
Challenging Decade for the Global Banking Industry 
The global banking industry has faced a difficult operating backdrop for the last decade amid a challenging interest rate 
environment (see U.S. yield chart below), economic growth concerns, and a hangover from the financial crisis as it has 
been building capital and dealing with increased regulation. The industry has been one of the worst performers over the 
last decade, although it has experienced several periods of stronger performance over shorter interim periods, such as 
2012/13 and late 2016 as valuations became significantly discounted and interest rates bottomed. 

Down over 39% for the year through March 18, banks have been one of the worst performers this year, only behind 
oil & gas, hotel & restaurants and aerospace among the industries that account for at least 1% of the MSCI ACWI.1 
Investor negativity has increased due to a variety of concerns: negative interest rates in Europe and Japan, the 
U.S. Federal Reserve lowering the federal funds rate target to the 0%-to-0.25% range on March 15, a likely global 
recession caused by COVID-19 and the expected credit losses that would likely occur during a recession.
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Oil Gas & Consumables 3.03 -56.32 -57.31 -50.08 -50.60 -47.58 5.87 1.07 10.81
Aerospace & Defense 1.41 -45.22 -39.88 -17.15 0.03 106.63 2.06 5.94 17.25
Hotels Restaurants & Leisure 1.24 -44.72 -37.04 -19.30 -8.58 90.89 2.48 6.69 19.00
Banks 7.33 -39.69 -35.05 -31.05 -22.53 -6.90 4.67 0.93 8.70
Insurance 3.28 -38.13 -31.02 -20.10 -11.04 45.89 3.49 1.30 10.44

Impact of Lower/Zero/Negative Interest Rates 
Banks’ fundamental business is earning a spread on their capital (or NIM – Net Interest Margin) so a decrease in 
interest rates to zero (or negative) is a headwind to banks’ fundamental earning structure (and has been for most 
of the last decade). However, each bank has varying sensitivities to changes in interest rates. For example, among 
large-cap U.S. banks today, some banks are much more sensitive to interest rate changes than others given varying 
traditional lending exposures. Given this difference in sensitivity, fundamental analysis is paramount when we are 
evaluating the effects and potential investment opportunities.
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Source: FactSet. MSCI ACWI Index for periods ending 03/18/2020.

Source: FactSet Bloomberg Barclays U.S. Government Bond Index, 8/15/2000 to 3/20/2020.



Additionally, as interest rates were already low globally, we believe the Fed’s recent rate cut will not have as significant 
an impact on banks’ earnings as the last interest rate decline period during the global financial crisis. Two main factors 
contribute to this: 1) the cut is less significant and there is less room for rates to move down; 2) banks have been 
adapting to low interest rates over the past decade and many have improved their cost structures and capital positions 
significantly. Finally, while this environment of low/zero/negative rates may persist for some time, the next significant 
move in rates is more likely to be to the upside (although that may seem like a long way away) given where we are 
today. If that happens, just like we saw briefly in 2013 and 2016, it would be a nice tailwind for banks’ earnings. In 
the meantime, banks are generally trading at attractive multiples of their reduced earnings that largely account for this 
negative scenario continuing into perpetuity, and offer attractive return potential just through earnings and dividends if 
this environment does continue (and much greater potential if rates ever increase or are expected to increase).

The concerns/negativity associated with a global recession, increased credit losses, and lower interest rates along with 
recent significant underperformance has likely led to many investors avoiding the banks industry given the significant 
near-term headwinds. As a result, valuations of several banks have started to reach levels that reflect significant 
pessimism, potentially creating very attractive long-term investments as the negativity is already priced in, and any 
positive news/change could greatly benefit the banks (whether that be a rebound in growth, interest rates, lower than 
expected credit losses etc.).

As long-term-focused investors, we have found value in several banks with a strong focus on capital levels, both 
in the U.S. and abroad, including emerging markets. The market’s short-term focus on likely difficult near-term 
business results creates an opportunity for our price-disciplined and long-term focus at today’s valuation levels. This 
is especially true in the United States as the large money center banks have much improved capital positions in 
comparison to the last recession and financial crisis of 12 years ago. In Europe, many have improved their capital 
positions as well, although not to the same extent, so we have been more selective there. Nonetheless, many European 
banks are currently priced at the lowest valuation levels in the last twenty years, outside of the financial crisis.

