays) will inevitably face the reality that the new capital regulations make certain investment banking activities 

uneconomic. This finally seems to be being accepted, with changes in management and some aggressive cost cutting plans 

(Credit Suisse has risen 9% in the week following the announced CEO change on the expectation of further restructuring). RBS 

recently announced plans to cut its Corporate & Institutional division’s balance sheet by two-thirds, with the aim of halving its 

group’s risk-weighted assets. This follows plans by Barclays to reduce its investment banking headcount by 27%, with UBS 

having cut its investment banking headcount by 29% since it announced its restructuring in 2012.  

 

In retail banking, banks are adapting to the low-rate environment and using technological developments to improve cost control 

(e.g. Swedbank’s plans to cut costs by 9% by 2016 supported by digitisation and a 5% headcount reduction). Our recently 

published commentary, ‘The end of banking as we know it?’ goes into greater details on how we expect these trends to affect 

the banking sector:  the key issue we highlight is that the distribution of financial services is moving to the Internet and the 

mobile phone, with considerable implications for banks’ branch networks. 

Source: Polar Capital. 
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Is the macro environment recovering? 

The perception of Europe is generally one of perpetual crisis and stagnation, yet many trends are showing some far more 

positive figures. We are not suggesting there will be a dramatic increase in loan demand (little new investment is being 

undertaken); however, bank balance sheets have started to expand following a prolonged period of contraction, and leading 

indicators are consistent with an upturn in economic growth (as shown below). Supported by easing monetary conditions and the 

fall in oil prices, the ECB has recently raised its 2015 GDP growth forecast by 50bps, to 1.5% (as evidenced in the chart below). 

 

Related to this, is the issue of the possible impact of European QE on the banking sector. This is likely to drive down the cost of 

funding (although this remains relatively low already) for a banking sector which continues to have a loan/deposit ratio above 

100%. It may also prompt increased demand for loans, although we remain cautious on the pace of improvement – we have 

recently seen evidence of improved demand (see chart below). In relation to their US, UK and Japanese counterparts, there is 

also less incentive to park reserves at the central bank given the ECB’s negative deposit facility rate. Furthermore, the valuations 

attached to their bond portfolios will also rise further, enabling a recovery in their capital positions through increased trading 

gains. Less positive will be the impact on margins for new lending (which will fall), although the lack of competition may well 

mean that funding costs will fall more than asset yields. Ultimately, as banks are cyclicals, they should be one of the biggest 

beneficiaries of stronger economic growth.  

Core/Assets Development Transaction by channel – Caixabank (%) 

Source: Polar Capital. 

ECB M1 versus Europe GBP ECB change in demand for loans to enterprises 

Source: ECB and Bloomberg. 

Source: Caixabank. 

Source: ECB and Bloomberg. 
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For investors, the sector’s health is looking better than it has done for a while. Shares have started on a recovery path, and the 

potential for income is improving every quarter, yet valuations remain in the doldrums. To us, this seems like an attractive 

investment prospect, even if Greece should cause some turbulence ahead, for we suspect this will be perceived as short-term in 

nature (few banks have much cross-border exposure having increasingly focused on their home markets, and we have no 

exposure to Greek banks).  

 

But, we hear you ask:  what about potential litigation hits and changes in capital requirements? Won’t this derail the entire 

argument? It is worth looking at our actual investments, as the table below clearly shows that while a number of banks face 

residual risks (‘Risk Impact’), this will be offset by the continued organic rebuild of their capital, through better profitability and 

falling levels of risk-weighted assets (‘FY15 Net Profit’). Ultimately, the impact on their capital positions is small (‘Final CT1’).  

 

It is also worth noting that many of our holdings are at the better-quality end of the investment spectrum, and other European 

banks (e.g. Greek banks) could be much more severely affected by some of these changes. Investors need to start 

differentiating within the sector, since risks are increasingly becoming focused on a few well-flagged examples. 

