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GLOBAL SYSTEMIC IMPORTANT BANKS (GSIBS) 1Q24 RESULTS SURPRISED TO THE UPSIDE

GSIBs posted strong results in the first quarter of 2024, with only 5 percent of banks missing consensus earnings per share (EPS)
estimates (Chart 2.1). On aggregate, growth in returns was driven by strong non-interest income and lower operating costs, while
tailwinds from interest income and margin expansion seemed to be fading.

EQUITY PRICES HAVE RALLIED YEAR-TO-DATE

GSIB equity prices have rallied significantly year-to-date, especially in North America, Japan, and Europe, although the recent rally
cooled-off since April (Chart 1.1). The AT1 market has also fully recovered from the March 2023 turmoil in both pricing and issuance.
Price-to-book ratios have increased across regions but continue within historical ranges, except for Japan (Chart 1.2 and 1.3).

PROFITABILITY IMPROVED BOLSTERED BY STRONGER NON-INTEREST INCOME AND EXPENSE MANAGEMENT

Bank profitability improved driven by several factors. Noninterest income from fees, including wealth management, commissions
from insurance activities, and revenue from investment banking and trading, rebounded strongly while cost discipline contributed to
lower noninterest expenses across most GSIBs. In addition, improved macroeconomic forecasts and lower expectations for credit
losses contributed to lower provision expenses in the US and Europe, while net interest income benefited from modest net interest
margin (NIM) expansion in Europe and Japan (Chart 2.2 to 2.6). Aggregate analyst consensus forecasts projected NIMs to compress
further in the United States in the second quarter as funding costs remain higher for longer (Chart 2.8).

LOAN GROWTH DECELERATED AS DEMAND CONTRACTED ACROSS LOAN MARKETS

Loan growth slowed down for most GSIBs at a pace that remained different across areas (Chart 4.3). In North America, loan growth
was muted as demand eased, with a few banks reporting declining volumes compared to the previous quarter. In Europe, loan
growth turned negative for most G-SIBs, as higher rates and tighter lending standards weighed on stagnating loan demand,
especially in the corporate sector. In Japan, customer loans declined as higher interest rates dampened demand. In contrast, loan
growth remained strong in China supported by strong stimulus provided by the government to mitigate the crisis in the real estate
sector. Aggregate analyst consensus estimated forecasted loan growth to remain muted in 2024 across GSIBs except in China.

CREDIT RISK APPEARS TO REMAIN CONTAINED

Asset quality remained overall sound for G-SIBs, in spite of higher cost of debt for households and firms and persistent vulnerabilities
in the commercial real estate (CRE) sector. Some GSIBs in the US and Europe continued to have high CRE exposure relative to
Tier 1 capital this quarter (Chart 4.4). The non-performing loan (NPL) ratio rose marginally for European and North American G-
SIBs, by about 13bps year-over-year to reach respectively 2.4 percent and 0.5 percent. In China, where signs of deteriorating asset
quality had appeared in 2023, the NPL ratio marginally retraced in the quarter to 1.32 percent on average. Most GSIBs maintained
an adequate NPL coverage ratio above 100%, except for those in Europe and Japan (Chart 4.1). The cost of credit, measured by
annualized loan loss provision expenses to average loans, increased in China and marginally ticked up in aggregate, increasing to
0.44 percent from 0.41 percent at year-end 2023 (Chart 4.2).

BANKS’ FUNDING CONTINUED TO MIGRATE TO TERM DEPOSITS AND WEALTH MANAGEMENT ASSETS

Deposit balances increased across most GSIBs in China, Europe, and North America, and the deposit mix continued to shift
towards more expensive funding, as term deposits increased, and noninterest bearing deposits decreased over the past year.
Aggregate deposits totaled $42 trillion in the first quarter and remained 30 percent above pre-pandemic levels. However, during
the quarter, deposit balances slightly decreased for most European and Japanese GSIBs due to sluggish growth, deposit
migration to wealth management assets and foreign exchange adjustments (Chart 2.7). Analyst consensus estimates forecast
deposit growth to remain modest within the 1 percent range for most GSIBs next quarter.

CAPITAL AND LIQUIDITY RATIOS REMAINED COMFORTABLE

On average, the CET1 capital ratio was 13.1 percent, unchanged from year-end 2023. Individual CET1 ratios remained above
minimum regulatory requirements (Chart 3.1 to 3.4) but decreased marginally for a few G-SIBs in North America and Europe,
reflecting pay-out ratios higher than 100 percent of 2023 profits. In Japan, G-SIBs had less CET1 capital in the quarter compared
to year-end 2023. CET1 ratios, however, moved higher, reflecting declining RWAs driven by regulatory adjustments associated
with the implementation of the final elements of Basel Ill. Liquidity buffers remain ample, with liquidity coverage ratios (LCRS)
remaining well above regulatory requirements (Table 1).

