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The stock rally continues, but the probléms remain

So, what now?

Strong stock markets more than offset a1 losses

Following losses in the first quarter of 2026 due to the war in the Middle East
and the de facto closure of the Strait of Hormuz, total shareholder returns re-
bounded overall in Q2 2026 (MSCI World: +14.8% QoQ) - mainly driven by the
technology and telecommunications sectors.

Global banks followed the market trend and achieved a total shareholder re-
turn of +13.1% QoQ. European banks in particular posted significant gains
(+24.8% QoQ). Strong quarterly earnings and the ECB’'s somewhat surprising
interest rate hike in June were the main drivers.

RESi“ent ea I‘ningS in a volatile environment

Banks in Western Europe and the US got off to a strong start in 2026 and con-
tinued to increase their profitability. Western European institutions increased
their ROE to 13.4% (+0.8 pp YoY), while US banks increased theirs to 13.7%
(+1.5 pp YoY). This development was driven by solid earnings growth in both
regions. In Western Europe, non-interest income grew more rapidly than net in-
terest income, pointing to a more diversified revenue base; the ECB rate hike
should provide additional support to European interest income.

At the same time, the environment remains challenging: the war-induced en-
ergy price shock is adding inflationary and monetary policy pressure, while the
growth outlook remains fragile, especially in Germany and Western Europe.
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Stock market rally despite uncertainties, inflation, and rate hikes

After the last quarter ended with losses for investors (MSCI World TSR Q1 2026: -1.6%, global top 100 banks:

-2.9%), the stock markets returned to their original, long-term rally in the second quarter of 2026. Market
capitalization and total shareholder return rebounded significantly. Yet many problems remain unre-
solved. Despite a memorandum of understanding between the United States and Iran, there is still uncer-
tainty in the region, and shipping traffic in the Strait of Hormuz remains disrupted. The sharp rise in infla-
tion expectations in March resulting from the energy price shock prompted the European Central Bank to
raise its deposit rate by 25 bp to 2.25% in June. Especially European bank stocks (TSR: +24.8% in Q2 2026)
benefited from the prospect of a “higher for longer” interest rate scenario. In the United States, too, hopes
for interest rate cuts in the near future are steadily fading, despite the recent decline in energy prices — with
positive effects for U.S. banks (TSR: 15.8% in Q2).
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A MSCI World: 15.1% (Q2 26, quarter-over-quarter) BRICS MSCI World
TSR of industry sectors worldwide (03/2026-06/2026, in %) Top/lowest TSR performance among Western European
MSCI World I 148 banks (03/2026-06/2026, in %)
Technology 36,0
Telecommunications 17,1 Top performers Country TSR
BANCA MONTE DIE Italy 100,0
Global top 100 banks e Y ABN AMRO Netherlands 419
Industrials 12,2 UBS GROUP Switzerland 34,2
STANDARD CHARTERED  United Kingdom 331
Health care 73 BARCLAYS United Kingdom 31,9
Real estate 64
Cons. discr. 438 Low performers Country TSR
Cons. staples 41 DNB BANK Norway 31
SEB Sweden 111
Utilities 7 SWEDBANK Sweden 12,6
Basic materials 0,1 NORDEA Finland 131
DANSKE Denmark 14,2
Energy -8,2

Western Europe: euro area, DK, NO, SE, CH, UK; BRICS: BR, RU, IN, CN, ZA (BRICS+ is not available as an aggregate on Bloomberg, so we are sticking with BRICS); 1) The

“global top 100 banks” comprise the largest banks by market cap on Dec. 31, 2025 — they have a market share of 75-80% compared to all banks (according to Bloomberg
definition). 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. Average TSR of global top 100 banks, weighted by each bank’s market capitalization. TSR and market cap in EUR: Sources: Bloomberg,
Refinitiv Datastream, zeb.research

The global stock market rose significantly in the second quarter. As a result, the MSCI World posted a
TSR of 14.8% Qo0Q. However, this recovery was largely driven (once again) by technology and telecom-
munications stocks. Other sectors (e.g. consumer goods) lagged significantly behind.

Among the top 100 banks, not only market capitalization but also PB ratios rose across the board.

