
 

  

 

Negative interest rates  
With Bank Rate currently at 0.1%, BoE Governor Andrew Bailey confirmed last week that he is no longer ruling out an eventual 
move to negative interest rates. Instead, the Bank will study the policy with an open mind. While the economic benefits of such a 
policy are a matter of debate, such a move would be a negative credit factor for UK banks. As observed in the euro area, negative 
rates can weaken the viability of retail and commercial banks, whose very reason of being is to intermediate between depositors 
and borrowers and gain a spread from the maturity and risk transformation . Although it could ease short-term pressure on credit 
quality, for some banks the long-term impact on banks ’ profitability would seem likely to dominate.  

It is indeed possible for banks to remain profitable when rates are negative, as long as lending rates are higher (or less negative) 
than deposit rates. Yet banks are reluctant to pass on negative rates to depositors. Accordingly, as lending rates diminish by a 
greater factor than deposit rates, negative interest rates lead to diminishing net interest margins, often the main source of banks’ 
revenues. Moreover, negative rates incentivise greater credit risk taking as banks seek higher yields, and greater market risk taking 
as hedging costs increase.  

UK banks started the crisis from a position of relative strength despite many negative macro and idiosyncratic factors in recent 
years (PPI, fines from U.S. authorities, Brexit uncertainty, weak economic growth, etc.). Compared to their peers in the euro area, 
the BoE’s positive (if low) policy interest rate was more advantageous than the ECB’s negative deposit rate.  

Smaller, retail focused and less diversified names – particularly building societies – would be the most impacted by a negative 
interest rate policy. In our coverage, we see Nationwide, Lloyds, Santander UK and RBS as the most sensitive to negative i nterest 
rates. That said, we do not expect the BoE to cut Bank Rate to negative territory in the near term. The next move in policy will be 
expansion of its asset purchase programme. Indeed, Bailey himself stated that the BoE would first need a careful communication 
strategy to prepare the ground before implementing negative rates. And BoE Chief Economist Andy Haldane subsequently insisted 
that the Bank was still just in the review stage. However, in light of the ECB’s recent move to cut the rate on its TLTRO-iii operations 
to 50bps below the deposit rate, the BoE might ultimately be tempted to apply a negative rate to its Term Funding Scheme with 
additional incentives for SMEs (TFSME). This would be a more targeted measure, which could provide a further eas ing of monetary 
conditions while also having a more limited impact on banks’ margins.  

In the euro area, where negative interest rates have been in place since June 2014, preceded by two years of interest rate at zero, 
the ECB rebuffed criticism of its negative interest rate policy in a recent article. Based on the findings from a modelled scenario 
comparing the current environment to an environment in which interest rates weren’t negative, the article concluded that there is no 
evidence of an overall negative impact of negative interest rates on bank profits across bank business models. Among other things, 
it argued that policy has led to higher loan volumes, and also improved borrowers’ credit worthiness as lower rates improve the 
interest rate payment capacity of corporates . Yet such benefits could largely be short-term, whilst, as noted in the article, the 
“detrimental impact on net interest margins is likely to be more significant as rates remain low for longer ”.  

Finally, we do see evidence that the policy has had a substantive negative impact on banks’ profits. It has been one factor behind 
the lack of viability of the – admittedly problematic - German banking system. Indeed, German banks reported an aggregate RoE of 
0.08% in 4Q19, whilst in the euro area as a whole RoE amounted to a paltry 5.2% in 4Q19, down from 6.16% in 4Q18, highlighting 
the downward trend. Moreover, banks with a greater sensitivity to interest rates now find themselves ill -prepared to face the current 
crisis, as highlighted by a number of the more domestic and retail focused names in Germany, Italy and Spain.  

There are indeed idiosyncratic issues in each of these banking systems, such as elevated costs, overbanking and legacy NPLs , 
whilst there are plenty of strong banks in the euro area despite the negative rates . In fact, most of the banks in our coverage 
universe are well positioned to face the current economic shock. That said, their strength often arises from lower sensitivity to euro 
area interest rates as a result of (i) their diversification into other business areas, such as asset management and insuranc e; (ii) 
diversification into Eastern Europe and Latin America; and (iii) from cooperative structures, which limits the need for capital 
redistribution, allowing hence for capital build up despite weak returns.  

