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Three themes

The sources of risk have changed

* Yes, it’s taken a long time to clean the banks
* Bank profitability the problem, not balance sheets
* Shadow banks

We think the banks will grow
A mortgage boom ahead

* The ruinous dividend ban is behind us

Big choices ahead

* Digital euro
e Big Tech

* Climate stress — why no climate reward?



The sources of risk have changed




| shouldn’t be worried 77

euro area Common Equity Tier 1 ratio (%) compared with SREP floor (%) 2015-21
The cushion to SREP demands has doubled over six years. It rose through the Covid shock
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A bit of discipline: the credit/GDP gap 7

Creditto GDPgap (%) 4Q 20
Only France was materially above long-term averages on this balance sheet measure, at a depressed
momentin GDP. Strong 2021E GDP recovery will likely bring even France down towards trend
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Europe gold plated Basel, big time - €200bn

Common Equity Tier 1 requirements (% RWA): comparing Basel with European expectations
Pillar 2 is a European feature that raises capital requirements by €200bn. Domestic or systemic risk

buffers also frequently raise requirements
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Minimumn	Basel	EU	4.4999999999999998E-2	4.4999999999999998E-2	CCoB	Basel	EU	2.5000000000000001E-2	2.5000000000000001E-2	G-SIB (example)	Basel	EU	0.01	0.01	Pillar 2 Requirement	Basel	EU	1.2E-2	Pillar 2 Guidance	Basel	EU	1.4E-2	D-SIB/ Systemic Risk (example)	Basel	EU	0.01	








The bad debts? Erm... 77

Moratoria loansin the euroarea (€ bn), left chart. NPLs and stage 2 loans (€ bn), right chart
Moratoria expired and didn’t turn into Stage 2 or NPL
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In the prior crisis, it was bank models that went awry. This time... K

Changein Non Performing Loans, euro area (€ bn) 2020-21
Stress test was directionally wrong
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Trading also turned out fine. Better than fine

Trading results: EBA stress tests and 2020 actual (€ bn)
€£45bn better outcome than stressed for across the euro area
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2018 stress	2021 stress	2020 actual	-24	-17	22.1	






Returns are an essential truth. 10% is the floor

Return on Common Equity Tier 1 (%) 2022E
A long tail of low ROE banksin the euro area. Restructuring choices now clear
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KBC	Nordea	Intesa	Mediobanca	Bk Ireland	BNP Paribas	CASA	BBVA	Raiffeisen	Bankinter	Erste	ING Group	Caixabank	AIB 	SocGen	UniCredit	Deutsche	Banco BPM	ABN AMRO	Sabadell	Commerz	0.14856651514530425	0.13415924435411242	0.11304601562114759	0.11071248436935203	0.10425733615896585	0.1007913471568328	9.9871915631140909E-2	9.8006134052415941E-2	9.1221118691506772E-2	8.6570729522517445E-2	8.6472480004211011E-2	8.1595787096317859E-2	6.9933059764390265E-2	6.0674392144329146E-2	5.8584607207572671E-2	5.7106877127938299E-2	5.4669305980424292E-2	5.4382284090613263E-2	4.1292138066625239E-2	3.4115041351104269E-2	1.9039675142663776E-2	






Challenges: negative rates are awful

Household deposit rate paid, euro area (%)
Trending to zero, not-50bp

1.00%

0.00%
Jun-14 Nov-14 Apr-15 Sep-15 Feb-16 Jul-16 Dec16 May-17 Oct-17 Mar-18 Aug-18 Jan-19 Jun-19 Nov-19 Apr-20 Sep-20 Feb-21

Source: BofA Global Research, ECB
BofA GLOBAL RESEARCH

11



Banks are all about dividends

euro area bank sectordistributions (€ mn)
Industry set to distribute 7% of market cap in the coming 12 months, up fivefold
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Distribution	12m just gone	12m ahead	2022E	7235.5552271841243	36428.289528609886	43082.293815596691	%	12m just gone	12m ahead	2022E	1.4768241589430383E-2	7.4352522170934396E-2	8.7933780244693824E-2	










