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 Regulatory updates might force the sale of BFA. 

Exposition to the Republic of Angola is no longer exempt from the 

limit of large exposures and now exceeds it by € 3Bn. Solutions 

could be the reduction to a minority stake in the bank or selling the 

assets underlying the exposure. We believe the first option is the 

most valuable, since these securities account for almost one third 

of BFA’s interest income. 

 Outlook in the domestic activity is far from encouraging. 

Subdued growth forecasts for Portugal and risk of deflation in 

the Euro area limit improvement prospects in the Portuguese 

banking system in the nearer-term. Low Euribor will continue 

limiting interest income revenue, hindering with particular 

emphasis banks with large mortgage exposures, as is the case 

of BPI. Going forward, regulation is heading towards reducing 

systemic risk, but will also put profitability under pressure. 

 BPI has showed interest in acquiring Novo Banco, 

joined by another 16 candidates. The bidding process will occur 

during 2015. We valued the merger and do not see enough value 

creation potential to cover for the substantial capital increase BPI 

would need to finance the operation, as we anticipate competition 

authorities would impose the divestment of some business areas. 

 We update our TP to € 1.10, following recent 

developments, but maintain our HOLD recommendation. 

Company description 

BPI is a Portuguese bank offering a vast range of financial services, which 

started operating in 1981 through the creation of Sociedade Portuguesa 

de Investimentos. It also has operations in Angola, where it develops a 

partnership with Unitel with a participation of ~50% in Banco de Fomento 

Angola, and in Mozambique, with a 30% participation in Banco Comercial 

e de Investimentos. BPI is currently the 4
th

 private financial institution in 

Portugal, serving 1.7 million customers in the country, with a market share 

of loans and deposits of approximately 12% and with more than 6,000 

employees. 
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Source: 

  
(Values in € millions) 2013 2014F 2015F 

Net interest income 475 507 590 

Banking income 1,048 837 794 

Loan impairments -255 -174 -193 

Net income 67 -52 1 

RoE 3.7% -2.5% 0.1% 

Loans / deposits ratio 102% 93% 94% 

RWA 21,016 20,858 20,775 

CET1 ratio 16.5% 13.4% 9.0% 

EPS (€) 0.05 -0.04 0.00 

Source: Company data and analyst estimates 
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Company overview 

BPI is the 4
th

 largest Portuguese private financial group, serving a total of 3M clients in 

Portugal and Angola, its main operating geographies, and with more than 8,500 

employees. The group has a market capitalization of € 1,428M
1
, disperse by 1,457M 

outstanding shares. The main focus of its domestic activity lies on commercial banking 

services, in which Banco BPI operates through 592 retail branches, 39 investment centres 

and 53 corporate centres, and has a market share of 12% in credit and deposits. Besides 

the commercial banking business, the group has an investment banking unit, conducted 

by Banco Português de Investimento, performs asset management services through BPI 

Gestão de Activos and BPI Vida e Pensões, holds a private equity unit, BPI Private Equity, 

besides detaining participations in the insurance business, namely in Allianz Portugal 

(35% stake) and in Cosec (50%). In Angola, the group performs commercial banking 

activities through Banco de Fomento Angola, which has been run as a partnership with 

Unitel since 2008, with BPI holding 50.1% of the shares and Unitel the remaining 49.9%. 

BFA, which is the second private bank within the Angolan market, had market shares of 

16% and 12% of deposits and loans as of the end of 2013. 

€ M 2009 2010 2011 2012 2013 2014F 2015F 2016F 

                  

Total assets 47.449 45.660 42.956 44.565 42.700 42.088 43.057 44.232 

Portugal 43.363 40.802 37.519 38.557 36.291 33.920 34.541 35.145 

International 4.086 4.858 5.437 6.007 6.409 8.168 8.516 9.086 

                  

Net income 175 185 -285 249 67 -93 2 159 

Portugal 91 92 -370 169 -21 -147 -15 113 

International 85 93 85 80 88 54 17 47 

                  

Branches (#) 945 959 917 914 871 838 849 864 

Portugal 816 816 759 747 696 655 657 662 

International 129 143 158 167 175 183 192 201 

                  

International operations (%):                 

Total assets 9% 11% 13% 13% 15% 19% 20% 21% 

Loan book (net) 4% 4% 4% 4% 4% 8% 9% 9% 

Net income 48% 50% -30% 32% 132% -58% 981% 29% 

Branches 14% 15% 17% 18% 20% 22% 23% 23% 

                  

 

 

 

 

 

 

 

                                                 
1
 As of 05/01/15 

 

Figure 1: BPI share price evolution 
vs PSI-20 (2001-2014) 

Table 1: BPI key data by geography 

Source: Bloomberg 

Source: Company data and analyst estimates 

 

Figure 2: BPI: Assets per segment (€M) Figure 3: BPI Net income per segment  (€M) 

 
Source: Company data Source: Company data 
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History 

The foundations of BPI Group date back to 1981, when the Sociedade Portuguesa de 

Investimentos was created, having a shareholder base composed by 100 dynamic 

Portuguese companies and 5 international financial institutions. SPI’s purposes were to 

finance private investment projects, re-launching the capital market and participating in the 

industrial modernization of the country.  

In 1991, aiming to widen the scope of its activities and to provide a broader range of 

financial services, concomitantly with the Portuguese privatisation process, the group 

decided to acquire Banco Fonsecas & Burnay. This acquisition was made in partnership 

with Group Itaú, which in 1993 would join BPI’s Group shareholder base. In 1995, the 

group reinforces even further its shareholder base, with the entry of Catalan banking 

group La Caja de Ahorros y Pensiones de Barcelona (La Caixa) and the German 

insurance group Allianz. The group takes a step forward in the consolidation of its banking 

activities in 1996, with the acquisitions of Banco de Fomento and Banco Borges. 

This process culminated with the simplification of the group in 1998, through the merger of 

the three banks (Fonsecas & Burnay, Fomento e Exterior and Borges & Irmão) in a single 

bank designated Banco BPI. In the years subsequent to the merger, the group expanded 

vastly, deepening its market shares across all commercial banking areas and growing 

significantly in volume of assets. In 2003, it enters in the capital of BCI, a commercial and 

investment bank operating in Mozambique, with a stake of 30%, which at the time had as 

shareholder the Portuguese public bank, Caixa Geral de Depósitos, with a 60% stake. The 

organic growth phase of BPI Group was only interrupted with the 2008 financial crisis, 

which affected transversally the majority of economic sectors and with particular emphasis 

the financial sector. It is also in this year that BPI decides to open the capital of Banco de 

Fomento Angola, its subsidiary operating in Angola, to other investors, by entering in a 

partnership with Unitel, with 50.1% of the shares belonging to BPI and the remaining 

49.9% to Unitel. 

Shareholder structure 

BPI has a concentrated shareholder structure, with only 23% of its shares on free float and 

with more than 70% of the shares concentrated in only 3 shareholders. The largest 

shareholders are
2
 La Caixa Group, which has been a shareholder for almost 20 years, and 

has a stake of 44.1%, Santoro Financial Holdings, majority owned by Isabel dos Santos 

(Angolan investor, daughter of the President of Angola José Eduardo dos Santos), with a 

18.6% participation, and the German insurance group Allianz, also a long-term shareholder 

of the Group, which holds a stake of 8.4%. The other relevant shareholders are 

Portuguese-originated and include Arsopi, an industrial group which currently is the only 

Portuguese shareholder with a qualified participation (>2%), Violas Ferreira Financial, 

owned by Grupo Violas which has investments in tourism, education, real estate, 

beverages, transportation and textiles, and Grupo Auto Sueco, which provides transport 

and equipment construction solutions, with stakes of 2.1%, 1.96% and 1.5%, respectively. 

                                                 
2
 As of 30/09/14 

 

 

Figure 4: BPI historical milestones 

Source: Company data 

Figure 5: BPI shareholder 
structure as of Sep. 14 

Source: Company data 
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The shareholder structure has suffered some changes in recent years. In 2012, with the 

exit of the then BPI’s oldest shareholder, Itaú Group
3
, La Caixa reinforced its position, 

from 30.1% to 49.0%. Soon after, the Spanish group sold to Santoro Financial Holdings
4
 

part of the shares it had acquired, operation after which both stakes stood at 39.5% and 

19.4%, respectively. With the recapitalization plan approved in the same year, through 

which the Portuguese State subscribed € 1,500M in Contingent Convertible Bonds issued 

by BPI, the Group was bound to perform a € 200M capital increase to immediately 

reimburse the State in the same amount. With this operation, some of the shareholders 

saw their stakes diluted. In 2014, aiming to strengthen its own funds base, BPI made an 

additional capital increase, through a public exchange of subordinated debt and 

preference shares by ordinary shares of the Group, being able to augment the capital 

base by € 103.1M. Shareholders also saw their stakes diluted with this Liability 

Management Exercise, of which we would highlight Violas Financial Group, which has 

been a BPI shareholder for a long period and had its stake decreasing from 2.1% to 

1.96%. 

Domestic economic environment 

The aftermath of the financial crisis is evidencing that several countries, still faced with 

issues such as high debt burdens and unemployment, are lagging in recovering to pre-

crisis output levels. World GDP growth projections reflect a still high degree of uncertainty, 

after several downward revisions in recent quarters, and point to a slight improvement in 

2014 versus the previous year, underpinned by the emerging and developing economies, 

which contrast with the significantly slower growth forecast for the advanced economies. 

 

2013 2014 (F) 2015 (F)

World 3.2% 3.4% 4,0%

Advanced economies 1.3% 1.8% 2.4%

USA 1.9% 1.7% 3,0%

Japan 1.5% 1.6% 1.1%

United Kingdom 1.7% 3.2% 2.7%

Euro area -0.4% 1.1% 1.5%

Germany 0.5% 1.9% 1.7%

France 0.3% 0.7% 1.4%

Italy -1.9% 0.3% 1.1%

Spain -1.2% 1.2% 1.6%

Emerging and developing economies 4.7% 4.6% 5.2%
 

                                                 
3
 Itaú Group, a shareholder since 1993, wanted to consolidate its leading position in the Latin American market and reduce its exposure 

to the Eurozone banking sector. 
4
 Santoro, owned by Isabel dos Santos, had already entered in BPI’s shareholder structure when it acquired in 2008 the 9.69% position 

of BCP for € 164M. 

 

 

Table 2: IMF Growth projections 

Figure 6: GDP growth, Euro area 
and United States (2007=100) 

Figure 7: Interest rates on new 
loans, Non-financial corporations, 
Euro area 

Source: ECB 

Source: ECB 

Source: IMF (World Economic Outlook) 
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In the Euro area, in particular, the pace of recovery has been slower than expected, but 

heterogeneous amongst Member States: peripheral countries, as the cases of Portugal, 

Spain and Italy, have grown below the Euro area average and significantly below some 

countries such as Germany or France, being still at pre-crisis output levels. This disparity 

indicates that economies are on different stages of their recovery path, which, with the 

existing fragmentation in the access to financial markets might hamper some countries’ 

ability to boost their economy. Fragmented funding conditions ultimately might produce 

effects in economic agents’ cost of borrowing, as the differences in lending rates charged 

to households and non-financial corporations among Euro area countries do seem to 

suggest (interest rates charged in stronger economies have been below the Euro area 

average, oppositely to the rates of peripheral countries in which rates have been above 

the average), but these lending rates also reflect the borrower’s underlying risk, this being 

particularly evident with the ones with high levels of indebtedness. 

In order to improve demand and facilitate investment conditions in the current context of 

low growth and historically low levels of inflation, the ECB has opted for intensifying its 

accommodative monetary policies (similarly to what was seen in the US, where the 

Federal Reserve put in place a five-year Quantitative Easing program, which already 

ended), by lowering even further its reference rates and by announcing a program of 

outright purchases of asset-backed securities. 

Financial markets have also benefitted from this context of worldwide abundant liquidity 

which came with central banks’ accommodative stances following the crisis. In fact, these 

policies have had an important impact in the market’s sentiment, which has had a positive 

evolution globally, and has been characterized by a lower risk aversion across the various 

segments of financial assets, with low levels of volatility. 