PELTROs 
The ECB launched the inaugural round of its seven pandemic emergency longer-term refinancing operations (PELTROs) last week, 
yet demand was immaterial, with 19 banks bidding for only €850m. The low demand was expected, as the PELTRO ran in parallel 
to the weekly round of LTROs, which offers better pricing and had a total demand of €8.8bn from 47 banks in the same week. 
Demand for the monthly rounds of PELTROs might increase in the next round, on 19 June, at which point the weekly round of 
LTROs will no longer be in place.
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That said, it will continue to ‘compete’ with the TLTRO facility, which provides better pricing. PELTROs are more relevant fo r banks 
with a low volume of corporate and consumer loans, and banks not sophisticated enough to take part in TLTRO rounds . Total 
volume of outstanding PELTROS+LTROS+TLTROS is currently at €938bn. 

Lloyd’s AT1 call extension 
Lloyds became the third large European bank to extend an AT1 call last week as the group decided “it is prudent to not reduce Tier 
1 resources at this time”, whilst “market conditions mean it is uneconomic  to call and refinance this security”. The bank had a call 
due on 27 June on its PERP €750m 6.35% bond. It will now reset at MS+529bps, a coupon of around 5%, with the next call on 27 
June 2025. The group follows Deutsche Bank in March 2020 and Santander in 2019 in extending its AT1 call. Launching a new 
deal would reportedly require a coupon of more than 7%, whilst the call would also lead to a FX charge of £50m to the bank’s 
capital base. 

Market reaction to the announcement was limited, with the bond price declining 2.5% to 94.6 cents on the euro, indicating the 
extension wasn’t entirely unexpected. Lloyds’ share price closed up 0.60% on the day. In light of the current crisis, the potential 
additional impact on the capital base over forthcoming quarters  and the significant pressure regulators are imposing on capital 
redistributions, we see the decision as sensible, and positive for Lloyds’ creditors (apart from those holding the extended AT1).  

Primary and secondary markets  
Activity in the primary market remained decent, with good volumes across a 
range of currencies and debt rank, including a JPY SNP transaction from 
BNP Paribas. Demand levels were adequate, with average book orders of 
2.3x the size of the deals with available information, whilst IPT tightening 
ranged between 25bps and 40bps in the USD and EUR deals.  

In Japan, BNPP re-opened the JPY market for European banks, with a 
JPY50bn 6NC5 SNP, priced at YOS+130. It was the first public JPY issuance by a European bank since 20 February, when 
SocGen placed a JPY50bn 5Y SNP, priced at YOS+48bps. In Europe, Intesa re-opened the unsecured market for Italian banks, 
with a 5Y €1.25bn SP priced at very wide MS+245bps, impacted by the “Italian premium”. Intesa launched an AT1 at 3.75% back in 
February. ING meanwhile issued a Tier 2 bond aiming to enhance its MDA buffer, similar to Deutsche Bank last week. In light of its 
much stronger credit profile, ING priced its T2 at MS+240bps, vs. the MS+600bps priced by Deutsche.  
  

(Table 2) Key Transactions    

Bank Rank Amount Maturity Final Spread (bps) IPT (bps) Book Orders 

ABN Amro SNP €1.25bn 5Y MS+155 MS+185 > €3.3bn 

BNP Paribas SNP JPY50bn 6NC5 YOS+130 YOS+125/130  

Banco 
Santander 

SNP 
$1.5bn 5Y T+240 T+280  

$1bn 10Y T+280 T+320  

ING Tier 2 €1.5bn 11NC6 MS+240 MS+270 >€4bn 

RBS 
Sr HoldCo Green 

Sr HoldCo 

$600m 4NC3 T+215 T+245  

$1bn 8NC7 T+255 T+280  

Intesa Sanpaolo SP €1.25bn 5Y M+245 MS+270 >€2.15bn 

Credit Suisse Sr OpCo AUD1.5bn 2.5Y 3mBBSW +115   

Source BondRadar, Bloomberg.   

