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Svenska Handelsbanken
Lost in the European ROE crowd

• No comprehensive ROE-enhancing plan in sight...

• ...which means that the underperformance should continue

• Down to HOLD (Buy) with a TP of SEK 104 (109)

An underperformer at least until we get a credible ROE plan
The stock should remain an underperformer at least until we get a credible
ROE-enhancing plan that includes a strategic re-positioning/broadening
of the loan book, cost-cutting, a streamlining of the capital position and a
credible recovery/divestment plan for Norway. In addition, a share price-
linked incentive scheme would not hurt. Although it would take time to
reach acceptable ROE levels even with the measures we propose, they
would at least give the market some hope.

Weak earnings growth & ROE in absolute and relative terms...
We have marginally revised our net earnings forecasts in this report. This
means that our earnings scenario implies a CAGR’23-26e in adjusted
EPS of -9%, which is the weakest in the sector (due to lower expected
income growth and higher cost growth than the market). Consequently,
we still expect Handelsbanken to have the lowest profitability among the
Nordic large cap banks in 2025-26e. For the short term, it is also worth
highlighting that we expect Handelsbanken will have the highest cost
growth (+9%) and lowest operating profit growth (-13%) in the sector in
2024e.

...but a valuation in line with the sector - down to HOLD
As we do not expect a comprehensive ROE-enhancing plan anytime soon,
while the ongoing cost-cutting measures are unlikely to show until next
year and ROE should remain low/deteriorate vs. peers, we do not foresee
any positive catalyst for the shares. With a valuation in line with the sector
despite a weak profitability trend in absolute and relative terms and the
main absolute attraction being the dividend yield (which will be paid in 10
months from now), we find it hard to justify a Buy rating from a six-month
perspective. We therefore lower our rating to HOLD with a fine-tuned TP of
SEK 104 (109).

Reasons:
In-depth research
Recommendation change

  

Financials

Estimate changes (%)

  2024e 2025e 2026e
Total income  0.0 -0.1 -0.1
Total op costs  -0.3 -0.2 0.4
Operating profit  0.4 0.2 -0.3
EPS adj.  0.0 -0.1 -0.6
Source: ABG Sundal Collier
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P/E adj. (x) 7.8 8.6 8.9
EPS adj. growth (%) -12.4 -10.3 -3.4
P/BV (x) 0.94 0.93 0.93
BVPS growth (%) 1.5 1.3 -0.0
P/NAV 0.98 0.97 0.97
NAVPS growth 1.6 1.4 -0.0
Dividend yield (%) 10.1 11.1 11.6
ROE (%) 12.2 10.7 10.3
RONAV (%) 12.7 11.3 10.8
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SEKm 2022 2023 2024e 2025e 2026e

Total income 50,374 62,251 60,180 56,945 56,219
Total operating costs -21,212 -23,181 -25,325 -25,786 -26,151
Operating profit 26,828 36,325 31,594 28,520 27,495
EPS adj. 10.40 14.56 12.75 11.44 11.06
BVPS 97.99 103.57 105.14 106.51 106.48
NAVPS 93.75 99.25 100.79 102.23 102.19
DPS 8.00 13.00 10.00 11.00 11.50
Total income growth (%) 13.8 23.6 -3.3 -5.4 -1.3
Total.op.costs (%) 6.9 9.3 9.3 1.8 1.4
Op. profit growth (%) 14.3 35.4 -13.0 -9.7 -3.6
C/I (%) 42.7 37.3 42.1 45.3 46.5
Loan losses (%) 0.00 0.01 0.03 0.04 0.03
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Svenska Handelsbanken
 

 Company description
Handelsbanken is one of the four large banks in Sweden.
Its operations are primarily based in Sweden, while it is also
present in Norway, in the UK and in the Netherlands. While
the lion's share of its profit is derived from its Swedish branch
office operations, the contributions from the UK and Norway
are meaningful.

Sustainability information

Risks
Deteriorating asset quality, weaker than expected pre-
provisioning earnings trend and regulation (capital
requirements, taxes etc.).
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 A ROE-enhancing plan needed
As we do not expect a comprehensive ROE-enhancing plan anytime soon, while the
ongoing cost-cutting measures are unlikely to show until next year and ROE should
remain low/deteriorate vs. peers, we do not foresee any positive catalyst for the
shares. With a valuation in line with the sector despite a weak profitability trend in
absolute and relative terms and the main absolute attraction being the dividend yield
(which will be paid in 10 months from now), we find it hard to justify a Buy rating from
a six-month perspective. We therefore lower our rating to HOLD with a fine-tuned TP
of SEK 104 (109).

Investment case - down to HOLD, TP of SEK 104
It does not look like Handelsbanken will stand out vs. European peers in terms of profitability
in 2025-26. This means that, after having lost out to its Nordic peers in terms of profitability
since the global financial crisis (GFC)/Lehman crisis, Handelsbanken now also seems to
be losing ground to the other European banks. Its standard defence is that its profitability
looks satisfactory in "risk-adjusted terms", which provides little comfort for shareholders,
as valuation tends to follow the actual profitability trend over time and the stock has
underperformed in the last 10 years.

