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European Banks - Too Far, Too Fast

Summary

European Banks have accelerated higher over the last 3mths and have now
outperformed the Mag 7 overthe last Tyr. Qi’'s MFERM captured rising macro importance
for the sector through the last year into November. However, since then, returns have
been harder to explain by macro with idiosyncratic drivers dominating. The macro
exposures of the sector reflect a reflationary posture - it wants a stronger EUR, higher
real yields and copper alongside tight credit spreads and low vol. However, the
disconnect between the spot and factor returns has now become much more evident.
Unnervingly, this decline in macroimportance is at the lows of the last 3yrs - just as fears
of trade wars have accelerated on this weekend’s news. Trump made clear that he will
“absolutely” impose tariffs on the EU. Needless to say, any worsening of credit owing to
economic impacts from trade war escalation will have an oversized impact on banks.
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Details

Overthe lastyear, European Banks (SX7P) have outperformed the Magnificent 7:
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SX7P Index (STOXX Europe 600 Banks Price EUR) Daily 03FEE2024-021 _-.. Copyright@ 2025 Bloomberg Finance L.P.
Through the last year, the following factor exposures dominate:

o V2X&Itraxx Xover as proxies of risk sentiment

e Copper&EUGDP Nowcast as proxies of growth expectations, albeit less so than
earlierin 2024

e EUR TWI and real yields as proxies of Eurozone confidence, which have risen in
importance through the year

Afew of these factor sensitivity exposures over time are highlighted below:
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SX7P: Factor Sensitivity Exposures since Jan-24
(% chg for 1 daily std dev move higher in factor)
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Indeed today, the ranked exposures also reflect the above - a clear desire fora
reflationary regime:

SX7P: Factor Sensitivity Exposures Today
(% chg for 1 daily std dev move higher in factor)
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The importance of macro for the SX7P’s returns was rising through the majority of 2024.
BUT that importance relative to idiosyncratic drivers peaked at start of November.

Thisisillustrated below by a 3mth rolling RSq of the daily spot returns of the indexvs. the
daily attributable factorreturn as determined by Qi’s Risk Model.
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SX7P: 3mth Rolling RSq of daily spot returns vs. factor returns
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What is striking, is that this decline in macro importance is at the lows of the last 3yrs — just as
fears of trade wars have accelerated on this weekend’s news.

SX7P: 3mth Rolling RSq of daily spot returns vs. factor returns
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With respect to returns, this breakdown in recent correlation is reflected in the below
return attribution chart - we show SX7P’s cumulative return since 2022 alongside the
factor return. Recall, we show the factor return on the rhs axis - unlike stocks, macro
factors donottrend with equity vollike returns and exposures are dynamic over time with
some factors propellers and othersdrags. Thishasthe impact of muting the size of factor
returns over long periods. The size of the factor return will in part depend on how

aggressively the factors themselves are moving. That said, it is clear that we observe a
recent disconnect:
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SX7P: Cumulative Return Attribution
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To empirically see this disconnect, below we simply plot SX7P vs. copper and real yields.
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Disclaimer

This document is being sent only to investment professionals (as that termis defined in article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) OrdeRSq005 (‘FPO"))
orto persons to whomit would otherwise be lawful to distribute it. Accordingly, persons who do not have professional experience in matters relating to investments should not rely on this
document. The information contained herein is for general guidance and information only and is subject to amendment or correction. This documentis not directed to, orintended for
distribution to or use by, any person or entity who is a citizen or resident of orlocated in any locality, state, country or otherjurisdiction where such distribution, publication, availability or use
would be contrary to law or regulation.

This document is provided forinformation purposes only, isintended for your use only, and does not constitute aninvitation or offer to subscribe for or purchase any securities, any product or
any service and neither this document nor anything contained herein shall form the basis of any contract or commitment whatsoever. This document does not constitute any recommendation
regarding any securities, futures, derivatives or otherinvestment products. The information contained hereinis provided for informational and discussion purposes only and is not and, may not
berelied oninany manner as accounting, legal, tax, investment, regulatory or other advice.

Information and opinions presentedin this document have been obtained or derived from sources believed to be reliable, but Quant Insight Limited (Qi) makes no representation as to their
accuracy or completeness or reliability and expressly disclaims any liability, including incidental or consequential damages arising from errors in this publication. No reliance may be placed for
any purpose on the information and opinions contained in this document. No representation, warranty or undertaking, express orimplied, is given as to the accuracy or completeness of the
information or opinions contained in this document by any of Qi, its employees or affiliates and no liability is accepted by such persons for the accuracy or completeness of any suchinformation
oropinions. Any data provided in this document indicating past performanceis not a reliable indicator of future returns/performance. Nothing contained herein shall be relied upon as a promise
orrepresentation whether as to past or future performance.

This presentationis strictly confidential and may not be reproduced or redistributed in whole or in part nor may its contents be disclosed to any other personunder any circumstances without the
express permission of Quant Insight Limited.
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