 

 

 

 

 

 

 

- Portuguese economy 

The conclusion in May 2014 of the Portuguese Economic and Financial Assistance 

Programme, which allowed the country to achieve a sound fiscal consolidation during its 

three-year duration, has improved the Portuguese position in terms of risk perception in the 

financial markets, which subsequently contributed to a steep reduction of the Portuguese 

government bonds’ yields vis-à-vis the ones of the German bonds. 
 

Figure 8: Interest rates on new 
loans, Households, Euro area 

  

 

Source: ECB 

Figure 9: Inflation rate (HICP), 
Euro area 

Figure 10: ECB rate on Main 
Refinancing Operations 

Figure 11: 10-year government 
bond yields 

Figure 12: Equities markets' 
evolution 

Figure 13: GDP yoy growth rate, 
Portugal vs Euro zone 

Source: ECB 

Source: ECB 

 
Source: ECB 

Source: ECB Source: ECB 
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Yet, notwithstanding the formal conclusion of the programme, many structural imbalances 

in the Portuguese economy remain unaddressed or at least were not fully corrected. We 

highlight what were, according to the European Commission, the main macroeconomic 

imbalances and the triggers that led the country to formally request assistance from 

international creditors in 2011. 

- Macroeconomic imbalances: 

 Low GDP and productivity for more than a decade 

 High household, corporate and public debt burden 

 Subdued implementation of structural reforms 

- Triggers for request: 

 Unsustainable rates of Portuguese sovereign debt 

 Banking sector lost international market funding [to be addressed in next 

section of the report] 

The low-GDP imbalance was, since the beginning of the adjustment programme, 

intended to be addressed in a longer-term perspective, through the implementation of 

structural reforms aiming to raise potential output and increase productivity. Therefore, 

the short-term focus of the programme was fiscal consolidation. This was primarily 

achieved through an increase in households’ tax burden, retrieving domestic demand, 

both in terms of consumption and in terms of investment, and driving GDP 

downwards. Fiscal consolidation, on the other hand, was very effective, even 

surpassing the programme’s targets in terms of structural balance, and allowed the 

country to attain its first surplus in the primary balance in several years. 

Reduction of household’s debt burden was more effective than on the corporate 

sector. Improvement on households’ position was achieved both through (i) 

decreasing levels of interest rates (Figure 8), which had a pronounced effect on 

housing loans, with typically lower and more rigid spreads; (ii) overall reduction of 

indebtedness. As regards corporate lending, the debt burden reduction was not so 

evident, since interest rates are still at very high levels (albeit decreasing since mid-

2012) (Figure 7), primarily because indebtedness remains excessive, at approximately 

150% of GDP, but also because low credit ratings are still influencing their funding 

costs. 

Public debt has slowed down since 2013 but is also still as very high levels. The 

European Commission has alerted as of the end of the assistance programme that in 

the case of a deterioration of the market sentiment and/or investors’ risk perception 

about the country’s solidity, the country might have difficulties to finance itself in the 

markets in order to support its debt burden.  

One of the key features to be implemented within the adjustment programme was the 

transition to an export-oriented growth model, through a gradual reallocation of the 

country’s resources from non-tradable to tradable sectors and diversifying the 

country’s revenue sources. The increased weight of exports in GDP versus 2010 

indicates that the government has been successful in promoting this transition, despite 

still being far from other European peers as respects the exports’ weight in total 

output. The increase in exports, together with the decrease in imports that was 

Figure 14: Portuguese GDP 
evolution, by component 

 

Figure 16: Households and non-
financial corporations, 
Indebtedness / GDP 

Figure 17: Public debt / GDP, 
Portugal 

Source: Bank of Portugal 

 

Figure 15: Portuguese primary 
balance 

Source: Bank of Portugal 

 

Source: Bank of Portugal 

 

Source: Bank of Portugal 
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consequence of the reduced internal demand, allowed the country to have net lending 

balances from 2012 onwards, after more than a decade of deficits in the current and 

capital accounts. 

The labour market was severely affected by the measures taken in the assistance 

programme, with the unemployment rate rallying to levels well above the country’s 

historical standards. This produced adverse effects in the economy, resulting in a 

sudden drop in demand, one of the leading causes of the recession, and 

simultaneously impacting the Portuguese financial system, which saw a deterioration 

in the quality of its loans. Whilst the level of unemployment has been decreasing since 

mid-2013, it is still nonetheless significantly higher than the pre-crisis unemployment 

and was one of the European Commission’s major concerns in May, when the 

adjustment programme was concluded. 

Considering the targets set in the beginning of the programme, it is clear that there is 

much to be done, particularly as concerns the still very high unemployment level and 

the slow deleveraging of the corporate sector, which are restricting output growth in 

the short-term, but also regarding the structural reforms that are far from completed, 

but which effect will take longer to be felt.  

 

Banking Sector 

The post-crisis macro environment in the euro area has been, in general, 

characterized by a subdued product growth, low inflation and still high indebtedness, 

both on the public and private sector, even though with varied intensity across 

countries. These set of adversities has been particularly penalizing for the banking 

sector: on the one hand, the accommodative stance taken by central banks in 

response to the crisis has resulted in, among other measures, decreases in the 

reference interest rates, limiting banks’ interest income generation disproportionally to 

the effect it had on funding costs; on the other, the crisis resulted in a deterioration of 

the banks’ loan book risk profile, leading them to make significant loan provisioning 

efforts, as the increase in cost-of-risk
5
 indicates. 

Moreover, the crisis unveiled a strong regulatory response towards the banking 

sector. This response, formalized with the introduction of the Basel III regulatory 

reform, addresses several aspects of the banking activity, but is most deeply focused 

on increasing both the quantity and the quality of the capital held by financial 

institutions, having as primary concern the preservation of financial stability and the 

avoidance of further systemic issues in the future. So as to comply with the stringent 

capital requirements of the new regulatory framework, banks not only have had to 

increase their capital bases, both through primary market issuances or through State 

intervention, but were also incentivized to reduce the size of their asset bases, 

focusing primarily in the most capital-consuming assets, as is the case of loans to 

customers. The need to shrink in asset size was accompanied by a reduced credit 

demand by economic agents. 

                                                 
5
 Ratio of loan loss impairments over the total loan book 

Figure 20: Annual variation of 
loans granted, Eurozone vs 
Portugal 

Source: Bank of Portugal 

 

Figure 21: Annual variation of 
deposits, Eurozone vs Portugal 

 

 

Figure 18: Portuguese trade 
balance as % of GDP 

Source: Bank of Portugal 

 

Figure 19: Unemployment rate 
evolution, Portugal and Euro area 

Source: Bank of Portugal 
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- Single Supervisory Mechanism 

On the 4
th

 November 2014, in view of the need to further deepen the Single Market 

within the European Union, the ECB assumed its role of supervisor of European 

financial institutions. This structural change aims to promote transparency in the 

European financial system and will have a determinant role in the functioning of 

financial institutions in the long-run, with impacts on their profitability, solvency and 

funding. 

Before transitioning to the Single Supervisory Mechanism, a comprehensive 

assessment of the financial health of banks was carried out by the ECB, together with 

national supervisors, the European Commission and was coordinated by the 

European Banking Authority. The exercise, which involved 130 banking groups and 

covered 82% of the banking assets under the SSM, included two components, to be 

performed sequentially. 

The first phase consisted in an Asset Quality Review, a point-in-time assessment of 

the accuracy of the carrying value of banks’ assets as of December 2013. Comprising 

over 800 specific portfolios (which accounted for approximately 57% of the banks’ 

risk-weighted assets), the AQR resulted in adjustments of € 47.5Bn in participating 

banks’ asset values. Of this amount, € 1.7Bn derived from Portuguese banks. The 

adjusted asset values were taken as a starting point to the next phase of the 

assessment. 

 

 

Baseline scenario Adverse scenario

2014 2015 2016 2014 2015 2016

Real GDP growth

EU 1,50% 2,00% 1,80% -0,70% -1,50% 0,10%

Euro area 1,20% 1,80% 1,70% -0,70% -1,40% 0,00%

Unemployment rate

EU 10,70% 10,40% 10,10% 11,30% 12,30% 13,00%

Euro area 12,00% 11,70% 11,30% 12,30% 12,90% 13,50%

Consumer-price inflation

EU 1,20% 1,45% 1,70% 1,10% 0,60% 0,00%

Euro area 1,00% 1,25% 1,50% 1,00% 0,60% 0,30%

Long-term bond yields

EU (average) 2,90% 3,20% 3,30% 4,40% 4,30% 4,40%

Euro area (average) 2,80% 3,10% 3,20% 4,30% 4,20% 4,30%

Portugal 5,10% 5,40% 5,50% 7,40% 7,10% 7,20%

Equity price shocks in percentage deviations from baseline

EU (average) -18,60% -16,60% -19,20%

Euro area (average) -18,30% -15,90% -18,10%

Portugal -17,30% -18,00% -23,10%

House price shocks in percentage deviations from baseline

EU (average) -8,70% -14,00% -14,00%

Euro area (average) -6,90% 11,00% 11,00%

Portugal -3,10% -5,00% -5,00%  

 

The second phase was a Stress Test exercise, a forward looking examination of 

banks’ resilience under two hypothetical, but plausible, scenarios: a baseline 

scenario where financial institutions were required to comply with an 8.00% minimum 

Common Equity Tier 1 ratio throughout the period of the Stress Test; an adverse 

scenario, where a wide range of variables, both macroeconomic and banking sector-

Source: Bank of Portugal  Figure 22: Cost-of-risk, Portugal vs 
Euro area 

Source: Bank of Portugal 

 

 

Table 3: Comprehensive assessment: selected variables 

Source: ECB  
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specific, were stressed, and in which the minimum Common Equity Tier 1 ratio to be 

attained was 5.50%. With the Stress Test exercise, a € 24.6Bn shortfall was 

identified, with reference to the financial statements as of December 2013. This 

shortfall included 25 banks. Among this group is the Portuguese bank Millennium 

BCP, with an identified shortfall of € 1.1Bn. In any case, similarly to other banks with 

capital shortfalls, by comparing the forecasted results for 2014 within the stress test 

and the actual execution for the year, as well as by including the divestment of some 

of the Banks’ assets during the remaining of the year, this shortfall was mitigated and 

Millennium BCP passed the test.  

 

 

Baseline scenario Adverse scenario

2014 2015 2016 2014 2015 2016

Common Equity Tier 1 (%)

BPI 15,30% 15,30% 14,90% 14,10% 13,10% 11,60%

Millennium BCP 10,40% 9,50% 8,80% 6,90% 4,90% 3,00%

Caixa Geral de Depósitos 10,30% 10,00% 9,40% 8,90% 7,60% 6,10%

Minimum 8,00% 8,00% 8,00% 5,50% 5,50% 5,50%

Buffer / (Shortfall), €M

BPI 1.600 1.583 1.510 1.891 1.671 1.345

Millennium BCP 1.049 699 379 653 -291 -1.137

Caixa Geral de Depósitos 1.466 1.300 907 2.190 1.328 383  

  

1. Funding 

The turbulence in the financial markets in the aftermath of the financial crisis has 

dictated a paradigmatic change in banks’ funding structure. Indeed, access to 

wholesale debt markets was hindered both in terms of interbank lending and in terms 

of medium and long term debt issuances. This effect was even more pronounced in 

stressed countries, coherently with what was shown in the previous section 

regarding the pass-through of funding costs to retail lending clients. The interest 

rates on new lending were significantly higher in stressed countries than in stronger 

economies like the ones of Germany and France, on both lending to non-financial 

corporations and to households. 

These restrictions in access to funding led banks to strengthen their customer 

resource base, which was facilitated because of the reallocation made by economic 

agents from riskier products to deposits, in the sequence of an increased risk 

aversion following the crisis. On the other hand, the resort to Eurosystem has also 

increased significantly, as the ECB, in order to preserve the stability of the financial 

system, started reducing its key interest rates, extending the maturities of its 

refinancing operations and softening requirements on the demanded collateral. 

