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So, what now?

Middle EaSt escalation weighs on capital markets

After a good start to the year, the financial markets tipped into a new shock re-
gime of rising energy prices, inflationary pressure and greatly increased uncer-
tainty in Q1 2026 due to the escalation in the Middle East and the de facto clo-
sure of the vital global shipping route Strait of Hormuz (MSCI World market
capitalization -2.2% QoQ).

For banks, the negative factors predominated in the new market environment:

the global top 100 banks lost -4.2% QoQ in market capitalization, the first QQ
decline in eleven quarters.

H ig h prOfita bi I ity comes with increasing risks

After a slight decline in inflation in Western Europe in Q4 2025 (-0.08 pp QoQ
to 2.17%), upside risks are once again emerging for 2026. Higher energy prices
and potentially rising food prices as a result of the war in Iran are reinforcing
price pressure and exacerbating the ECB’s monetary policy conflict of objectives
in an already weak growth environment.

The ROE of Western European banks rose year-over-year from 9.5% to 12.0% in
Q4 2025, underlining their strong financial performance in 2025. However,

Q1 2026 signals from the capital markets point to a normalization; under
heightened geopolitical risks, the sustainability of the increased profitability is
now being put to the test.
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Capital markets caught between Iran war and inflation

In Qr1 26, after a good start to the quarter, the global capital markets saw a geopolitically triggered energy
and inflation shock (MSCI World market cap. -2.2% QoQ) caused by the military escalation in the Middle
East and the de facto closure of the Strait of Hormuz. The acute supply shock on the oil market led to the
strongest inflation-adjusted increase in the Brent price since 1988 and was a major driver of the energy
sector’s strong TSR performance (+26.6% QoQ). In contrast, the global top 100 banks recorded their
first QoQ loss in eleven quarters (market cap. -4.2% QoQ). From an investor perspective, the negative
implications for the banking industry — particularly stagflation risks, potentially weaker credit growth
and rising cost of risk — currently dominate over the potential positive effects (“higher for longer” inter-
est rates are bolstering deposit business; trading activities are benefiting from high volatility and trading
volumes in the short term).

Market capitalization of top 100 banks (EoQ, in EUR tn)" P/B ratio of global top 100 banks and MSCI World?
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Energy 26.6
Cons. discr. 14.2 Top performers Country TSR
—— DNB BANK Norway 129
Telecommunications 101 SWEDBANK Sweden 76
Basic materials 9.5 HSBC United Kingdom 6.9
- DANSKE BANK Denmark 54
Utilities 7.1 SEB Sweden 38
Cons. staples 2.7
Industrials 16 Low performers Country TSR
Real estate 206 DEUTSCHE BANK Germany -22.8
BARCLAYS United Kingdom -17.2
Global top 100 banks 29 N uBs Switzerland -16.4
Health care 30 UNICREDIT Italy -14.2
COMMERZBANK Germany -133

Technology -6.9

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

e Within the top 100 sample, the PB ratios dropped broadly in Q1 26: US banks fell to 1.72x
(-0.15x QoQ) and Western European banks from 1.29x to 1.19x (-0.10x Q0Q). Among the Western Eu-
ropean banks, only three institutions managed to increase their PB ratio in the first quarter: DNB (+0.11X
to 1.62x), HSBC (+0.05X to 1.28%) and BNP Paribas (+0.0IX t0 0.78X).

e Among the sectors, the oil price shock, higher real interest rates and a reassessment of the Al nar-
rative are driving performance — energy (TSR +26.6% QoQ) is benefiting from tight global supply,
strong margins and persistent geopolitical risks. Technology (TSR -6.9% QoQ) is bringing up the rear.

e TSR top performers among Western European banks were DNB with +12.9% QoQ (share buyback pro-
gram in March, strong capitalization and relatively resilient domestic market) and Swedbank with
+7.6% QoQ (DOJ money laundering investigation closed and released capital).
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Macroeconomic headwinds for Europe’s banks

Inflation in Western Europe in Q4 25 was slightly below the previous quarter at 2.17%. For Q1 26, how-
ever, inflation risks have increased again on both sides of the Atlantic. Rising energy prices due to the
war in the Middle East and additional upside risks for food and goods prices are once again boosting
price pressure. The inflation and growth forecasts shown in the charts are therefore likely to be too low,
as the consequences of the conflict — due to the time lag in analysts’ forecasts — have not yet been fully
taken into account. This is also indicated by the yield curves in Europe and the US, which flattened signif-
icantly again in Q1 26. Higher inflation expectations put pressure on the short end in particular; in the
US, the curve at the short end turned inverse again, while the 10Y-2Y spread remained positive at around
25 bp. Central banks thus remain caught between already subdued growth and the fight against infla-
tion - interest rate cuts for 2026 have become much less likely.