 
The risk-on sentiment was evident in the secondary market for unsecured bonds last week, with sizeable tightening across the 
debt stack, particularly for long-dated French, Italian, Spanish and UK paper. The overperformance of USD paper vs EUR 
continued, as also reflected in the ICE BofA corporate indices, with the ICE BofA US Corporates index up 1.6% and the ICE BofA 
Euro Corporate up 0.4%. 

EUR SP/Sr OpCo paper closed the week at 90bps (143bps for SNP/Sr HoldCo) on aggregate, down 4bps (15bps) W/W, 58bps 
(87bps) above pre-crisis levels but down 73bps (123bps) since the peak in mid-March. USD SP/Sr OpCo paper closed the week at 
113bps (206bps for SNP/Sr HoldCo) on aggregate, down 23bps (19bps) W/W, this is 64bps (116bps) above pre-crisis levels, yet 
277bps (247bps) down from the mid-March peak.  

 

 

 

 

 

 

(Table 1) Forthcoming AT1 calls  

Issuer Amount  Coupon 
Next Call 

Date 

RBS $2bn 7.5% 10 Aug. 

ABN Amro €1bn 5.75% 22 Sept. 

Nykredit €500m 6.25% 26 Oct. 

Source: Bloomberg 
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Western European Banks EUR Spreads and Yields 

 
 
 

 
 
 

 
 
 

 
 

Aggregate Z-spread LTM (bps)      Aggregate Yields (%) 

 

 

 
Source: Bloomberg, Daiwa Capital Markets Europe. SP = Senior Preferred/Senior OpCp; SB = Senior Non- Preferred/ Senior HoldCo; T2= Tier 2; AT1 = Additional Tier  

1. All figures based on Z to worst spread of public benchmark issuances. 

   