Going forward, in the medium term we expect the funding structure and the funding 

costs of the banking system to be largely influenced by (i) developments in the 

macroeconomic environment, as the level of deposits tends to depend on economic 

agents’ both disposable income and propensity to save and (ii) in the sentiment of 

 

Figure 23: Banks' funding 
breakdown, Portugal 

Source: Bank of Portugal and analyst 
estimates 

Table 4: Comprehensive assessment: Portuguese banks’ results 

Source: ECB  
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financial markets, being of particular importance for Portuguese banks the external 

risk perception of the country, which deeply affects their ability to issue in the 

markets. 

In a longer-term perspective, it is expected that the Banking Union facilitates the 

conditions to diminish fragmentation in the European financial system. The 

effectiveness of this mitigation would allow stretching funding costs among European 

banks. The Comprehensive Assessment carried out by the ECB aims to achieve this, 

by promoting transparency regarding banks’ financial health and robustness. 

Nonetheless, regulation is also heading towards the strengthening of capital bases 

and increased loss-absorption ability of banks, particularly via eligible subordinated 

debt instruments. These instruments tend to be more expensive, since they imply a 

significant downside, and therefore their inclusion on the funding structure might 

have an adverse impact on banks’ cost of funding.  

Deposits are the main source of bank funding. Even though carrying additional 

liquidity risk, since they might be immediately rescued by customers, in practice 

deposits are the most stable funding source, mainly because they use to be covered 

by guaranteed scheme. Moreover, this funding source is also one of the cheapest, if 

compared for instance with debt issuances. In Portugal, this cost has escalated when 

banks were faced with scarcity of other funding sources, which led them to dispute 

clients by raising rates to very high levels. The cost has since decreased, but the 

need to improve net interest margin is expected to drive it down even further.  

As mentioned, the volume of deposits in the system is dependent of the disposable 

income of the economic agent and of their propensity to save. Portuguese 

households’ saving efforts have been substantial, particularly if considered in a 

context of decreasing disposable income during the country’s adjustment 

programme. This has allowed banks to grow or at least hold still their deposit 

volumes. According to BdP data
6
, developments in Banco Espírito Santo led to an 

increase in the deposits in the system 

In a yet uncertain macroeconomic context, and in which the central banks’ 

accommodative policy is yet to be transmitted to the real economy to the desirable 

extent, it is to expect that in the medium term the Portuguese banks can maintain 

these historically high amounts of deposits. Nevertheless, as soon as the funding 

access conditions to the financial markets progressively improve, to the extent that 

fragmentation is effectively smoothed, and in a context of stabilized (at lower levels) 

deposit rates, we expect the preponderance of this funding source to be partially 

reduced.  

As abovementioned, the ECB has responded to the economic crisis by unveiling 

accommodative measures that ensured Euro area banks’ access to longer-term, low-

cost liquidity lines of eurosystem funding. These were always regarded as 

temporary measures, not to be seen as an incentive to be over relied on indefinitely, 

                                                 
6
 Bank of Portugal Financial Stability Report, November 2014 

 

Figure 25: Households disposable 
income vs savings rate, Portugal 

Source: Bank of Portugal 

 

Figure 24: Interest rates on new 
deposits, Eurozone vs Portugal 

Source: Bank of Portugal 

Figure 21 (repeated from p. 8): 
Annual variation of deposits, 
Eurozone vs Portugal 

Source: Bank of Portugal  
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and aimed to ensure that financial institutions maintained adequate liquidity levels 

and to stimulate them to keep financing economic activity. The effectiveness of the 

instrument lied more on the liquidity side than on the transmission of funds to the 

economy, much because of the reduced credit demand, but also due to the stricter 

credit concession standards from banks, faced with a deteriorating credit quality. 

Reliance on this source has been reduced recently. According to the BoP
7
, 

Portuguese banks had reimbursed approximately € 15 Bn in the first nine months of 

the year, a reduction of 45% versus June 2012 peak. This path is expected to 

continue, as banks progressively see improvements in access to financial markets. 

Banks have been gradually regaining access to financial market funding, both 

in terms of maturity and in terms of volume and yield of the issuances. The progress 

verified with Portuguese banks could be related with an improvement in market 

sentiment, which, fruit of the current monetary stance of the central banks, has 

resulted in a compression of the risk premium and, in particular, of peripheral 

countries’ spreads vis-à-vis the German bunds. However, it is also probably related 

with the improved perception of investors regarding the country’s risk, result of the 

consolidation achieved within the adjustment programme. 

The extent of the effectiveness of the Banking Union in reducing fragmentation of 

financial markets will as well be determinant in ensuring better funding access to 

banks. In the next few years, we forecast an increased contribute of wholesale funds 

in the banks’ average funding structure. 

Despite the impact that economic developments are likely to have in the funding 

structure for the years to come, regulatory framework will also probably have a 

prominent impact not only in the structure but also in terms of cost of funding. 

Bail-in-able debt: Basel III, which is being phased-in since the beginning of 2014, 

not only requires the fulfillment of two new liquidity indicators
8
, as it aims to increase 

the holdings of loss-absorbing liabilities, able to being written-down or converted in 

equity in case of a resolution of the Bank. The nature of the instrument, which may 

imply total loss to the investor, make it more expensive to the issuer, which might 

have a negative impact for banks’ cost of funding. 

2. Profitability 

As explained above, the financial crisis has challenged banks’ ability to remain 

profitable. On one hand, the reduced credit demand, low interest rates and high 

funding costs, together with a marked deterioration of asset quality are limiting banks’ 

bottom-line. On the other, strong regulatory response following the crisis has forced 

banks to increase their capital bases, while shrinking in asset size. These 

deleveraging pressures have led to the sale of non-strategic assets and to the 

rationing of credit concession, in favor of the less risky credit operations. 

                                                 
7
 idem 

8
 The Liquidity Coverage Ratio (short-term liquid assets / short-term net cash outflows) and the Net Stable Funding Ratio (Available 

amount of stable funding / Required amount of stable funding) 

Figure 26: Net income 
decomposition (€Bn), Portugal 

Source: ECB and analyst estimates 
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While these trends have been felt in general in the Euro zone, they have been more 

pronounced in stressed countries, as the case of Portugal. The historically high levels 

of unemployment and the increased tax burden were quite restrictive for households’ 

disposable income and induced a sharp drop in domestic consumption. This had a 

deep impact on non-financial corporations’ profitability, particularly the ones which its 

activity based in Portugal, which has been decreasing. In turn, this combination of 

factors was reflected in the returns of the Portuguese financial system, which has 

been reporting losses since 2011. 

 

 

 

 

 

 

 

 

 

 

Going forward, the scenario is not encouraging. Even though there has been an 

inflexion in impairment charges of Portuguese banks, the major challenge for the 

years to come will be on the revenue side. With the ECB lowering interest rates to 

boost inflation, it will be difficult to enhance margins in the lending activity, 

particularly for institutions more exposed to rigid mortgage loan books. Hereupon, 

cost reduction has been a commonly used tool, but we regard it as limited and 

consider that the focus should be on margin recovery. 

a) Banking income 

Net interest income, while still being the most important source of operating income 

for banks, has been losing weight to other sources, a trend which was verified both 

in Portugal and in the Euro zone and which is in line with the reasoning presented 

above. Nonetheless, while the structure of the banking income in the Euro zone has 

remained somewhat stable, in the Portuguese case commission income has kept 

stable in absolute terms and increased its weight in total revenues. Moreover, trading 

income has a higher weight comparing with the average of the Euro zone. However, 

it is straightforward to observe that this is a more volatile income source, as the 

negative result in 2011, probably associated with the loss of Portuguese government 

debt’s value, demonstrates. 

Source: ECB 

Figure 27: Net income 
decomposition (€Bn), Euro area 

Source: ECB 

Figure 28: Asset decomposition 
(€Bn), Portugal 

Source: ECB and analyst estimates 
 

Figure 29: Asset decomposition 
(€Bn), Euro area 

Source: ECB and analyst estimates 
 Figure 30: Banking income 

decomposition (€Bn), Portugal 

 

Figure 31: Banking income 
decomposition (€Bn), Euro area 

 

 

 
 

Source: ECB and analyst estimates 
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  a1. Net interest income 

Interest income generation has been constrained both by a volume effect, due to a 

marked decrease in the volume of banks’ assets, and by a price effect, primarily 

influenced by ECB’s accommodative policy, with reference rates close to zero driving 

down Euribor. 

On the asset side, the shrinkage of the loan book, the main source of interest 

income, has been due to a simultaneous drop of demand, in a context of public and 

private deleverage, and to a need for deleveraging of banks themselves, seeking the 

reduction of capital needs. Besides, banks are restricting their credit concession 

criteria, taking into account the credit quality deterioration in recent years. The loss of 

interest revenue from loans led to the accumulation of high volumes of debt 

securities, as visible in figure 28, including sovereign debt. For Portuguese banks in 

particular, this source has had a pronounced increase in the asset structure. 

The asset deleveraging trend alleviated banks’ funding needs, to some extent. 

Nonetheless, as mentioned in the previous section, the restrictions in access to 

wholesale funding led to the substitution of this source with deposits, resulting with a 

decrease in the LTD ratio, and with Eurosystem funding. The macro context forced 

some banks to seek State intervention through the issuance of CoCo’s, which have 

also increased in proportion of the total funding structure. 

In terms of pricing, it should be highlighted that, in general, banks tend to have a 

balance sheet structure which is more asset- than liability-sensitive regarding 

fluctuations in interest rates. This is because a large chunk of the loan book is directly 

dependent of Euribor, while most of the liabilities are not. The consequence is that, in 

practice, an increase in reference interest rates will be positive for net interest income, 

and vice-versa. In the current context of successive interest rate decreases since 

2008, despite of the augment of liquidity in the system and the reductions of debt 

burden for economic agents, these measures are directly restrictive for banks’ 

profitability. Specifically, for credit segments which re-price more infrequently, such as 

mortgages, a bank will be faced with a decreasing interest rate, without being able to 

decrease its cost of funding with such pace. The relatively high weight of mortgages in 

the system’s loan book is probably related with the high levels of housing ownership 

per citizen. According to a recent report by Deloitte
9
, Portugal ranked second in the 

Housing stock index, which measures the number of apartments per 1,000 citizens. 

Analyzing the evolution of interest rates by source of income or expense, it is visible 

that mortgage loans, with a typically slow re-pricing, have been influenced by a 

decreasing Euribor, and driving downwards the interest rates of the whole loan book 

of the Portuguese financial system, even with increasing rates in loans to non-

financial corporations and public administration.  

                                                 
9
 Deloitte Overview of European Residential Markets, June 2014 

Source: ECB 

Figure 32: Loans to deposits, 
Portugal 

Source: ECB and analyst estimates 
 

Figure 33: Loans to deposits, Euro 
area 

Figure 34: Net interest margin, 
Portugal vs Euro area 

Source: ECB and analyst estimates 
 

 

Source: ECB and analyst estimates 
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Regarding interest expenses, there is a clear reduction in rates of resources from 

central banks, reflecting ECB’s monetary policy, and in the rates of deposits, with 

banks seeking keeping track of reductions in interest rates of interest earning assets. 

On the opposite direction, the cost of subordinated debt, where the CoCo 

instruments subscribed by the State represent the largest share, have been 

increasing substantially. This actually reflects an incentive of the State intervention 

scheme, with the rates on the CoCo’s increasing annually until the date of their 

reimbursement. 

