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HSBC'’s very fragile dividend

HSBC has supported payments to shareholders with the use of scrip dividends but regulatory
pressures, weak earnings and shareholders opting for cash rather than scrip equity suggests
further risk and mounting pressure on the bank’s dividends.

— Dividend yield soars to crisis highs as investors continue to sell down HSBC

— Shareholders opt for cash on scrip dividend to avoid more exposure as equity falls

— Regulatory requirements and litigation add to cash flow concerns and dividend risk

Markit Dividend Forecasting has released a
detailed report outlining various scenarios for
HSBC'’s dividend outlook. To access the full
report please contact us.

HSBC’s current dividend yield and payout
ratio clearly stick out from its peers, indicating
investor sentiment that the current dividend
outlook for the bank is particularly precarious.

HSBC's climbing dividend yield
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It's clear to see that the rising yield has been
caused by a continued sell off in the HSBC
stock price since 2013, while the bank has
managed to marginally shift the nominal
dividend higher.

HSBC: Dividend level versus equity
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Payout Ratio 2010 2011 2012 2013 2014 2015  2016e  2017e  2018e
HSBC Holdings 50% 45% 61% 58% 2% 80% 106% 88% 1%
Barclays 19% 25% 19% 39% 38% 39% 20% 15% 33%
Credit Suisse Group 33% 55% 83% 45% 61% 99% 87% AT% 41%
Standard Chartered 36% 39% 38% 43% 59% N/A 30% 37% 42%
BNP Paribas 33% 25% 29% 41% 29% 45% 44% 44% 45%
Citigroup 0% 1% 1% 1% 2% 3% 8% 12% 7%
JPMorgan Chase & Co 5% 22% 23% 33% 30% 29% 32% 32% 33%
Average 25% 30% 36% 7% 42% 49% 47% 39% 40%

Source: Markit, Factset

With an average payout ratio of more than
double its peer average, investors clearly
either expect future deterioration in the banks
dividends or alternatively resurgence in
earnings. The continued sell off in the
company’s shares would indicate the former
which has propelled the current dividend to
record highs last seen post the financial crisis
— currently hovering above 8%.

Driven by a fall in earnings between 2011 and
2015, the higher payout ratio is set to in fact
increase as consensus forecasts point to a
further 10% decline in earnings in FY16.
Additionally, Markit Dividend forecasting
expects a stable dividend going forward but
has incorporated some alternative scenarios.

In efforts to manage cash resources, HSBC
has managed to successfully leverage the
use of scrip dividends in recent years. Scrip
dividends give the shareholder the option to
receive cash or take up additional shares in
the company, in lieu of cash distributions. The
strategy mirrors efforts undertaken by
Spanish banks.

compiled by markit


https://www.markit.com/Product/Dividend-Forecasting
mailto:press@markit.com?subject=dividend%20report
http://www.markit.com/Commentary/Get/14042016-Equities-Spanish-banks-slowly-remove-the-Band-Aid

Markit Equities Research

markit

Dividend in USD bn

$12

510

58

56

54

52

50 ‘ . . . . .
2009

2010 2011 2012 2013 2014 2015

mCash mShares

However, since 2013 the percentage of
investors who have elected to take shares as
has significantly declined, moving from 41%
to 15% in 2015. The net cash cost of
dividends has subsequently risen from $5.4bn
to $8.4bn.

Shareholders are clearly not willing to take up
more equity in the bank as the shares
continue to slide lower, falling by an additional
20% this year reducing the appeal of the scrip
dividend. Additionally, the company has yet to
indicate its intentions to counteract dilution
effects of the share issuance through share
buybacks, mentioning its intent several times
but yet to confirm any timelines.

With a potentially increased portion of
dividends to be paid in cash, also impacting
earnings and cash flow in recent years has
been the frequent litigation costs incurred by
the bank. These costs tally over $8bn in the
last three years and further charges are a key
risk to capital buffers. Compounding these
concerns is the need to confirm to regulatory
capital requirements.

Markit Dividend forecasting currently expects
the bank’s dividend to be stable over the next
few years. However, a potential management
change in the form of a new chairmen
expected in 2017 could be the catalyst for a
drastic dividend policy change.

With the banks CDS spreads rising almost
30% this year, credit investors are also
showing signs of increased scepticism.
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To receive more information on Securities
Finance, Research Signals, Exchange
Traded Products, Dividend Forecasting or
our Short Squeeze model please contact us

To read this article on our commentary
website please click here.
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