A comprehensive ROE-enhancing plan is needed
For as long as the largest shareholder (Fredrik Lundberg through Industrivärden,
Lundbergföretagen and the Lundberg family) does not seem to really care about relative
profitability, we expect little to change fundamentally. There could be the occasional
quarterly earnings beat/miss ruffling some feathers from time to time, but as the same
people that have put Handelsbanken in its current position are the ones supposed to bring it
out of it, credibility will remain low. In our view, the stock is likely remain an underperformer
at least until we get a comprehensive ROE-enhancing plan and, preferably, one or more
external change agents in place. The latter seemed to work in the turnaround situations in
Swedbank, SEB and Nordea. The former would have to entail a combination of measures
such as a strategic re-positioning/broadening of the loan book (10-year project), cost-cutting
(3-year project), a streamlining of the capital position, partly through share buybacks (2-year
project), and a credible plan (restructuring/divestment) for Norway (1-year project). Also, a
share price-linked incentive scheme would not hurt now that the "real" Oktogonen is in run-
off. Although it would take time to reach acceptable ROE levels even with the measures
we propose, they would at least give the market some hope and, if well executed, improve
profitability.

Earnings scenario intact - underperformance vs. the sector
We have marginally revised our operating profit and adjusted EPS forecasts in this report.
This means that our earnings scenario implies a CAGR’23-26e in adjusted EPS of -9%,
which is the weakest in the sector (due to lower expected income growth and higher cost
growth than the market). Consequently, we still expect Handelsbanken to have the lowest
profitability among the Nordic large cap banks in 2025-26e. For the short term, it is also
worth highlighting that we expect Handelsbanken will have the highest cost growth (+9%)
and lowest operating profit growth (-13%) in the sector in 2024e. See the appendix for more
details.
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 We lower our rating to HOLD (Buy)
We do not expect a comprehensive, credible ROE-enhancing plan to be presented anytime
soon (as it is not the Handelsbanken way to do so). Adding a weak expected earnings
growth in absolute and relative terms, that any cost-cutting measures undertaken right now
are unlikely to really show until next year and that the ROE should remain weak/deteriorate
vs. peers, we do not foresee any short-term catalyst for a revaluation. With a valuation in line
with the sector and the main absolute attraction being the dividend yield (which will be paid
in 10 months from now), we find it hard to justify a Buy rating from a six-month perspective.
We therefore lower our recommendation to HOLD with a fine-tuned TP of SEK 104 (109).
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 State of the nation
To attract investor interest, Handelsbanken must turn its deteriorating ROE trajectory
vs. peers. In terms of the cost/income ratio, Handelsbanken has gone from having
been superior (pre-GFC) to being on a par with the sector since the GFC up until now,
when it looks like it is losing out. One reason is that its net interest margin again
seems to be moving towards the low end of the sector (as it used to be the last time
we had “normal” interest rates), with the difference that its competitors are more
cost-efficient today than they used to be. Together with a low share of (capital-light)
net commission income vs. total income and improving asset quality in the peer
group, this means that Handelsbanken’s low loan loss level does not translate into
competitive profitability.

SHB's ROE has been deteriorating vs. peers since the GFC
Below, we illustrate Handelsbanken's profitability vs. peers in terms of return on equity
(ROE) and return on net asset value (RONAV/ROTE). The latter means that we exclude
intangibles and one-offs. The trend since the GFC is clear. While Handelsbanken has been
on a deteriorating trend, the average of its Nordic peers has moved in the other direction so
far. Paradoxically, the gap vs. peers has increased since rates started to increase, which is
not entirely due to SEB and Swedbank having exposure to the Baltics.

Becoming the least profitable bank in the Nordics
As illustrated below, it is not only the case that Handelsbanken has deteriorated vs. the
average of its peers. It is also on its way towards becoming the least profitable bank in the
Nordics.

Norway looks like an underperformer
In terms of business areas, the left-hand chart below shows that Norway has been the
clear underperformer in terms of profitability (ROAC) in the last couple of years, while
profitability in the UK is up significantly since rates started to increase. In fact, it looks like
only Handelsbanken Sweden and Handelsbanken UK have benefited from higher rates
in terms of profitability (return on allocated capital), while Norway and the Netherlands
have had weak recent trends. In the chart to the right, we illustrate why it was hard for the
market to understand why Handelsbanken announced the divestment of the Danish and
Finnish operations (in the autumn of 2021) while keeping the Norwegian business. The UK
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 operations were also questioned. While profitability in the latter has improved significantly
since then, Norway still looks like a drag on profitability.

Losing out in terms of cost/income
Turning to cost efficiency, Handelsbanken used to be the star back in the day (until the
GFC). During the last 10 years, however, it has lost its cost advantage, despite having a
business structure that benefits the cost/income ratio vs. peers (i.e. a high proportion of
net interest income relative to total income). With the ongoing operational deterioration vs.
peers, it even looks like Handelsbanken will have one of the highest cost/income ratios in
the sector from here.

