G-SIB Monitor

MONETARY AND CAPITAL MARKETS DEPARTMENT

> Shares have rebounded overthe past month from earlier losses, with relative performance broadly aligned
with earnings. Market valuationsof banks continue to vary significantly.

» Reported earnings were at or above expectations, but market analysts expect further pressure on net interest
margins and a risk of higher credit costs.

» Theimprovementin capital positions has leveled off, mainly reflecting higher payouts. Funding indicators are
stable butvary significantly across regions —European banks have the lowest deposits relative to loans, while
Japanese and Chinesebanks are deposit-rich.

Share prices have risen overthe past month, with most regions now showingmodest gains year-to-date (page 2).
Tradinginlarge bank equities has been choppy, with the recentrises balancing weakness over most of the summer.
North American G-SIBs (+20% YTD) have delivered the most robust gains, consistent with their strong financial
performance. Chinese G-SIB shares (-5% YTD) have been weakest on falling margins and macro concerns. Valuations
continueto vary significantly. Only North Americanbanks’ price-to-book ratios are above one.

2Q2019reported profitability was better than expected, but analysts see rising downside risks (Charts 2.1 to 2.6).
Most banks’ 2Q2019 earnings and revenues beat relatively subdued forecasts, which declined ahead of results
announcements(2.1). Profitability was stable quarter-on-quarter (QoQ) in most regions, but year-on-year (YoY)
trends were weaker —down slightlyin Asiaand sharply lower in Europe (2.3, 2.4). Most analysts’ research predicts
further earnings compression, driven mainly by revenue pressures.

Revenue margin (on assets) declined in many regions as net interest margins (NIMs) continued their long-term
decline (3.1 to 3.6).Japaneseand European peers hadparticularly disappointing NIMs, down 13 and 6 basis points
repectively. Analysts expect this deterioration to continue given recent and anticipated policy easing and
expectations thatinterest rates will remain low for longer than previously anticipated.

Capital markets revenue pools were once again weak, and US banks continue to take share. Overall markets
revenues continuedto decline. Theinvestment banking and markets global revenue pool shrank 10% YoY in 2Q2019,
as did both fixed income and equities trading. US banks continued to gain share in fixed income and (slightly) in
equities (4.1to 4.3). Market risks declinedas less balance sheet was devoted to market portfolios (4.4t0 4.6).

Asset quality continues to improve, with low provision charges (5.1 to 5.6). GSIBs’ gross NPL ratios fell across all
regions, with a particularly sharp decline in Europe supported by large asset disposals (5.1 and 5.2). Loan-oss
reserves and net NPLpositions strengthened in Europe andfell elsewhere (5.3 and5.4). Credit costs also remained
very low, though many analysts have warned that these could rise as the economy slows (5.5). Chinese banks
lowered provisions sharply in2Q2019, in the context of weak revenues (5.6).

Capital and liquidity indicators remained stable (6.1 to 6.6). After declining for four quarters, risk-weighted assets
(RWA) stabilized in 2Q2019 (6.1). Tier 1 capital ratios, however, declined slightly QoQ in Europe, Japan and China.
Some analysts see downside risk to dividend payouts, es pecially in Europe, which would lower the optically attractive
dividend yields and could weaken market valuations further. Deposit-based funding indicators remained broadly
stable, but significant differences in funding composition remain across regions, with European banks most
dependent on non-deposit sources of funding. Over the past few years, Japanese banks’ loan-deposit ratios (LDR)
have improved, while Chinese banks’ LDRs have deteriorated following robust loan growth and perhaps some
depositdisintermediation.

This monitoris produced by John Caparusso (jcaparusso@imf.org) and Rohit Goel (rgoel@imf.org) (both MCMGA). It covers
the GSIBs' operating performance, asset quality, capitaland liquidity positions, and the price performance of their securities.
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1. Share Price Performance and Valuations

Chart 1. Price Trend (1/1/2016 = 100)

Chart 2. Valution Trajectory (Price / book)

Chart 3. Price to Book vs 2020 ROE
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Note: Regional averages are asset-weighted average of each bank in the region

Note: Throughout this note, “EUR” includes all European banks. “NA” includes US and Canadian banks,“JP” =Japaneseand “CN” =
Chinese banks. “TOT” is the total acrossall G-SIBs. Source: Bloomberg and IMF Staff Analysis.




2. Earnings Performance

Most G-SIBs’ 2Q2019 earnings and revenues beat (fairly

cautious) consensus expectations

Chart 2.1. Revenues vs. consensus estimates
(Number of GSIBs within percentage intervals)
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NA bank ROEs now almost match declining CN peers’; JP

ROEs continue to decline and are now below EUR banks

Chart 2.2. Reported ROE, 4 Quarters Trailing
(Percent of average equity)
25%
— A

——

20% =

—EUR P

15%
10%
o W‘—-
0%

2 = 2
<t on o

o — o o <t W
- = = - =
<t o o < ™m o

1Q19

) w0
— —
g o}
- -

Operating ROA was essentially stable in most regions ...