Source: Polar Capital, March 2015. 

Note 1. Risk impact to Core Tier 1 refers to the Polar Capital Financials team’s forecast litigation provision and regulatory changes.  

Note 2. FY15 Net Profit is based on consensus earnings. CT1 = Core Tier 1.  

Impact of future litigation and capital costs 

Core Tier 1 
Provisions & 
Divestments Adj 

FY15  
Net Profit 

Final  
Core Tier 1 

Fund Holding Key Known Risks Current  Risk Impact1 Local FX (Bn)  Core Tier 1 CT1 Build2 Excl Div 

Barclays FX, US Mortgages, Interest Rates 10.3% -130bps 2,104 9.4% 80bps 10.2% 

One Savings Bank None 11.4% 0 0 11.4% 80bps 12.2% 

Aldermore None 13.0% 0 0 13.0% -90bps 12.1% 

Societe Generale 
OFAC Settlement, Russia,  

Danish Compromise 
10.1% -110bps 1,100 9.1% 80bps 9.9% 

BNP FX Settlement, Danish Compromise 10.3% -20bps 1,868 10.1% 70bps 10.8% 

ING Asset quality (Russia, Oil & Gas) 11.4% -10bps 5,164 13.0% 120bps 14.2% 

KBC Danish Compromise 11.2% -60bps 0 10.6% 190bps 12.5% 

DNB Oil exposure 12.7% -10bps 0 12.6% 250bps 15.1% 

Swedbank None 21.2% 0 0 21.2% 300bps 24.2% 

Intesa Sanpaolo DTAs, Danish Compromise 13.3% -170bps 0 11.6% 80bps 12.4% 

Credit Suisse US mortgage, FX, Interest Rates 10.2% -70bps 2,126 9.5% 180bps 11.3% 

UBS US mortgage, FX, Interest Rates 13.4% -340bps 2,919 10.0% 220bps 12.2% 

HSBC 
FX, US Mortgages, Interest Rates,  

Tax Evasion 
11.1% -50bps 2,184 10.6% 100bps 11.6% 

Further Information 

Should you require further information on the European banking sector or on the Polar Capital Global Financials  

team, please contact your Polar Capital representative. Alternatively, you may contact Investor Relations on  

+44 (0)20 7227 2721 (investor.relations@polarcapital.co.uk), or visit our website at www.polarcapital.co.uk 

 
Please refer to the Important Information at the end of this document. Past performance is not indicative or a guarantee of future results.  

It should not be assumed that recommendations made in future will be profitable or will equal performance of the securities in this document.  

A list of all recommendations made within the immediately preceding 12 months is available upon request.  
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Important Information: This document is provided for the sole use of the intended recipient and is not a financial promotion it shall not and does not constitute an offer or solicitation of 

an offer to make an investment into any fund or Company managed by Polar Capital. It may not be reproduced in any form without the express permission of Polar Capital and is not 

intended for private investors. This document is only made available to professional clients and eligible counterparties. The law restricts distribution of this document in certain 

jurisdictions; therefore, it is the responsibility of the reader to inform themselves about and observe any such restrictions. It is the responsibility of any person/s in possession of this 

document to inform themselves of, and to observe, all applicable laws and regulations of any relevant jurisdiction. Polar Capital Global Financials Trust plc is an Investment Company with 

investment trust status and as such its ordinary shares are excluded from the FCA’s (Financial Conduct Authority’s) restrictions which apply to non-mainstream investment products. The 

Company conducts its affairs and intends to continue to do so for the foreseeable future so that the exclusion continues to apply.  It is not designed to contain information material to an 

investor’s decision to invest in Polar Capital Funds PLC – Asian Financials Fund, Polar Capital Funds PLC – Financial Opportunities Fund, Polar Capital Funds PLC – Global Insurance 

