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So, what now?

WESt. European bankS dEfy capital market downturn

e In Q1 25, the global capital markets experienced a dip (MSCI World market cap.
-6.4% QoQ, TSR -5.8% QoQ).

e Western European banks (TSR +20.8% QoQ, USA -5.2% QoQ) offset the capital
market performance of the global top 100 banks (TSR +1.8% QoQ).

e Atthe end of Q1 25, Western European banks achieved a price-to-book ratio
(P/B ratio) of 1.00x for the first time since Q3 17.

e If the US tariff policy presented on April 2, 2025, materializes, further significant
declines are to be expected on the capital markets worldwide.

German bOI‘I‘OWing paCkage drives up EUR int. rates

e Inflation in Germany is expected to rise slightly to 2.6% YoY in Q1 25. As to
GDP, analysts expect a shift of -0.3% YoY — the seventh GDP decline in a row.

e The inverted yield curve in the euro area normalized in Q1 25 after a long time
in light of increasing returns at the “long end”.

e Banks are already adapting to the new interest rate environment. They are rais-
ing their mortgage interest rates and thus end the short-lived downward trend.
Deposit interest rates continue to fall in line with the ECB's expected interest
rate cuts.
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Start of a transatlantic divergence between the USA and Europe

After a euphoric Q4 24, the global capital markets experienced a dip in Q1 25 (MSCI World market cap.
-6.4% QoQ). These negative developments have been driven by the US markets. With its global confronta-
tional policy and transactional style of governing, the Trump administration has caused great uncertainty
and economic turbulence. In contrast, the investment package for defense and infrastructure recently
adopted in Germany is an attempt to provide significant growth momentum for the largest economy in
Western Europe. The top 100 banks reflect this development. The rapid increase in market capitalization
in Q4 24 was still attributable to the US banks. In Q1 25, the positive TSR performance (+1.8% QoQ) was
largely induced by Western European banks (+20.8% QoQ) (USA -5.2% QoQ, BRICS +2.5% Qo0Q).

Market capitalization of top 100 banks (EoQ, in EUR tr)" P/B ratio of global top 100 banks and MSCI World?
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Western Europe: euro area, Denmark, Norway, Sweden, Switzerland, UK; BRICS: Brazil, Russia, India, China, South Africa (BRICS+ is not yet available as an aggregate on
Bloomberg, so we will stick with BRICS for now); 1) The “global top 100 banks” comprise the largest banks by market cap. on Dec. 31, 2024 - they have a market share
of 75-80% compared to all banks (according to Bloomberg definition). Figures are in EUR; 2) P/B ratio: price-to-book ratio, calculated as a harmonic mean; 3) Total
shareholder return (TSR) of industry sectors other than banking based on global sector total return indices. Avg. TSR of global top 100 banks, weighted by the market
cap. of each bank. TSR and market cap. in EUR; Sources: Bloomberg, Refinitiv Datastream, zeb.research

e The price-to-book ratio of Western European banks increased significantly by +0.16x QoQ in the
wake of the strong capital market performance in Q1 25 and reached the magic threshold of 1.00x for
the first time since Q3 17 (USA -0.03X QoQ t0 1.50X).

e The historic US tariff announcements from April 2, 2025, were barely priced into the Q1 25 figures, and
the most pessimistic market expectations have now been exceeded. This has led to considerable price
corrections on April 3 (vs. Q1 25) (MSCI World TSR -5.4%p, top 100 banks -5.8%p). US stocks and
companies with significant US business are particularly affected.

e With a TSR of +52.4% Qo0Q, Société Générale is the Q1 25 top performer in the ranking of Western
European banks. Based on a profit of EUR 4.2 billion in 2024, the bank achieved an increase of more than
60% compared to the previous year. UBS brings up the rear, as its valuation was recently downgraded
by analysts due to uncertain future capital requirements (TSR -4.9% Qo0Q).
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Trump and German fiscal package could delay interest rate cuts

With expected negative GDP growth of -0.3% in Q1 25, Germany is facing its seventh consecutive quarter
of declining economic performance. The effects of the latest US tariff policy, which are not yet included
in the forecasts shown, are likely to severely temper the cautiously optimistic growth expectations for Ger-
many and Western Europe and significantly accelerate the decline in US GDP growth. Whether Germany
and Western Europe will actually achieve the forecast target inflation rate of 2.0% in Q1 26 remains
questionable given the rapidly changing world order. The plans presented on April 2, 2025, are like a “nu-
clear bomb on the global trading system” (Ken Rogoff, former chief economist at the IMF), driving US in-
flation expectations and thus limiting the scope for the US Fed in particular.

GDP growth (real GDP, year-over-year rates, in %)" Inflation rate (CPI, year-over-year rates, in %)"
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Western Europe: euro area, Denmark, Norway, Sweden, Switzerland, UK; BRICS: Brazil, Russia, India, China, South Africa (BRICS+ is not yet available as an aggregate on
Bloomberg, so we will stick with BRICS for now); 1) Forecasts based on Bloomberg composite forecasts; Sources: Bloomberg, Refinitiv Datastream, zeb.research

Despite the foreseeable achievement of target inflation, the inflation rate in Germany is expected to rise
slightly in Q1 25 by +0.1%p to 2.6% YoY (Western Europe +0.1%p to 2.3% Y0Y).