This Monitor was prepared by Francesco de Rossi, Gonzalo Fernandez Dionis, Yiran Li, and Silvia L. Ramirez. 1



GSIBS’ Share price performance and valuations

(as of 6/7/24)

GSIB equity prices have rallied in 2024

Chart 1.1. Stock Prices (1/1/2019 = 100)

Chart 1.2. Price to Book Ratio

Chart 1.3. Price to Book vs ROE
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Nofe: Regional averages are assef-weighted average of each bank in the region

Note: As of 1Q24, unless otherwise noted. Market pricing is as of June 7, 2024. Regional averages are asset-weighted. Throughout
this note, “EUR” includes all European GSIBs. “NA” includes US and Canadian GSIBs, “JP” = Japanese and “CN”
“TOT” is the total across all G-SIBs. The GSIB list includes Bank of Communications and excludes Unicredit according to the
Financial Stability Board publication (2023 List of Global Systemically Important Banks (G-SIBs) - Financial Stability Board (fsb.org)).
Source: Bloomberg and IMF Staff calculations.

Chinese GSIBs.
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Earnings Overview

GSIB profitability continued to surprise to the While profitability improved for European and
upside Japanese GSIBs, it declined in agregate
Chart 2.1. Adjusted Earnings per Share vs. Chart 2.2.0perating ROA
Consensus Estimates (Percentage points, ex conduct charges)
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Strong noninteret income and lower costs Banks in Europe and Japan benefited from modest
contributed to strong earnings performance net interest margin expansion
Chart 2.3. Decomposition of Quarterly Change in Chart 2.4. Annualized Net Interest Margin
Operating ROA, 2024:Q1 vs. 2023:Q4 (Percent)
(Percentage points)
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Investment banking revenue and ... trading revenue rebounded strongly this quarter
Chart 2.5. Investment Banking and Trading Chart 2.6. Trading Revenues, by FICC and Equities
Revenues (USD in billions)
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Funding Outlook

Most GSIBs posted sluggish deposit growth in the

quarter
Chart 2.7. Deposit Balances
(In trillions of U.S. dollars)
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Capital

While medium term funding costs increased

Chart 2.8. Bank Yield Curves for A-rated Debt
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Capital levels remained adequate and capital ratios improved in the quarter

Chart 3.1. CET1 Progression: US
(Percent of risk-weighted assets)
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Chart 3.3. CET1 Progression: Japan
(Percent of risk-weighted assets)
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Chart 3.2. CET1 Progression: Europe and UK
(Percent of risk-weighted assets)
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Chart 3.4. CET1 Progression: China
(Percent of risk-weighted assets)
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Asset Quality and Loan Growth

GSIBs maintained an adequate coverage ratio ...and GSIBs in China and Japan increased
relative to nonperforming loans in China and North provision expenses as NPLs edged up this quarter
America

Chart 4.1. Loan-Loss Reserves / NPLs Chart 4.2. Provision Expense / Average Loans
(Percent) (Annualized)
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Loan-loss reserves coverage ratio
Chart 4.3. Quarterly Loan Balances Chart 4.4. CRE Exposure to Tier 1 Capital
(In trillions of U.S. dollars) (Percent)
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Sources: Bank financial statements, SNL, Bloomberg LP, and IMF Staff.

Notes: Chart 1.3 and Chart 4.1 highlight GSIBs in China in red, in Europe in blue, in Japan in pink and in North America in green. Chart
2.1 is based on consensus expectations for 3Q23. Chart 2.2,shows ‘underlying’ operating performance which excludes tax, non-
operating items and misconduct charges based on a fourth quarter trailing average. Chart 2.3, Operating ROA based on adjusted assets
to common IFRS standard to normalize for balance sheet size; NIl = Net interest income; Non-II = Non-interest income; Opex =
Operating expense; Prov’'n = Provision for loan losses; Op Inc = Operating income before taxes and extraordinary items. Chart 3.1 to
Chart 3.4, CET1= common equity tier 1 ratio; RWA = risk-weighted assets PPNR = pre-provision net revenue; LLPs = loan-loss
provisions; Trading = gains on trading and investment; Capital = capital management (dividends, buybacks, other comprehensive
income). CET1 and RWA data not available for Bank of China and Bank of Communications.
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