 

2014

H1 YE H1 YE H1 YE H1

Interbank assets 1,80% 1,90% 1,60% 1,46% 1,23% 1,20% 1,24%

Non-interbank assets

Loans 4,03% 4,35% 4,52% 4,23% 3,69% 3,70% 3,53%

Loans to residents 3,79% 4,12% 4,32% 3,96% 3,33% 3,32% 3,32%

Non-financial corporations and public 

administration
3,81% 4,47% 4,81% 4,59% 4,07% 4,10% 4,07%

Households 3,75% 3,73% 3,79% 3,33% 2,66% 2,62% 2,67%

Mortgage loans 2,57% 2,62% 2,67% 2,21% 1,53% 1,55% 1,56%

Loans to non-residents 5,47% 5,59% 5,57% 5,52% 5,22% 5,34% 4,34%

Other financial assets, of which: 3,63% 3,92% 4,24% 4,22% 3,37% 3,34% 3,17%

Financial assets available for sale - 

securities
4,37% 4,75% 4,86% 4,79% 3,66% 3,73% 3,50%

Interest earning assets (IEA) 3,74% 4,03% 4,15% 3,93% 3,35% 3,37% 3,27%

Interbank liabilities 1,70% 1,90% 1,66% 1,54% 1,21% 1,07% 0,98%

Resources from central banks 1,20% 1,37% 1,14% 1,00% 0,77% 0,60% 0,29%

Resources from other credit institutions 2,01% 2,26% 2,14% 2,04% 1,59% 1,58% 1,55%

Non-interbank liabilities

Deposits 2,06% 2,37% 2,76% 2,64% 2,15% 2,06% 1,83%

Of which, Residents 1,89% 2,24% 2,69% 2,54% 2,07% 1,99% 1,74%

Non-subordinated debt securities 3,19% 3,36% 3,84% 3,90% 4,06% 4,16% 4,12%

Subordinated debt 3,41% 3,63% 3,84% 5,28% 6,33% 6,42% 6,15%

Interest bearing liabilities (IBL) 2,19% 2,43% 2,62% 2,56% 2,24% 2,16% 1,97%

Margins:

IEA over IBL 1,55% 1,60% 1,53% 1,37% 1,11% 1,21% 1,30%

Credit over deposits 1,90% 1,88% 1,63% 1,42% 1,26% 1,33% 1,58%

2011 2012 2013

 

 

a2. Commissions 

Commissions have had a relatively stable evolution, as mentioned. For banks 

focused in the traditional banking activities, through the capture of deposits and 

credit concession, the bulk of commission income comes from deposit and loan 

accounts. Thus, it is important to highlight that even in a context of a decreasing 

business turnover
10

, commissions have held stable in absolute terms, suggesting a 

price revision that compensated for losses in interest income. Portuguese banks also 

compare well with euro area average, with a steeper decrease in business turnover 

and a better performance in terms of commissions. 

a3. Results of financial operations 

                                                 
10

 Loans and deposits 

 

 

Figure 35: Commission income 
and business turnover, Portugal 
and euro area 

Source: ECB and analyst estimates 
 

Table 5: Implicit asset and liability interest rates, Portuguese financial system 

Source: Bank of Portugal 

Figure 36: Financial assets 
available-for-sale and at fair value 
decomposition, Portugal 

Source: Bank of Portugal 

Figure 37:  Results of financial 
assets available-for-sale, Portugal 

Source: Bank of Portugal 

Figure 38: Cost-to-recurrent 
revenue, Portugal vs Spain 

Source: Company data and analyst estimates 
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In the Portuguese context, as referred previously, financial operations have gained 

importance in recent years, with the increasing share of financial assets in the asset 

structure resulting also in a growing share in banking income, both through interest 

income and trading gains. The increasing bias towards these kinds of activities is a 

consequence of the highly constrained lending activity and is facilitated by funding 

and capital incentives. On one hand, in a context of limited access to wholesale 

funding, the eligibility of some of these assets as collateral for obtaining funding with 

the ECB constitutes an interesting solution. On the other, sovereign debt has an 

additional capital incentive, as it has a zero or very low weight for risk-weighted 

assets calculation purposes, thus being more attractive than loans or fixed assets, 

which carry higher risk and therefore have superior capital requirements.  

b) Efficiency 

We take Spain as a comparison for the Portuguese reality in terms of efficiency. 

Besides the geographical proximity, the country was also affected by a drop in 

economic activity and very high unemployment levels, while also being a peripheral 

country influenced by the financial markets fragmentation in Europe. In this sense, we 

did not include in the analysis the two largest Spanish banking groups, which operate 

globally and are therefore much less exposed to the financial shocks felt in the 

country. 

Among the considered banks
11

, one verifies that the cost-to-income ratio
12

 of 

Portuguese banks was clearly higher than the one of Spanish banks for all years 

considered within the analysis. This is mainly due to the fact that the Portuguese 

income per employee is significantly lower (approximately half, on average) than the 

one verifies in Spain. Even with the cost per employee being also inferior, the 

relationship is not proportional, which translates into a higher ratio for Portuguese 

banks.  

In terms of business model, Spanish banks have a higher number of branches per 

inhabitant (on average 9.2 per 10,000 inhabitants vs 5.8 in Portugal) and a lower 

number of employees operating in each branch (6.1 vs 9.7 in Portugal). We attribute 

these differences to a higher geographical dispersion of customers in Spain versus 

higher concentration in Portugal. 

The cost structure has, nonetheless, been adjusted in recent years. Costs / 

employee have been reduced in Portugal, both in value and in function of GDP per 

capita, inversely to what has been verified in Spain. Since 2009, the 

cost/employee/GDP per capita in Spain has surpassed the Portuguese ratio. At the 

end of 2013, this value was 3.7x and compared with 3.2x in Portugal. These 

changes approximated both countries’ C-I ratio. However, with the sharp drop of 

Portuguese banking income in 2012, mainly motivated by a fall in net interest 

income, this ratio jumped and at the end of 2013 was again much distant from the 

Spanish ratio. 

                                                 
11

 Portuguese banks: BCP, BPI and CGD; Spanish banks: Bankia, Banco Popular, Sabadell, Bankinter 
12

 Operating expenses / Banking income, excluding Trading income 

 

 

 

Source: Company data and analyst estimates 

Figure 39: Recurrent revenue per 
employee, Portugal vs Spain 

Source: Company data and analyst estimates 

Figure 40: Staff costs / employee / 
GDP per capita, Portugal vs Spain 

Figure 41: Branches / inhabitant 
and Employees / branch, Portugal 
vs Spain 

Source: ECB 

Figure 42: Profitability ratio 
(EBITDA / Assets) per company 
size 

 

Source: Bank of Portugal 
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c) Asset quality 

Developments in economic activity, as abovementioned, affected the value of banking 

assets, both through a deliberate deleverage and restrictions on the concession of 

credit, and via impairments booked on the value of assets. The amount of 

impairments made in recent years has been one of the most constrainers to banks’ 

profitability. In Portugal, as previously observed, impairments charges have reached 

historically high values. On one hand, there was a significant materialization of credit 

risk, fruit of the deterioration of the financial situation of both households and 

corporations. Households’ were affected by the increased tax burden that occurred 

with the adjustment programme and the high levels of unemployment, seeing their 

disposable income to fall. Non-financial corporations, faced with a sudden drop in 

internal demand and having to accommodate a very high debt service, due to their 

high levels of indebtedness, saw profitability to worsen in recent years. As one would 

expect, SME’s have been the most severely affected. 

This entire context resulted in a deterioration of banks’ loan book credit quality, as is 

possible to observe through the increase in the weight of overdue loans in the total 

loan book. Again, SME’s loans suffered a quicker decline in quality, against larger 

companies and also companies oriented towards exports, evidencing that the 

deterioration was mostly related with domestic fragilities. Within households, the 

weight of overdue loans was significantly more pronounced in loans to consumption 

and others, with mortgage loans, typically more collateralized, remaining more 

stabilized
13

.  

Besides the worsening credit quality of the loan books, the Bank of Portugal has also 

been performing initiatives seeking to safeguard the stability and robustness of the 

financial system, including a transversal programme of revision of impairments of the 

system, covering circa 80% of the assets of Portuguese banks.
14

 

The combination of these factors led to a very significant augment of the 

impairments of the Portuguese financial system, in line with the evolution of the 

economic activity, even though there is usually a time lag between economic events 

and their transmission to banks’ results. In our view, this impairment effort is non-

recurrent and does not reflect the standard levels of the banking activity. Taking also 

into account that there has been a reassessment of the credit risk of the loan books, 

through revisions to the risk models used, we expect the cost-of-risk to stabilize in 

lower levels as soon as the economy recovers. We highlight that an inversion in 

impairments is already under way since the end of 2013. 

Overview of profitability 

Looking at the last decade in terms of Portuguese banks’ profitability, it is 

straightforward to verify that the current levels of net interest margin and cost-of-risk 

                                                 
13

 The fact that house market prices did not fall as much as, for instance, in Spain, might have helped sustaining the value of the 

collateral. According to the Global Annual Property Index of the IPD, the annualized return in the past 5 years of Portuguese house price 

index was 1.4% versus -0.8% in Spain. 
14

 Transversal Loan Book Impairments Revision Exercise (ETTRIC) 

 

 

Figure 43: Overdue loans, 
Households, Portugal 

Figure 44: Overdue loans, Non-
financial corporations, Portugal 

Source: Bank of Portugal 

Figure 45: Cost-of-risk of the 
financial system vs GDP growth, 
Portugal 

Source: Bank of Portugal and analyst estimates 

Figure 46: ROA decomposition and 
medium-term target, Portugal 

 

Source: Bank of Portugal 
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are atypical. As such, we expect some recovery in these metrics in the medium-term, 

mostly because: (i) we consider that banks will gradually re-price their credit 

operations, raising spreads to accommodate the reduced Euribor rates, and that they 

will continue lowering, to the possible extent, the rates on deposits. However, since 

there may be limitations on the re-pricing of its products, besides the possible impact 

that Additional Tier I instruments might have in the cost of funding, we envisage a 

NIM below historical averages and closer to the ones which have been verified on 

average in the Euro zone; (ii) we forecast a stabilization of the cost-of-risk, as 

outlined in the previous sub-section, at standard levels, reflecting an improvement in 

the position of the economic agents and in their credit risk as the economy starts 

growing steadily. To accommodate a reality of historically lower banking income, it is 

foreseeable that Portuguese banks continue their cost-reduction efforts, namely by 

closing unprofitable branches and possibly decreasing the number of employees per 

branch. It is, nonetheless, important to acknowledge that fierce cost cutting 

strategies might increase operational risk, so there are limitations as well in what 

concerns OPEX reductions. Aggregating these considerations, our forecasts point 

towards lower ROA’s than historically verified, close to 65bp (pre-tax), reflecting 

structural and regulatory-driven constraints on banking activity, rather than the 

fundamentals which are affecting it in the present, which we deem as temporary. 

3. Capital 

The financial crisis triggered a strong regulatory response. We have addressed it in 

terms of liquidity requirements, but it is fair to say that there were broader changes in 

the regulatory framework brought with Basel III, especially in terms of capital 

requirements. On one hand, new requirements regarding the quality of the eligible 

instruments were put in place. On the other, quantitative impositions were also 

introduced, with additional capital buffers being added to the increased common 

equity minimum. In this regard, regulators created (i) a conservation buffer, to be built 

during growth in the economy and aimed at ensuring resilience of the financial system 

during prolonger financial crises, (ii) a countercyclical buffer, to be constituted during 

cycles of high credit growth and intended to accommodate losses in case of an 

economic downturn and (iii) a G-SIFI buffer, respecting only to global systemically 

important banks. 

In view of these changes, Portuguese banks strengthened their capital bases since 

the 2008 crisis, both through capital increases, mainly basis funds as visible in Figure 

47, and reduction of risk-weighted assets, particularly of its credit risk component, 

which weights each asset category in banks’ balance sheet according to their implicit 

risk. This shrinkage of RWA is consistent with the asset deleverage addressed 

previously. 

2014 is marked by the entry of the CRD IV directive, which in practice is the 

transposition of the Basel III rules to the European Union legislation. With this 

implementation, the metrics to assess financial institutions’ solvency suffer some 

conceptual changes. The nature of the deductions to be made to the eligible capital 

instruments, for instance, implies that they will be gradually phased-in until 2018, 

 

 

Figure 47: Regulatory ratios, 
Portuguese banks (until Dec-13) 

Source: Bank of Portugal 

Figure 48: Regulatory ratios, 
Portuguese banks (Jun-14) 
 

Source: Bank of Portugal 

Figure 49: Risk-weighted assets by 
source (until Dec-13), Portuguese 
banks 

Source: Bank of Portugal 

 

Figure 50: Risk-weighted assets by 
source (Jun-14), Portuguese banks 
 

 

Source: Bank of Portugal 



 

 

BPI COMPANY REPORT 

 
 

 
  PAGE 19/36 
 

 

 

when all the deductions enter into the ratios calculation in full. This phasing-in 

mechanism aims to allow banks to have time to adjust their capital structures to the 

new, more stringent, capital requirements. 