Don’t do dividend bans “Z7

share price performance (%) 10 Feb-30 April 2020, plus dividends taken back following supervisory
“preference”
Banks with higher returns and higher payouts fell by more through the dividend ban
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Share price decline	Deutsche	Danske	KBC	BNP	CASA	ING	-28	-32	-29	-45	-46	-52	Lost dividend	Deutsche	Danske	KBC	BNP	CASA	ING	-6	-5	-5	-5	








Don’t do dividend bans (2) 7

ECB work shows the dividend ban made share prices fall, but did not tighten Credit Default Swap spreads
A poor mix of outcomes

Cumulative returns, normalised at zero on the announcement date
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== Fyro area bank index == Fyro area bank index == Eyro area bank CDS
Euro area MFC index Swiss Banks Index Euro area NFC CDS
10 " 10 . 40
: 35
5
0
=5
-10 3
-15 ' -15 : -10 H
e R e - - e - 1 1 T S o o
0O 000000000 O 00000000 O
BDISIESASRES DaASFTBEI=AE S EE9$?Q§EE§
- = 0l ool Oo 0O O - -] oA EIEEES

Source: ECB Macroprudential bulletin
BofA GLOBAL RESEARCH

14



We think the banks will grow




Dry powder

Europe: household deposit growth less household borrowing (€ bn) 2019-21
The consumer was just beginning to gear up pre-Covid. €300bn in excess savings later, growth at hand

60

20

o VN
-20

JOSINP SIS SR A S S S S S A A A N
G Ve & T Y & Y

Source: BofA Global Research, ECB
BofA GLOBAL RESEARCH

16



		







44378	44348	44317	44287	44256	44228	44197	44166	44136	44105	44075	44044	44013	43983	43952	43922	43891	43862	43831	43800	43770	43739	43709	43678	43647	43617	43586	43556	43525	43497	43466	-6	6	9.6999999999999993	-5.1000000000000014	45.599999999999994	33.5	46.3	30	43	17	34.1	36.700000000000003	34.5	33.799999999999997	40.299999999999997	86.3	79.2	2.5999999999999979	-0.10000000000000142	-7.6999999999999993	10.8	9.6000000000000014	19.399999999999999	15.3	33.4	1.3000000000000007	22.2	17.7	14.1	26.9	19.3	21	






House prices didn’t boom

eurostat house priceindex (% growth y/y) 2006-2021
Modest growth pre-Covid
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30% less spent on mortgages....

mortgage affordability in the euro area, (€ mn)
Monthly payment down 30% relative to wages

Balance Rate
Jul-07 3349355 4.89%
Jul-21 4846872 1.70%
New business 4846872 1.30%

Source: BofA Global Research, Eurostat, ECB
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...which supports €2.1 trillion more mortgage lending

euro area mortgage market regeared to 2007 monthly payment (€ mn)
43% upside, or €2.1 trillion just to get back to 07
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Today	Regeared to 07	4846872	6950000	






Consumer growth is back

consumer loans outstanding in the euroarea (€ bn) 2018-21
Almost a €100bn shortfall based on pre-Covid trends

e Pro-Covid trend e Actual
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Consumer really matters

Loanincome, February 2020 (€ mn) by source
Consumer loans small by balances at 7%, but contributed 19% of income

Consumer
19%

Source: BofA Global Research
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Consumer	Mortgage	Corporate	3380.4200632287034	7374.5643857666664	6908.6810933999996	


This was €60bn a year. Now that’s there to grow

euro area Common Equity Tier 1 ratio (%) compared with SREP floor (%) 2015-21
The cushion to SREP demands has doubled over six years. It rose through the Covid shock
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Growth is not a challenge vs payouts

I Marginal costingmeans |loan growth preferred to distributions (% RWA), illustrative

Banks have the capital to do both as long as Return on Equity >loan growth

Mortgage
Revanue 1.20%
Marginal cost 25%
Expected loss 0.10%
Pre-ta margin 0.83%
Fisk Weight 14%
CET1% 12%
Pre-tax ROE 45%
Tax 25%
After = ROE 20%

Source: BofA Global Research
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The real risks




