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European bank strength is becoming hard to ignore

17 June 2026

While equity investors remain captivated by mega IPOs in the US, bank
consolidation has reappeared among Europe’s headlines. European banks
today combine robust fundamentals with improving strategic optionality, yet
valuations still lag. The sector, in our view, remains attractively positioned.

1. A more demanding macro backdrop is testing, but not undermining, the sector: Geopolitics and muted
growth continue to shape a complex operating environment for European banks. While credit demand
remains subdued and uncertainty persists, the sector has so far demonstrated resilience through stable
lending dynamics and increasing diversification of revenue streams.

2. Fundamentals have underdone a structural reset: Strong capitalisation, robust asset quality and
materially improved efficiency have transformed the sector’s profile. European banks today operate with
greater discipline, stronger balance sheets and more resilient earnings, marking a clear departure from the
vulnerabilities that defined the years following the global financial crisis (GFC).

3. Valuations and expectations continue to lag fundamentals: Despite improving profitability, solid
shareholder returns and a visible strategic optionality through consolidation, the sector trades at a discount
to both the broader market and global peers. At the same time, earnings expectations remain cautious,
suggesting room for further re-rating as fundamentals continue to deliver.
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Geopolitics are shaping a demanding macro environment

Banks are inherently macro-sensitive businesses. Their earnings, asset quality and capital generation are closely tied
to the economic cycle, interest-rate dynamics and the financial health of the sectors they serve. Shifts in growth,
inflation and monetary policy feed directly into credit demand, margins and risk costs. In the current environment,
macro risks are increasingly shaped by geopolitics, with both the war in Ukraine and the conflict involving Iran feeding
directly into Europe’s economic environment, despite the recent US-Iran framework peace agreement.

The escalation of the conflict, and more recently the announcement of a ceasefire, has become an important market
driver given its direct impact on energy markets, transport routes and global trade. For Europe, which remains
structurally export-oriented and highly dependent on imported energy, this represents a clear vulnerability, albeit
one that may be partly alleviated by the agreement to reopen the Strait of Hormuz. While energy prices remain
elevated relative to pre-conflict levels, the US-Iran agreement has already triggered a meaningful decline in energy
prices and reduced volatility, although a full normalisation of energy markets will take time.

Agdainst this still fragile but gradually stabilising backdrop, eurozone growth has slowed further from already modest
levels. While a deep recession is not our base case, underlying momentum remains weak. Fiscal policy continues to
provide an important offset, with public spending supporting fixed investment — particularly in infrastructure,
defence and the energy transition. Crucially, as financial intermediaries, banks stand to benefit directly from this
fiscal impulse. Large-scale fiscal stimulus — particularly in Germany, where fiscal space is being deployed more
actively — translate into higher financing needs across corporates, public-private partnerships and supply chains,
supporting both loan volumes and fee-generating activities.

Accordingly, loan growth remains modest but broadly stable, although underlying demand remains uneven. In the
corporate segment, lending is supported by public investment programmes and ongoing refinancing needs, even as
subdued investment appetite and weak external demand constrain expansion. On the household side, higher interest
rates continue to weigh on credit demand, particularly in rate-sensitive segments such as mortgages, where
affordability constraints remain binding.

At the same time, banks have progressively shifted their business models away from a predominant reliance on net
interest income towards a more balanced revenue mix, with a growing contribution from fees and commissions. This
diversification helps to cushion the impact of weaker lending growth and enhances the resilience of overall revenues.
The reduction in energy price uncertainty and improved trade visibility following the agreement between the US and
Iran may support corporate confidence and investment over time, although transmission is likely to be gradual.

These same underlying forces of elevated energy costs, supply-side constraints and still-fragile demand, are also
shaping inflation dynamics. Headline inflation in the eurozone has picked up again in recent months, although the
easing in energy prices following the US-lran agreement suddests that energy-driven inflation pressure may be
nearing its peak. Headline inflation is likely to average around 3.5% in the second half of 2026, while core inflation
remains above tardet. As a result, the ECB’s monetary policy cycle is not yet complete.

Following last week’s rate hike, we expect a further 25 basis points of tightening by September, which would bring
the deposit rate towards the upper bound of the neutral range, although the improved energy backdrop marginally
reduces the risk of a more prolonged tightening cycle.