The cost/income ratio has deteriorated in Norway despite higher rates
When assessing cost/income ratios in the various business areas, Sweden clearly
outperforms, while it is interesting to note that cost/efficiency in Norway has even
deteriorated since rates started to increase (partly due to IT investments). We also note that
cost efficiency has deteriorated across the board in the last two quarters (i.e., since rates
stabilised). This does not bode well for the coming years.
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Towards the lowest net interest margin (NIM) in the sector
When it comes to net interest margins, we note that Handelsbanken has underperformed
since rates started to increase. However, from a longer-term perspective, this looks like a
normalisation vs. peers after the "zero interest rate era" rather than anything else (although
of course the structures of the banks have changed over time).

Norway also underperforming on the net interest margin
When assessing the various regions, we note that the net interest margins are up
significantly since interest rates started to increase in all markets except Norway. The latter
is primarily due to a very high loan/deposit ratio in an environment in which banks have
generated net interest income improvements primarily from the deposit side rather than
from lending. Although this could reverse somewhat in a normalising rate environment,
competition is likely to remain high for lending. This means that Norway is likely to continue
to underperform for Handelsbanken unless it can cut costs significantly.

Low loan loss levels do not translate into high ROEs
Below, we illustrate Handelsbanken's reported loan loss levels vs. peers. It is still the case
that Handelsbanken compares positively, which is partly due to a relatively large share
of asset-backed lending. The flip side is a relatively low net interest margin, which is one
reason why the low loan loss levels do not translate into competitive ROEs (another reason
is a relatively low share of net commission income vs. total income, which we will come back
to).
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Balance sheet vs. profits
After the previous comparison of Handelsbanken vs. peers in terms of performance, it is
interesting to look at how Handelsbanken differs structurally. In the table below, we compare
balance sheet sizes with the earnings levels in the Nordic large cap. banks.

Low profit vs. balance sheet size in DB and SHB
We conclude that Handelsbanken has a relatively large balance sheet vs. operating profit,
being second only to Danske Bank. This is one reason for Handelsbanken (and Danske
Bank) comparing negatively in terms of profitability. A low operating profit vs. balance sheet
size indicates a relatively high share of earnings being derived from the balance sheet
(which consumes capital) as opposed to fee-based earnings with very little (if any) capital
consumption.

SHB has a relatively low share of fee-based income
In the table below, we illustrate the share of net interest income and net commission income
vs. total income. This matters because net commission income largely consists of low
capital-consuming (high ROE) income, while net interest income has a higher capital
consumption (lower ROE). While Handelsbanken has the highest share of net interest
income vs. total income in the sector, it also has the second-lowest share of net commission
income vs. total income. Although DNB has a lower share of the latter than Handelsbanken,
it has a much higher net interest margin, which benefits ROE. The main reasons for
Handelsbanken's low exposure to net commission income are the non-Swedish markets. In
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 Norway, the Netherlands and the UK, the shares of net commission income vs. total income
were 12%, 9% and 7%, respectively, in 2023. This compares to 21% in Sweden.

90% of Handelsbanken's loan book is related to real estate...
Turning to loan book composition, Handelsbanken's preference for asset-backed lending is
clearly visible below. In addition to having the largest relative exposures to commercial real
estate (including residential real estate) and housing associations, Handelsbanken also has
the second-highest exposure to household mortgages. In total, 90% of Handelsbanken's
loan book is related to real estate, which implies the most concentrated loan book in the
sector. It also means that Handelsbanken has little exposure to companies outside the real
estate segment, which implies little potential for ancillary (fee-generating) business from the
corporate segment.
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 ...which pretty much goes for all markets
Interestingly, Handelsbanken's relatively high exposure to real estate-related lending
is not due to any particular region, which means that it is by design. Handelsbanken's
management (and board) has deliberately built a bank with a high exposure to net interest
income from asset-backed lending to keep loan losses close to zero, while they are not
gearing up vs. peers in terms of capital. This is probably what lies behind management's
comments about Handelsbanken's profitability being satisfactory in "risk-adjusted terms".
The problem with the latter is that it does not matter for valuation unless there is a severe
crisis (when you should not own banks anyway). Secondly, it does not square with
Handelsbanken's ROE target of being better than the average of its peers.

No "quick fix" potential from financial engineering
Finally, when comparing balance sheet-related key ratios, we conclude that Handelsbanken
seems to have a relatively large liquidity portfolio vs. total net cash outflows over a 30-day
stressed period (indicated by the LCR). Otherwise, it does not stand out in terms of long-
term funding position (indicated by the NSFR), while it has a slightly higher CET1 ratio than
SEB (when adjusting for the AirPlus acquisition). Although Handelsbanken could streamline
its CET1 ratio somewhat in relative terms, we see no major "quick fix" potential vs. peers in
terms of financial engineering.