The strong performance of European banks was driven by good quarterly earnings, solid risk metrics,
share buyback programs and hopes for a prolonged period of higher interest rates, fueled by the ECB’s
latest interest rate decision. In addition to Banca Monte dei Paschi (takeover rumors), ABN AMRO, for
example, reported success in its restructuring program and progress in the integration of its German
subsidiary HAL as well as the takeover of Dutch bank NIBC. Hungary’s OTP continues to be rated posi-
tively for its expansionary CEE strategy (as well as for its strong KPIs).
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Banks start the year strong - growth outlook remains bleak

The war-induced energy price shock is now clearly reflected in the projected inflation rates for the second
quarter: in Western Europe, the inflation rate will rise from 2.1% YoY in QI 2026 to 2.8% YoY in Q2 2026;
in the U.S,, it is expected to rise temporarily to 3.9% YoY as a result of the energy price shock. Against this
backdrop, the ECB raised its key interest rate by 25 bp in June. At the end of the quarter, however, the latest
data suggest a certain easing on both sides. Falling oil and gas station prices are likely to further ease price
pressures in July. At the same time, the economic outlook remains fragile: Germany’s economy grew by
only 0.5% YoY in Q1 and is at risk of contracting again in the second quarter compared to the previous one;
forecasts for Western Europe also suggest only a modest recovery. What is more, growth figures have re-
peatedly fallen short of projections - which were already modest - in the past. Although the U.S. economy
continues to show greater resilience, its growth is heavily concentrated in net exports, consumption by
high-income households, and AI- and technology-driven investments.
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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 are sticking with BRICS for now); 1) Forecasts based on Bloomberg composite forecasts; Sources: Bloomberg, Refinitiv Datastream, zeb.research

e The EUR yield curve has so far shown only a limited reaction to the ECB’s latest interest rate hike in
June, but has flattened somewhat compared to the end of March, as expected: the spread between 10-
year and 3-month bonds narrowed from 93 bp to 53 bp, bringing it closer to the US spread, which wid-
ened from 16 to 27 bp. Market movements suggest that the energy price shock is largely viewed as
temporary and that no significantly tighter monetary policy is expected in the long term.

e The CISS has now returned to near-normal levels following the fluctuations caused by the escalation in
the Middle East in Q1. As of the end of June, the indicators for Germany, the euro area and the U.S. are
well below their March stress peaks. This indicates that the conflict is currently not being priced in
as an immediate systemic risk to the financial markets.
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In a challenging environment, banks on both sides of the Atlantic got off to a strong start in 2026. They
further increased their returns on equity (ROE) in the first quarter compared with the same quarter of the
previous year. Western European institutions increased their ROE year-over-year from 12.6% to 13.4%,
while U.S. banks increased theirs from 12.2% to 13.7%. As a result of strong earnings growth, net income
rose by 10.2% YoY in Western Europe and by 11.7% YoY in the U.S. At the same time, non-interest income
in Western Europe grew at a significantly faster pace than interest income, indicating an increasingly di-
versified income base among the top banks. Potential consequences of geopolitical uncertainty may not
yet be fully reflected in the reported Q1 earnings. The robust performance of the capital markets in the sec-
ond quarter also points to continued strong profitability; furthermore, the ECB’s latest interest rate hike
should support European banks’ net interest income.
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Q2 26 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); 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,
Moody's Bank Focus, Refinitiv Datastream, zeb.research

Banks in all regions under review improved their cost-to-income ratio (CIR) in Q1 26 compared with
the same quarter of the previous year. Western European banks recorded the sharpest CIR decline: their
CIR decreased by -1.7 pp YOY to 52.3%, as their income rose by +4.6% YoY - significantly faster than
their costs (+1.3% YoY). U.S. banks reduced their CIR by -1.3 pp YoY to 59.4% (BRICS: -0.6 pp YoY to
37.7%); similar to European banks, income growth of +6.3% YoY outpaced the rise in costs of +4.0% YoY.

In Western Europe, loan loss reserves rose slightly in Q1 26 by +2 bp YoY. This suggests that the grow-
ing global uncertainty and the weaker macroeconomic outlook have not (yet) been reflected in the risk
provisions of European and U.S. institutions, although sharp increases can already be observed among
BRICS banks.

Customer interest rates in the euro area have risen in recent months across all types of loans. The
main drivers are rising inflation expectations resulting from the escalation in the Middle East; the ECB’s
interest rate hike in June is likely to further intensify upward pressure over the course of Q3.
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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 July 1, 2026. The global top 100 banks cluster
contains the largest banks by market capitalization on December 31, 2025, 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. Due to a change in data provider in Q2 2026, there may be slight discrepancies in the banking
metrics shown compared to previous editions.

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 ten international locations.
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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