Putting the Current Negativity into Context  

• Price-to-Book (P/B) – Banks now trade at just 92% of book value and are the cheapest industry in the entire MSCI 
ACWI index, just ahead of automobiles and oil & gas. The discount vs. the index is the largest it has ever been at 
58% (vs. 45% during the tech bubble, 47% during the financial crisis, and 44% during the Euro crisis).2

• Forward Price/Earnings – Global banks are the second cheapest major industry in the index (behind autos). At 
less than 9x forward earnings, the industry trades at its largest discount ever relative to the overall index (42% 
discount).3

• Dividend Yield – Within the MSCI ACWI Index, the banking industry has the fourth highest dividend yield (over 
4.5%), only behind tobacco, oil & gas, and telecommunication services.4 Obviously, as with oil companies, there 
is a risk that dividends could be cut amid an increasingly recessionary environment (currently stock buybacks of 
U.S. banks have been paused), but given the capital improvement, we believe the risk and potential magnitude of 
any dividend cut is lower than it has been during past recessions. Additionally, the current gap between banks and 
the broader index of over 2% is near the highest it has been in the last 20 years.5

• The yield on U.S. banks is a bit lower at 3.4% as more of their capital return (about two-thirds) has been through 
stock buybacks, which have been halted during this current period in order to preserve capital.6 Since U.S. banks 
have had more capital return through share repurchases, we believe they bear lower risk for potential dividend cuts 
during this period. U.S. banks’ dividend yield is over 70% higher than the broader U.S. dividend yield of just 2.0%.7
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Interesting Notes from Recent Sell-Side Pieces and Articles  

• U.S. banks in the S&P 500 Index now trade at below long-term average multiples on depressed earnings estimates 
that have been cut in half as a normal recession seems to be priced in.8 U.S. banks are also trading below their 
2011 and 2016 valuation lows on a price-to-tangible book basis, but not all the way down to financial crisis levels.9

• U.S. banks have an improved capital position and much improved ability to handle a recession and credit losses 
than 12 years ago. Last year, the 18 largest U.S. banks all passed stress tests which included a hypothetical 
recession with unemployment to 10%, gross domestic product down 8%, and stocks down 50% (losses reached 
$410bn, so less than half of their capital positions).10 11

• European Banks within the MSCI Euro Index: Are down to 6x earnings and 8% dividend yield (as of 3/11/2020) 
and the implied cost of equity for many Eurozone banks is 15-20% at current valuation levels.12

Source: MSCI via FactSet. 06/30/2003 to 02/29/2020.

Source: MSCI via FactSet. 12/31/1999 to 02/29/2020.
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Brandes’ Current Bank Holdings and Activity  
The bottom line is that near-term earnings are likely to be negatively impacted by increased provisioning and NIM 
compression, but we believe dilution risk is relatively low for most of the banks we own barring a more severe 
economic/financial shock.

This will be a very interesting and crucial test of the decade-plus of heavy regulation of the financials. If they can get 
through this without dilution, we think the environment is going to be much better for them—steeper yield curves, 
probably decent loan growth. We will see if the capital buffers do their job. So far, it appears the central banks are 
supporting them to the max. Forbearance seems to be the word of the day as well. If banks perform as intended 
through this crisis, it could lead to a paradigm shift in how the sector is viewed going forward.

Source: MSCI via FactSet. 12/31/1996 to 02/29/2020. Total return since first available date.