A more diversified fee income base in SHB...
In addition to having a relatively low share of net commission income (fee-based earnings)
vs. total income, Handelsbanken has a relatively large concentration of net commission
income. This goes hand in hand with having a highly concentrated loan book in the real
estate segment. In fact, "mutual funds and custody" makes up more than 50% of total
commission income. It looks like Nordea is at a similar level, which is not really the case,
as Nordea (like Danske Bank and DNB) only shows net commission income numbers for
each line (as opposed to (gross) commission income and costs in the Swedish banks). As
the majority of commission costs is related to payments, this means that Nordea's share of
asset management fees looks high vs. the Swedish banks in the table below. If we instead

21 May 2024 ABG Sundal Collier 11

 



Svenska Handelsbanken
 

 calculate net commission income for each line in Handelsbanken (i.e. show commission
income less commission costs for each line), its share of net asset management fees vs.
net commission income would be ~60%, which is the highest in the sector. This means that
there should be potential for a more diversified fee income base in Handelsbanken, which
probably requires a broadening of the (corporate) loan book (customer base).

...would imply growth opportunities and lower volatility/risk
Although asset management fees are an attractive, capital-light source of income,
Handelsbanken's high exposure to the segment makes it vulnerable to potentially adverse
trends within asset management. For example, we note that Handelsbanken's asset
management margin is on a declining trend, which implies that asset management fees
have remained flat in the last five quarters despite an increase in assets under management.
Asset management fees can also be quite volatile, as they vary with the trends in capital
markets. Taken together, this is why it would be desirable not only from a volume point of
view, but also from a diversification perspective, to have a broader fee income base.
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 Suggested action
The stock is likely remain an underperformer at least until we get a credible ROE-
enhancing plan and, preferably, one or more external change agents in place. The
latter seemed to work in the turnarounds in Swedbank, SEB and Nordea. The former
would have to entail a combination of measures such as a strategic re-positioning/
broadening of the loan book, cost-cutting, a streamlining of the capital position
(preferably partly through share buybacks) and a credible plan (restructuring/
divestment) for Norway. Also, a share price-linked incentive scheme would not hurt
now that the "real" Oktogonen is in run-off. Although it would take time to reach
acceptable ROE levels even with the measures we propose, they would at least give
the market some hope and, if well executed, improve profitability.

Several measures needed
Handelsbanken would have to undertake several measures to become credible when it
comes to achieving competitive profitability. Such measures would take time and at least
have to entail a combination of the following: a strategic re-positioning/broadening of the
loan book (10-year project), cost-cutting (3-year project), a streamlining of the capital
position, partly through buybacks (2-year project), and a credible plan (restructuring/
divestment) for Norway (1-year project). We also think that an incentive program linked to
the share price would make sense as the "old" profit sharing foundation Oktogonen is in run-
off.

1. Strategic re-positioning/broadening the loan book
When examining Handelsbanken Sweden (70% of total lending), in the last 10 years
the exposure to private customers has increased, while the corporate exposure has
decreased. We also note that the share of asset-backed lending (household mortgages,
housing associations and commercial real estate) has increased both in the private and
corporate customer segments. The result is a low risk/low profitability bank. For profitability
(NIM/ROE) to increase in the loan book, we believe that Handelsbanken would have to
increase its corporate exposure to the SME (small & medium-sized enterprises) segment.
If Handelsbanken believes in its superior underwriting skills, we do not understand why
it primarily lends to the lowest risk (asset-backed) segments in the market. In our view,
Handelsbanken should be able to increase its risk tolerance (by embracing SMEs) and reap
better returns with acceptable risk. Such a move would most likely also result in increased
(capital-light) fee income (net commission income), which would further boost profitability.
The main caveat is that it most likely would take around 10 years before such a strategic re-
positioning would have any significant impact on profitability. It should therefore start sooner
rather than later.

21 May 2024 ABG Sundal Collier 13

 



Svenska Handelsbanken
 

 

2 & 3. Cost-cutting & streamlining the capital position
A classic way to boost profitability is to cut costs. For any cost-cutting measures to have
a lasting effect, we first and foremost think that headcount has to be reduced, while the
next step is to hold back on IT expenditure. While the latter is challenging in the current
environment, it is less important than headcount reduction, which is illustrated in the table
on the next page. For Handelsbanken, around 60% of the cost base is staff costs, while IT
costs have increased to around 15% of the cost base in the last two years. Although the
actual share of IT expenditure is larger than it looks in the table (as some of it is capitalised
and there are IT-related costs included in purchased services and staff costs), it does
not change the fact that headcount must come down for any cost-cutting measures to be
credible. That said, there could be some potential in restricting IT investments in the mid-
term after the sharp increase in the last couple of years (see the charts below).

Base case (current scenario)
In our base case (current scenario) below, we assume an average headcount growth of 6%
in 2024, which is the same as in 2023. This can be compared to the y-o-y growth in Q1'24
of 8%. As we already factor in that Handelsbanken will undertake efficiency-enhancing
measures in our forecast period, we anticipate average headcount growth of 1% in 2025
and 0% in 2026. While the underlying cost per employee should increase significantly y-
o-y in 2024 judging by the Q1'24 report (partly due to higher pension costs), we pencil in
wage inflation of 2% p.a. in 2025-26. In terms of staff costs, we also project gradually falling
provisions to the profit sharing scheme Oktogonen as the board should not be pleased with
Handelsbanken's relative performance. For other costs, we project 6% growth y-o-y in 2024
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 vs. 11% y-o-y in Q1'24. In 2025-26, we assume growth in other costs of 1% per year. We
expect depreciation (& amortisation) will stay rather flat at ~SEK 1.8bn per year in 2025-26.
In total, our base case cost scenario implies growth of 9% in 2024, 2% in 2025 and 1% in
2026.

