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● The SX7P’s 16% plunge from 16-year highs has surprised in its speed, 

with tariffs and recession fears the catalysts 
● One thing is clear - Do not catch a falling knife. We detail below three 

cases studies and conclude that this correction - equivalent to one year’s 
consensus earnings - is nowhere near enough to merit buying yet 

● Unknowns are still plentiful and visibility very poor and recent events 
may catalyze losses in long-discussed CRE exposures 

● A narrow 10% top-to-bottom spread in mainstream bank slumps 
(CredAg to BPER) confirms a knee-jerk blanket sell-off 

● Despite the SX7P’s 7% outperformance of the SXXP since our Jan 13th 
‘Calling Time’ note, we are increasingly confident that the sector’s 
54-month uninterrupted outperformance is well and truly over 
 

SX7P Performance Since 16-year High on 25/3/25 
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What we know: things just got worse 
The impact of nascent tariff wars on inflation, interest rate policies, trade 
and by-country GDP is impossible to forecast accurately but one thing is 
certain. The outlook has dimmed significantly. We explore below the ECB 
excerpts from stress test publications to begin to think about how 
changing macro inputs affect bank earnings and outlook. 
 
We also touch on how to think about bank valuation when EPS visibility 
disappears, and capital return plans are likely at risk - though to what 
extent is as yet unclear. 

What we donʼt know: timings, severity 
One of the biggest unknowns is Donald Trump - and his ability to ‘volte 
face’ which leaves a not-insignificant risk of being whipsawed by the 
market. As banks are the lightning rod of the economy, mark-to-market 
risk in a prolonged downturn and the pro-cyclical nature of IFRS9 
complicate matters further with consensus now a moveable feast 
 
The SX7P’s 6% relative underperformance since the announcement of US 
tariff plans on April 2nd, pales into insignificance versus an 80% TSR 
outperformance since the first ECB rate hike in 2022. 
 
STOXX Performance since ‘Liberationʼ Day 

 
Source: Bloomberg 
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STOXX performance since first ECB Rate Hike, July 2022

 
Source: Bloomberg 

 
All that this confirms is that it is too early to try and catch a falling knife, 
when there is still much relative profit to be taken. Discretion will be the 
better part of valour for bank investing in the near-term.  
 
We offer below a short and simple, but by no means exhaustive list of 
things to consider, and this note aims to provide some top-down context 
about the magnitude of potential changes to estimates and sector 
valuation. 

How could banks be affected? 
● Cost of Risk Spike - 40 bps to 80, 120 or 200bps? 
● Revenue Hit - lower loan growth, rate cuts, fees, capital markets 
● Dividends - cut or suspended? 
● Buybacks - cut or suspended? 
● Lower CET1 - lower capital generation, RWA inflation 
● AFS and OCI - lower TNAV and CET1 impacts 
● Dollar weakness impacts revenue and profitability 

Mitigating actions and factors? 
● Cost-cutting and restructuring  
● M&A - create synergies and get a deal at a better price 
● Regional Co-ordination - Move towards CMU accelerated? 
● Trade deals and peace agreements? Unlikely but…. 
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€200 Billion is nowhere near enough 
The current unknowns facing the market have drawn numerous 
comparisons from the Smoot-Hawley Tariff Act (1930) to the  
 1970s and a decade defined by stagflation-high inflation combined with 
low growth and high unemployment.  
 
From a bank earnings perspective, with IFRS9 (the effective standard 
since 2018) the model to calculate expected credit losses, the lack of 
history suggests that the Covid-19 pandemic and 2020 accounts is a 
useful place to start.  
 

Lloydsʼ 202428 economic scenarios 

 
Source: Lloyds’ FY24 Analyst results presentation 

 
GDP growth and the central bank rate are the two most immediate inputs 
to focus on, with inflation, CRE (commercial real estate) and house price 
risk (HPI) likely to deteriorate more slowly.  
 