The emerging transatlantic divergence is also reflected in the EUR and US dollar yield curves in QI 25.
While US long-term interest rates fell, the long end of the euro area yield curve rose on account of
the agreed German borrowing package, which led to a steeper EUR yield curve. Market players expect the
ECB to lower the EUR key interest rate by a further 0.25%p on April 17, 2025. Good news from a European
banking perspective: this brings back the possibility for generating income from maturity transfor-
mation.

The euro appreciated in Q1 25. Markets expect higher returns in the euro area thanks to an in-
creased demand for investment, which boosts the attractiveness of investments in euros. Initial mar-
ket reactions to April 2, 2025, point to further significant EUR appreciation and USD depreciation.
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In Q4 24, US banks increased their ROE slightly by 0.6%p QoQ to 12.9%, again taking first place in a com-
parison of the regions (Western Europe 9.5%; BRICS 10.4%). US banks benefited in particular from falling
short-term interest rates, which caused interest expenses to drop more drastically than interest income.
The ROE decline among Western European banks of -3.8%p QoQ is attributable to a loss of profits of -
28.7% compared to the previous quarter. This is mainly due to Q4 one-off effects, with HSBC (again) report-
ing high one-off effects in Q4, which resulted in a significant QoQ loss of profits (decline excluding HSBC
-18.6%). However, compared to the same quarter of the previous year, Western European banks’ net income
increased by +9.1%.

ROE after tax of global top 100 banks (in %)" Cost-income ratio of global top 100 banks (in %)?
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Q1 25 data not yet available; Western Europe: euro area, Denmark, Norway, Sweden, Switzerland, UK; BRICS: Brazil, Russia, India, China, South Africa (BRICS+ is not yet
available as an aggregate on Bloomberg, so we will stick with BRICS for now); Figures exclude UBS (extreme outlier values from negative goodwill in Q2 23 related to
the acquisition of Credit Suisse); 1) Post-tax ROE (return on equity): profit after tax to average total equity, annualized values; 2) Cost-income ratio: operating expenses
to total income, annualized values; 3) Loan loss provisions to average total assets, annualized values; Sources: ECB, Fitch Connect, Refinitiv Datastream, zeb.research

e Western European banks reported a rise in their cost-income ratio of +9.5%p QoQ to 60.6% in
Q4 24. This was caused by a +26.7% increase in costs compared to the previous quarter, while income
increased only slightly (+6.8% QoQ). The cost-income ratio of US banks was subject to only minor
fluctuations in 2024 and rose slightly by +0.7%p QoQ to 61.4% (BRICS +3.1%p to 42.7%) at the end
of the year.

e Over the course of 2024, Western European and US banks made only small adjustments to their risk
provisioning. At the end of Q4 24, Western European banks increased their loan loss provisions by
+2 bp QoQ (US banks -1 bp QoQ, BRICS -10 bp QoQ). In light of the high level of (geo-) political uncer-
tainty, the volatile economic situation in the USA and the announced tariffs, the topic of risk provision-
ing could be placed higher on the agenda for 2025.

e At the start of Q1 25, customer interest rates in the euro area continued to decline. However, the
data does not yet fully reflect the effect of the German borrowing package and the US tariff announce-
ments, which have caused long-term interest rates to rise and are therefore supposed to disrupt the
trend, particularly with regard to mortgage loans.
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About zeb.market.flash

Compact. Competent. Independent.

Every quarter, zeb.market.flash provides an overview of the performance of the world’s largest banks
(measured by market capitalization). The relevant factors are briefly and concisely described, analyzed
and classified by our experts. For our analyses, we take a close look at the relevant indicators for the valua-
tion of the capital market, such as stock returns, as well as macroeconomic and bank-specific drivers.
These include return on equity, yield curves, or growth of the gross domestic product. One focus is on the
performance of the top banks in Europe in our sample. How does their development compare to that of
the largest banks worldwide? Which European bank shows a particularly good, which a particularly weak
capital market performance? What could be the reason for this? Our background knowledge from 30 years
of financial services consulting rounds off these assessments. This gives you an exclusive and compact
insight into the global banking market. The zeb.market.flash is available on our websites and sent free of
charge as a newsletter to all interested parties.

Disclaimer

All data and calculations in this issue are based on the date of April 1, 2025. The global top 100 banks cluster
contains the largest banks by market capitalization on December 31, 2024, and is updated on an annual ba-
sis. Data is subject to ongoing quality assessment. As a consequence, minor adjustments could be applied
to historical data as well as forecasts shown in previous issues of the zeb.market.flash. No representations,
warranties or undertakings are given as to the accuracy or completeness of data contained in the zeb.mar-
ket.flash.

The zeb.market.flash is not suitable for addressing the particular circumstances of any individual case and
is not intended to be used as a basis for commercial decisions or decisions of any other kind. zeb is not, by
means of this zeb.market.flash, rendering professional advice or services. zeb shall not be responsible for
any loss whatsoever sustained by any person who relies on the zeb.market.flash.

About zeb

As a leading strategy, management and IT consultancy, zeb has been offering transformation expertise
along the entire value chain in the financial services sector in Europe since 1992. We have five offices in
Germany — Frankfurt, Berlin, Hamburg, Munich and Miinster (HQ) — as well as eleven international loca-
tions. Our clients include European large-cap and private banks, regional banks, insurers as well as all kinds
of financial intermediaries. Several times already, our company has been classed and acknowledged as “best
consultancy” for the financial sector in industry rankings.

For more information visit www.zeb-consulting.com.
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