Bull case (optimistic scenario)
In our bull case for staff costs, illustrated below, we assume average headcount growth of
5% in 2024 and a headcount reduction of 3% p.a. in 2025-26. We also anticipate staff cost
inflation (including pension costs) of 5% in 2024 and 2% p.a. in 2025-26. Finally, we pencil
in no more provisions for the profit sharing scheme Oktogonen after 2024e. We expect other
costs will grow by 4% in 2024 and fall by 2% p.a. in 2025-26 compared to growth of 17%
in 2022 and 19% in 2023. We expect depreciation (& amortisation) of intangibles will stay
rather flat at the 2023 level in 2024-26e. In total, our bull case cost scenario implies growth
of 7% in 2024, -2% in 2025 and -2% in 2026.

21 May 2024 ABG Sundal Collier 15

 



Svenska Handelsbanken
 

 

100bp ROE uplift until 2026e through cost-cutting and capital optimisation
As illustrated below, our bull case cost scenario implies 6-10% lower costs in 2025e-26e
than our current scenario (base case), which, all else equal, would result in 5-9% higher
net profit in 2025e-26e. If we keep the dividend payout ratio unchanged, which implies an
unchanged capital structure (CET1 ratio), our bull case cost scenario would imply a 60-80bp
higher ROE than in our base case in 2025e-26e. If we assume that Handelsbanken also
"optimises” its capital structure (preferably through a mix of dividends and share buybacks)
towards a 3% management buffer in 2025e and 2% in 2026e, ROE would increase by
another ~20bp in 2026e. This means that Handelsbanken could increase its ROE in 2026e
by ~100bp (to 11.3%) through extensive efficiency-enhancing measures and calibrating its
capital structure towards a management buffer of 2% vs. the minimum capital requirement
from the Swedish SFA. This would be in the middle of its management buffer target range of
100-300bp and well below its current management buffer of 400bp. Although this would be
value-enhancing, we note that Handelsbanken would remain the least profitable large cap
bank in the Nordics in 2026e, even with an 11.3% ROE (see page 25 with our peer group
valuation table for an ROE comparison with peers). This means that not even extensive
efficiency enhancing measures together with an optimisation of the capital structure would
be enough to achieve a competitive ROE. Additional measures, such as a strategic re-
positioning towards the SME segment (as discussed above) and potentially structural
measures (a divestment of Norway?) would also be necessary.
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4. A credible plan needed for Norway (divestment?)
Norway stands out as the main profitability drag on the group, although the ROAC is below
the group average also in the Netherlands. While there are no major differences between
the UK, Norway and the Netherlands in terms of cost/income ratios, the UK business
benefited from its balance sheet structure (loan/deposit ratio) vs. the other two countries
when short-term interest rates increased, as the lion's share of the net interest income
uplift came from deposits rather than lending. Although it will be interesting to see how this
plays out when interest rates fall, the competitive pressure is likely to remain high on the
lending side. This means that Norway is unlikely to reach a competitive profitability with
its current scale and structure (high loan/deposit ratio, high concentration in the loan book
and low share of net commission income vs. total income (12% in 2023)) unless it can cut
costs significantly. It would therefore make sense to divest it and repatriate the cash to
shareholders on the same grounds as Denmark and Finland were put up for sale (too low
profitability vs. the investment need). If not, Handelsbanken would have to come up with a
credible ROAC-enhancing plan for Norway.

SWE & the UK outperform, while NW and the NL underperform
In the table below, we illustrate the full breakdown of group ROE in the Q1'24 report based
on Handelsbanken's capital allocation. We cannot adjust the latter, as Handelsbanken does
not disclose risk-weighted assets per region. As mentioned, the Swedish and UK markets
deliver returns above the group average, while Norway and the Netherlands underperform.
When it comes to Capital Markets, much of the income is allocated to the geographical
regions, which means that its underperformance does not really count.
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Maximum 80bp ROE uplift from divesting Norway
Considering the weak profitability in the Norwegian operations, even with current interest
rates, it would make sense to at least consider divesting it. Besides Nordea, the Norwegian
savings banks could be interested. DNB would probably feel restricted due to its size.
In the table below, we have removed the allocated capital to and net profit contribution
from Norway to illustrate how group ROE would be impacted (in a simplified way) if the
Norwegian operations were divested and the capital repatriated to shareholders. All else
equal, the ROE impact would have been 80bp as of Q1'24, while the freed-up capital would
have been ~SEK 24bn. This corresponds to 12% of market cap. However, in reality, we
doubt that the impact on profitability would be as large as indicated below. The reasons are
that Handelsbanken has proven unwilling to repatriate all excess cash to shareholders, while
it is also likely that some central costs allocated to the Norwegian operations in the business
area accounting would remain at the group level even after a divestment.