Meanwhile, regulation — once seen as a structural headwind — has become more predictable and less burdensome.
Prodress in areas such as insolvency regimes, including the move towards full depositor preference, is also supportive
over the medium term, as it strengthens the foundations for a European deposit insurance scheme. This, in turn,
would facilitate cross-border liquidity flows and support further consolidation within the sector. This evolving
requlatory backdrop provides an important anchor for investor confidence.
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Capital strength and healthy asset quality reinforce sector resilience

European banks are no longer defined by post-crisis fragility. Capital strength now sits at the core of the investment
case (see chart), with CET1 ratios comfortably exceeding minimum requlatory requirements, supporting both
resilience and strategic flexibility. This strength is increasingly translating into tangible shareholder returns through
dividends and buybacks, offering an important anchor for valuations in a more volatile macro environment (see also
Coffee Break: Shareholder remuneration supports euro area banks’ equity valuations, 1 June). Asset quality,
meanwhile, remains robust. Non-performing loans are near historical lows (see chart) and underwriting standards
are materially tighter than in previous cycles. Notably, dispersion across countries has narrowed significantly, with
NPL ratios in traditionally more challenged markets such as Italy now even below those in Germany and Austria.
Despite ongoing macro uncertainty, there are few signs of broad-based deterioration in credit quality, underscaoring
the sector’s improved resilience.

CAPITAL AND CREDIT STRENGTH REDEFINE EUROPEAN BANKS
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Profitability and efficiency dains reinforce structural improvement

Adainst this more solid foundation, bank profitability has normalised at healthier and more sustainable levels.
Returns on equity are broadly aligned with the cost of capital (see chart), supported by disciplined pricing, a more
stable funding mix and the repricing effects of higher interest rates. Importantly, earnings quality has improved, with
a stronder contribution from core banking activities and less reliance on more volatile revenue streams.

Efficiency, once a persistent structural weakness, has also improved meaningfully. Cost discipline, digitalisation and
targeted restructuring efforts have reduced cost-to-income ratios and strengthened operating leverage (see chart).
As a result, incremental revenue growth translates more effectively into bottom-line profitability, enhancing earnings
visibility. Crucially, these improvements are not purely cyclical. While profitability remains sensitive to the interest
rate environment, the sector is structurally better positioned to absorb weaker growth or higher volatility than in
previous cycles, with through-the-cycle returns on equity now sustainably higher than in the pre-GFC period.
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STRONGER PROFITABILITY AND IMPROVED EFFICIENCY UNDERPIN EARNINGS QUALITY
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Digitalisation and the adoption of artificial intelligence (Al) are becoming key drivers of this shift. What bedan as a
defensive response to fintech disruption is increasingly a source of competitive advantagde. Al is being deployed across
core processes, enhancing accuracy while reducing costs. At the same time, continued investment in digital channels
supports higher customer endagement at lower marginal cost, enabling further rationalisation of physical
infrastructure. Taken together, these developments reinforce scalability and help sustain profitability in a low-growth
environment, where revenue expansion is constrained and investors place greater value on operational efficiency.

From prolonded underperformance to meaningful catch-up

Market performance reinforces the shifting narrative. Over the past few years, European bank equities have materially
outperformed the broader European market. Since 2022, STOXX Europe 600 Banks has delivered strong absolute
returns, outpacing the broader STOXX Europe 600 (see chart). Notably, performance has also compared favourably
with US peers over this period. This outperformance marks a notable reversal from the previous decade of persistent
underperformance.

Yet, despite this strong run, the longer-term picture remains more nuanced: over a multi-year period, European banks
have only begun to make up for years of underperformance relative to the broader market following the financial
crisis. In other words, recent dains reflect a catch-up phase rather than excess exuberance. The sector’s improved
earnings power and capital-return profile have been recognised by markets, but valuation multiples suggest that
investors have yet to fully price in the structural shift in fundamentals.
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Valuations lag fundamentals — consensus remains cautious on earnings

In fact, despite improved fundamentals, valuations remain undemanding. At below 10x 12-month forward earnings,
European banks continue to trade at a clear discount to the broader market, which is valued at around 15x, as well
as to global peers, particularly in the US (see chart). This dap persists despite a convergence in key fundamentals,
including capital strength, profitability and shareholder distributions. This discount is also notable in a historical
context: prior to the GFC, European banks consistently traded at higher multiples.

Part of the discount still reflects familiar concerns: the sustainability of earnings, structurally lower growth prospects
in Europe and a lingering reputational overhang from past crises. In addition, investors continue to factor in
intensifying competition not only from agile fintech entrants eroding fee pools and control of the customer
relationship, but also from large, well-capitalised foreign banks, particularly US institutions, which retain structural
advantades in scale, technology and capital markets franchises. However, the persistence of the valuation dap
appears increasingly misaligned with the sector’s current fundamentals.