Fund, Polar Capital Funds PLC – Income Opportunities Fund or Polar Capital Global Financials Trust plc , which is an Alternative Investment Fund under the Alternative Investment Fund 

Managers Directive 2011/61/EU (“AIFMD”) managed by Polar Capital LLP the appointed Alternative Investment Manager.  In relation to each member state of the EEA (each a “Member 

State”) which has implemented the AIFMD, this document may only be distributed and shares may only be offered or placed in a Member State to the extent that (1) the fund is permitted 

to be marketed to professional investors in the relevant Member State in accordance with AIFMD; or (2) this document may otherwise be lawfully distributed and the shares may 

otherwise be lawfully offered or placed in that Member State (including at the initiative of the investor). As at the date of this document, the Fund has not been approved, notified or 

registered in accordance with the AIFMD for marketing to professional investors in any member state of the EEA. However, such approval may be sought or such notification or 

registration may be made in the future.  Therefore this document is only transmitted to an investor in an EEA Member State at such investor’s own initiative. SUCH 

INFORMATION, INCLUDING RELEVANT RISK FACTORS, IS CONTAINED IN THE COMPANY OR FUND’S OFFER DOCUMENT WHICH MUST BE READ BY ANY PROSPECTIVE 

INVESTOR. 

Statements/Opinions/Views: All opinions and estimates constitute the best judgment of Polar Capital as of the date hereof, but are subject to change without notice, and do not 

necessarily represent the views of Polar Capital. This material does not constitute legal or accounting advice; readers should contact their legal and accounting professionals for such 

information. All sources are Polar Capital unless otherwise stated. 

Third-party Data: Some information contained herein has been obtained from third party sources and has not been independently verified by Polar Capital. Neither Polar Capital nor any 

other party involved in or related to compiling, computing or creating the data makes any express or implied warranties or representations with respect to such data (or the results to be 

obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with 

respect to any data contained herein.   

Holdings: Portfolio data is “as at” the date indicated and should not be relied upon as a complete or current listing of the holdings (or top holdings) of the Company or Fund. The holdings 

may represent only a small percentage of the aggregate portfolio holdings, are subject to change without notice, and may not represent current or future portfolio composition. Information 

on particular holdings may be withheld if it is in the Company or Fund’s best interest to do so. It should not be assumed that recommendations made in future will be profitable or will 

equal performance of the securities in this document. A list of all recommendations made within the immediately preceding 12 months is available upon request.  This document is not a 

recommendation to purchase or sell any particular security. It is designed to provide updated information to professional investors to enable them to monitor the Company or Fund. No 

other persons should rely upon it.  

Benchmarks: The following benchmark indices are used: MSCI World Financials Index, MSCI Asia Ex Japan Finance Index, MSCI Daily Net TR World Insurance Index and STOXX 

Financial Index. These benchmarks are generally considered to be representative of the Financial equity universe. These benchmarks are  broad-based indices which are used for 

comparative/illustrative purposes only and have been selected as they are well known and easily recognizable by investors. Please refer to www.mscibarra.com and www.stoxx.com for 

further information on these indices. Comparisons to benchmarks have limitations as benchmarks volatility and other material characteristics that may differ from the Company or Fund. 

Security holdings, industry weightings and asset allocation made for the Company or Fund may differ significantly from the benchmark. Accordingly, investment results and volatility of the 

Company or Fund may differ from those of the benchmark. The indices noted in this document are unmanaged, unavailable for direct investment, and are not subject to management 

fees, transaction costs or other types of expenses that the Company or Fund may incur. The performance of the indices reflects reinvestment of dividends and, where applicable, capital 

gain distributions. Therefore, investors should carefully consider these limitations and differences when evaluating the comparative benchmark data performance. Information regarding 

indices is included merely to show general trends in the periods indicated and is not intended to imply that the fund was similar to the indices in composition or risk. 