Cost-cutting & structural measures (Norway) not enough...
When adding up the potential impact of efficiency-enhancing measures (implying 10%
lower costs in 2026 than in our current scenario), capital optimisation and a divestment
of the Norwegian operations, we end up with an ROE uplift of 180bp. This would put
Handelsbanken on a par with Danske Bank and DNB in 2026e, but below its Swedish
peers and Nordea. A further ROE uplift would take time, as it most likely would require a
strategic re-positioning (as discussed earlier). We also think that the actual impact of cost
management, capital optimisation and a potential divestment of Norway would be smaller
than indicated by our calculations above, as the cost measures look quite drastic, while we
do not pencil in any impact on the income side. We also think that the profitability impact of
a divestment of the Norwegian operations would be lower than indicated, as some central
costs being allocated to the Norwegian operations would most likely stay with the group,
while the capital repatriation could surprise negatively.

...while the ROE impact from the Finnish deal is unclear
Finally, the ROE impact of the divestment of parts of Handelsbanken's Finnish operations
in H2'24 is unclear. However, as the transaction entails ~30% of the loan book and ~50% of
risk-weighted assets, it is again the case that some net profit in the discontinued operations
will disappear, which requires strict capital discipline for the ROE impact not to be negative.
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 With the capital management in conjunction with the divestment of the Danish operations in
mind, this worries us a bit.

Non-existent loan losses would not have a material impact on ROE'26e
Our current earnings scenario implies loan loss levels (reported net loan losses/lending,
starting balance) of 3bp in 2024e, 4bp in 2025e and 3bp in 2026e. If we instead would
assume zero reported loan losses in 2026e, our expected ROE would increase by ~30bp,
which is negligible.

5. Share-based incentive program
The profit-sharing foundation Oktogonen (which owns 8% of Handelsbanken) used
to be the cornerstone of the Handelsbanken model. When Handelsbanken's return
on equity exceeded the average of its peers, a provision was made to the Oktogonen
foundation, which primarily invested in Handelsbanken shares. All employees received
an equal allocation. This meant that the interests of employees and shareholders were
aligned. However, soon after the current largest shareholder (Fredrik Lundberg through
Industrivärden, Lundbergföretagen and family holdings) took control of Handelsbanken, the
Oktogonen foundation was put in run-off. Although Handelsbanken still allocates money
to "Oktogonen" in its accounts, it is now a profit-sharing scheme distributed annually to
employees, which is not what it used to be. It is also far from clear-cut what the actual
criteria for a provision are (as it is discretionary and up to the board) although they formally
are unchanged (higher ROE than the average of its peers). For example, Handelsbanken
made an allocation to the scheme in Q1'24 although few people outside Handelsbanken
would claim that it is outperforming in terms of profitability. Such an opaque profit-sharing
scheme does not work as an incentive. Instead, we think that an incentive program linked
to the Handelsbanken shares (at least for middle management and up) would make sense
to increase private ownership/skin in the game. After all, such programs seem to have
contributed to the profitability-enhancing journeys in Nordea and SEB.
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 Valuation
The only way to sustainably drive valuation in a bank is to improve profitability.
Handelsbanken has an expected profitability (ROE) largely in line with the European
average, while it is valued at a premium. It is therefore hard to attract any broader
investor interest at the current levels without having a credible ROE-enhancing
plan. Relative risk levels matter significantly less than relative ROEs for valuation,
especially in a buoyant/normal environment. In a Nordic context, Handelsbanken is
valued in line with the sector, while it has a deteriorating ROE trend vs. peers and
the lowest expected net earnings growth (CAGR) in 2023-26e. It should therefore be
valued at a discount vs. the sector rather than anything else, at least until an ROE
turnaround vs. peers looks likely.

Banks get the valuation they deserve...
The beauty of banks is that they get the valuation they deserve over time based on expected
profitability. This means that there is usually a strong correlation between P/BV (P/NAV)
multiples and expected returns regardless of regions, as illustrated below. Therefore,
the only way for a CEO to get a higher valuation is to increase the sustainable return on
shareholder's equity with an acceptable risk level.

...based on return on equity
Turning to Handelsbanken, the valuation overshot after the GFC/Lehman crisis, primarily
on hopes of the new markets (the UK and the Netherlands) eventually propelling earnings
growth and profitability. When this did not materialise, the valuation premium gradually
disappeared despite Handelsbanken being perceived as a high quality/low-risk institution.
Again, this confirms that the only way to sustainably drive valuation in absolute and relative
terms in a bank is to improve profitability.

SHB at a premium vs. European peers (P/BV vs. ROE)
Handelsbanken has an expected profitability (ROE) largely in line with the European
average, while it is valued at a premium (above the regression line). It is therefore hard
to attract any broader investor interest at the current levels without having a credible
ROE-enhancing plan. Although one could argue that SEB and to some extent DNB and
Swedbank are also trading above the regression line, they have relatively high ROE levels,
which give strategic advantages in terms of growth opportunities and financial flexibility.
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SHB in line with Nordic peers (P/NAV vs. RONAV)...
When assessing P/NAV'24e (tangible book value) vs. RONAV'25e (return on tangible book
value) base on our estimates, we conclude that Handelsbanken is projected to be the least
profitable bank in the sector in 2025, while being valued in line with the regression line.
This means Handelsbanken is trading in line with its Nordic peer group based on expected
profitability despite the share price depreciation following the Q1'24 report (which wiped out
the valuation premium).
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 ...but will it last?
Considering our expected profitability trend vs. peers, we would, however, argue that
Handelsbanken should be valued at a discount, at least until it comes up with a credible
ROE-enhancing plan.

