Wednesday & June 2018

Financial Times (UK) | Wednesday, June 06, 2018 | Companies & Markets | 17

* FINANCIAL TIMES

COMPANIES

Italian lenders are vulnerable,
but so are a number of other

eurozone banks and insurers

MARTIN ARNOLD AND JUDITH EVANS

A clear lesson from last week’s sharp
sell-off in Italian bond markets: the
“doom loop” that creates a direct link
between eurozone countries and their
bankingsystemsisstilla powerful force.

‘Within hours of Sergio Mattarella, the
president, causing political palpitations
inRome by blocking the appointmentof
aEurosceptic economy minister, inves-
tors were scurrying to check which
banks were mostexposed to Italian sov-
ereign bonds. On Friday, Mr Mattarella
approved a government, after the Five
Star movement and the League pro-
posed a slate that included a different
economy minister.

The reaction was based on experi-
ence. Investors have been burnt before,
most recently when Greece flirted with
leaving the eurozone in 2015, hobbling
its own banking system and inflicting
losses on the many foreign banks hold-
ing Greek sovereign debt.

“The doom loop still exists,” said
Filippo Alloatti, a senior credit analyst
at Hermes

Feeling exposed

Monte dei Paschis

“Thelonger thereis volatility anda wid-
ening of Italian bond market spreads,
the more likely there will be a mark-to-
‘market impact on banks. It is almosta

given’

The idea that Italy could vote ina ref-
erendum to leave the eurozone and
bring back the lira still sounds far-
fetched to most investors. But the faint-
est chance of such an outcome for any-
one holding Italian sovereign bonds was

The fear of contagion
is fed by memories of

the Lehman bankruptcy
and Greek debt crisis

Financials. Sovereign debt

Rome woes heighten fears on Europe ‘doom loop’
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Ttaly's government made up more than 90% of Lhe €21.7bn of soverelgn deb it held at the end of june 2017

fora potential downgrade. Itunderlines.
how last weels sell-off in bank shares
was a Europe-wide phenomenon.
Equally, the cost of insuring against
default by European banks shot up, as.
the ITraxx senior financials index pro-
duced by Markit rose more than 50 per
centtoitshighestformorethanayear.

“The fear of contagion is fed by memo-
ties of howthe Lehman bankruptcy and
Greek debt crisis exposed deep links
between banks, which fund each other
via the interbank wholesale loan mar-
ket as well as “repo” funding, credit
defaultswaps and derivatives.

There are other ways the Italian bond
shock has hurtthe wider bank sector. As
well as increasing funding costs for
banks, it has thrown cold water on
hopes that the ECB might soon raise
rates from negative levels, which has
beensqueezing bank profitmargins.

Italian banks will benefit in the short
term from higher yields on sovereign
bonds, in which they invest much of
their cash from depositors. But the

It has thrown cold water
on hopes that the ECB
might soon raise rates
from negative levels
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political crisis is mostly negative for the
banks, particularly as it islikely to sty-
‘miethe progress they have been making
insellingnon-performingloans.
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five-year senior bonds from UniCredit
and Intesa against default— more than
double amonth ago. To put this in con-
text, it isa fraction of the €10-plus cost.
of insuring €100 of UniCredit senior
debt when the last eurozone crisis
peaked inlate2011. While investorsare
worried, they areyet toreach thellevel of
panic seen in June 2012 when Mario
Draghi, ECB head, promised to do
“whatever ittakes topreserve the euro”.

‘Bankers across Europe will be hoping

enough to prompt Moody’s to put the
ratings of 12 Italian banks on review for
downgradelastweek.

The country has one of the highest
debt levels, at more than 130 per cent of
GDP. Its banks are heavily exposed, with
Italian sovereign bonds accounting for
almost 10 per cent of assets at the coun-
try’s lenders at the end of last year,
according to the Bank of Italy. Thisis a
higher proportion than most other
European countries, even though it has
come down as Italy’s big banks have
started todiversify bond portfoli

according to the Ellropean Eanklng

theend of astyear, alegacy of s acqui-

Authority. Thi
Ttaly'sthree biggest banks have alfalen
byabouta fifthin the pastfortnight.
However, the potential impact is
wider than the Italian banks. Spanish,
Belgian, German and Frenchlenders are
also exposed to Italian sovereign debt.
Belgium's Dexia had €22bn of such
exposureatthe end of last year, reflect-
ing the state-owned bank’s legacy busi-
ness of publicsector finance. Germany s