Selected Names  

 Sr Preferred/Sr OpCo Sr Non-Preferred/Sr HoldCo Tier 2 

 Dur. Yield  Z  
Z 

5D∆  
Z 

YTD 
Dur. Yield  Z  

Z 
5D∆  

Z 
YTD 

Dur. Yield  Z  
Z 

5D∆  
Z 

YTD 

Commerz 4.9 1.3 153 1 102 4.2 2.1 232 -3 163 5.6 4.2 442 -29 252 

Barclays 3.8 1.2 134 -4 91 3.4 1.6 184 -22 131 6.1 4.4 426 -54 306 

BBVA 4.0 0.8 105 -5 72 4.5 1.6 183 -13 127 7.8 3.0 324 -31 186 

BFCM 4.1 0.5 73 -5 43 8.7 1.2 131 -17 76 5.4 1.8 199 -8 127 

BNPP 2.7 0.4 63 -5 41 5.3 1.1 132 -12 76 5.6 1.8 194 -8 96 

BPCE 3.9 0.5 77 -5 49 4.7 1.1 138 -13 86 4.8 1.7 192 -12 129 

Credit Ag. 3.4 0.5 72 -3 43 5.5 1.1 135 -14 80 5.2 2.1 212 -7 88 

Credit Sui.      6.8 1.5 177 -13 109      

Danske 3.0 0.5 79 -4 43 3.3 1.5 171 -12 98 8.5 2.7 291 -1 144 

Deutsche 3.0 1.1 136 0 79 2.9 2.7 280 -11 150 5.2 5.0 515 -24 203 

DNB 3.5 0.5 75 -6 44      7.0 2.0 219 -2 160 

HSBC 3.4 0.5 72 -3 42 3.3 0.8 109 -11 65 5.8 1.7 192 -13 107 

ING 1.7 0.5 76 -5 59 5.2 1.1 122 -12 72 5.6 2.0 214 3 118 

Intesa 4.6 1.8 208 -3 129      4.2 3.3 346 -38 194 

Lloyds 2.2 0.5 79 -7 48 4.0 1.5 176 -15 125 7.7 2.6 284 -11 170 

Nordea 4.6 0.4 64 -6 34 3.0 0.9 111 -9 74 4.1 2.2 204 -16 155 

Rabobank 2.5 0.3 49 -6 31 6.4 0.8 99 -8 60 2.9 1.4 162 -5 114 

RBS      4.5 1.8 210 -16 134      

Santander 4.0 0.7 91 -13 60 5.0 1.4 158 -24 90 5.7 2.2 245 -18 142 

San UK 3.1 0.7 91 -11 59 3.5 1.6 198 -6 134      

SocGen 2.0 0.5 72 -6 46 5.9 1.5 173 -14 103 4.5 2.1 227 -10 149 

StanChart      6.8 1.7 194 -11 122 3.7 4.2 391 -67 343 

Sw edbank 4.9 0.6 85 -7  4.3 1.1 135 -6 71 7.2 2.3 245 -7 144 

UBS 1.6 0.4 65 -6 44 3.6 1.0 123 -11 83      

UniCredit 4.2 2.0 220 -15 137 5.1 3.0 320 -52 214 5.9 5.2 512 -66 308 

 

Source: Bloomberg, Daiwa Capital Markets Europe. Dur.= Duration. Yield= Yield to worst (%). Z = Z-Spread to Worst (bps). Z 5D∆ = last 5 days Z-spread net change 

(bps). Z YTD = year to date Z-Spread net change (bps). Blank cells represent lack of statistically significant data. Figures may not be representative of the whole market . 
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Western European Banks USD Spreads and Yields 

 

Aggregate Z-spread LTM (bps)     Aggregate Yields (%) 

 

 

 
Source: Bloomberg, Daiwa Capital Markets Europe. SP = Senior Preferred/Senior OpCp; SB = Senior Non- Preferred/ Senior HoldCo; T2= Tier 2; AT1 = Additional Tier 

1. All figures based on Z to worst spread of public benchmark issuances.  

   

Selected Names  

 Sr Preferred/Sr OpCo Sr Non-Preferred/Sr HoldCo Tier 2 

 Dur. Yield  Z  
Z 

5D∆  
Z 

YTD 
Dur. Yield  Z  

Z 
5D∆  

Z 
YTD 

Dur. Yield  Z  
Z 

5D∆  
Z 

YTD 

Barclays 2.8 1.5 123 -17 87 4.5 2.5 215 -26 95 5.6 3.7 315 -26 146 

BFCM 2.4 1.5 120 -22 69           

BNPP 1.9 0.9 58 -5 27 4.6 2.6 197 -24 113 5.3 3.1 259 -18 135 

BPCE 2.5 1.5 128 -7 69 4.3 2.6 205 -13 116 3.7 3.0 258 -28 154 

Credit Ag. 1.7 1.3 75 -26 45 3.4 2.1 166 -25 90 8.2 3.0 237 -20 133 

Credit Sui. 1.7 1.2 67 -26 39 4.9 2.4 168 -23 105      

Danske 1.5 1.5 121 -9 58 3.2 2.8 235 -20 134      

Deutsche      3.1 3.7 322 -28 183 6.7 6.1 547 -47 210 

HSBC 4.1 2.4 198 -4 90 5.1 2.1 169 -18 79 10.8 3.7 287 -19 136 

ING 1.1 0.7 29 -29 9 4.9 2.0 156 -25 79 4.8 3.3 290 0 159 

Intesa 3.7 3.3 272 -9 151      4.1 5.5 500 -51 274 

Lloyds 3.4 1.8 145 -28 69 3.8 2.3 193 -21 103 5.1 3.0 248 -18 115 

Nordea 1.0 0.8 52 2 29 3.1 2.1 164 -44 68 2.2 2.2 176 -15 111 

Rabobank 2.5 1.1 85 -11 42 3.5 2.0 142 -28 68 5.0 2.6 207 -14 109 

RBS      4.7 2.7 219 -15 111 3.2 3.3 281 -33 150 

Santander 5.8 2.3 188 -21 101 5.3 2.9 240 -18 127 4.8 3.4 289 -28 171 

San UK 1.5 1.2 96 -24 52 3.4 2.2 185 -20 103 4.6 3.8 333 -20 180 

SocGen      4.2 2.7 223 -16 123 4.6 3.7 317 -10 177 

StanChart 0.0 1.6 144 -166 -108 4.5 2.7 220 -18 125 5.8 3.9 327 -13 178 

UBS 9.7 1.9 135 -14 77 4.8 2.2 166 -13 84      

UniCredit 2.4 3.7 340 -20 166 2.2 4.9 435 -43 298 8.5 6.5 576 -47 221 

 

