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PwC European Investor Insights 2011 – Overview 

The challenge facing European banks as they seek to deleverage is enormous. Many banks around 
Europe have communicated that they have identified a whole raft of non-core loan assets that they 
are seeking to actively run off or sell. We estimate that identified non-core assets in the 
European banking sector exceed EUR 1.3 trillion. 

This massive deleveraging task will be accomplished by a number of strategies, which will include 
transactional activity. It is interesting to note that the average annual European banking M&A market 
between 2003 and 2010 totalled just EUR 70 billion. We therefore expect transactions to be a major 
element of M&A activity in the financial services sector over the next few years.

The most talked about barrier to transactions of loan portfolios is price – in many 
cases a significant difference exists between the expectations, or perhaps requirements, of sellers 
compared to the prices that investors have been willing to pay. From the vendor perspective, some of 
this difference is driven by the nature of accounting policies and the impact this has on provisioning 
levels. On the investor side, relatively higher costs of capital combined with higher levels of 
uncertainty in certain markets have also played a part. This price gap simply prevents many banks 
from selling due to the potential impact on capital.
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As well as price gaps there are a number of other factors that are barriers to transactions:

A key barrier is the bandwidth that many banks have to enter into sale processes. The whole process of assessing the value 
maximising options for a given portfolio of loans can be hugely time consuming and labour intensive. Corporate loan books 
that have been aggressively expanded over a short number of years will probably contain a large mix of different types of loans 
– and in our experience, many will need to be assessed on a case by case basis. Even after this assessment has taken place and 
portfolios for potential sale identified, the task of collating all the information to provide to potential acquirers, dealing with 
related hedging positions, sub-participations and other complex structures all takes time. It is no wonder that, to date, it has 
been some of the more homogeneous portfolios or more liquid assets that have so far come to market. 

Other barriers include the huge levels of Government support that has allowed banks to avoid divesting assets under pressure, 
the lack of funding that has been available to potential investors and finally, quite simply, the perceived stigma of being a vendor 
of asset pools that many banks have, in the past, proudly grown. 

We therefore expect the deleveraging process to take, at least, another 10 years. 

During March 2011, we surveyed over 50 investors active in the European loan portfolio market. Those surveyed ranged from 
investment banks and hedge funds to private equity groups. This is one of the most comprehensive surveys that has 
been carried out seeking to understand the perspectives of those looking to acquire non-core loan portfolios from financial 
institutions.

In this document we set out the highlights of the survey, including, investors’ perspectives on a range of topics including pricing 
expectations in the next 12 months and investment plans by geography and asset class amongst others.
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Highlights 

Spain, the UK and Germany are expected to experience the • 
highest levels of transaction activity by volume in the next 12 
months. The level of activity is expected to quadruple for Ireland 
and double for Spain.

65% of investors think the deleveraging process in Europe will • 
take up to 5 years to complete. PwC estimates there to be €1.3 
trillion of non-core loan assets around Europe and in our opinion 
the task will take up to 10 years. 

19% of investors did not invest in loan portfolios in 2010, • 
highlighting the limited number of opportunities. However, 
there has been a significant shift in investment plans with only 
6% believing they will not be able to invest in 2011. We appear 
to have turned a corner with a significant number of high profile 
transactions in the public domain. Investors surveyed expect to 
invest across a wide range of asset classes in the next 12 months. 

65% of 
investors think 
the deleveraging 
process in Europe 
will take up to 5 
years to complete 
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In the next 12 months, investors expect to place lower • 
discounts on unpaid principal balance (‘UPB’) for both 
performing and non-performing loan portfolios, easing the 
pricing gap between buyers and sellers. The most dramatic 
improvement in pricing is expected for performing loans. This 
should lead to a significant increase in loan portfolio sales as 
the majority of the non-core loans in Europe are performing.

Significant leverage is anticipated in funding loan portfolio • 
acquisitions in the next 12 months. At least 60% of the 
respondents plan to include leverage in acquisitions in the 
next 12 months. 23% of these investors anticipate leveraging 
more than 50% of the purchase price. Given the lack of debt 
available following the Lehman crisis this is a promising 
indicator that pricing will increase going forward.

Investors surveyed identified real estate values, portfolio • 
type and legal jurisdiction as the most important factors 
respectively, other than purchase price, influencing their 
investment decisions. These are the major factors that affect 
an investor’s ability to manage acquired loan portfolios. This 
highlights the importance of matching the right loan portfolio 
type with the right investor.

23% of  
investors anticipate 
leveraging more 
than 50% of the 
purchase price
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Spain, the UK and Germany are expected to experience the 
highest levels of transaction activity by volume in the next 12 
months - a similar picture to the volume of investment in 2010.

The level of activity is expected to change most dramatically 
for Ireland and Spain. There have been high profile public 
statements about the requirement for Irish and Spanish banks 
to deleverage, raising expectations for activity in these markets. 

We note that demand for loan portfolio acquisitions in 
Eastern Europe is significantly lower than Western Europe. 
Our experience tells us that finding local investors in such 
territories is the most effective way to maximise price and 
create competition. However, local investors may not have the 
capacity to acquire large portfolios.

Spain and the UK are expected to experience the highest 
volumes of transaction activity in the next 12 monthsMost attractive markets*
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Investors expect European deleveraging to take up to 5 
years – we think it will take much longer 

65% of investors think the deleveraging process in Europe 
will take up to 5 years to complete. PwC estimates there to be 
€1.3 trillion of non-core loan assets around Europe and in our 
opinion the task will take up to 10 years. 

We expect additional loan assets to be identifi ed as non-core 
as banks take further action to re-shape their balance sheets in 
response to, for example, changing demographics and changes 
to global trade fl ows.