More than €200 billion in market capitalisation has already been wiped 
from the European bank sector in a week. Trying to understand what that 
actually represents in terms of lost net income and de-rating is fairly 
mechanical and the six examples briefly examined below gives some 
inkling that there is likely much further to go before investors can be 
comfortable that banks are now cheap. 
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Three case studies 
The examples below are very back-of-envelope, mostly because 
attempting too much detail will prove a futile exercise in the coming 
months as the true damage to the sector's outlook and global profitability 
becomes clear. 
 
One thing is immediately obvious - a sector de-rating will occur given the 
very sudden loss of earnings visibility, and consensus EPS for the next 
couple of years need to be pared back significantly. A 15% sector drop is 
nowhere near enough to capture this. 
 
While the 2020 experience is shown as the only useful example we have 
of how IFRS9 and expected credit losses work in a downturn, some of the 
impacts then are likely to be replicated in coming months.  
 
More pertinently, any recovery in profitability and share prices is likely to 
take longer than was the case post-pandemic. 

HSBC 
2020 consensus provisions vs. share price 

 
Source: Bloomberg MODL function 

 

HSBC’s restructuring and asset sales in recent years means it is no longer 
the global presence it once was but, along with Citi, is still one of the most 
international names and a good place to start.  
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Optically, on current consensus HSBC trades on 7.5x consensus 2025 
EPS, 1.05x TNAV  for an ROTE of c.15%. 
  
Loss:     A 5-day loss of $25 billion in market cap 
Equivalent to:   One year’s net income  
2025 consensus:     Net income $23.4bn 
    Provision: $3.47bn 
    PPOP:  $32.5bn 
    Cost of Risk: 38bps 
2020 experience:  Provision: $8.8bn 

Cost of Risk: 81bps 
Revenue hit: 10% 
ROTE: 2.6% 

 
HSBC FY20 slide on ECLs and charges 

 
 
The desk’s view is that GDP estimates for 2025 and 2026 will likely be cut 
1-2 ppts near term and the drop could ultimately be steeper - again with 
the caveat that any recovery is likely to be much slower this time round 
than after 2020’s pandemic rout.  
 
For HSBC,  a doubling of provision charge from current consensus plus a 
$5 billion hit to revenue (8% vs. consensus) would suggest a cut of about 
25% to EPS is entirely possible. Should the current troubles also act as a 
catalyst to accelerate CRE troubles and writedowns, the cuts to EPS - 
while manageable - could extend towards 40% suggesting that HSBC 
currently trades at about 10x. 
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Santander 
2020 consensus provisions vs. share price 

 
Source: Bloomberg MODL function 

 
Santander’s UK, euro zone and LatAm presence also suggests that its 
2020 accounting is a useful reflection of the dramatic impact of a global 
trade shut down and unquantifiable market fears in 2020.   
 
Optically, on current consensus Santander trades on 6.6x consensus 2025 
EPS, 0.95x TNAV  for an ROTE of c.15%. 
  
Loss:     A 5-day loss of €12.5 billion in market cap 
Equivalent to:   One year’s net income  
2025 consensus:     Net income €12.8bn 
    Provision: €12.8bn 
    PPOP:  €36.7bn 
    Cost of Risk: 118bps 
2020 experience:  Provision: €12.2bn 

Cost of Risk: 128bps 
Revenue hit: 10% 
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Santander FY20 slide on ECLs and charges 

 
As the ESRN 2025 Stress Test Macro-financial scenario (see below) 
shows, an adverse scenario outcome is modelled to knock 2025 GDP by 
2.5ppts and a further 4 ppts from 20206. While this appears harsh, and is 
not necessary to demonstrate the near-term risk to bank earnings, we 
assume that Santander’s 2025-26 revenue outlook could be cut by at least 
5%.  

 
From a provisioning perspective, Santander is relatively well positioned 
but modelling a €3 billion hit to revenues and €2 billion uplift to 2025 
provision estimates could lower EPS by 30-40%, assuming some 
mitigating actions.  
 
This would imply a 2025 PE of closer to 10x, and questions about capital 
return and buybacks - a key feature of the Santander story - could dent 
sentiment further.  
 
The desk’s point here is more to demonstrate how swiftly an optically 
cheap 6x- valuation becomes 10x, without overly harsh cuts to consensus, 
particularly when viewed in the light of what happened in 2020. 
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Barclays 
2020 consensus provisions vs. share price 

 
Source: Bloomberg MODL function 

 
Barclays’ investment banking and US exposure also suggests that its 
2020 accounting is a useful reflection of the trading, IB and currency 
impacts that may be unfolding.   
 