Taking into account our projections as regards the ROA, and considering a target 

6% Equity / Assets ratio, the resulting ROE in the medium-term would sit around 

8.0%.  

BPI 

1. Funding and liquidity 

The average funding structure of the Portuguese banking system has always had, 

during the analysed period, a higher share of deposits that the one of the Euro area. 

BPI, in the period immediately after the crisis had a share of deposits even lower than 

the Euro area, but this source has since substantially increased in weight, having 

surpassed the Portuguese average in 2012 and reaching the highest value of the 

considered period in September 2014. The fallout of Banco Espírito Santo and 

subsequent loss of deposits resulted in a distribution of those funds among some 

Portuguese banks, as previously mentioned, which might have had an impact in BPI’s 

funding structure in this regard. 

We also highlight that, in consonance with the trend verified in other Portuguese 

banks, in the post-crisis period BPI’s wholesale funding, particularly its debt issuances 

in the financial markets, have shrunk significantly. Simultaneously, the use of ECB 

funding has increased since 2009. In percentage of total assets, BPI’s usage has 

been close to Caixa Geral de Depósitos, but below the values verified in BCP and 

BES (not included in the figure). 

Going forward, considering BPI’s above-average use of deposits, we consider this 

might be difficult to sustain in the long-term. Even if we expect the economic agents’ 

current savings rates to be kept at high levels in the next few years, given the yet 

uncertain macroeconomic context, we consider that this might change as the 

domestic product starts to grow more steadily. An improvement in agents’ 

confidence would boost consumption and lead to a reallocation of funds to riskier 

asset classes. Moreover, the improved access conditions to the financial markets, 

together with the asset deleveraging the Bank is carrying at the moment, might ease 

its funding needs.  

2. Profitability 

BPI’s balance sheet structure has had a similar evolution to the one of other 

Portuguese banks, mainly marked by: (i) asset deleveraging, supported by the 

shrinkage of the loan book, not only due to higher impairment charges but also in 

gross value; (ii) increased preponderance of financial assets following the financial 

crisis. Nonetheless, the Bank’s risk profile, particularly regarding the composition of its 

loan book, has softened the impact of loan impairment charges versus the average of 

the sector. Indeed, it is visible that BPI’s pre-provisioning income had, until 2014, 

Figure 51: BPI funding breakdown 

Source: Company data and analyst estimates 

Figure 52: ECB funds and ECB/ 
Assets: BPI, BCP and CGD 

Source: Companies data 

Source: Company data and analyst estimates 
 

 

Figure 54: BPI Net income 
decomposition 

Source: Company data 

Figure 53: BPI Assets decomposition 
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been higher than its loan impairment charges, contrasting with the sector, in which in 

2011 impairments had already surpassed PPI. This performance was primarily 

explained by the bank’s higher exposure to mortgage loans, in detriment of the 

corporate and consumption segments, and allowed BPI to remain profitable during the 

recent years (with exception of 2011, due to impairments on financial assets). 

 

 

 

 

 

 

 

However, this conservative approach has retrieved interest income generation. In 

order to counterbalance the loss of interest margin in the lending activity, the Bank 

has invested more heavily in financial assets, particularly in sovereign debts with 

attractive yields, concentrating its exposure in few countries. This strategy, which we 

deem as a short-term solution rather than a structural reorientation, has held overall 

results positive in some years, in a context of losses in the retail lending activity. Yet, 

it also subjects the Bank’s profits to a higher degree of volatility, having for instance 

resulted in the first loss in the history of BPI in 2011 due to a € 420M impairment on 

Greek sovereign debt. 

a) Retail banking activity 

The Bank’s loan book profile indicates a high exposure to the mortgage segment, 

which represents almost half of the credit portfolio. This feature of BPI’s business 

model, while conservative in terms of risk exposure, is proving to be quite restrictive in 

terms of revenue, since: (i) mortgage loans typically present the lowest interest rate 

spreads amongst all credit segments; (ii) the re-pricing of these loans is usually slower 

than with other segments, as suggested by the relative rigidity of the mortgage 

spreads in a context of a sharp decrease of Euribor, as was the case from 2011 

onwards. The current low interest rate environment has been, in fact, one of the most 

constraining factors to the banking sector in terms of interest income generation. With 

a significant part of the loan book tied to Euribor, which is currently at levels close to 

zero, and given its above-average exposure to mortgage loans, BPI’s NIM has been 

successively decreasing since 2006. 

NII has also been hampered on the expense side, with the cost of funding, albeit 

decreasing, still at high levels. The ECB’s LTRO program played a significant role in 

this normalization of banks’ funding costs since 2011, in the aftermath of the 

wholesale markets’ shutdown. The cost of deposits has also been gradually improving 

since 2012, after the deposit war which occurred until then, visible in BPI’s customer 

Figure 55: BPI Banking income 
decomposition 

Source: Company data and analyst estimates 
 

Figure 56: BPI Loans to deposits 

Source: Company data and analyst estimates 
 

Figure 57: Assets decomposition: 
Retail banking and trading activity 

Source: Company data and analyst estimates 

 

Figure 58: Net income 
decomposition: Retail banking and 
trading activity 

Source: Company data and analyst estimates 

Figure 59: BPI Loan book 
exposure per segment 

Figure 60: Net interest margin: BPI 
vs Portugal 
 

  

 

 

 

Source: Company data and analyst estimates 

Source: Bank of Portugal, company data and 
analyst estimates 
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deposits average rates during the period. Nonetheless, the net interest margin is still 

very tight if compared with historical benchmarks (deteriorated 60b.p. just in the period 

2009-13). 

Comparing the Bank’s charged on loans and paid to depositors with the implicit rates 

of the financial system (Table 5), one observes that while BPI has slightly lower 

deposit rates (-32 b.p. on average between 2011 and 2013), it charges significantly 

less on its loan book than the average of the sector (-123 b.p. during the same 

period). However, the differential, particularly in loan rates, cannot be explained by the 

Bank’s higher exposure to mortgage, since it is verified across all segments. This 

mismatch has led the Bank to underperform the sector in terms of net interest margin 

during the period considered, even though the gap versus the remaining Portuguese 

financial institutions has been shrinking. 

In the current context, considering the rigidity of the mortgage loan book, we think it 

might be difficult for the Bank to adequately soften the impact from the decreases in 

the reference rate by adjusting spreads in the nearer term. Thus, we expect it to 

continue lowering rates on deposits to accommodate the difficulties in generating 

interest income. The reimbursement of the state-subscribed CoCo’s, completed by 

March 2014, might also relieve its cost of funding. Nonetheless, we believe that the 

Bank will attempt to raise spreads on new credit operations and on loans that mature 

in the meantime. 

BPI’s exposure to mortgage loans has a positive flipside in terms of credit quality. 

Indeed, the Bank’s above-peers exposure to this segment has been instrumental in 

containing its provisioning efforts. As mentioned in previous sections, the deterioration 

of the macroeconomic environment, as well as the high corporate indebtedness in 

Portugal, severely restricted the profitability of non-financial corporations. This 

subsequently resulted in high non-performing loans formation for Portuguese banks, 

which led BPI to swiftly reduce its exposure to the Corporate and SME segments. As 

a result, even though the cost-of-risk has reached historically high levels, particularly 

from 2011 onwards with the programme of revision of impairments of the system 

performed by the Bank of Portugal, BPI has compared favorably with the sector during 

the period, never having reached 1%.  

 

 

 

 

 

 

 

 

 

 

Commissions tend to be a relatively stable source of income for financial institutions. 

BPI’s commission income derives mainly from the retail banking activity, which, even 

in a context of loan book reduction has had a positive performance in recent years. 

 

Figure 61: BPI Loan interest rates 
per segment 
 

Source: Company data 

Figure 62: Interest rates on loans 
vs deposits vs Euribor 

Source: Company data 

 

Figure 63: BPI Non-performing 
loans per segment 
 

Source: Company data 
Figure 64: BPI’s loan book NPL 
(left) and NPL coverage (right) 
 

Source: Company data and analyst estimates 

Figure 65: BPI Gross loans' volume 
(left) and cost-of-risk (right) 
 

Figure 66: BPI Commissions 
decomposition 
 

 

  

 

Source: Company data 

Source: Company data and analyst estimates Source: Company data and analyst estimates 
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In terms of efficiency, the Bank has been aligned with the Portuguese banking 

system, both in terms of business model, with an average number of employees per 

branch close to the sector, and in terms of efficiency ratio
15

. As we outlined, 

Portuguese banks compare negatively with the average of the Spanish banking 

system, for which we consider that there might be room for improvement in this 

regard. Since the management of the cost structure is a tool that banks effectively 

control, it could be of particular importance for BPI, with a decreasing interest 

income, to adjust accordingly. While we acknowledge the bank’s efforts in terms of 

FTE
16

 reduction in the domestic activity – from 7,767 in 2012YE to 6,078 in 2014 3Q 

– the cost-income ratio is yet to enter into a clear downward direction, since banking 

income is falling at a significantly faster pace than operational costs. Nevertheless, a 

considerable share of the Bank’s staff expenses has been related with early 

retirements. Since the number of employees is now close to the one agreed with 

DGCOMP
17

 in the Bank’s restructuring plan, the amount spent with early retirements 

is expected to decrease, allowing the Bank to materialize the cost savings related 

with the staff reduction. 

b) Trading activity performance 

BPI made a clear investment in financial assets, namely in sovereign debt in 2009, 

following the financial crisis, in an attempt to counterbalance the expected loss of 

interest margin due to the loan book contraction that would follow and the reduced 

interest rates of the ECB. As is visible through the decomposition of the sovereign 

debt portfolio, the bank’s bet was mainly on peripheral countries, with the major 

exposition being to the Portuguese government debt. Sovereign debt, as mentioned, 

has the additional incentive of presenting very low weights in terms of risk-weighted 

assets (to be further detailed in next section), besides being eligible as collateral for 

obtaining funding with the ECB. 

The investment in these instruments allowed the bank to improve its net interest 

margin, as they provided higher interest rates that the ones which were being charged 

on the lending activity, in which interest income was falling. 

                                                 
15

 Banking income (excl. Trading income) / Operational expense 
16

 Full-time equivalents 
17

 Directorate-General for Competition (European Commission) 

Figure 69: BPI Revenues, costs 
and employees per branch 
 

Source: Bank of Portugal and company data 

Source: Company data 
Figure 67: BPI’s Assets under 
management 
 

 

 

Figure 68: BPI banking income and op. expenses (left); Cost-to-income (right) 
 

Source: Company data and 
analyst estimates 

Figure 70: BPI financial assets 
portfolio decomposition 
 

Figure 71: BPI sovereign debt 
portfolio by country exposure 
 

 

 

Source: Company data 

 Source: Company data 

Source: Company data 
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Nonetheless, the mark-to-market valuation of these instruments also affects banks’ 

results, both through trading income and through impairments on financial assets. 

This increased volatility to the bank’s results has resulted in hefty losses, as was the 

case with the default of Greece, to which BPI was exposed. Moreover, available-for-

sale financial assets impact the capital ratios of the bank, since their mark-to-market 

valuation affects the amount of revaluation reserves, which directly impacts the 

eligible funds (see next section). 

 

 

 

 

 

4.  