Deleveraging will be achieved in a number of ways: aggressive 
run downs of portfolios, disposals and asset swaps. It is 
interesting to note that the European banking M&A market, 
between 2003 and 2010, had on average annual total deal 
value of €70 billion – even if this level were achieved purely for 
loan assets then it would take 10 years to complete transactions 
for just half of the current identifi ed non-core loan asset pool. 

62% of investors had limited success in bids they were involved 
in during 2010. These investors had a win rate of only 25% or 
less. Managing price expectations at the outset of a sale process 
is a critical factor in increasing investor participation.

Expected time frame for European banks to deleverage
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Transaction activity and risk appetite are returning to 
the market

19% of investors did not invest in loan portfolios in 2010. 
However, there has been a significant shift in investment plans 
with only 6% believing they will not be able to invest in the 
next 12 months. Many are actively involved in sale processes at 
the time of writing.

Investors we surveyed are planning to acquire mainly non-
performing loan portfolios as opposed to performing ones. 

Among non-performing portfolios, investments in commercial 
real estate backed loans are expected to change the most 
compared to 2010, with 50% of the investors planning to make 
an acquisition in the next 12 months.

Non-performing secured and unsecured retail loans remain the 
most popular asset classes investors are planning to acquire in 
the next 12 months.

For performing loan portfolios, we note a significant increase 
in the number of investors planning to acquire commercial real 
estate backed loans. We have seen a number of high profile 
sale processes of such assets recently and indeed there are 
currently some underway. These assets are both labour and 
capital intensive to manage and it is these factors that has 
made pricing attractive. We therefore see sales in this asset 
class continuing. 

Investment appetite for non-performing loans
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Investor demand for non-performing loan portfolios will 
be strong in the next 12 months

60% of the respondents currently hold more than 50% of their 
investment portfolios in non-performing loans. 

75% of the respondents expect more than 50% of their 
investments in 2011 to be in non-performing loans, implying 
a strong demand for non-performing loans in the next 12 
months.

Due to continued provisioning by banks against their non-
performing loans during the last fi nancial year, we expect to 
see an increasing volume of such assets coming to the market. 

Whilst there is a low demand for performing loans among 
survey participants, it should be noted that there are a number 
of strategic investors, such as banks, in the market for such 
assets. These investors will have a longer investment horizon 
than purely commercial investors, which combined with a 
lower cost of capital, should serve to reduce or eliminate some 
of the bid-ask gap.

% of non-performing loans in current portfolio
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Increased purchase prices will ease the pricing gap 
between buyers and sellers

In the next 12 months, investors expect to place lower 
discounts on UPB for both performing and non-performing 
loan portfolios. The respondents expect the largest discount on 
non-performing unsecured retail loans (88%) and the least on 
performing SME/corporate loans (12%).

The change in discount is not very significant for non-
performing loans, for which unsystematic risk factors play a 
more dominant role in pricing. Among these loans, the lowest 
discount is expected on the UPB of commercial real estate-
backed loans, although investor expectations are widely 
dispersed. We attribute this variation to the importance of 
location on real estate prices and the survey participants’ plans 
to invest in different countries across Europe.

The price improvement is particularly significant in performing 
loans. This is primarily driven by the economic recovery. 
Based on our survey, sellers should expect discounts ranging 
from 12% to 44% on performing loan portfolios. However, 
we should note that our survey did not include any strategic 
investors. Inclusion of such investors might reduce the 
discounts dramatically.

Average discount on UPB
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Investors require the highest unlevered return from non-
performing unsecured retail loans

Not unsurprisingly, investor return requirements are the 
highest for non-performing unsecured retail loans, a similar 
picture to that in 2010.

It can be seen that consistent with investors’ expectations that 
prices will rise in 2011, investors report that they will require 
lower unlevered returns (between 17% and 22%) in all non-
performing categories compared to those required in 2010. 

The change in investors’ unlevered IRR expectations are  
somewhat mixed for performing loans, with a small increase 
in return requirements for performing SME/corporate and 
commercial real estate backed loans. 

Average discounts on UPB for performing loans are expected 
to fall (as shown in the chart on page 10) although average 
unlevered IRRs are expected to stay the same in the next 12 
months. We think the reason for this is the availability of 
leverage anticipated (as depicted in the charts on page 12), 
which will result in increased prices.

Average expected unlevered IRR
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Signifi cant leverage is anticipated in funding loan 
portfolio acquisitions in the next 12 months 

At least 60% of the respondents plan to include leverage in 
acquisitions in the next 12 months. 23% of these investors 
anticipate to leverage more than 50% of the purchase price. 
This is likely to lead to a signifi cant tightening of the bid-ask 
spread.

The vast majority of investors (88%) have an expected exit 
period up to 4 years, while only 8% have an exit period of 
5 years or more. This is an important consideration when 
selecting portfolios for sale. In our experience, short exit 
periods are likely to lead to higher prices for non-performing 
loans. A default event, leading to an enforcement scenario in 
the short-term, provides an opportunity for potential early 
recovery from the loan.

Expected level of leverage in the next 12 months
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Between 51%-75%
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Don’t know or didn’t disclose
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Expected exit period
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Not disclosed

14%
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Real estate values and portfolio type are the key deal 
determinants other than purchase price 

28% of the respondents identified ‘real estate values’ as the 
most important factor other than purchase price influencing 
their investment decision. 

This was followed by portfolio type (24%) and legal 
jurisdiction (16%).  This reflects investors’ ability to manage 
certain asset classes in different countries based on their 
servicing platforms and expertise.

The importance of legal jurisdiction is evident in the 
respondents’ preferred markets for the next 12 months of 
Spain, the UK, and Germany as discussed on page 6, which 
are perceived to have less cumbersome and more timely legal 
procedures than other European countries.

Factors influencing the investment decision
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