Crypto, crypto, crypto

A hierarchy of UK money
Stablecoins and “stable” coins
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A digital euro would strip deposits, not replace cash

euro area:cash in use and bank deposits (€ bn), latest figures
ECB states €280bn cash in use, equal to 4% of insured bank deposits
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Cash in use	Insured deposits	Bank deposits	280	6800	11666	






Salary accounts are everything

Lloyds liquidity coverage ratio disclosures 2020 (£ mn)
£12bn weighted outflow against £232b stable deposits; £53bn outflow against £150b other deposits

60%
200000 mmmm Unweighted
mm \Weighted 10%
Weight %
100000
20%
0 0%

Retail stable Retail less stable Operational Non-operational

Source: Lloyds
BofA GLOBAL RESEARCH

27



		







Unweighted	Retail stable	Retail less stable	Operational	Non-operational	232462	58726	26930	64786	Weighted	Retail stable	Retail less stable	Operational	Non-operational	11623	7380	6732	38763	Weight %	Retail stable	Retail less stable	Operational	Non-operational	4.9999569822164483E-2	0.12566835813779245	0.2499814333457111	0.59832371191306766	










Banks at the heart of today’s financial world

Current business model: bank centrality
Relationships enable cross-selling
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The whooshing sound of money leaving the regulated system

Potential future bigtech stablecoin model

Bank becomes merely a lender

Non financial relationships |

Wealth and aszet management | 4

Lending

Credit sconng

Source: BofA Global Research
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You are aiming at the banks as a proxy for finance. They aren’t 7

High emitter credit exposures (€ trillion), euro area
Non-banks now twice as big as banks

® Non-bank holdings of high emittersecurities  ®Banks

2013 2019

Source: BofA Global Researchy, ECB macroprudential review
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Non-bank holdings of high emitter securities	2013	2019	0.8	1.6	Banks	2013	2019	0.8	0.8	








It’s not all plain sailing 7

The energy transition: how banks’ practices align with the expectations mapped against the adequacy of
their plansto advance those practices
A tail of banks in the red

Alignment of practices to expectations

Source: ECB
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receivingthis information and wishingto effect anytransactioninanysecurity discussed hereinshould do so through BofASand/or MLPF&S and not such foreign
affiliates. HongKongrecipients of thisinformation should contact Merrill Lynch (Asia Pacific) Limited in respect of any matters relatingto dealing insecurities or
provision of specificadvice onsecuritiesorany other matters arising from, orin connection with, thisinformation. Singapore recipients ofthis information should
contact Merrill Lynch (Singapore) Pte Ltd inrespect of any matters arising from, orin connection with, thisinformation. For clients that are not accredited investors,
expertinvestors orinstitutional investors Merrill Lynch (Singapore) Pte Ltd accepts full responsibility for the contents of thisinformation distributed to such clientsin
Singapore.

Generallnvestment Related Disclosures:

Taiwan Readers: Neither the information noranyopinion expressed herein constitutesan offer ora solicitation of an offer to transactinanysecuritiesorother
financial instrument. No part of this report maybe used orreproduced or quotedin anymanner whatsoeverin Taiwanbythe press oranyother person without the
express written consent of BofA Securities.

This document provides generalinformationonly,and hasbeen preparedfor, andisintended for general distribution to, BofA Securities clients. Neither the
information noranyopinion expressed constitutes an offeroran invitation to make an offer, to buyorsell anysecurities or other financialinstrument orany
derivative related to such securities orinstruments (e.g., options, futures, warrants, and contracts for differences). This documentis notintended to provide personal
investment adviceanditdoes nottake intoaccount the specificinvestment objectives, financialsituationandthe particular needs of, andis not directed to, any
specific person(s). This document and its content do not constitute, and should not be considered to constitute, investment advice for purposesof ERISA, the UStax
code, the Investment Advisers Act or otherwise. Investors should seek financiala dvice regarding the appropriateness of investing in financial i nstruments and
implementinginvestment strategies discussed or recommended in thisdocument and should understand that statements regarding future prospects maynotbe
realized. Anydecision to purchase or subscribe for securitiesinany offering must be based solely on existing publicinformation onsuch securityorthe information in
the prospectus or other offering documentissued in connection with such offering, and not onthis document.