Chart 2.3. Pretax Operating ROA
(Percent of average assets, ex conductcharges)
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... except in JP, where quarterly earnings bounced

Chart 2.4. Change in Pretax Operating ROA
(Percentage points of average assets, ex conduct charges)
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US GSIBs’ higher profitability remains driven by robust
revenues, while CN banks lead on operating costs
Chart 2.5. Decomposition of Operating ROA, by Region, 2Q2019
(Percentage points)
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Sources: Bankfinancial statements, SNL, Bloomberg, and IMF Staff.

In EUR all earnings drivers deteriorated; in CN lower
provisions offset the drag from lower NII

Chart 2.6. Decomposition of Change in Operating ROA, 2Q19 vs.
2Q18 (Percentage points)
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Note: Panel 1is based on consensus expectationsasofluly 1,2019. Operating profit =operating revenue less provisions and operating
expense. To highlight ‘underlying’ operating performance, results are shown before tax and exclude the effects of non-operatingitemsand
misconduct-related litigation charges and penalties. NIl =Net interest income. Non-Il =Non-interest income.Opex =Operating expense. Prov'n
= Provision for loan losses. Op Inc = Operatingincome before taxes and extraordinary items.
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3. Revenue Performance

Revenue economics has been improving in NA, eroding Revenues fell, relative to assets, in most regions over

in JP, and jagged around a downward trend in CN the past year
Chart 3.1. Reported Revenues/Assets, by Region (Percent) Chart 3.2. Change in Revenues/Assets, 2Q2019
(Percentage points)
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Net interest margins also fell across all regions ... ... even before the the effects of further policy rate cuts

and monetary easing
Chart 3.4. Change in Net Interest Margin, 2Q2019 vs. Previous

Chart 3.3. Net Interest Margin, by Region (Percent)
Periods (Percentage points)
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Non-interest income margins however are holding up ... but appear to be on a declining trend in EUR and
well in most regions, particularly NA ... were volatile this quarter for CN banks
Chart 3.5. Non-Interest Income to Average Assets, by Region Chart 3.5. Change in Non-Interest Income to Average Assets, 2Q2019
(Percent) vs. Previous Periods (Percentage points)
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4. Market Revenues and Market Risk

Overall IB and markets revenues are down slightly over

the past year
Chart 4.1. Investment Banking and Trading Revenues
(USD in Millions, Percent)
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Fixed income revenues continue their long-term
contraction, with European peers still losing share

Chart 4.2. Trading Revenues — FICC
(USD in Millions, Percent)
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Equities-related trading revenues rebounded but

remain down year-on-year
Chart 4.3. Trading Revenues — Equities
(USD in Millions, Percent)
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Longer-term market revenue trends are consistent with

a declining allocation of capital to marketrisk ...

Chart 4.4. Market RWA / Total RWA
(Percent)
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... While derivatives exposures have stabilized ...
Chart 4.5. Notional Derivatives / Total Assets
(Times)
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... along with banks’ holdings of hard-to-value positions

Chart 4.6. Level 3 Assets / Total Assets
(Percent)
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5. Asset Quality and Credit Costs

GSIBs’ gross NPL ratios continued to decline ...
Chart 5.1. Gross NPL Ratio

... particularly in EUR, driven by large disposals
Chart 5.2. Change in Gross NPL Ratio, 2Q2019 vs. Previous Periods
(Percentage points)
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Reserves coverage improved, especially in NA Net NPL ratios are comfortable in most regions outside
EUR
Chart 5.3. Loan-Loss Reserves / NPLs Chart 5.4. Net NPL Ratio
(Percent) (NPLs, net of LLRs, as Percent of Loans)
9 3%
340% A —iuR PN RHS) ° —NA —EUR Jp —CN
290% 2%
0,
240% 1%
190%
(o)
140% 0%
90% 1% ON"
_— — —— ____,‘-———-——’— —_—
40% 2%
S SEnS5e55555555555 SCr-NNmMmYTLLOONt QOO
PRYRSYRIRINYITRIRSR 92993 IITRIRTRIRER
Sharply lower provisions in China propped up reported EUR G-SIBs took little or no hit to provisions on large

earnings; JP bank provisions are also extremely low
Chart 5.5. Provision Expense / Loans
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Sources: Bloomberg, SNL, IMF staffanalysis.

NPL disposals
Chart 5.6. Change in Provision Expense / Loans
(Percentage Points)
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6. Balance Sheet Growth, Capital and Liquidity

Risk-weighted asset growth stabilized across all regions RWA density continues to fall, suggesting de-risking and
capital conservation

Chart 6.1. YoY change in Risk-Weighted Assets Chart 6.2. RWA Density (Risk-Weighted Assets/Total Assets)
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The rise in Tier 1 ratios has tailed off ... ... and evendipped slightly over the past quarter
Chart 6.3. Tier 1 Ratio, Average by Region Chart 6.4. Change in Tier 1 Ratio, Average by Region (Percent)
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Loan-deposit ratios have remained stable ... ... but the availability of deposit funding differs sharply

across regions
Chart 6.5. Loan-Deposit Ratio Chart 6.6. Deposits / Total Liabilities
(Percent) (Percent)
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Sources: Bloomberg, SNL, staff analysis.
Note: Total shareholder payoutincludes ordinary dividends, special dividends, and share buybacks.



