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HSBC Holdings PLC (“HSBC”) 
  

Recommendation 

 Despite solid results in 1H2019, HSBC’s outlook is clouded from event risk in its major 

markets and changing expectations for the operating outlook. This has necessitated a 
rethink of current strategy and prompted a change in CEO. 

 Buffering challenging conditions is HSBC’s size and operating diversity as well as its capital 
position which has enabled the bank to announce a share buyback.  

 We are overweight several European AT1s with shorter call dates given the carry and still 
decent fundamentals. While duration is attractive with the current rates outlook, we 
prefer to stay relatively short until there is more clarity around event risks and their 

impact on the economic outlook. 
 

Relative Value: 

Bond 

Maturity / Call 

date CET1 Ratio Ask YTW Spread 

HSBC 4.7 PERPc22  08/06/2022 14.3% 4.13% 256bps 

HSBC 5.0 PERPc23  24/09/2023 14.3% 4.32% 277bps 

BAERVX 5.90 PERPc22  18/11/2020 13.1% 3.64% 202bps 

BAERVX 5.75 PERPc22  20/04/2022 13.1% 4.27% 270bps 

UBS 5.875 PERPc23 28/11/2023 13.3% 4.50% 295bps 

UOBSP 4.0 PERPc21  18/05/2021 13.9% 2.94% 135bps 

 Indicative prices as at 06 August 2019 Source: Bloomberg 
    Common Equity Tier 1 (CET1) Ratio based on latest available quarter  

 

Background 
 HSBC Holdings PLC (‘HSBC’) is one of the world’s largest banks by asset size and a global 

systemically important bank (‘GSIB’). As at 30 June 2019, it had total assets of USD2,751.3bn. 
 Based in London, it is the holding company for the HSBC Group which includes global 

banking operations across 65 countries and territories through major subsidiaries HSBC Bank 

PLC (in Europe and the UK) and The Hongkong and Shanghai Banking Corporation, Limited 
(in Asia) amongst others. 

 
Key Considerations  

 
 Solid y/y growth impacted by adjustments: HSBC reported solid 1H2019 results with 

reported profit before tax up 15.8% y/y to USD12.4bn. This was driven by a 7.6% y/y rise in 
reported revenue from better performance in both Retail Banking and Wealth Management 
segment and Commercial  Banking segment while Global Banking and Markets segment 

performance was impacted by weaker market activity and lower spreads. At the same time, 
reported operating expenses were down 2.3% y/y while a noticeable 180% y/y rise in risk 
costs weakened the reported profit before tax growth. Excluding significant items (includes 
disposals, acquisitions and investments as well  as customer redress programmes and 

restructuring and other related costs) which in 1H2019 included dilution gains from the 
merger of The Saudi British Bank with Alawwal bank in Saudi Arabia, provisions for mis-
selling of payment protection insurance, and severance costs associated with restructuring, 

adjusted revenue growth was higher (+8.0% y/y) and adjusted operating expenses rose 3.5% 
y/y leading to adjusted profit before tax only rising 6.8% y/y to USD12.5bn. 
 

 Activity driving adjusted performance : Revenue growth reflected solid momentum in Retail 

Banking from deposits and lending, mostly in Hong Kong and the UK. At the same time, 
higher insurance revenues offset lower investment distribution revenues in Wealth 
Management. Together with improved margins, adjusted revenues in Retail  Banking and 
Wealth Management rose 12% y/y. Revenue growth of 9% y/y in Commercial  Banking was 

broad based through a mix of volume growth (higher deposit balances in UK, Credit and 
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Lending) and improvement in Global Trade and Receivables Finance while Private Banking 

adjusted revenues grew 2% y/y from growth in Asia. Conversely, weaker market activity and 
volatility in Global Banking and Markets along with spread compression in Foreign Exchange 
and Equities led to a 3% y/y fall  in adjusted segment revenues against 1H2018 which also 
included restructuring gains on corporate lending. On the expense front, adjusted operating 

expenses were higher y/y on investment in growth as well  as digitalisation and absence of 
favourable foreign currency translation differences. While adjusted expected credit losses 
and other credit impairment charges were noticeably higher y/y, according to management 

this was due to a small number of Commercial  Banking exposures in HSBC UK and increased 
charges in Hong Kong and mainland China. 1H2018 also included net releases in Asia and 
North America and higher net releases from HSBC’s  legacy credit portfolio. Otherwise, other 
loan quality metrics remain solid with the ratio of expected credit losses to average gross 

loans and advances of 22bps in 2Q2019 below previous quarters (23bps in 1Q2019, 34bps in 
4Q2018) while the ratio of Stage 3 loans to total customer loans and advances of 1.3% has 
been stable over the same period. Given volume growth, HSBC’s  reported advances to 

deposit ratio has risen to 74.0% in 1H2019 which management hope will  support earnings 
going forward.  
 