Regulatory Status: Polar Capital LLP is a limited liability partnership number OC314700. It is authorised and regulated by the UK FCA and is registered as an investment adviser with 

the US Securities & Exchange Commission (“SEC”). A list of members is open to inspection at the registered office, 4 Matthew Parker Street, London SW1H 9NP. FCA authorised and 

regulated investment managers are expected to write to investors in funds they manage with details of any side letters they have entered into. The FCA considers a side letter to be an 

arrangement known to the investment manager which can reasonably be expected to provide one investor with more materially favorable rights, than those afforded to other investors. 

These rights may, for example, include enhanced redemption rights, capacity commitments or the provision of portfolio transparency information which are not generally available. The 

Fund and the Investment Manager are not aware of, or party to, any such arrangement whereby an investor has any preferential redemption rights. However, in exceptional 

circumstances, such as where an investor seeds a new fund or expresses a wish to invest in the Fund over time, certain investors have been or may be provided with portfolio 

transparency information and/or capacity commitments which are not generally available. Investors who have any questions concerning side letters or related arrangements should 

contact the Polar Capital Desk at the Administrator on 0800 876 6889 (PCFT) or +353 1 434 5007 (UCITS). The Fund is prepared to instruct the custodian of the Fund, upon request, to 

make available to investors portfolio custody position balance reports monthly in arrears. 

Information Subject to Change: The information contained herein is subject to change, without notice, at the discretion of Polar Capital and Polar Capital does not undertake to revise or 

update this information in any way.  

Forecasts: References to future returns are not promises or estimates of actual returns Polar Capital may achieve. Forecasts contained herein are for illustrative purposes only and does 

not constitute advice or a recommendation. Forecasts are based upon subjective estimates and assumptions about circumstances and events that have not and may not take place.   

Performance/Investment Process/Risk: Performance is shown net of fees and expenses and includes the reinvestment of dividends and capital gain distributions. Factors affecting the 

Company or Fund’s performance may include changes in market conditions and interest rates and in response to other economic, political, or financial developments. Past performance is 

not a guide to or indicative of future results. Future returns are not guaranteed and a loss of principal may occur. Investments are not insured by the FDIC (or any other state or federal 

agency), or guaranteed by any bank, and may lose value.  No investment process or strategy is free of risk and there is no guarantee that the investment process or strategy described 

herein will be profitable.  

Allocations: The strategy allocation percentages set forth in this document are estimates and actual percentages may vary from time-to-time. The types of investments presented herein 

will not always have the same comparable risks and returns. Please see the private placement memorandum or prospectus for a description of the investment allocations as well as the 

risks associated therewith. Please note that the Company or Fund may elect to invest assets in different investment sectors from those depicted herein, which may entail additional and/or 

different risks. Performance of the Company or Fund is dependent on the Investment Manager’s ability to identify and access appropriate investments, and balance assets to maximize 

return to the fund while minimizing its risk. The actual investments in the Company or Fund may or may not be the same or in the same proportion as those shown herein.   

Country Specific disclaimers: The Company or Funds have not been and will not be registered under the U.S. Investment Company Act of 1940, as amended (the "Investment 

Company") and the holders of its shares will not be entitled to the benefits of the Investment Company Act. In addition, the offer and sale of the Securities have not been, and will not be, 

registered under the U.S. Securities Act of 1933, as amended (the "Securities Act"). No Securities may be offered or sold or otherwise transacted within the United States or to, or for the 

account or benefit of U.S. Persons (as defined in Regulation S of the Securities Act). In connection with the transaction referred to in this document the shares of the Fund will be offered 

and sold only outside the United States to, and for the account or benefit of non U.S. Persons in "offshore- transactions" within the meaning of, and in reliance on the exemption from 

registration provided by Regulation S under the Securities Act. No money, securities or other consideration is being solicited and, if sent in response to the information contained herein, 

will not be accepted. Any failure to comply with the above restrictions may constitute a violation of such securities laws.  
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