5. Capital 

 

The bank, in line with has been verified with the average of domestic financial 

institutions, has been strengthening its capital ratios. This improvement resulted both 

from the increase of eligible funds and from a reduction of risk-weighted assets. In the 

specific case of BPI, the Bank had to reinforce even further its capital base, in order to 

comply with a temporary requirement imposed by the EBA due to expositions to 

sovereign debt as of September 2011. This temporary imposition, which soon was 

outdated due to the evolution of market prices, forced the Bank to issue € 1.5bn in 

CoCos subscribed by the Portuguese State in 2012 and to maintain the buffer until the 

requirement was updated. The subsequent formation of capital and swift reduction of 

the risk-weighted assets allowed the Bank to gradually repurchase the CoCos, which 

were fully reimbursed by March 2014, without compromising the minimum capital 

requirements in the meantime. During 2014, the Bank has made an additional capital 

increase, through a public exchange of subordinated debt and preference shares by 

ordinary shares of the Bank, being able to augment its capital by € 103.1M. In view of 

what we outlined previously, and aiming to quantify the impact of the strong 

investment in financial assets on the bank’s capital, we have decomposed the risk-

weighted assets in retail-driven or trading activity-driven. Thus, it is straightforward 

that (i) the reduction of the RWA has been attained chiefly through a decreasing retail 

activity, with the reduction of the loan book, with the trading RWA’s even having grown 

until 2013; (ii) the average weight of financial assets for RWA calculation purposes is 

lower than the one of retail assets, since financial assets represented on average 

approximately 30% of total assets, but only represented circa 20%, on average, of the 

RWA.  

 

 

Figure 72: BPI NIM of financial 
assets vs retail banking activity 
 

Source: Company data and analyst estimates 

Figure 73: Trading income / fin. 
Assets 

Source: Company data and analyst estimates 
 

  

Figure 74: Imp. of fin. assets / Fin. 
Assets vs. Cost of risk 

Source: Company data and analyst estimates 
 

 

Figure 75: Own funds vs RWA vs 
CT1/CET1 ratio 

Figure 76: RWAs by retail vs 
trading 
 

Source: Company data and analyst estimates 
 

 

Figure 77: ROE retail vs trading 

Source: Company data 

Source: Company data and analyst estimates 
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Analysing the decomposition in terms of capital consumption
18

 versus capital 

generation
19

, it is possible to verify that (i) the retail activity has been on a clear 

downward path, having produced losses since 2009, while the trading activity has had 

mostly positive results; (ii) the trading activity is considerably more volatile, subjecting 

the bank to a higher degree of uncertainty in what concerns the capital ratios 

fulfillment. In that sense, in 2014 1Q, the bank sold 50% of its medium and long term 

sovereign debt portfolio, which resulted in a €132 M pre-tax loss. This operation 

sought precisely the reduction of the capital ratios’ volatility in years to come, since 

negative mark-to-market valuations of these securities impact the amount of eligible 

capital and could jeopardize the compliance of capital requirements in the future, in 

case of a deterioration of the securities’ fair value. 

6. Angolan activity 

The Angolan economy is highly dependent on oil production, since the country is one 

of the world’s top twenty oil producers and one of the Sub-Saharan Africa’s top two, 

having been behind only Nigeria in 2013. This feature of the economy has allowed 

the country to grow its output significantly in the last decade, particularly after the 

civil war that lasted until 2002. Notwithstanding this, the oil dependence also adds 

higher volatility to the Angolan product, making it reliant on worldwide oil price 

fluctuations. The 2008 crisis has clearly demonstrated this, since the drop verified in 

crude prices dragged down Angolan GDP in the following years. When compared 

with other oil-producing Sub-Saharan African countries, Angola has a much higher 

weight of oil-driven GDP, which makes it substantially more vulnerable to price 

shocks. 

This has led the Angolan government to focus on diversifying the economy, raising 

investment in infrastructures, reducing bureaucracy, facilitating the access to credit 

by economic agents and promoting the “Angolanization” of the workforce. Indeed, 

the non-oil component of the GDP has presented solid growth in recent years, 

mainly driven by the agricultural and services sectors. 

The monetary policy has been accommodative, aiming to foster financial 

intermediation, by reducing the cost of funds of the financial system to be passed 

through to the lending activity at lower levels, without compromising price stability in 

the economy. In that sense, the Angolan’s National Bank has eased the banks’ 

reserve requirements on deposits in February 2014, and has been lowering its key 

rate, originating drops in LUIBOR, the interbank lending reference rate. Inflation rate 

has been falling since 2011, reaching a single digit in the following year, primarily 

due to the increased agriculture production, together with falling prices on global 

agriculture price indexes and a relatively stable exchange rate. Moreover, the 

government has introduced an import-tariff schedule on select products, which might 

work as a further downward pressing mechanism on price levels. The government 

has also been focused on the de-dollarisation of the economy, with the 

                                                 
18

 RWA*Minimum required capital ratio 
19

 Net income deriving from each activity  

 

 

Figure 78: Angolan GDP: Oil vs 
Non-oil 

Source: IMF and analyst estimates 

Figure 79: Angolan GDP 
decomposition 

Source: Banco Nacional de Angola 

 

Figure 80: Angolan % of 
Portuguese exports 

Source: Bank of Portugal 

 

Figure 81: Brent oil price 

Source: U.S. Energy Information Administration 
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implementation of a new oil foreign exchange law being the clearest example of this 

effort. This law compels oil companies operating in the country to perform financial 

transactions via financial institutions headquartered in Angola, thus providing a boost 

in financial intermediation flows, strengthening the financial system and reinforcing 

the use of the Kwanza. 

In the medium-term, some risks remain regarding the development of the economy 

as there are still several insufficiencies to address. The risks are mainly related with 

the dependence on oil production, a concern of particular importance at the moment 

since oil prices have been plummeting and had, as of the date of this report, 

decreased almost 50% since June 2014, with the Brent crude oil barrel price falling 

below $60/barrel for the first time since July 2009. These values sit way below the 

$98/barrel outlined for 2014 in the Angolan State Budget. The extent to which the 

country is able to transition to a more diversified economy in years to come will 

depend on the effectiveness of the implementation of structural reforms and we note 

that economic prosperity would hardly be attained without correcting some of the 

structural insufficiencies of the economy, namely the income disparity that is verified 

and the weak education levels of the workforce. 

Angola is also a relevant contributor for Portuguese exports, with an increasing 

weight in total exports since 2009. For that reason, the evolution of its GDP and, 

indirectly, of oil prices, are also potential drivers of the Portuguese economy, 

contrarily to what one would expect, since the country is not an oil producer. 

The Angolan banking sector, reflex of the country’s macroeconomic context, still has 

room for development, with a still low penetration rate of banking services of 30% in 

2013 (up from 23% in 2012) and therefore with significant upside potential. 

Accompanying the positive evolution verified in the non-oil sectors of the economy, 

fruit of the government’s diversification efforts, the financial system has been 

deepening in recent years, with the surge of new players in the market (the number 

of financial institutions in the system has increased from 11 in 2005 to 24 in 2013) 

and with growth in the number of branches, employees and total asset volume. 

However, we should note that even though competition has been stiffening, the 

banking business is still very concentrated, as the five largest banks account for 

more than 70% of the system’s total assets. 

This increased business volume has been reflected also in the volume of loans and 

deposits in the system, with the de-dollarisation process being clearly visible in this 

respect, as the weight of kwanza-denominated deposits in the system is increasing. 

Moreover, the aforementioned foreign exchange law, envisaging the internalization 

the oil-generated cash-flows in the economy, has also fostered the volume of 

transactions in kwanzas. The relatively low transformation ratio of the system, as well 

as the composition of its assets, suggests that the lending activity is not as prominent 

as, for instance, in European banks.  

Profitability of the banking system has worsened in the period analysed, with the 

ROA having fallen from 3% in 2010 to approximately 0.4% as of May 2014. Interest 

Figure 82: Angolan loans and deposits 
(left); transformation ratio (right) 

Source: Deloitte Angolan Banking System Overview 
2014 and analyst estimates 

 

Figure 83: Angolan banking system 
deposits by currency 

Source: Deloitte Angolan Banking System Overview 
2014 and analyst estimates 

 

 

Figure 84: Angolan banking system 
assets decomposition 

Source: Deloitte Angolan Banking System Overview 
2014 and analyst estimates 

 

 

Figure 85: Angolan banking system 
funding structure 

Source: Deloitte Angolan Banking System Overview 

2014 and analyst estimates 
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rates on lending have been on a decreasing path in the sector recently, which might 

also be related with the de-dollarisation movements, as the increased demand for 

funds in kwanzas diminishes their cost. Foreign currency lending rates are, 

nonetheless, significantly lower than in domestic currency. This deterioration in 

interest rates led to a tightening of the commercial margin, which was falling until 

2013 but improved in the first months of 2014. Credit quality has also been 

worsening, with the ratio of credit past due increasing in 2012 and 2013, but slightly 

improving in 2014. These negative trends in income generation were not 

accompanied by a reduction in the same magnitude in the cost structure of Angolan 

banks, leading to an increase in the total costs / total income ratio during in the 

period, also improving since the beginning of 2014. 

We expect that, as the Angolan economy strengthens and achieves higher levels of 

diversification, banks will keep track of these developments and will be able to 

increase the rate of penetration of banking services, not only by increasing 

geographical coverage of banking operations but also due to improvements in 

Angolan population’s awareness of financial products and services. This would 

increase the volume of lending activity, with the transformation ratio of the system 

climbing to levels more in line with the ones verified in Europe. Moreover, it is 

probable, as new players entering the market gradually consolidate their activity, that 

market shares in the financial system disperse, which would put pressure on 

margins. 

BFA 

The recent and current macroeconomic context in Portugal, where BPI develops most 

of its retail banking activity, has made it increasingly difficult for the Bank to rely on its 

domestic lending activity to generate solid returns. In fact, the Bank’s bottom line has 

been mainly driven by a growing bias towards income from financial operations (as 

previously outlined) and by the performance of its international operations, which main 

contributor is undoubtedly the Angolan bank Banco de Fomento Angola. This 

subsidiary of the Group has been run as a partnership with Unitel since 2008, with BPI 

holding 50.1% of the shares and Unitel the remaining 49.9%. BFA, which is the 

second private bank within the Angolan market, had market shares of 16% and 12% 

of deposits and loans as of the end of 2013. In recent years, BFA has grown at 

impressive rates. Between 2013 2Q and 2014 2Q, the number of clients jumped about 

12%, and the branch footprint increased 5%. 

 

 

 

 

 

 

 

 

 

Figure 86: Angolan banking system 
ROA 

Source: Deloitte Angolan Banking System Overview 
2014 and analyst estimates 
 

Figure 87: Angolan banking system 
lending and deposit interest rates 

Source: KPMG Angolan Banking Survey 2013 and 
analyst estimates 

 

Figure 88: Angolan banking system 
credit past due 

Source: Deloitte Angolan Banking System Overview 
2014 and analyst estimates 

 

Figure 89: Angolan banking system 
credit past due 
 

Source: Deloitte Angolan Banking System Overview 

2014 and analyst estimates 

Figure 90: BPI pre-tax income 
decomposition 
 

Source: Company data and analyst estimates 
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As referred in the 2013 KPMG Angolan Banking Survey, the diversity of the asset 

structures within the Angolan banking system reflects not only the large number of 

institutions operating in the country but also the diversity of operational strategies 

implemented. BFA presents an asset structure with significant lower weight of loans 

to customers than the average of the sector (on average it represented -17% than 

the average of financial institutions in the period analysed). Even though we forecast 

an expansion of BFA’s credit volumes in the asset structure, in detriment of more 

liquid assets, we anticipate that at least in the next few years the gap versus the 

sector will remain substantial. The funding structure indicates a stronger presence of 

customer resources in BFA than in the financial system, which has resulted in a 

below-average loans-to-deposits ratio. The de-dollarisation process has also been 

visible in the bank, with kwanza-denominated deposits’ weight increasing rapidly 

since 2009. Nonetheless, the weight still sits below the numbers of the sector, even 

though the gap has been decreasing. We expect this trend to maintain in the future, 

particularly with the introduction of the new foreign exchange law, expected to boost 

kwanza-denominated transactions. 

Oppositely to what is seen in BPI’s domestic activity, BFA’s loan book is mainly 

composed by loans to companies. This feature results primarily from the early stage 

Angola is still in in terms of penetration of banking services. This means that the 

unawareness of household consumers regarding financial products and services is an 

active restraint to credit demand, making companies the main users of lending 

services. As the reforms that the government has been implementing produce effects, 

and as the penetration rate of the system increases, we expect a higher demand for 

credit by households. This forecast is reflected in our projections for BFA’s loan book 

segments structure, with higher weights of consumer and mortgage loans and a lower 

share of loans to companies. 