Optically, after a 15% slide in the last week, current consensus implies that 
Barclays trades on 6x consensus 2025 EPS, 0.7x TNAV  for an ROTE of 
c.11%. 
  
Loss:     A 5-day loss of £6.5 billion in market cap 
Equivalent to:   ~ One year’s net income  
2025 consensus:     Net income £5.9bn 
    Provision: £2.2bn 
    PPOP:  £11bn 
    Cost of Risk: 51bps 
2020 experience:  Provision: £4.7bn 

Cost of Risk: 131bps 
Revenue hit: 0% 

 
 
 
 
 
 
 

 
TriggerPoint Research Limited is an appointed representative of Messels Limited which is 

authorised and regulated by the Financial Conduct Authority. 
9 



 
Barclays FY20 slide on ECLs and charges 

 
 
Barclays’ 15% drop in net interest income in 2020 and fall in investment 
income was offset by a £2.8bn jump in trading income. Modelling trading is 
difficult at the best of times, but with a significant structural hedge and 
trading operations, we would be inclined to suggest a relatively modest 
revenue hit near-term. 
 
2025 Barclays consensus revenue is for 6% growth. Assuming that 
instead, a 2% growth is delivered would cut about £1 billion of revenues. 
For the provision charge, given large US credit card exposures and the 
2020 experience, an additional £1.5 billion seems a fair starting point.  
 
Taken together, this would cut consensus EPS by up to 40% - before any 
management actions, and assuming that trading doesn’t repeat is heroics 
of 2020.  This would leave Barclays trading on c.9x with risk to buybacks 
and a low payout ratio also an issue from a dividend yield perspective.  
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Disorderly adjustment time? 
In 4Q24, the ESRB General Board stated that risks to financial stability in 
the EU had increased amid elevated geopolitical tensions. Tail risk 
scenarios included major new trade restrictions, the escalation of Russia’s 
war in Ukraine and the conflict in the Middle East. 
 

 
Source: ESRN 2025 Stress Test Macro-financial scenario 

 

The potential for a disorderly adjustment in global financial markets - given 
stretched valuations such as US stocks, crypto-assets and high-yield debt 
instruments - was also noted at the time.  
 
We have clearly arrived at the supply and demand shock stage 
described above - and the question is how big will the contraction in asset 
values and economic growth be.  
 
ECB sensitivities to frame the scope of disruption ahead - from credit 
spreads and stock prices to GDP outlook - are useful but an in-depth 
sensitivity analysis is, at this stage, fruitless. We also detail a number of 
potential risks identified by regulators in stress tests that are becoming 
more likely. We start with a few simple observations and sensitivities. 
 
Defining the Recession Scenario 

To start with, macroeconomic inputs typically seen in banking stress tests: 

● GDP decline: –2% to –4% over a year? 
 

● Unemployment rise: +1.5 to 3 percentage points? 
 

● House prices: –10% to –25%? Is CRE Risk the bigger threat? 
 

● Interest rates: Flat or negative depending on baseline. Cuts ahead 
 

● Corporate defaults: Up significantly with macro prudential 
toolboxes running on empty 

 
TriggerPoint Research Limited is an appointed representative of Messels Limited which is 

authorised and regulated by the Financial Conduct Authority. 
11 



 

Adverse sensitivities 
Real GDP heading south…. 

 
Source: ESRN 2025 Stress Test Macro-financial scenario 

 
Consensus GDP growth for the US is currently 1.9% in both 2025 and 
2026 though no doubt this will be cut aggressively in coming days, as will 
be the case with other geographies. For the Eurozone, expectations are 
0.9% and 1.3% currently, and for the UK 1% and 1.4%.  
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Estimated 3yr cumulative real GDP growth by region % 

 

 
Sources: ECB and ECB/ESRB calculations 

 
Bond yields, currency and equity market moves are important for fees and 
commissions, unrealised gains and movements in the available-for-sale 
portfolios and other comprehensive income (OCI), impact both tangible 
book value and liquidity. 
 