 Diversity in segments supporting performance: Segment trends show some divergence 

compared to prior periods with contribution from Retail  Banking and Wealth Management 
rising to 35.5% of total adjusted profit before tax (30.6% in 1H2018) while Global Banking 
and Markets contribution fell  to 22.6% in 1H2019 (29.3% in 1H2018). Commercial  Banking 
and Global Private Banking contributions were relatively stable y/y (32.1% and 1.6% 

respectively) while Corporate Centre (intra-Group elimination items, Central  Treasury, UK 
bank levy, legacy businesses, associates and joint ventures interests) contribution rose to 
8.2%. From a geographic perspective, Europe performance on a reported profit before tax 

basis was notably weaker (loss of USD520mn in 1H2019 against profit of USD110mn in 
1H2018 on stable revenues and a 7.6% y/y rise in operating expenses from USD888mn in the 
aforementioned significant items) in 1H2019 and, although stronger Asia performance 
partially mitigated this (+4.3% y/y from Hong Kong, the Pearl  River Delta and Singapore), the 

consolidated reported profit before tax growth y/y was mostly driven by better performance 
in Middle East and North Africa and a recovery in performance from North America. This 
resulted in a higher contribution from Middle East and North Africa and North America to 
1H2019 consolidated reported profit before tax (14% and 6% respectively) while Asia’s 

contribution (while still  dominant) fell  to 78.8% in 1H2019 from 87.6% in 1H2018. 
Performance of HSBC’s  other geographic segments will  be important given potential 
challenges to Asia performance given recent geopolitical  developments in China and Hong 

Kong. Asia will  continue to be a focus given HSBC’s  strategic priority on, and pivot towards, 
its strong Asia franchise. HSBC’s  US segment will  also be a focus as part of its desire to 
turnaround low return businesses. Management have indicated that the turnaround of 
HSBC’s  US business remains the most challenging strategic priority.  

 
 Capital position adequate for buybacks: HSBC’s  capital  position improved due to strong 

capital generation which offset dividends and risk weighted asset growth with its CET1 ratio 

of 14.3% as at 30 June 2019 stable q/q and up 30bps from 14.0% as at 31 December 2018. 
This remains well  above disclosed CET1 minimum capital  requirements of 11.4% and is 
above HSBC’s  assumed range of above 14.0% through 2020. Its total loss absorbing capacity 
ratio of 29.3% as at 30 June 2019 is also above 2019 indicative requirements. Given HSBC’s  

solid capital position, management intends to initiate a USD1bn share buyback, while at the 
same time proceeding with issuance plans that involve issuing hold co senior and additional 
tier 1 instruments. The exact quantum of issuance however depends on fur ther balance 
sheet growth and the future operating environment. 

 
 Times are changing as are people : HSBC’s  results reflect its current strategy that is centered 

on eight strategic priorities. Three of the eight priorities are targeted for growth while two 

are aimed at improving profitability to create capacity to fulfill  a further two priorities that 
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deal with increasing investment. Despite solid progress to date, a strategic rethink has been 

flagged given the current strategic plan is targeted to end in 2020, but more so given the 
operating environment and outlook has now changed to one of lower interest rates and 
ongoing geopolitical uncertainty from Brexit, US trade wars, and unrest in Hong Kong which 
all look to impact future earnings growth potential. As such, HSBC is expected to focus now 

on managing operating expenses and investment spend, already indicating plans to reduce 
headcount. As part of these changes, current CEO John Flint will  also leave the bank after an 
18-month tenure. According to HSBC, his departure does not indicate that its direction has 

changed but that someone different is required to take that direction forward.    
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Explanation of Issuer Profile Rating (“IPR”) / Issuer Profile Score (“IPS”) 

 
Positive (“Pos”) – The issuer’s credit profile is either strong on an absolute basis, or expected to improve to a 
strong position over the next six months. 

 
Neutral (“N”) – The issuer’s credit profile is fair on an absolute basis, or expected to improve / deteriorate to a fair 
level over the next six months. 

 
Negative (“Neg”) – The issuer’s credit profile is either weaker or highly geared on an absolute basis, or expected 
to deteriorate to a weak or highly geared position over the next six months. 

 
To better differentiate relative credit quality of the issuers under our coverage, we have further sub-divided our 
Issuer Profile Ratings (“IPR”) into a 7 point Issuer Profile Score scale (“IPS”). 