The comparison of interest rates between BFA and the sector is limited without 

knowing the average loan book exposure per segment of the sector and without data 

from 2013 interest rates. Even so, a rough estimate using data from 2010-2012 allow 

us to conclude that, on average, BFA has charged much lower interest rates on its 

lending activity than the sector, a discrepancy which is only partially offset by a lower 

remuneration of depositors. From this mismatch results a tighter commercial margin, 

which, like the sector’s margin, is forecast to decrease even further. 

In terms of overdue loans, the bank has accompanied the trend verified in the sector, 

which has seen credit quality to deteriorate since 2009. However, the level of loans in 

arrears of BFA has always been lower than the one of the system.
20

 We expect the 

volume of overdue loans to keep increasing, fruit of the recent drops in oil prices and 

the subsequent impacts of the economy. As mentioned by the BNA
21

, the Angolan 

                                                 
20

 Here the terms of comparison are also limited, since the data for the sector was obtained in the annual reports of Banco Nacional de 

Angola, which presents the “Overdue loans / Total loans” ratio, while for BFA we make use of the data released in BPI’s annua l reports, 

which follows the criteria of the Bank of Portugal and uses as measure of credit quality the “(Loans in arrears for more than 90 days + 

Doubtful loans) / Gross loan portfolio” ratio. 
21

 Banco Nacional de Angola’s Annual Report, 2010 

 

 

Figure 91: BFA loans and deposits 
(left); transformation ratio (right) 

Source: Company data and analyst estimates 
 
Figure 92: BFA deposits by 
currency 

Source: Company data and analyst estimates 
 

 

Figure 93: BFA loan book 
decomposition 

Source: Company data and analyst estimates 
 

 

Figure 94: BFA assets 
decomposition 

Source: Company data and analyst estimates 
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state is an important debtor of the financial system. As an example, the ratio of 

overdue loans of the system decreased 1.3% only in one month, between November 

and December 2010, due to the repayment of part of the State’s debt. Since taxes 

deriving from oil account for almost 75% of the State’s revenues, and considering oil 

price’s recent evolution, it is to expect that the amount of overdue loans will keep 

growing. 

Despite increases in BFA’s operational costs in recent years, result of the increase in 

the number of branches and employees, banking income has also improved. The 

costs’ growth has outpaced the growth of revenues, which has led the efficiency ratio 

to increase. Notwithstanding, it is still below the one of the sector.
22

 

 

 

 

 

 

 

 

 

7. Current issues impacting BPI's value 

Recent developments, both in the environment of Portuguese banking system and in 

terms of regulation, have raised issues with very relevant impact on the value of BPI. 

The first is related with the collapse of Banco Espírito Santo in August 2014. The 

Bank of Portugal decided to apply a resolution measure on the bank, given its 

impossibility to fulfill its obligations and to recur in due time to a capital increase 

through private investors. The financial health of BES Group, the third largest in the 

Portuguese financial system, had been damaged for long, particularly in what 

respects its non-financial businesses. The resolution measure separated the good 

and the bad assets and liabilities of the Group, attributing the first to a newly-created, 

transitory, institution designated Novo Banco, intended to be sold in a two-year period. 

The remainder of assets and liabilities was kept in a bad bank, held by the previous 

shareholders of BES. This split was intended to protect depositors and tax-payers. 

The € 4.9Bn capital injected in the good bank was made with resort to the Portuguese 

Resolution Fund, composed by the Portuguese financial institutions. Therefore, in the 

case of a sale at a price different than the volume of capital injected, the resulting 

gain/loss will be fully attributed to the financial institutions constituting the fund.  

In the months after the resolution, several potential buyers, of which BPI, showed 

interest in acquiring the bank. As such, so as to provide an accurate and reliable 

                                                 
22

 Once again, different sources of information limit our comparison capabilities, since in this case the IMF presents the “Total costs / 

Total income” ratio, about which we have some doubt, particularly if the denominator includes trading income, as we did in our estimates. 

 

 

Figure 95: BFA funding 
decomposition 
 

Source: Company data and analyst estimates 
 

Figure 96: BFA lending and deposit 
interest rates 

Source: Company data and analyst estimates 
 

 

 

Figure 97: BFA loans in arrears 

Source: Company data and analyst estimates 
 

Figure 98: BFA banking income 
and op. expenses (left); Cost-to-
income (right) 
 

Source: Company data and analyst estimates 
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recommendation about BPI, we valued Novo Banco, forecasted a merger between the 

two institutions and assessed the potential impact that the operation could have to BPI 

shareholders. The scarcity of information led us to rely on the balance sheet of Novo 

Banco, with reference to August 2014 and made public in December, and to account 

for the sale of Banco Espírito Santo Investimento (BESI) to a Chinese fund
23

 for € 

379M
24

. In order to forecast the profitability of the group, we resorted to BES’ historical 

profitability drivers, since we believe that the change in perimeter
25

 applied upon the 

resolution measure did not alter substantially the composition of the bank’s assets and 

respective drivers
26

. 

 

BES NB BPI + NB

Yield on interest earning assets 4,68% 4,13% 3,65%

Yield on interest bearing liabilities 3,02% 2,62% 2,27%

Net interest margin 1,65% 1,51% 1,38%

Return on commissions and fees 1,10% 1,05% 1,07%

Gross commercial margin 2,75% 2,57% 2,45%

Return on capital markets and other 0,48% 0,25% 0,22%

Business margin 3,24% 2,82% 2,67%

Weighting of operating costs -1,62% -1,53% -1,20%

Weighting of provisions -1,36% -0,90% -0,76%

Weighting of minorities and other -0,12% -0,15% -0,12%

Return on interest earning assets 0,14% 0,24% 0,59%

Weighting of IEA 0,85 0,82 0,85

Return on assets (ROA) 0,12% 0,19% 0,50%
 

 

 

In accord with our estimates, Novo Banco is worth approximately € 3Bn, if considered 

on a stand-alone basis. Nonetheless, a merger with BPI would bring added value, as 

we see potential for the generation of synergies among both institutions, particularly in 

terms of cost-efficiency. Since the Portuguese banking market is highly competitive, 

we do not envisage significant gains in terms of margin, and, even in terms of 

volumes, chances would be that competition authorities would pose limits to excessive 

market shares in certain segments. By simply adding the forecasted loan books of 

both institutions, and considering the segment decomposition of the Portuguese 

                                                 
23

 Haitong International 
24

 The sale price implies a 1.0x Estimated Net Asset Value multiple, according to the press release of Novo Banco, and therefore does 

not impact the result of the group 
25

 The institutional presentation of Novo Banco in December 2014 outlined that NB “incorporates all assets, licenses and rights, including 

property rights of former BES, with the exception of Banco Espírito Santo Angola, S.A.(1), Espírito Santo Bank (Miami), Aman Bank 

(Libya), loan exposures to GES, cash for minimum funding of BES, claims from related parties (including shareholders > 2%, entities 

controlling BES in the past and Board members), claims of subordinated creditors, as well as some off-balance sheet items and AuM´s”. 
26

 The drivers correspond to a 5-year average. The period considered for BES ranges from 2009 until 2013, while for NB and the 

combined entity the average drivers were measured between 2015 and 2019. Note that the time frame of BES includes a particularly 

stressed period, reason why NB presents a higher ROA, in line with our expectations for the sector outlined during the report. 

Table 6: Profitability drivers: BES, NB and Combined entity 

Source: Companies data and analyst estimates 
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banking system’s loan book as of September 2014
27

, our estimates suggested a 40% 

market share in the corporate segment. As it is probable that this figure would be 

considered excessive, we adjusted the loan book of the combined entity by reducing 

in 26% the volume of the corporate segment, resulting in a 30% market share. The 

resulting loan book totals € 50.1Bn and its segment decomposition lies somewhere 

between the ones of its composing entities, with 51% and 38% in the corporate and 

mortgage segments, whereas in BPI and Novo Banco the weights were 72-24 and 41-

44, respectively. In terms of efficiency, the fact that both banks have branches 

covering a similar geographical area would provide significant cost-cutting 

opportunities, as several of them would be overlapped. Our computations are based 

on a 30% reduction of the aggregate branch network and of the total headcount 

operating in Portugal, without branch closure in foreign operations. These 

assumptions result in a total of 1,247 branches and 14,891 employees in the end of 

2015 (11,94x employees / branch). The average yearly cost per employee sits at € 

75k, which compares with €61k and €81k for BPI and Novo Banco, respectively. 

Given the scale of the operation, and considering the value of synergies generated 

within the joint entity, we estimate that BPI would have to make a €4Bn capital 

increase in order to finance the acquisition. If BPI was to go through with such an 

operation, we assume that it would be supported by its reference shareholders and, 

considering the concentrated shareholder structure that the bank presents (only ~23% 

on free float as of September 2014), we do not forecast a deep discount on the 

issuance price per share. Therefore, the capital increase is projected to occur at a 

20% discount on the current BPI’s price (€0.98), resulting in 5.1Bn new shares. 

 

The other relevant issue impacting on BPI is related with the recent publication by the 

European Commission of a list of countries with regulatory standards equivalent to the 

ones of the European Union, where the Republic of Angola is not included. This 

matter is of utmost importance for BPI, since, in light of the legislation in force, it 

results that the amount considered for RWA calculation purposes respecting to the 

bank’s direct and indirect exposure to Angola increases in approximately €3.7Bn. 

Perhaps more importantly, the exposure now largely surpasses the limit of large 

exposures to which banks are subject, which corresponds to 25% of the own funds. 

BPI has argued that its exposure is limited to its 50.1% stake in BFA (the entity that 

effectively holds Angolan debt securities and loans to the Angolan State) and 

requested, without success, the change of the consolidation method of BFA to the 

equity method. Several courses of action have been discussed in order to 

accommodate this situation: the aforementioned purchase of Novo Banco could dilute 

the limit of large exposures, since the own funds base would be larger than the one of 

BPI; the sale of the stake in BFA (or possibly part of it), enabling the use of the equity 

method and; the sale of Angolan government debt, partially or in full. 

Regarding the first hypothesis, we conclude that the acquisition of Novo Banco 

would not exclude the need for selling either the stake in BFA or the assets 

                                                 
27

 Data obtained in BP Stat, a Bank of Portugal tool. 

 

Figure 101: Exposure to Angola 
and large limit exposure 

Source: Company data 

 

Figure 99: Balance sheet: NB and 
combined entity, 2015F (€Bn) 

Source: Analyst estimates 

 

Figure 100: Loan book: NB and 
combined entity, 2015F (€Bn) 

Source: Analyst estimates 
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underlying the exposure. This is because in order to comply with the limit of large 

exposures, the own funds base would need to be at least four times larger (1/25%) 

than the exposure of €3.7Bn, amounting to almost €15Bn, a figure which is nowhere 

near the amount of own funds we project in an acquisition of Novo Banco by BPI. In 

view of such restriction, we assumed that the operation would always imply the sale 

of the stake in BFA or of the Angolan debt. In comparison, the option of selling 

Angolan debt would be the most valuable, for which it was assumed as the base 

case, if BPI was to acquire Novo Banco. Assuming that the acquisition does not take 

place, the comparison of both alternatives results in an opposite indication, ie a 

preference for a sale of the stake in BFA, even if the values of both alternatives are 

close to each other. In view of these considerations, and taking into account the 

unusual uncertainty that the bank is facing, we work under three scenarios which we 

deem as the most plausible: (i) acquisition of Novo Banco with sale of Angolan debt 

securities, (ii) sale of 20% stake in BFA and (iii) sale of portfolio of Angolan debt. 

Valuation 

Our valuation of BPI was performed recurring to a sum-of-the-parts approach, through 

which we separated the bank’s domestic activity in Portugal and the Angolan activity. 

