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The 2008 US Credit Crisis and resul ng European
Banking and Sovereign Crisis exposed major
weaknesses in banking regula ons and oversight.
The reac on from policymakers and market
par cipants set about sweeping reforms that will
permanently alter the system as we know it.
Ballen ne Partners has followed these events
closely, recognizing that massive regulatory change
will create signiﬁcant investment opportuni es for
our clients in the years ahead.
Regulatory Changes

when declining housing prices in the US lead to
massive losses across the ﬁnancial system in 2007
and 2008 and the collapse of many of the na on’s
oldest and largest ﬁnancial ins tu ons. The US
government was forced to recapitalize the banking
system with hundreds of billions of taxpayer money
in order to stem the crisis. The turmoil quickly
spread to Europe, whose banking system was a
larger percentage of GDP than the US’s, causing it to
morph into a sovereign crisis that posed existen al
risks to the European Union and its common
currency.

Deregula on of the US banking industry and the
introduc on of the Euro in the late 90’s led to
signiﬁcant growth in both regions’ banking systems
through the mid-2000’s. This came to an abrupt halt
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Regulators quickly went to work on new global
banking standards and within a few years released
the Basel III Accord, imposing stricter regula ons on
global banks. Governments also introduced their
own supplementary regula ons such as the US
Dodd-Frank Wall Street Reform and Consumer
Protec on Act. These new regula ons seek to make
the following changes:
1. Increase the quan ty and the quality of bank
capital so taxpayer money is never again needed
to bail out the banks.

2. Quan fy and reduce the risk taking ac vi es
within banks.
3. Increase the transparency of banking ac vi es.
These regula ons are transforma ve and are
fundamentally changing the banking system! The
Interna onal Monetary Fund (“IMF”) has es mated
that European banks are under- capitalized by €1.5
trillion and will likely need to dispose of €3 trillion of
assets in the coming years.
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the banks to set up private lending funds
origina ng loans to capital starved US and
European companies.

Transforma on Creates Opportunity
These new regula ons are forcing banks to exit
proﬁtable businesses and reduce their ac vity in
others, crea ng a tremendous opportunity for
private investors willing to ﬁll the void. Ballen ne
Partners has been at the forefront of this shi ,
spending considerable me researching private
funds and hedge funds pursuing the following
strategies:


Corporate Lending ($10tr opportunity size;
Source: Blue Bay): Teams of bankers have le



European
Bank recapitaliza ons ($800b
opportunity size; Source: EJF): Many legacy bank
hybrid securi es no longer qualify as Tier 1
capital, eﬀec vely forcing banks to redeem them
on premiums to their current trading prices.
We’ve iden ﬁed a few experienced man- agers
who we believe can perform the required credit
analysis and determine the securi es most likely
to be redeemed.
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European bank asset sales (€2tr opportunity
size; Source: King Street): Acquire assets from
banks looking to rebuild their capital base.
Banks o en sell the assets at substan al
discounts and include everything from
performing and non-performing loan por olios
to commercial real estate to control posi ons in
Greek shipping companies.



Bank Regulatory Relief Trades: Structuring risktransfer strategies with banks looking to retain
their loan por olios but oﬄoad the risk in order
to minimize the amount of capital they must
carry. Private investors accept losses from the
por olios in return for signiﬁcant premium
payments.



Asset Securi za ons: Purchasing pools of whole
loans and securi zing them into asset backed
securi es and selling them to investors while
earning a premium for the service.



Bank Proprietary Trading Desks: Hedge funds
have taken the place of tradi onal proprietary
trading desks, providing liquidity to the markets
and earning premiums to do so.



Real Estate Recapitaliza ons: European banks
fell far behind those in the US recognizing losses

on loans coming out of the credit crisis. Many
real estate loans are carried on bank balance
sheets well above their true value. Increased
regulatory pressure and scru ny will force the
hand of the banks to mark these loans down,
and as the loans come due, the borrowers will
need to sell assets or recapitalize and bring in
new investors. Opportunity exists for investors
who can bring capital to these forced sales and
recapitaliza ons.
Looking ahead
These opportuni es will likely last through the end
of the decade so there is s ll me to invest. Basel III
is slowly being phased in, European banks are s ll
too large and undercapitalized, and private investors
have yet to realize the true extent of the
opportuni es. It is our belief that these factors will
lead to con nued a rac ve risk-adjusted returns in
the years ahead. Ballen ne Partners con nues to
research and diligence managers exploi ng these
opportuni es and will likely approve addi onal
funds for client investment in 2015.
If you would like to discuss the funds that we have
already approved for client investment, please give
us a call.

About Aus n Poirier, MSFP, CFA
In addi on to his client responsibili es as a Senior Investment Advisor, Aus n oversees investments in
hedge funds and commodi es, including public and private energy managers. Within these asset classes,
Aus n is responsible for formula ng the ﬁrm's investment strategy, evalua ng public and private investment
opportuni es and monitoring trends within the markets.
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This report is the confidential work product of Ballentine Partners. Unauthorized distribution of this material is strictly
prohibited.
The information in this report is deemed to be reliable but has not been independently verified. Some of the conclusions
in this report are intended to be generalizations. The specific circumstances of an individual’s situation may require advice
that is different from that reflected in this report. Furthermore, the advice reflected in this report is based on our opinion,
and our opinion may change as new information becomes available.
Nothing in this presentation should be construed as an offer to sell or a solicitation of an offer to buy any securities. You
should read the prospectus or offering memo before making any investment. You are solely responsible for any decision to
invest in a private offering.
The investment recommendations contained in this document may not prove to be profitable, and the actual performance
of any investment may not be as favorable as the expectations that are expressed in this document. There is no guarantee
that the past performance of any investment will continue in the future.
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