SHB does not stand out in terms of cash yields
In the charts below, we illustrate the aggregated cash yields to shareholders in 2024-26.
This includes the remaining share buybacks and dividends (Danske Bank only) for 2024
and the dividends for 2024 and 2025, which will be distributed in 2025 and 2026. Although
Handelsbanken does not stand out versus peers in terms of expected capital repatriation to
shareholders from now in 2024-26, the absolute returns should still be attractive. However, it
is around 10 months until the next dividend payment.

Reasonable assumed capital structure vs. peers
A relevant question when it comes to profitability and capital repatriation is whether we
unrealistically punish Handelsbanken vs. peers in terms of capital structure. As illustrated
below, the answer is no. We anticipate that Handelsbanken will be at a CET1 capital buffer
of 400bp at year-end 2024 vs. its short-term management buffer target of 400bp until Q3'24.
Then we pencil in that Handelsbanken will go to 300bp by the end of 2026 (i.e., the upper
end of its long-term management buffer target) compared to SEB at 290bp (250bp after
the consolidation of AirPlus). Based on its previous behaviour, it is reasonable to expect
Handelsbanken will stay somewhat above SEB by the end of 2026. It is unclear where
Swedbank will end up considering that it is keeping a large management buffer while it waits
for a potential fine from US authorities; however, management seems to be aiming for 200bp
at the end of the day.
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SHB has the lowest risk level at the expense of a low ROE
Handelsbanken still has the highest (average) credit rating in the sector (together with DNB,
although it is not rated by Fitch). This is most likely due to its low loan loss provisions versus
peers over time. One could argue that the low loan loss level is primarily due to the balance
sheet structure and strategic direction, which also results in a low ROE and thereby a low
valuation. As profitability is more important than the perceived risk level/rating for valuation
unless there is a crisis, we would prefer being invested in high ROE/medium risk rather than
low ROE/low risk banks when invested (unless there is a profitability journey to be made or
huge mispricing somewhere). Otherwise, we note that the (small) rating differences between
the banks do not seem to matter much when it comes to relative funding costs unless there
is a crisis (and no support from central banks). We also think that the ratings are likely to
harmonise further with smaller differences between reported loan loss levels in the banks
since the GFC.
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 Appendix - Earnings growth trends
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 Income statement (SEKm) 2017 2018 2019 2020 2021 2022 2023 2024e 2025e 2026e
Net interest income 29,766 31,286 32,135 29,962 30,321 36,614 47,578 46,000 42,500 41,250
Net commission income 9,718 10,247 10,697 9,670 11,458 10,981 11,140 11,458 11,917 12,391
Trading income 1,271 908 1,299 1,217 1,699 1,540 2,661 2,100 1,900 1,938
Insurance income 142 106 145 194 179 -11 493 350 350 357
Other operating income 777 1,223 288 208 620 1,250 379 272 277 283
Total income 41,674 43,770 44,564 41,251 44,277 50,374 62,251 60,180 56,945 56,219
Personnel costs -12,472 -13,465 -13,549 -13,907 -12,452 -13,040 -13,642 -15,210 -15,579 -15,838
Other operating costs -6,508 -7,425 -8,194 -7,020 -7,391 -8,172 -9,539 -10,115 -10,207 -10,314
Total operating costs -18,980 -20,890 -21,743 -20,927 -19,843 -21,212 -23,181 -25,325 -25,786 -26,151
Profit before loan losses 22,694 22,880 22,821 20,324 24,434 29,162 39,070 34,855 31,159 30,067
Loan losses -1,683 -881 -1,045 -649 -43 -47 -141 -600 -950 -833
Investment portfolio - - - - - - - - - -
Other items 14 14 20 -880 -916 -2,287 -2,604 -2,661 -1,689 -1,740