ECB estimates are as good a place to start as any when anticipating what 
a worse case scenario may look like.  
 
Stock Prices 

 
Source: ESRN 2025 Stress Test Macro-financial scenario 
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Credit blowout…. 

 
Source: ESRN 2025 Stress Test Macro-financial scenario 

 

..still has a long way to go….. 

 
 

 
Source: Bloomberg 
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ESRB risk assessment key points 
● Materialisation of macroeconomic risks resulting in balance sheet 

stress for NFCs and households 
● Disorderly market corrections possibly amplified by the non-banking 

sector - think August 2024 JPY carry unwind 
● Deteriorating asset quality and funding risk for the banking sector - 

also noted that global cooperation regarding financial regulation 
and supervision may become more difficult to pursue under the 
new US administration 

● Materialisation of accumulated risks in the residential and 
commercial real estate sectors - Trump catalyses losses 

● Re-emergence of sovereign financing and debt sustainability 
concerns 

Select EBA thoughts on key risks to sector 
● Approximately €500 billion of EU/European Economic Area (EEA) 

banks’ total exposures – equivalent to – are directly linked to 
high-risk countries.  

● Beware second-round effects through geopolitically sensitive 
sectors 

● EU/EEA banks’ exposures to non-banking financial institutions 
(NBFIs) represent almost 10% of total assets -  highly 
concentrated in larger banks.  

● Should banks’ liquidity facilities for NBFIs be suddenly activated, or 
should failing off-balance-sheet entities need to be integrated into 
banks’ balance sheets, banks’ capital and liquidity ratios at risk 

● In the CRE sector, valuations have stabilised, but risks persist for 
banks. Restructuring support has driven significant loan 
increases, particularly in office and multifamily CRE portfolios. It 
remains critical for banks to ensure that collateral valuations align 
with current market conditions. 

● Is this the catalyst that makes CRE and property prices a structural 
problem? 
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Interest rates - an extra 25bps cut priced in 
ECB & BOE rate trajectory - current vs. a week ago 

 
Source: Bloomberg WIRP function 

 

The pressure to cut rates has increased with the US tariff escalation and 
markets are now pricing in an extra 25-bp cut in the UK by the end of 
2025. Both the ECB and the BOE are now expected to have cut by 75 bps 
by year-end, which seems a fair starting point. 
 
Expectations for the Fed have also shifted with a full 1ppt of cuts now 
priced in versus 75 bps at the start of the week. 
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Inflation & supply chains now a problem 
UK 5Y5Y inflation and 10-yr yield sums it up 

 

SX7P vs. SXXP, UK and Eur 5Y5Y Swap

 
 
Inflationary expectations will rise from here, we expect, irrespective of 
whether tariff plans are watered down and the speed and communication 
of central banks and cuts will be a critical determinant. 
 
While higher inflation stoked rate hikes which hugely boosted bank net 
interest income, fears about the inflationary impacts of tariffs will have the 
opposite effect from here, with banks likely to give back more performance 
vs. the wider market (white line, bottom chart). 
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Disclaimer: 

Important Disclosure Statement from TriggerPoint Research Ltd. 

This document is issued by TriggerPoint Research Ltd. Limited solely for its clients. It is 
for professional clients only. It may not be reproduced, redistributed or passed to any 
other person in whole or in part for any purpose without written consent of TriggerPoint 
Research Ltd.. This material is not directed at you if TriggerPoint Research Ltd. is 
prohibited or restricted by any legislation or regulation in any jurisdiction from making it 
available to you. 

