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Credit Demand, Stable Funding Costs Boost
Banking Industry

KEY TAKEAWAYS
The risk of negative
returns on balances
maintained with central
banks has disappeared
as quantitative easing
programs in Europe and
Japan are likely to be
unwound over the next few
years. In the U.S., delays
in the expected easing of
regulatory controls have
not yet disappointed
investors as bank margins in
conventional lending have
expanded.

The global banking industry continues to see earnings expansion as credit demand remains healthy
in the developed world while funding costs are stable. The risk of negative returns on balances
maintained with central banks has disappeared as quantitative easing programs in Europe and
Japan are likely to be unwound over the next few years. In the U.S., delays in the expected easing of
regulatory controls have not yet disappointed investors as bank margins in conventional lending have
expanded. In emerging countries, provisions for loan losses have come down steadily over the last
year as improved economic conditions and higher commodity prices have helped revive cash flows in
most sectors.
Healthy credit demand, growing fee income, and tight control over costs have supported earnings
growth at the large U.S. banks in recent quarters. This trend is likely to continue as the interest rate
hikes by the Federal Reserve should help protect net interest margins, and allow further expansions if
demand for loans remains strong.
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Income from advisory and intermediation continues to grow, from both business and retail customers.
These gains have more than offset the persistent weakness in areas like fixed income trading that were
prominent profit centers in earlier years. The steady expansion in revenue and earnings has also held
back investor disappointment over the delayed regulatory overhaul. The much anticipated easing of
regulatory restrictions in the banking industry is considered unlikely before the end of this year. The most
recent review by the Federal Reserve showed that almost all of the largest U.S. lenders have sufficient
capital buffers to survive a crisis. Accordingly, the large banks have been allowed to step up buy backs
and increase dividend payouts.

Banks in large emerging
countries are likely to
gain from the sustained
expansion in consumer
credit demand, as well
as a recovery in business
loans. As these economies
are now in better shape,
compared to recent years,
growth in loan losses have
come down.

The better than expected economic trends in Europe and Japan should help the banking industry in
those regions as well. Compared to their American peers, the European banks were slow in rebuilding
their balance sheets after the crisis. The banking industry in select European countries, such as Italy,
still suffers from low capital buffers and weak asset quality. Nevertheless, the overall health of the
banking industry in Europe has improved over the last year. Even some of the British and German banks
that have struggled to improve earnings for several years now appear to be recovering. Despite the
challenges in Italy, the European banking union also appears to be gaining strength. The union should
get a further lift if Sweden and Denmark join as expected.
More banks are likely to scale down their London operations over the next two years as the U.K. exits
the European Union. Parts of the operations that involve EU regulations are expected to be relocated
to other European cities such as Frankfurt and Paris. This process is likely to bring down income levels
in London and the Bank of England is expected to hold its benchmark rates unchanged during the
transition period.
Banks in large emerging countries are likely to gain from the sustained expansion in consumer credit
demand, as well as a recovery in business loans. As these economies are now in better shape,
compared to recent years, growth in loan losses have come down. In select countries in South East
Asia, credit costs have declined from last year. Inflation risks are well contained, and should allow
central banks to maintain current benchmark interest rates in most countries. If the economic recovery
is sustained, funding demand for longer-term projects could increase as businesses step up capital
spending. In Latin America, Brazilian banks should benefit from further rate cuts by the central bank.
Banks in emerging countries are also better capitalized when compared to previous downturns, with
better credit risk monitoring systems in place.
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FORWARD LOOKING STATEMENTS
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Are You Positioned for a World of Opportunities?
THE THOMAS WHITE DIFFERENCE
Thomas White International manages $1.7 billion in assets across multiple global, international and
domestic equity mandates. The diverse client base spans public, corporate, endowment, TaftHartley, and separately managed account platforms.

“Our strategy is to
seek smoother, more
consistent returns by
stressing excellent
local stock selection as
opposed to betting on
major country and
sector moves.
To succeed in this
approach, we have
built an exceptional
global research team
that uses our proprietary
techniques to identify
the most attractive
stocks in each of the
major regions of the
world. This in effect is
our trump card.”
—Thomas S. White, Jr.,
Portfolio Manager

We use Proprietary Research. At Thomas White, we value international stocks within distinct valuation
groups based on region, industry, sector, or country, which provide us with an extensive range of
investment opportunities.
Our investment process differs from the crowd. Our approach to valuing common stocks combines
the execution of thorough historical studies, with the application of in-depth fundamental securities
analysis. Valuing global stocks in nearly 50 countries, this industry-based stock selection process
employs tailor-made valuation frameworks refined and tested over the 40-year history of the Thomas
White organization and its predecessors.
Our veteran analysts on average have more than seventeen years of experience working together
as a team. Our research and analysis is generated by our professionals, both in Chicago and in our
Asia office in Bangalore, India, most of whom have spent their entire careers at Thomas White.
Our investment approach seeks to benefit from buying undervalued stocks and selling them when
they return to fair value. Our analysts find that investors tend to overvalue a company against its
industry peers when the intermediate business environment is favorable, producing strong earnings
growth and then undervalue a company when the environment depresses its business outlook. This
pattern is a reflection of human behavior — it occurs in every industry and country around the world.
It is this phenomenon that explains a stock’s wide price swings above and below its intrinsic value
as a business.
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