markit

Ath floor tel +44 20 7260 2000
Ropemaker Place fax +44 20 7260 2001

25 Ropemaker Street www.markit.com

EC2Y OLY

United Kingdom

Markit Commentary
June 22" 2015

European banking attracts investors

European banking ETFs have continued to attract funds and have enjoyed strong price returns of
above 15% so far this year. However a recent selloff indicates that that a high level of uncertainty

still exists.

— European banking and financial sector ETFs have seen inflows of $617m in 2015
— Fund flows and rising stocks created all-time high $5.6bn AUM for financials-tracking ETFs
— European financials’ credit rating rank dips below that of the UK

Banking on Europe

The European banking sector has been the
target of public blame and regulatory
penalties post the financial crisis. But
investors have signalled their growing
confidence in the sector over the last six
months, with consecutive monthly inflows into
banking and financial ETFs totalling $617m
being recorded. With underlying stocks rising
strongly, AUM of European financial and
banking ETFs has increased from $4.3bn to
$5.6bn year to date; an all-time high.

There are indications that the industry and
regulatory environment have reached a
possible turning point in regulatory penance
expected by the banking sector. ETF
investors may have timed a possible future
rally in banking stocks.

Banking stocks in Europe have however
pulled back from recent highs in May 2015,
clouded by continued Grexit fears and
possible contagion in capital markets.

European banking ETFs perform

As of the end of May 2015, healthy year to
date returns of 18% were delivered by the
Lyxor UCITS Stoxx Europe 600 Banks ETF
(BNK). The ETF tracks the Stoxx 600 Europe
banks index and has $1.2bn in AUM.

Almost a third of BNK’s exposure is allocated

to UK banks (influenced by HSBC weight),
followed by Spain, France and Switzerland.
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These four regions’ geographical exposures
represent 65% of the ETF’s AUM.

European financial and banking ETFs
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The largest two holdings of BNK are HSBC
(14%) and Banco Santander (8%), whose
shares are down year to date by 3% and 4%
respectively. The next largest BNK holdings
are; UBS (6%), Lloyds (5.7%) and Barclays
(5.4%) and are all up year to date by 26%,
14% and 9% respectively.

Performance comparison of ETFs: IYF, BNK
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https://www.lyxoretf.se/fileadmin/docsJuridiques/lydo/LYXOR_factsheet_ETF_FR0010345371_SE_EN.pdf
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Comparing the price returns of BNK to an
equivalent ETF tracking US financials can be
achieved using the iShares US Financials
ETF (IYF). European financials, as measured
by BNK, have outperformed year to date but
lost 2.5% in June while IYF rallied 1.5%. So
far in 2015, BNK and IYF are up 15.7% and
2.1% respectively.

Credit risk remains present

Despite this apparent vote of confidence from
European ETF investors, the region’s
financials still carry some of the worst credit
risk in the region, as measured by Markit's
Research Signals Credit Risk Factor*. 11 of
the 50 financial firms included in the Markit
Developed Europe universe, are among the
worst ranked 10% of all shares.

Credit risk factor rankings
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This large proportion of high risk names
means financials have an average Credit Risk
ranking of 64; the worst of all sectors which
make up the developed Europe universe.
This high risk ranking is unsurprisingly, led by
Greek banks such as Apha Bank as well as
periphery institutions such as Banco
Comercial Portugues and Banca Monte dei
Paschi.

This exposure to the risky end of the credit
world could be the reason why the sector has
experienced a pullback in recent weeks as
the shares with the worse credit exposure
have underperformed the wider European
market by 1.5% so far in June.

*Markit’'s Research Signals factor Credit Risk,
analyses CDS spread levels from numerous
points across the CDS term structure to
determine the level of credit risk priced in by
the credit market.
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