 

 
 
 
Explanation of Bond Recommendation 

 
Overweight (“OW”) – The performance of the issuer’s specific bond is expected to outperform the issuer’s other 
bonds, or the bonds of other issuers either operating in the same sector or in a different sector but with similar 

tenor over the next six months. 
 
Neutral (“N”) – The performance of the issuer’s specific bond is expected to perform in line with the issuer’s other 

bonds, or the bonds of other issuers either operating in the same sector or in a different sector but with si milar 
tenor over the next six months. 
 

Underweight (“UW”) – The performance of the issuer’s specific bond is expected to underperform the issuer’s 
other bonds, or the bonds of other issuers either operating in the same sector or in a different sector but with 
similar tenor over the next six months. 

 
Please note that Bond Recommendations are dependent on a bond’s price, underlying risk free rates and 
an implied credit spread that reflects the strength of the issuer’s credit profile. Bond Recommendations 

may not be relied upon if one or more of these factors change.  
 
Other 

 
Suspension – We may suspend our issuer rating and bond level recommendation on specific issuers from time to 
time when OCBC is engaged in other business activities with the issuer. Examples  of such activities include acting 

as a joint lead manager or book runner in a new issue or as an agent in a consent solicitation exercise. We will 
resume our coverage once these activities are completed. We may also suspend our issuer rating and bond leve l 
recommendation in the ordinary course of business if (1) we believe the current issuer profile is incorrect and we 

have incomplete information to complete a review; or (2) where evolving circumstances and increasingly divergent 
outcomes for different investors results in less conviction on providing a bond level recommendation.  
 
Withdrawal (“WD”) – We may withdraw our issuer rating and bond level recommendation on specific issuers from 

time to time when corporate actions are announced but the outcome of t hese actions are highly uncertain. We will  
resume our coverage once there is sufficient clarity in our view on the impact of the proposed action.  
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Analyst Declaration 
The analyst(s) who wrote this report and/or her or his respective connected persons did not hold securities in the above-mentioned issuer or 
company as at the time of the publication of this report. 
 

Disclaimer for research report 
This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in w hole or in part to any 
other person without our prior written consent. This publication should not be construed as an offer or solicitation for the subscription, purchase or 

sale of the securities/instruments mentioned herein. Any forecast on the economy, stock market, bond market and economic trends of the 
markets provided is not necessarily indicative of the future or likely performance of the securities/instruments. Whilst the information contained 
herein has been compiled from sources believed to be reliable and w e have taken all reasonable care to ensure that the information contained in 
this publication is not untrue or misleading at the time of publication, we cannot guarantee and we make no representation as to its accuracy or 

completeness, and you should not act on it without f irst independently verifying its contents. The securities/instruments mentioned in this 
publication may not be suitable for investment by all investors. Any opinion or estimate contained in this report is subject to change w ithout notice. 
We have not given any consideration to and we have not made any investigation of the investment objectives, f inancial situation or particular 
needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for any 

loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion or estimate. This 
publication may cover a w ide range of topics and is not intended to be a comprehensive study or to provide any recommendation or advice on 
personal investing or f inancial planning. Accordingly, they should not be relied on or treated as a substitute for specif ic advice concerning 
individual situations. Please seek advice from a f inancial adviser regarding the suitability of any investment product taking into account your 

specif ic investment objectives, f inancial situation or particular needs before you make a commitment to purchase the investment product. OCBC 
and/or its related and aff iliated corporations may at any time make markets in the securities/instruments mentioned in this publication and together 
with their respective directors and off icers, may have or take positions in the securities/instruments mentioned in this publication and may be 

engaged in purchasing or selling the same for themselves or their clients, and may also perform or seek to perform broking and other investment 
or securities-related services for the corporations whose securities are mentioned in this publication as w ell as other parties generally.  
 
This report is intended for your sole use and information. By accepting this report, you agree that you shall not share, communicate, distribute, 

deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained herein (such report, part thereof and 
information, “Relevant Materials”) to any person or entity (including, without limitation, any overseas off ice, aff iliate, parent entity, subsidiary 
entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular, you 
agree not to share, communicate, distribute, deliver or otherw ise disclose any Relevant Materials to any Relevant Entity that is subject to the 

Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments Regulation (600/2014) (“MiFIR”) 
(together referred to as “MiFID II”), or any part thereof, as implemented in any jurisdiction. No member of the OCBC Group shall be liable or 
responsible for the compliance by you or any Relevant Entity w ith any law, rule, regulation, guidance or similar (including, w ithout limitation, MiFID 
II, as implemented in any jurisdiction). 

 
Co.Reg.no.:193200032W 
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