Operating profit 21,025 22,013 21,796 18,795 23,475 26,828 36,325 31,594 28,520 27,495
Tax -4,923 -4,656 -4,871 -4,240 -4,627 -5,431 -8,417 -7,239 -6,545 -6,310
Other items after tax -3 -3 -3 1,028 679 279 1,201 865 547 515
Net profit 16,099 17,354 16,922 15,583 19,527 21,676 29,109 25,220 22,522 21,699
Tax rate (%) 23.4 21.2 22.3 22.6 19.7 20.2 23.2 22.9 23.0 23.0
EPS 8.16 8.78 8.62 7.87 9.86 10.95 14.70 12.74 11.37 10.96
Net profit adj. 15,010 16,240 16,502 16,567 19,369 20,598 28,833 25,248 22,658 21,892
EPS adj. 7.61 8.22 8.41 8.37 9.78 10.40 14.56 12.75 11.44 11.06
Key balance sheet data - - - - - - - - - -
Net lending 2,065,761 2,189,092 2,292,603 2,269,612 2,163,135 2,315,818 2,291,808 2,333,607 2,382,258 2,439,536
Goodwill and intangibles 9,861 10,455 11,185 11,330 8,302 8,402 8,567 8,612 8,486 8,486
Total assets 2,766,977 2,978,174 3,069,667 3,135,288 3,346,764 3,453,718 3,537,792 3,630,347 3,657,055 3,748,409
Shareholders equity 141,593 142,249 159,824 171,464 181,706 194,021 205,077 208,179 210,901 210,825
Net asset value 131,732 131,794 148,639 160,134 173,404 185,619 196,510 199,567 202,415 202,339
Capital adequacy - - - - - - - - - -
Tier 1 capital, excl. hybrids 115,753 118,810 132,731 146,160 149,709 158,551 157,577 163,935 164,806 163,736
Tier 1 capital, reported 127,499 131,463 148,550 158,332 163,222 174,134 172,603 174,562 175,433 174,363
Capital base 144,115 148,659 166,060 175,245 180,458 193,186 200,082 194,514 195,385 194,315
Risk exposure amount (BIS II) 509,032 707,579 716,462 721,403 773,158 810,144 836,790 868,835 877,693 899,618
Asset quality - - - - - - - - - -
Problem loans, gross 7,944 7,731 8,831 7,002 7,421 5,716 7,064 9,319 9,319 9,122
Provisions for problem loans -5,159 -3,813 -4,574 -3,467 -3,185 -2,459 -2,400 -2,965 -3,467 -3,765
Problem loans, net 2,785 3,918 4,257 3,535 4,236 3,257 4,664 6,353 5,852 5,357
Key figures - - - - - - - - - -
Profitability - - - - - - - - - -
Net interest margin (%) 1.10 1.09 1.06 0.97 0.94 1.08 1.36 1.28 1.17 1.11
ROE (%) 11.3 12.0 11.2 9.4 11.1 11.5 14.6 12.2 10.7 10.3
RONAV (%) 11.3 12.0 11.6 10.7 11.6 11.5 15.1 12.7 11.3 10.8
ROREA (%) 3.3 2.9 2.4 2.2 2.6 2.7 3.5 3.0 2.6 2.4
Cost efficiency - - - - - - - - - -
Cost/income Core (%) 46.8 47.2 48.6 47.1 45.2 42.7 37.3 42.1 45.3 46.5
Costs/assets Core (%) 0.71 0.70 0.71 0.63 0.61 0.62 0.66 0.71 0.71 0.71
Financial position - - - - - - - - - -
Net lending/deposits (%) 219.3 217.1 205.1 184.6 168.1 175.6 176.5 176.3 176.4 176.5
REA/assets (%) 18.4 23.8 23.3 23.0 23.1 23.5 23.7 23.9 24.0 24.0
Common equity tier 1 ratio (%) 22.7 16.8 18.5 20.3 19.4 19.6 18.8 18.9 18.8 18.2
Tier 1 ratio, reported (%) 25.0 18.6 20.7 21.9 21.1 21.5 20.6 20.1 20.0 19.4
Capital adequacy (%) 28.3 21.0 23.2 24.3 23.3 23.8 23.9 22.4 22.3 21.6
Equity ratio Core (%) 4.2 4.0 4.3 4.7 4.5 4.6 4.5 4.5 4.5 4.4
Asset quality - - - - - - - - - -
Problem loans, gross/lending (%) 0.4 0.4 0.4 0.3 0.3 0.2 0.3 0.4 0.4 0.4
Problem loans, net/lending (%) 0.1 0.2 0.2 0.2 0.2 0.1 0.2 0.3 0.2 0.2
Provision ratio (%) 64.9 49.3 51.8 49.5 42.9 43.0 34.0 31.8 37.2 41.3
Loan losses, net/lending (%) 0.09 0.04 0.05 0.03 0.00 0.00 0.01 0.03 0.04 0.03
Source: ABG Sundal Collier, Company Data
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Regeringsgatan 25, 8th
floor
111 53 Stockholm
Sweden
Tel: +46 8 566 286 00
Fax: +46 8 566 286 01

Denmark
Forbindelsesvej 12,
2100 Copenhagen
Denmark
Tel: +45 35 46 61 00
Fax: +45 35 46 61 10

United Kingdom
10 Paternoster Row, 5th
floor
London EC4M 7EJ
UK
Tel: +44 20 7905 5600
Fax: +44 20 7905 5601

USA
140 Broadway, Suite 4604
New York, NY 10005
USA
Tel. +1 212 605 3800
Fax. +1 212 605 3801

Germany
Schillerstrasse 2, 5. OG
60313 Frankfurt
Germany
Tel +49 69 96 86 96 0
Fax +49 69 96 86 96 99

Singapore
10 Collyer Quay
Ocean Financial Center
#40-07, Singapore 049315
Tel +65 6808 6082
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