This separation, as opposed to a valuation of the Group as a whole, aims to capture 

two quite different realities, as are the Portuguese and Angolan markets, with different 

profitability and growth drivers and underlying risk factors. The valuation method we 

opted for is the Free Cash Flow to Equity. We regard this as the most suitable method 

for valuing financial institutions considering that, among other reasons, the 

assumption of separating operating and financing decisions does not hold in such a 

framework, since net interest income is generally the bulk of a FI’s income generation 

and the composition of its funding structure is not a financing but rather a business 

decision. The FCFE considered derives from the Net income of each business unit, 

which is subsequently adjusted to account for the specific environment of the banking 

activity, since the amount of capital a FI must hold is determined by regulatory 

impositions. Capital requirements vary in accord to both the dimension of the 

institution and to its risk profile, expressed in terms of risk-weighted assets
28

. Thus, 

each year’s cash-flow will be determined by the Net income of the year +/- excess / 

(deficit) of capital determined pre-CF. The excess or deficit derives from the current 

regulatory eligible capital held by the FI versus the capital requirement determined by 

the RWA * Minimum capital ratio
29

. The shareholder’ equity value was also adjusted to 

reach the regulatory eligible capital (see Table 7 for the framework considered in the 

valuation). In this regard, we took into account that the current regulatory framework of 

                                                 
28

 Risk-weighted assets (RWA) quantify the scale and risk exposure of the institution in terms of: (i) Credit risk, which weights each asset 

on- and off-balance sheet according to their risk (see Table 6 for the assumptions embedded in our Credit risk RWA calculation, 

estimated according to the Capital requirements regulation and directive IV of the European Commission and to the asset structure of 

BPI); (ii) Operational risk, which we estimated according to the Basic Indicator Approach, multiplying BPI’s 3-year average Banking 

Income by 15%, but can be modeled if the regulator qualifies the institution to do so; (iii) Market risk, traditionally computed through a 

VaR approach, but which we simplified by considering the last reported figure. 
29

 The ratio considered for valuation purposes was 8% of RWA, which was the requirement under the EU-wide Stress Test baseline 

scenario for the Common Equity Tier 1 funds. 

Table 6: RWA calculation 
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the Capital requirements regulation and directive IV is being phased-in since 2014 

and that some of the deductions which are made to the eligible capital are being 

gradually incorporated into the calculation until 2018, when they will be fully 

considered. 

 

 

2014 2015 2016 2017 2018 -

+ Subscribed share capital 100% 100% 100% 100% 100%

+ Share premium account 100% 100% 100% 100% 100%

+ Other equity instruments 100% 100% 100% 100% 100%

+ Revaluation reserves 100% 100% 100% 100% 100%

+ Other reserves and retained earnings 100% 100% 100% 100% 100%

- Treasury shares * 20% 40% 60% 80% 100%

+ Consolidated net income of the BPI Group 100% 100% 100% 100% 100%

+ Minority interests 100% 100% 100% 100% 100%

+ Subordinated debt and participating bonds 100% 100% 100% 100% 100%

= CET1 before adjustments

Adjustments

- Intangible assets * 20% 40% 60% 80% 100%

- Tax assets * 20% 40% 60% 80% 100%

= Regulatory capital before cash-flow  

 

The CF’s are discounted at the equity cost of capital, computed according to the 

Capital Asset Pricing Model. The risk-free rate considered for the domestic operations 

in Portugal corresponds to the 10-year German Bund yield, which we deem as a 

reliable proxy of a risk-free interest rate within the Euro zone. The beta was obtained 

through a regression of the returns of the Euro Stoxx Banks index in the past 3 years 

against the returns of the Euro Stoxx 600 index, which provided us with a number of 

1.77. Regarding Angola, since it is an emergent economy and some of the 

assumptions do not hold, some inputs had to be adjusted accordingly. Firstly, the 

Angolan government debt must not be considered as risk-free, for which we used the 

10-year U.S. government bond yield as the risk-free rate proxy, to which we added the 

differential between expected inflation in both countries
30

. In the absence of exchange 

listed companies in Angola, we recurred to the same beta used for the domestic 

operations. The assumption is that systematic risk drivers will be the same in 

emerging and developed countries, being the country risk premium embedded in the 

cash-flow projections for the Angolan activity. 

 

Scenario analysis 

So as to strengthen the accuracy of the assumptions made in modeling the bank’s 

activity for the future, in a yet uncertain macroeconomic context both for Portugal and 

Angola and in a particularly uncertain context for BPI, given the current issues the 

bank is facing (outlined in the last sub- 4 of BPI’s section), we performed a scenario 

analysis aiming to capture all these effects. 

On the one hand, we believe that the decisions that the bank will have to make 

regarding the exposition to Angola, independently of acquiring Novo Banco or not, will 

result in either (i) the sale of the stake (or at least part of it) in BFA, aiming to turn BPI 

into a minority shareholder and would enable the consolidation through the equity 

                                                 
30

 For the U.S. long-term inflation we resorted to the Federal Reserve’s economic projections as of March 2014, which forecasted 

inflation at 2% beyond 2016. As for the Angolan expected inflation we have used the IMF report on Angolan released in August 2014, 

which pointed to 7%, resulting in a 5% differential. 

Table 7: Regulatory capital estimation and phasing-in mechanism 
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method; or (ii) in the sale of the assets which are exposing it to the Republic of 

Angola. In that sense, we consider that in the first case the best option would be to 

sell around 20% of the stake, achieving the desired objective of minority stake, 

scenario to which we attribute a 60% probability given the relatively higher valuation 

that it provides. A plausible buyer could be the other shareholder of BFA, Unitel, which 

with its higher stake would control the Angolan bank. Given the urgency of BPI to 

handle the issue (the European Commission has given a time frame for the 

compliance with the regulatory impositions), an haircut of 25% of the book value of 

equity was assumed. Alternatively, BFA could sell its portfolio of Angolan debt. This 

scenario resulted in a slightly lower value, reason why it was attributed a probability of 

30%, and we think that this is due to the fact that a significant part of BFA’s results 

derives from the interest income yielded by those securities. To the acquisition of 

Novo Banco, which as previously outlined does not exclude the sale of the BFA stake 

or of Angolan debt, we attributed a probability of just 10%, reflecting the uncertainty 

regarding the set of potential buyers
31

, which is extensive and was not made public. 

 

Transversally to all these scenarios, and aiming to reflect the current macroeconomic 

uncertainty, we performed a similar, albeit simplified, exercise to the one of the ECB’s 

Comprehensive Assessment, stressing a set of variables in BPI’s domestic and 

international operations. Our baseline scenario was already built based on some of 

the assumptions of the Comprehensive Assessment for the domestic activity and on 

IMF projections for Angola. The adverse scenario, providing a quantification of the 

downside risks of both activities, resulted from the application to Portugal of the same 

shocks that were applied to the Euro area in the Comprehensive Assessment and 

from our own estimated regarding Angolan variables. Even if lower probabilities are 

usually attributed to such adverse scenarios, the current uncertainty led us to be 

somewhat conservative and attribute a 80-20 probability to the base and adverse 

scenarios. The stressed variables are presented in the Annex. 

 

 

Probability Price

BFA 30% sale (@75% of BVE) 60%

Baseline 80% 48% 1,27 €          

Stress 20% 12% 0,58 €          

Angolan debt sale (@ BV) 30%

Baseline 80% 24% 1,22 €          

Stress 20% 6% 0,60 €          

NB purchase 10%

Baseline 80% 8% 0,95 €          

Stress 20% 2% 0,80 €          

1,10 €          

Current price (as of 5/1/14) 0,98 €          
 

 

                                                 
31

 The Bank of Portugal issued a statement after the deadline of 31 December 2014, informing that 17 entities formalized interest in 

acquiring Novo Banco. 

Table 8: Valuation summary table 
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Financial Statements 

 

 

2014 F 2015 F 2016 F 2014 F 2015 F 2016 F 2014 F 2015 F 2016 F

Cash and liquidity assets 4.667 5.464 5.955 2.584 3.578 3.914 3.180 2.983 3.138

Loans and advances to customers 25.616 25.980 26.567 23.603 23.702 24.083 2.013 2.278 2.484

Securities portfolio 9.999 9.762 9.837 7.062 6.679 6.570 2.937 3.082 3.268

Investments in associated companies 233 233 233 188 188 188 0 0 0

Tangible and intangible assets 381 391 400 234 234 234 146 156 165

Other assets 1.328 1.330 1.332 1.302 1.302 1.302 28 30 32

Total assets 42.225 43.160 44.324 34.974 35.684 36.291 8.305 8.530 9.088

Owed to Central banks 1.532 1.149 575 1.532 1.149 575 0 0 0

Owed to other credit institutions 1.239 2.604 3.878 2.267 3.627 4.897 70 74 79

Customer resources 27.574 27.593 27.600 20.786 20.267 19.760 6.788 7.327 7.840

Debt securities 3.803 4.594 4.888 3.798 4.589 4.882 5 5 6

Other liabilities 4.791 4.825 4.864 4.641 4.664 4.694 147 157 166

Total liabilities 38.940 40.766 41.805 33.024 34.296 34.808 7.009 7.563 8.090

Net worth 3.285 2.394 2.520 1.950 1.388 1.483 1.296 967 997

Net worth + Total liabilities 42.225 43.160 44.324 34.974 35.684 36.291 8.305 8.530 9.088

Balance sheet (€M)
Consolidated Domestic International

 
 

2014 F 2015 F 2016 F 2014 F 2015 F 2016 F 2014 F 2015 F 2016 F

Net interest income 507 590 588 290 355 346 217 234 242

Net commission income 303 222 358 245 151 282 58 72 77

Net income on financial operations 14 -33 61 -99 29 29 113 -62 33

Other income 12 15 14 17 21 21 -6 -6 -6

Banking income 837 794 1.022 454 556 677 383 238 344

Operating expenses 652 544 571 510 461 451 142 83 121

Pre-provisioning income 185 250 450 -56 95 227 241 155 224

Loan impairments, net of recoveries 174 193 116 155 127 92 19 66 24

Other impairments 14 18 17 10 18 17 4 0 0

Pre-tax income -3 39 317 -221 -49 118 218 88 199

Income tax -23 -1 44 -44 -10 24 22 9 20

Earnings of associated companies 24 16 16 16 16 16 8 0 0

Attributable to minority interests 95 55 130 -7 -1 4 102 55 126

Net income -52 1 159 -154 -22 105 102 24 54

P&L (€M)
Consolidated Domestic International
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Annex 
 

 

 
Baseline scenario Adverse scenario

2014 2015 2016 Long-term 2014 2015 2016 Long-term

Domestic actvity

GDP nom. growth - Portugal 0,80% 1,20% 1,30% 2,00% 0,80% -2,00% -0,40% 1,00%

Inflation 0,00% 0,40% 1,00% 2,00% 0,00% -0,25% -0,20% 0,50%

Euribor 3M 0,16% 0,10% 0,16% 1,00% 0,16% -0,10% 0,05% 0,50%

Loan book growth -4,95% 0,30% 0,80% 1,20% -4,95% -2,00% -1,00% 0,50%

Loan loss impairments 0,60% 0,52% 0,38% 0,31% 0,60% 0,65% 1,00% 0,50%

Impairments of financial and other assets 0,25% 0,25% 0,25% 0,25% 0,75% 0,75% 0,75% 0,75%

Angola

GDP nominal growth 3,90% 5,90% 6,20% 6,20% 3,00% 1,70% 2,90% 3,50%

Oil sector -3,50% 2,60% 3,20% 0,00% -4,00% -5,00% -2,00% 0,00%

Non-oil sector 7,30% 7,30% 7,30% 8,30% 6,00% 4,50% 5,00% 7,00%

Oil price (USD/barrel) 107,9 106,1 101,7 90,0 101,0 69,1 80,0 80,0

Inflation 7,30% 7,30% 7,00% 7,00% 6,00% 6,00% 6,00% 6,00%

Loan book growth 76,00% 5,00% 3,00% 2,00% 76,00% 2,00% 1,00% 0,50%

Impairments (aggregate) 1,50% 3,00% 1,00% 1,00% 1,50% 4,00% 1,50% 1,50%  
 
 

Table 9: Baseline and adverse assumptions 

Source: ECB, IMF and analyst estimates 
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Disclosures and Disclaimer 
 

Research Recommendations 

Buy Expected total return (including dividends) of more than 15% over a 12-month 
period. 

Hold Expected total return (including dividends) between 0% and 15% over a 12-month 
period. 

Sell Expected negative total return (including dividends) over a 12-month period. 
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