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 are sticking with BRICS for now); 1) Forecasts based on Bloomberg composite forecasts; Sources: Bloomberg, Refinitiv Datastream, zeb.research

¢ In Western Europe, growth in Q4 25 remained moderate at +1.2% YoY, but the outlook has deterio-
rated noticeably due to the Iran war. The US grew significantly more strongly at +2.0% YoY, but the
conflictisalso likely to dampen growth prospects there — despite robust expectations for the first quarter
so far.

e The CISS index measures the systemic stress in the financial system using 15 market-related indicators
from money, bond, stock, foreign exchange and banking markets. In Europe, Germany and the US,
the indicator has recently picked up again slightly in the context of the war in the Middle East. How-
ever, the swings have so far remained well below the level of 2025, when the markets came under no-
ticeable pressure in the wake of President Trump’s tariff announcements and the resulting increase
in trade tensions.
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Profitability showed a mixed picture in a year-over-year comparison. In the US, ROE rose slightly from
12.8% t0 13.1%, while net income fell by -4.5% YoY. In Western Europe, ROE improved significantly from
9.5% t0 12.0%, accompanied by an increase in net income of +38.3% YoY. The Western European institu-
tions thus once again confirmed their strong banking year 2025. By contrast, the ROE of the BRICS banks
fell from 11.0% t0 10.7% YoY. However, the weaker capital market data in Q1 26 suggests that the banking
market is gradually normalizing after the strong (Western European) year before. It should now become
clear how sustainable the institutions’ profitability is under less favorable conditions. Additional uncer-
tainty is brought about by the conflict in the Middle East, as geopolitical tensions are exacerbating market
conditions and putting further pressure on the risk environment for the banking industry.

Post-tax ROE of global top 100 banks (in %)" Cost-income ratio of global top 100 banks (in %)?
20 80

————

15 ‘ R 60 —\/ —
10 \/ 40

5 20
0 0
Q124 Q224 Q324 Q424 Q125 Q225 Q325 Q425 Q124 Q224 Q324 Q424 Q125 Q225 Q325 Q425
Western Europe === United States BRICS Western Europe United States BRICS
Loan loss provisions of global top 100 banks (in %)% Customer interest rates in the euro area (new business, in %)
1.0 8.0
7.0
0.8
6.0
0.6 50
4.0
—_—— — —
04 _— _/ 30
—
2.0
0.2 10
0.0
0.0 Apr24 Jul24  Oct24 Jan25 Apr25 Jul25 Oct25 Jan26
Q124 Q224 Q324 Q424 Q125 Q225 Q325 Q425

Consum. loans (1Y-5Y) Mortgage loans

United States BRICS

Western Europe ) .
P e COrporate loans Fixed deposits

Q1 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); 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

In Western Europe, the cost-income ratio (CIR) improved significantly by -4.8 pp QoQ to 57.6%.
Although income fell by -2.6% year-over-year, costs dropped even more sharply by -10.2% YoY, as
efficiency programs and lower variable remuneration made an impact. In the US, the CIR in Q4 25 was
59.9% and thus only slightly below the previous year’s figure (-0.16 pp YoY); income and costs there de-
clined almost in tandem at -4.8% YoY and -5.0% YoY respectively.

Loan loss provisions were roughly constant year-over-year; in Western Europe they increased slightly
by +1 bp YoY, while in the US they fell slightly by -1 bp YoY.

Customer interest rates have remained largely stable in recent months. However, consumer loans (1-
5 years) have recently shown signs of a slight increase, also against the backdrop of higher inflation
expectations as a result of the Iran war. In the future, this upward pressure is also likely to become
increasingly noticeable in the other customer interest rates.
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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 2, 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.

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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