Source: Bloomberg, Daiwa Capital Markets Europe. Dur.= Duration. Yield= Yield to worst (%). Z = Z-Spread to Worst (bps). Z 5D∆ = last 5 days Z-spread net change 

(bps). Z YTD = year to date Z-Spread net change (bps). Blank cells represent lack of statistically significant data. Figures may not be representative of the whole market.  
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Explanatory Document of Unregistered Credit Ratings 
 

In order to ensure the fairness and transparency in the markets, Credit Rating Agencies became subject to the Credit Rat ing Agencies’ registration system based on the 
Financial Instruments and Exchange Act. In accordance with this Act, in soliciting customers, Financial Instruments Business Operators, etc. shall not use the credit  ratings 
provided by unregistered Credit Rating Agencies without informing customers of the fact that those Credit Rating Agencies are not registered, and shall also inform 
customers of the significance and limitations of credit ratings, etc.  

■ The Significance of Registration 
Registered Credit Rating Agencies are subject to the following regulations:  
1) Duty of good faith. 
2) Establishment of control systems (fairness of the rating process, and prevention of conflicts of interest, etc.).  
3) Prohibition of the ratings in cases where Credit Rating Agencies have a close relationship with the issuers of the financial instruments to be rated, etc. 
4) Duty to disclose information (preparation and publication of rating policies, etc. and public disclosure of explanatory documents).    

In addition to the above, Registered Credit Rating Agencies are subject to the supervision of the Financial Services Agency (“ FSA”), and as such may be ordered to produce 
reports, be subject to on-site inspection, and be ordered to improve business operations, whereas unregistered Credit Rating Agencies are free from such regulations and 
supervision. 

■ Credit Rating Agencies 

[Standard & Poor’s] 

The Name of the Credit Rating Agencies group, etc 

The name of the Credit Rating Agencies group: S&P Global Ratings (“ Standard & Poor’s”) 
The name and registration number of the Registered Credit Rating Agency in the group:  S&P Global Ratings Japan Inc. (FSA commissioner (Rating) No.5) 

How to acquire information related to an outline of the rating policies and methods adopted by the person who determines Credit Ratings 

The information is posted under “ Unregistered Rating Information” (http://www.standardandpoors.co.jp/unregistered) in the “ Li brary and Regulations” section on the website 
of S&P Global Ratings Japan Inc. (http://www.standardandpoors.co.jp) 

Assumptions, Significance and Limitations of Credit Ratings 

Credit ratings assigned by Standard & Poor’s are statements of opinion on the future credit quality of specific issuers or is sues as of the date they are expressed and they are 
not indexes which show the probability of the occurrence of the failure to pay by the issuer or a specific debt and do not guarantee creditworthiness. Credit ratings are not a 
recommendation to purchase, sell or hold any securities, or a statement of market liquidity or prices in the secondary market of any issues.  

Credit ratings may change depending on various factors, including issuers’ performance, changes in external environment, performance of underlying assets, creditworthiness 
of counterparties and others. Standard & Poor’s conducts rating analysis based on information it believes to be provided by t he reliable source and assigns credit ratings only 
when it believes there is enough information in terms of quality and quantity to make a conclusion. However, Standard & Poor’s does not perform an audit, due diligence or 
independent verification of any information it receives from the issuer or a third party, or guarantee its accuracy, completeness or timeliness of the results by using the 
information. Moreover, it needs to be noted that it may incur a potential risk due to the limitation of the historical data t hat are available for use depending on the rating. 