1t follows that Italy’s biggest lenders
have the highest exposure to the coun-
try’s sovereign debt: Intesa Sanpaolo
had €76bn at the end of 2017, and
UniCredit had €54.5bn. In both cases,
theirexposure exceeded thesize of their
capital buffers. Banca Monte del Paschi
di Siena’s exposure to its government
made up more than 90 per cent of the
€21.7bn of sovereign debt held by the
bailed-out bankat the end of June 2017,

k had €9bn. In Spain,
Banco Sabadell had €10.5bn in June
2017, while BBVA had €9.6bnand Banco
Santander €8.8bn. France’sBNP Paribas
‘had €9.8bn of Italian sovereign debt at
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Rome bonds

asaproportion | Hallan soverelgn
assefs at debt at Intesa

allzn banks Sanpaolo

sition of Italy’s B
ago. Its French rivals BPCE and Crédit
Agricole, which have both invested in
Italy, had €8.5bn and €7.6bn of expo-
sure respectively.

European insurers are also on the
hook. Italy’s Generali has by far the
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exposure s 92 per cent of tangible book
~value, compared with between 10 and
13 per cent for Axa, Allianz and Zurich,
while Prudential has no exposure.
Despite the extent of Generali’s hold-
ings, a report from Moody’s said the
group “has been improvingits resilience
‘to a hypothetical scenario of stress on
Italian assets in recent years”, in part by
diversifying outside Ttaly. Moody’s
noted, however, that Allianz’s Italian
division held about 35 per cent of its
investment portfolio in Italian sover-
elgns, placing the division under review

Technology

Alibaba and Tencent flex muscle by
ordering their bankers to pick sides

LOUISE LUCAS AND DON WEINLAND
HONG KONG

Tencent and Alibaba’s rivalry has ex-

dominant participants in areas span-
ning ecommerce, the cloud and pay-
ments,givingrise to possible conflicts of

Tencent is behind Tencent Music
Entertainment, which is being spun out
inan IPO later this year, as wellas Meit-

interest: orking;

tended into banking, with

China's :

that bankers working for them avoid ~Tencentand Alibaba havelarge teams
dotngsofor theirrival. of in-house bankers, many from Gold-

This had in effect split investment
banks into two camps, said several p
plewith knowledge of the matter, high-
lighting the companies’ clout in virtu-
ally every sphere of China’s economy, as
wellastheirprolificdealmaking.

Ant Financial, the Alibaba payments
affiliate that s closinga $10bn funding
round, made a number of banks sign
“Very restrictive non-compete” agree-
ments preventing them from working
for Tencententities, said one banker.

“This isn't unprecedented in the US,”
he said. “In the US you bank Coke, you
cannot bank Pepsi. That was always the
‘way of theworld. Butcompanies need to
be prolificin paying fees— when you've
got small IPOs not wanting you to do
business, it gets more problematic”

Alibaba declined to comment.

Another person close to thessue said
the tech groups “value loyalty” and did
not want to hire bankers who were
“going to be a service provider to com-
petitors thatwill workagainstyou when
you do [a request for proposal] for the
nextdeal”,

‘man Sachs, whose alumni also furnish
top management, which restricts the
business meted out to external banks.
Fees on IPOs havealso dropped sharply.
The two have backed a large propor-
tion of China’s billion-dollar privately
held “unicorns” and most of

the food delivery com-
pany that is also shooting to list this
year. Tencent did not immediately
respond to arequest for comment.
Meanwhile, Alibaba is behind Ant,
‘valued at $150bn and expected to list
nextyear. Didi Chuxing, the ride-hailing
appthat bested Uberin China, is unusu-
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‘banks, saida person whohas worked on
deals for the company. In the months
‘before its September 2014 IPO, it req-
uested its banks sign a strict engage-
ment letter that specified its bankers
would not work on JD.com or Tencent
deals without its consent. The agree-
ment lasted until the end of2015.

‘The conditions were relaxed whenthe
agreement lapsed but the guidelines
have persisted, especiallywhenit comes
o JD.com transactions because of its
direct competition in ecommerce with
Alibaba, the personsaid.

“There's no hard agreement now but
Lhere tends to bean Al camp vs a Ten-
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