VALUATION GAP PERSISTS
12M FWD P/E RATIOS
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Earnings expectations provide a similar picture of cautious market positioning. Consensus forecasts for European
banks point to solid but comparatively muted growth, at around 10% on a 12-month forward basis, lagging the
broader European equity market, where earnings are expected to expand by more than 12%. Much like valuations,
earnings expectations for European banks embed a degree of caution that may prove overly conservative if mardins
remain resilient, credit quality holds up and efficiency gains continue to materialise — a scenario that is further
supported by a less adverse macro backdrop following the recent geopolitical de-escalation.

EARNINGS EXPECTATIONS REMAIN MUTED
12M FWD CONSENSUS EARNINGS GROWTH (IN %)
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Consolidation as a potential catalyst

Set adainst this combination of macro pressure and redulatory clarity, the stratedic response of the sector is
becoming increasingly visible: a renewed focus on consolidation. Fragmentation has long been a defining weakness
of the European banking landscape, weighing on profitability and scalability. M&A activity, whether realised or
anticipated, signals a shift in mindset, even if political support for consolidation remains gradual and, at times,
cautious. Greater scale can unlock cost synergies, enhance pricing power and improve competitiveness, particularly
in areas such as payments, corporate banking and capital markets. It may also contribute to the long-delayed
integration of European financial markets. For equity investors, consolidation provides a potential re-rating catalyst:
it highlights the embedded value in franchises that may not be fully reflected in current valuations and can also
impose greater discipline on capital allocation.

European banks return as a core equity holding

The investment narrative for European banks has shifted. It is no longer centred on balance-sheet repair or a purely
cyclical rebound, but on a sector that has underdone a structural reset and is still viewed with a degree of scepticism.
Strong capital, resilient earnings, attractive shareholder distributions and the prospect of consolidation together form
a balanced equity story. In a global market that increasingly rewards income, discipline and visibility, European banks
are transitioning to a credible core holding. For investors, they offer a combination of reliable income generation and
moderate inflation sensitivity, helping to diversify equity portfolios. Their improving earnings visibility and capital-return
profile make them relevant not only for opportunistic investors, but also for mandates focused on income and stability.

An important element underpinning this evolving investment case is the gradual progress towards a more integrated
European banking union. While the framework remains incomplete — most notably in the absence of a fully
mutualised deposit insurance scheme — advances in supervisory coordination and resolution regimes have helped to
mitigate systemic dislocations.
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In an environment characterised by heightened geopolitical uncertainty and uneven fiscal capacity across member
states, deeper financial integration enhances the system’s ability to absorb shocks and allocate capital more
efficiently across the eurozone.

That said, a constructive view does not imply the absence of risk. While the US-Iran ceasefire reduces one key tail
risk, geopolitical fragmentation and implementation risks associated with the agreement remain elevated. Slower
growth and persistent trade tensions could weigh on credit demand and asset quality. A more pronounced slowdown
would likely lead to a normalisation of the cost of risk from current lows. Interest-rate dynamics also warrant
attention. At the same time, competitive pressures, from both incumbent players and fintechs, continue to challenge
pricing and customer retention in selected segments. Execution risk associated with consolidation should not be
underestimated either.

Even so, the balance of risks and opportunities appears more favourable than in past cycles. The sector operates from
a position of strength, with sufficient capital, improved efficiency and more disciplined management of risk and
returns. Against this backdrop, European banks are no longer defined by the vulnerabilities of the past, but
increasingly by their capacity to deliver stable and scalable returns. For investors willing to look beyond persistent —
though selective — valuation scepticism, the sector offers a combination of income, resilience and re-rating potential
that remains difficult to replicate elsewhere in European equities.
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Ledal Notices

Glossary

Terms used in the report are available on our website: Our glossary.

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with ledal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest.
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, correctness and
truthfulness of which the UniCredit Group makes no duarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

2. Iftheinvestment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changes in exchande rates and have an undesirable effect on the profitability of the investment.

3. Investments that offer high returns can undergo significant price fluctuations following any downgrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

5. Inthe presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to change in the future.

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.

8. Diversification does not guarantee a profit or protect adainst a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this

document, including, but not limited to, damades due to losses, lost earnings or unrealised savings. The contents of the publication —

including data, news, information, imades, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless

otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not

allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes
without prior written autharisation from UniCredit Group unless if purposes of personal use only. E 25/1
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