Source: MSCI via FactSet. 12/31/1996 to 02/29/2020. Price return since first available date.
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Federal Funds Rate: The interest rate at which a depository institution lends funds maintained at the Federal Reserve to another depository institution 
Forward Price/Earnings: Price per share divided by earnings per share expected over the next 12 months. 
Net Interest Margin: Interest income generated by a financial institution minus the amount of interest paid to its lenders, divided by average earning assets.
Price/Book: Price per share divided by book value per share. 
Price/Earnings: Price per share divided by earnings per share. 
Tangible Book Value: Book value minus intangible assets (e.g., goodwill).
Yield: Annual income from the investment (dividend, interest, etc.) divided by the current market price of the investment.
The Bloomberg Barclays U.S. Government Bond Index tracks performance of U.S. dollar-denominated, fixed-rate debt securities issued by U.S. government-owned or sponsored agencies. The 
index is a total return index which reflects the price changes and interest of each bond in the index.  
The MSCI ACWI with net dividends captures large and mid cap representation of developed and emerging markets.
The MSCI USA Index with net dividends captures large and mid cap representation of the United States market.
The MSCI Euro Index with net dividends captures large cap representation of developed markets in the European Union.
The S&P 500 Index captures the largest 500 companies listed in the United States.
MSCI has not approved, reviewed or produced this report, makes no express or implied warranties or representations and is not liable whatsoever for any data in the report. You may not 
redistribute the MSCI data or use it as a basis for other indices or investment products. 
Past performance is not a guarantee of future results. The information provided in this material should not be considered a recommendation to purchase or sell any particular security. It 
should not be assumed that any security transactions, holdings or sectors discussed were or will be profitable, or that the investment recommendations or decisions we make in the future 
will be profitable or will equal the investment performance discussed herein. Strategies discussed are subject to change at any time by the investment manager in its discretion due to 
market conditions or opportunities. The Brandes investment approach tends to result in portfolios that are materially different than their benchmarks with regard to characteristics such 
as risk, volatility, diversification, and concentration. Please note that all indices are unmanaged and are not available for direct investment. International and emerging markets investing 
is subject to certain risks such as currency fluctuation and social and political changes; such risks may result in greater share price volatility. Please note that the value of government 
securities and bonds in general have an inverse relationship to interest rates. The declaration and payment of stock dividends are solely at the discretion of the issuer and are subject 
to change at any time. There is no assurance that a forecast will be accurate. Because of the many variables involved, an investor should not rely on forecasts without realizing their 
limitations. 
The foregoing reflects the thoughts and opinions of Brandes Investment Partners® exclusively and is subject to change without notice. Brandes Investment Partners® is a registered 
trademark of Brandes Investment Partners, L.P. in the United States and Canada.
United States: Issued by Brandes Investment Partners, L.P, 11988 El Camino Real, Suite 600, San Diego, CA 92130.
Singapore/Asia: FOR INSTITUTIONAL/ACCREDITED INVESTOR USE ONLY. Issued by Brandes Investment Partners (Asia) Pte Ltd., The Gateway West, 150 Beach Road #35-51, Singapore 
189720. Company Registration Number 201212812M. ABRN:164 952 710. This document is for “institutional investors” or “accredited investors” as defined under the Securities and 
Futures Act, Chapter 289 of Singapore and may not be distributed to any other person. This document is being provided for information purposes only. Incorporated in Singapore in 2012, 
Brandes Investment Partners (Asia) Pte Ltd (Brandes Asia) provides portfolio management services to clients in Asia (as permitted under local law). Brandes Investment Partners, L.P., a 
U.S. registered investment adviser and a sister entity to Brandes Asia, provides research, portfolio construction and other support to Brandes Asia.
Ireland/Europe: FOR PROFESSIONAL INVESTOR USE ONLY. Issued by Brandes Investment Partners (Europe) Limited (Brandes Europe), 36 Lower Baggot Street, Dublin 2, Ireland. Registered 
in Ireland Number 510203. Authorised and regulated by the Central Bank of Ireland. This report is being provided for information purposes only, no representation or warranty is made, 
whether express or implied as to the accuracy or completeness of the information provided. To the fullest extent permitted by law Brandes Europe shall not be liable for any loss or damage 
suffered by any person as a result of the receipt of this report. Recipients of this report should obtain their own professional advice. The distribution of this report may be restricted by law. 
No action has been or will be taken by Brandes Europe to permit the possession or distribution of this report in any jurisdiction where action for that purpose may be required. Accordingly, 
this report may not be used in any jurisdiction except under circumstances that will result in compliance with any applicable laws and regulations. Persons to whom this report is 
communicated should inform themselves about and observe any such restrictions. This information is being issued only to, and/or is directed only at (i) persons who have professional 
experience in matters relating to investments or (ii) are persons falling within Article 49(2)(a) to (d) (“high net worth companies, unincorporated associations etc”) of the Financial 
Services and Markets Act 2000 (Financial Promotion) Order 2005 or to whom it may otherwise lawfully be communicated (all such persons together being referred to as “Relevant 
Persons”). This communication must not be acted on or relied on by persons who are not Relevant Persons. Any investment or investment activity to which this communication relates is 
available only to Relevant Persons and will be engaged in only with Relevant Persons. This report is a confidential communication to, and solely for the use of, the persons to whom it is 
distributed to by Brandes Europe.
Canada: Distributed by Brandes Investment Partners & Co., 33 Yonge Street, Suite 300, Toronto, ON, M5E 1G4. This communication is for information purposes only and should not be 
regarded as a sales communication or as advice regarding any financial product or service.
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