35



Other Important Disclosures

Securitiesand otherfinancial instruments referred to herein, orrecommended, offered or sold by BofA Securities, are notinsured by the Federal Deposit Insurance
Corporation and are not deposits or other obligations ofanyinsured depositoryinstitution (induding, Bank of America, N.A.). Investments ingeneral and, derivatives,
in particular, involve numerous risks, induding, amongothers, market risk, counterparty default risk and liquidity risk. No security, financial instrument or derivative
is suitable forall investors. Digital assets are extremely s peculative, volatile and are largely unregulated. In some cases, securities and other financial i nstruments
may be difficult to value orsell and reliable information about the value orrisks related to the security or financial i nstrument may be difficult to obtain. Investors
should note thatincome from such securitiesand other financial instruments, ifany, mayfluctuate and that price orvalue of such securitiesand instruments mayrise
orfalland, insome cases, investors maylose their entire principal investment. Past performance is not necessarily a guide to future performance. Levels and basis for
taxation maychange.

This report maycontaina short-term trading idea or recommendation, which highlights a specific near-term catalyst or event impacting the issuer or the market that
is anticipated to have a short-term price impact on the equity securities ofthe issuer. Short-term trading ideas and recommendations are different from and do not
affectastock's fundamental equityrating, which reflects both a longer termtotal return expectation and attractiveness forinvestment relative to other stocks within
its Coverage Cluster. Short-term trading ideas and recommendations may be more orless positive than a stock's fundamental equity rating.

BofASecuritiesis aware that the implementation of the ideasexpressedinthis report may depend upon aninvestor's ability to "short" securities or other financial
instruments andthat such action maybe limited by regulations prohibiting or restricting "shortselling" in manyjurisdictions. Investors are urged to seek advice
regarding the applicability of suchregulations prior to executing any short idea containedin this report.

Foreign currencyrates of exchange mayadversely affectthe value, price orincome of anysecurity or financial instrument mentioned herein. Investors insuch
securitiesandinstruments, including ADRs, effectivelyassume currencyrisk.

UKReaders: The protections provided bythe U.K. regulatory regime, includingthe Financial ServicesScheme, do not applyin general to business coordinated by BofA
Securitiesentities located outside ofthe United Kingdom.

BofAS orone of its affiliates is a regularissuer of traded financial instruments linked to securities that may have been recommendedinthis report. BofAS orone of its
affiliates may, atanytime, holda tradingposition (longorshort) inthe securitiesand financial instruments discussed in this report.

BofA Securities, through business units other than BofA GlobalResearch, may haveissued and mayinthe future issue trading ideas or recommendations that are
inconsistent with, and reach different conclusions from, the information presented herein. Suchideas or recommendations may reflect different time frames,
assumptions, views and analytical methods ofthe persons who prepared them, and BofA Securities is under no obligation to ensure that such othertrading ideas or
recommendations are brought to the attention ofanyrecipient ofthis information.

In the eventthatthe recipientreceivedthisinformation pursuant to a contract between the recipient and BofASforthe provision of research services for a separate
fee, and inconnection therewith BofASmaybe deemed to be acting as aninvestment adviser, such status relates, ifatall, solelyto the person with whom BofAS has
contracted directlyand does not extend beyond the delivery of thisreport (unless otherwise agreed s pecificallyin writing by BofAS). If such recipient uses the
services ofBofASinconnection withthe sale or purchase ofa security referredto herein, BofAS mayact as principal forits own account or as agent for another
person.BofASis and continues to act solelyas a broker-dealerin connection with the execution of any transactions, including transactions inany securitiesreferred
to herein.
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Copyrightand General Information:

Copyright 2021 Bank of America Corporation. All rights reserved. i Qprofile®™, iQmethod** are service marks of Bank of America Corporation. iQdatabase®is a
registered service mark of Bank of America Corporation. This informationis prepared forthe use of BofA Securities clients and maynot be redistributed,
retransmitted ordisclosed, inwhole orinpart,orinanyform or manner, without the expresswritten consent of BofA Securities. BofA Global Researchinformationis
distributed simultaneously to internal and client websites and other portals by BofA Securitiesandis not publicly-available material. Any unauthorized use or
disclosureis prohibited. Receipt and review of this information constitutesyouragreement not to redistribute, retransmit, or disclose to others the contents,
opinions, conclusion, orinformation contained herein (includinganyinvestment recommendations, estimates or price targets) without first obtaining express
permission fromanauthorized officer of BofA Securities.

