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BNP Paribas fine may have a silver lining for credit investors
The French bank should weather the near-$9bn fine for breaching US sanctions with
proscribed states – and may even be compelled to issue attractively-priced debt in
response, says Filippo Alloatti, Senior Credit Analyst
.
Striking the balance: BNP Paribas will suffer under the record $8.9bn fine dealt by
US authorities for concealing $30bn of transactions with clients in Sudan, Iran and
Cuba. It amounts to a 90bps hit on the bank’s balance sheet, taking its fully loaded,
or Basel III ready, capital ratio at the end of Q1 to 9.7%. Factoring in Reuters’ analyst
estimates of €1.45bn in net income for Q2, the fine could subtract a further 20 bps in
the absence of further action by management, such as asset sales.
Recovery move: Because French banks take pride in capital ratios of 10% or more,
this may compel BNP Paribas to issue additional tier one (AT1) debt with the aim of
restoring its common equity tier one (CET1). This would present a good entry point:
empowered by strong earnings, and incentivised by its aim to replenish capital and
be upgraded from ratings agencies negative-watch lists, BNP Paribas can offer an
attractive yield. The fine may also prevent a dividend for shareholders, which would
further appeal for credit investors.
Wiggle room: The ban on USD clearing that has also been imposed on the bank is
harsher than expected. But it becomes effective in January 2015 – and affects limited
activities such as oil and gas financing in Paris, Geneva and Singapore – allowing
time to appoint another bank to act on its behalf in order for clients to gain access to
USD financing. The bank was not forced to sell its US subsidiary, BancWest, which
would have been deleterious to its wholesale business.
Looking ahead: The fine almost doubles the combined settlements that the Office of
Foreign Assets Control, one of the US authorities imposing the penalty, has
previously reached with banks. BNP Paribas’ solid balance sheet and strong
earnings, however, should enable it to bear the initial impact and any weakness in its
USD clearing unit next year. Its penchant for an impressive capital ratio will also
probably spur the issuance of new, attractive AT1 paper.
-ENDS-
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Hermes is focused on delivering superior, sustainable, risk adjusted returns for our clients – responsibly.
We believe in Excellence, Responsibility and Innovation
•
Excellence: We aspire to excellence in everything we do. This manifests itself most visibly in
our investment performance. We will only offer products to our clients where we believe there is
a strong investment thesis and where we can deliver sustainable alpha.
•

Responsibility: We believe it is our responsibility to lead discussion and debate about the
fiduciary responsibilities of fund managers to our clients, their stakeholders and, ultimately,
society at large. We have always sought positive engagement with the firms in which we invest.

•

Innovation: We have the entrepreneurial culture to identify forward-looking products that meet
those needs, along with the resources and speed-to-market mentality to develop them rapidly.

Our structure provides wholesale, institutional and pension fund clients globally the benefit of access to
a broad range of specialist, high conviction investment teams operating within an established and robust
operating platform.
Hermes' investment solutions include:
•
Fixed Income: Inflation-Linked, Government Bonds, Investment Grade, High Yield
•
Alternatives: Commodities, Hedge Fund Solutions, Infrastructure, Private Equity
•
Equities: Global, Emerging Markets, Small & Mid Cap, Europe, Asia Ex Japan
•
Real Estate: Segregated, Unitised, Debt, UK, US Residential, European
Hermes manages assets on behalf of more than 200 clients* across these investment areas with £26.9
billion* assets under management. In Hermes Equity Ownership Services, we have one of the largest
engagement resources in the industry, advising on more than £103 billion* of assets.
*
Please note the total AuM figure includes £3.5bn of assets managed or under an advisory agreement by Hermes GPE LLP (“HGPE”),
a joint venture between Hermes Fund Managers (“HFM”) and GPE Partner Limited. HGPE is an independent entity and not part of the
Hermes group. £0.5bn of total group AuM figure represents HFM mandates under advice. Source: Hermes as at 31 March 2014.