This document is provided for information purposes only and should not be regarded as 
an offer, solicitation, invitation, inducement or recommendation relating to the 
subscription, purchase or sale of any security or other financial instrument. This 
document does not constitute, and should not be interpreted as, investment advice. It is 
accordingly recommended that you should seek independent advice from a suitably 
qualified professional advisor before taking any decisions in relation to the investments 
detailed herein. All expressions of opinions and estimates constitute a judgement and, 
unless otherwise stated, are those of the author and the research department of  
riggerPoint Research Ltd. only, and are subject to change without notice. TriggerPoint 
Research Ltd. is under no obligation to update the information contained herein. Whilst 
TriggerPoint Research Ltd. has taken all reasonable care to ensure that the information 
contained in this document is not untrue or misleading at the time of publication, 
TriggerPoint Research Ltd. cannot guarantee its accuracy or completeness, and you 
should not act on it without first independently verifying its contents. This document is not 
guaranteed to be a complete statement or summary of any securities, markets, reports or 
developments referred to herein. No representation or warranty either expressed or 
implied is made, nor responsibility of any kind is accepted, by TriggerPoint Research Ltd. 
or any of its respective directors, officers, employees or analysts either as to the accuracy 
or completeness of any information contained in this document nor should it be relied on 
as such. No liability whatsoever is accepted by TriggerPoint Research Ltd. or any of its 
respective directors, officers, employees or analysts for any loss, whether direct or 
consequential, arising whether directly or indirectly as a result of the recipient acting on 
the content of this document, including, without limitation, lost profits arising from the use 
of this document or any of its contents. 

This document is provided with the understanding that TriggerPoint Research Ltd. is not 
acting in a fiduciary capacity and it is not a personal recommendation to you. Investing in 
securities entails risks. Past performance is not necessarily a guide to future 
performance. The value of and the income produced by products may fluctuate, so that 
an investor may get back less than he invested. Investments in the entities and/or the 
securities or other financial instruments referred to are not suitable for all investors and 
this document should not be relied upon in substitution for the exercise of independent 
judgement in relation to any such investment. The stated price of any securities 
mentioned herein will generally be the closing price at the end of any of the three 
business days immediately prior to the publication date on this document. This stated 
price is not a representation that any transaction can be effected at this price. 

TriggerPoint Research Ltd. and its respective analysts are remunerated for providing 
investment research to professional investors, corporations, other research institutions 
and consultancy houses. TriggerPoint Research Ltd., or its respective directors, officers, 
employees and clients may have or take positions in the securities or entities mentioned 

 
TriggerPoint Research Limited is an appointed representative of Messels Limited which is 

authorised and regulated by the Financial Conduct Authority. 
18 



 
in this document.  Any of these circumstances could create, or be perceived as creating, 
conflicts of interest. TriggerPoint Research Ltd. analysts are not censored in any way and 
are free to express their personal opinions. As a result, TriggerPoint Research Ltd. may 
have issued other documents that are inconsistent with and reach different conclusions 
from, the information contained in this document. Those documents reflect the different 
assumptions, views and analytical methods of their authors. No director, officer or 
employee of TriggerPoint Research Ltd. is on the board of directors of any company 
referenced herein and no one at any such referenced company is on the board of 
directors of TriggerPoint Research Ltd.. 

 

TriggerPoint Research Ltd. is an appointed representative of Messels Ltd which is 
authorised and regulated by the Financial Conduct Authority. Residents of the United 
Kingdom should seek specific professional financial and investment advice from a 
stockbroker, banker, solicitor, accountant or other independent professional adviser 
authorised pursuant to the Financial Services and Markets Act 2000. 

The content of this report is covered by our Policy of Independence which may be viewed 
at www.TriggerPoint Research Ltd..com 

The performance history of research recommendations over the last 12 months is 
available to clients on request. 

Analysts’ Certification 

The analysts involved in the production of this document hereby certify that the views 
expressed in this document accurately reflect their personal views about the securities 
mentioned herein. The analysts point out that they may buy, sell or already have taken 
positions in the securities, and related financial instruments, mentioned in this document. 
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POLICY OF INDEPENDENCE 

All investment research issued by TriggerPoint Research Ltd. is independent, impartial 
and objective. TriggerPoint Research Ltd. does not conduct any investment business with 
or for its clients, other than the provision of investment research and advice. TriggerPoint 
Research Ltd. staff have no other responsibilities which could conflict with the interests of 
our clients. TriggerPoint Research Ltd. does not carry out any corporate finance 
business; and has no involvement in raising capital for corporate clients. TriggerPoint 
Research Ltd. has no other regulated or unregulated business activities which conflict 
with its provision of independent research. 
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