Materials prepared by BofA Global Research personnel are based on publicinformation. Facts and views presented inthismaterial have not been reviewed by, and
may notreflectinformation known to, professionals in other business areas of BofA Securities, including investment banking personnel. BofA Securities has
established information barriers between BofA Global Research and certain businessgroups. As a result, BofA Securities does not disclose certain client relationships
with, orcompensation received from, suchissuers. To the extent thismaterial discusses any legal proceedingorissues, it has not been preparedas norisitintended
to express anylegal conclusion, opinion oradbvice. Investors should consult theirown | egal advisers as to issues of law relating to the subject matter of this material.
BofA Global Research personnel’s knowledge of legal proceedings in which any BofA Securities entityand/orits directors, officers and employees may be plaintiffs,
defendants, co-defendants or co-plaintiffs with orinvolvingissuers mentioned in this material is based on publicinformation. Facts and views presentedin this
material that relate to anysuch proceedings have not beenreviewed by, discussed with, and may not reflect information known to, professionalsin other business
areas of BofA Securities in connection withthe legal proceedings or matters relevant to such proceedings.

This information has been prepared independently of anyissuer ofsecurities mentioned hereinand notin connection with any proposed offering of securities or as
agentofanyissuerofanysecurities. None ofBofASany of its affiliates or their research analysts has any authority whatsoever to make anyrepresentation or
warrantyon behalf oftheissuer(s). BofA Global Research policy prohibits research personnelfrom disclosing a recommendation, investment rating, orinvestment
thesisforreview byanissuer priorto the publication of a research re port containing such rating, recommendation orinvestment thesis.
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Anyinformation relating to the tax status of financial instruments discussed hereinis notintended to provide taxadvice orto be used byanyone to provide tax
advice. Investors are urged to seek tax advice based on their particular circumstancesfrom anindependent tax professional.

The information herein (other than disclosure information relatingto BofA Securitiesand its affiliates) wasobtained fromvarious sources and we do not guarantee
its accuracy. Thisinformation may contain links to third-party we bsites. BofA Securities is not responsible forthe content ofany third-party website or anylinked
contentcontainedina third-party website. Content contained on such third-party websitesis not part ofthis information and is notincorporated by reference. The
inclusion of a link does notimplyanyendorsement by oranyaffiliation with BofA Securities. Access to any third-party website is at your ownrisk, and you should
always reviewthe terms and privacy policies at third-party we bsitesbefore submitting any personal information to them. BofA Securities is not responsible for such
terms and privacy policies and expressly disclaims any liability for them.

All opinions, projections and estimates constitute the judgment of the author as of the date of publication and are subject to change without notice. Pricesalsoare
subject to change without notice. BofA Securities is under no obligation to update this information and BofA Securities ability to publishinformation on the s ubject
issuer(s) inthe future is subject to applicable quiet periods. You should therefore assume that BofA Securities will not update any fact, circumstance or opinion
contained herein.

Certainoutstandingreports orinvestment opinions relating to securities, financial instruments and/orissuers maynolongerbe current. Always referto the most
recentresearch report relating to an issuer prior to making aninvestment decision.

In some cases, anissuer may be classified as Restricted or maybe Under Review or Extended Review. In each case, investors should consider anyinvestment opinion
relatingto suchissuer (orits securityand/orfinandal instruments)to be suspended or withdrawn and should not rely on the analyses and investment opinion(s)
pertaining to suchissuer (orits securities and/or financial instruments) nor should the analyses or opinion(s) be considered a solicitation of anykind. Sales persons
and financial advisors affiliated with BofASorany of its affiliates may not solicit purchases of s ecurities or financialinstruments that are Restricted or Under Review
and mayonlysolicit securities under Extended Reviewinaccordance with firm polides.

Neither BofA Securities nor any officer oremployee of BofA Securitiesaccepts any liability whatsoever foranydirect, indirect or consequential damages or | osses
arising from any use of this information.
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