This information is based on information Daiwa Securities Co. Ltd. has received from sources it believes to be reliable as of March 7th, 2017, but it does not guarantee 
accuracy or completeness of this information. For details, please refer to the website of S&P Global Ratings Japan Inc. (http ://www.standardandpoors.co.jp) 

[Moody’s] 

The Name of the Credit Rating Agencies Group, etc 

The name of the Credit Rating Agencies group: Moody’s Investors Service (“ MIS”) 
The name and registration number of the Registered Credit Rating Agency in the group:  Moody’s Japan K.K. (FSA commissioner (Rating) No.2) 

How to acquire information related to an outline of the rating policies and methods adopted by the person who determines Cred it Ratings 

The information is posted under “ Unregistered Rating explanation” in the section on “ The use of Ratings of Unregistered Agencies” on the website of Moody’s Japan K.K. (The 
website can be viewed after clicking on “ Credit Rating Business” on the Japanese version of Moody’s website (https://www.moodys.com/pages/default_ja.aspx) 

Assumptions, Significance and Limitations of Credit Ratings 

Credit ratings are Moody’s Investors Service’s (“ MIS”) current opinions of the relative future credit risk of entities, credit commitments, or debt or debt -like securities. MIS 
defines credit risk as the risk that an entity may not meet its contractual, financial obligations as they come due and any estimated financial loss in the event of default. Credit 
ratings do not address any other risk, including but not limited to: liquidity risk, market value risk, or price volatility. Credit ratings do not constitute investment or financial 
advice, and credit ratings are not recommendations to purchase, sell, or hold particular securities. No warranty, express or implied, as to the accuracy, timeliness, 
completeness, merchantability or fitness for any particular purpose of any such rating or other opinion or information, is given or made by MIS in any form or manner 
whatsoever. 

Based on the information received from issuers or from public sources, the credit risks of the issuers or obligations are assessed. MIS adopts all necessary measures so that the 
information it uses in assigning a credit rating is of sufficient quality and from sources MIS considers to be reliable. However, MIS is not an auditor and cannot in every 
instance independently verify or validate information received in the rating process.  

This information is based on information Daiwa Securities Co. Ltd. has received from sources it believes to be reliable as of April 16th, 2018, but it does not guarantee 
accuracy or completeness of this information. For details, please refer to the website of Moody’s Japan K.K. (https://www.moodys.com/pages/default_ja.aspx) 

[Fitch] 

The Name of the Credit Rating Agencies group, etc 

The name of the Credit Rating Agencies group: Fitch Ratings (“ Fitch”) 
The name and registration number of the Registered Credit Rating Agency in the group:  Fitch Ratings Japan Limited (FSA commissioner (Rating) No.7) 

How to acquire information related to an outline of the rating policies and methods adopted by the person who determines Credit Ratings 

The information is posted under “ Outline of Rating Policies” in the section of “ Regulatory Affairs” on the website of Fitch R atings Japan Limited 
(https://www.fitchratings.com/site/japan) 

Assumptions, Significance and Limitations of Credit Ratings 

Ratings assigned by Fitch are opinions based on established criteria and methodologies. Ratings are not facts, and therefore cannot be described as being “ accurate” or 
“ inaccurate”. Credit ratings do not directly address any risk other than credit risk. Credit ratings do not comment on the adequacy of market price or market liquidity for rated 
instruments. Ratings are relative measures of risk; as a result, the assignment of ratings in the same category to entities and obligations may not fully reflect small differences 
in the degrees of risk. Credit ratings, as opinions on relative ranking of vulnerability to default, do not imply or convey a specific statistical probability of default.   

In issuing and maintaining its ratings, Fitch relies on factual information it receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch 
conducts a reasonable investigation of the factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of that 
information from independent sources, to the extent such sources are available for a given security or in a given jurisdiction. The assignment of a rating to any issuer or any 
security should not be viewed as a guarantee of the accuracy, completeness, or timeliness of the information relied on in connection with the rating or the results obtained 
from the use of such information. If any such information should turn out to contain misrepresentations or to be otherwise mi sleading, the rating associated with that 
information may not be appropriate. Despite any verification of current facts, ratings can be affected by future events or conditions that were not anticipated at the time a 
rating was issued or affirmed. 

For the details of assumption, purpose and restriction of credit ratings, please refer to “ Definitions of ratings and other forms of opinion” on the website of Fitch Rating Japan 
Limited. 

This information is based on information Daiwa Securities Co. Ltd. has received from sources it believes to be reliable as of September 27th, 2019, but it does not guarantee 
accuracy or completeness of this information. For details, please refer to the website of Fitch Rating Japan Limited (https://www.fitchratings.com/site/japan) 
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