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Financials — a revival amid

rate normalisation

Shares of financial services
companies have demonstrated
remarkable performance in

recent years, becoming the main
beneficiaries of interest rate
normalisation. In 2024, the MSCI
Global Financials Index rose 34%,
significantly outperforming the Dow
Jones Global Index, which rose just
15%. In Europe, banks and insurers
were the top two sectors, with high
dividend yields coming on top of
share price appreciation. After
years of underperformance in the
era of zero and negative interest
rates, European banks have now
outperformed the broader markets
for four consecutive years. The
apparent resurgence of financials
and the expectation that interest
rates will remain high enough to
ensure decent profitability — despite
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impending cuts in base rates - is
creating a sense of renewal and
success. This reflects the positive
outlook for financials and provides
a suitable backdrop for expected
growth and performance in the
coming years.
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Key takeaways

* In 2024, the MSCI Global
Financials index surged
by 34%, significantly
outperforming the Dow
Jones Global Index,
which rose by only 15%

* In Europe, banks and
insurance stocks were the
top two sectors in 2024

« Valuation remains
attractive with high cash
returns to shareholders

» Regulationin US'is
expected to ease under a
Trump administration
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10Y US Government Bond Yield in % since 1871
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The phase of zero or even negative
interest rates in some regions

was painful for most financial
companies. Banks were unable to
extract profits from their deposit
base, which typically has enormous
franchise value. Investment banks
had subdued rates trading revenues,
with industry estimates suggesting
that rates normalization is adding
35 billion US-Dollar in trading
revenue for global banks. Property
& casualty insurers faced lower
investment returns while life insurers
struggled to meet guarantees to
policyholders and had to radically
change their product offerings.
Furthermore, asset managers faced
challenges in selling fixed-income
products to the market. There was
even a fee holiday on certain money
market products as the fee would
have otherwise eaten into the
principal capital. After the interest
rate cycle finally turned in 2022, all
these problems began to disappear.

Profits soared, especially for banks.
In 2024, central banks started to

cut interest rates again, a trend

that is likely to continue into 2025.
However, no economic forecast
predicts a return to the zero-interest
rate environment. As long as interest

rates remain sufficiently high, say
above 2%, most financial services
companies should do well. Indeed,
lower interest rates could stimulate
economic growth and business
volumes, such as increased demand
for loans or increased capital market
activity. In addition, the current flat
or even inverted yield curve in many
regions could steepen, creating
numerous earnings opportunities.
Interest rates usually move in multi-
year cycles and we have just entered
anew one.

Capital markets boomed during the
pandemic but came to a standstill in
2022. The number of IPOs and M&A
transactions fell sharply, affecting
the business of investment banks,
alternative asset managers and
wealth managers. There were many
reasons for the sudden halt, including
regulation, geopolitics, economic
slowdown and a fall in the stock
market, but there are clear signs that
the market will rebound in 2025.

The stock market has already
bounced, back from the dip in 2022,
regulation will be rolled back under
a Trump administration and the
economy should pick up in most
parts of the world. For much of the

financial services sector, a more
active capital markets environment
would be excellent news, although to
some extent this is already expected
and discounted in share prices.

Regulation

In the aftermath of the Great
Financial Crisis of 2008, regulators
around the world tightened the rules
for financial services providers. The
introduction of stricter Basel capital
rules for banks, Solvency Il and
IFRS17 for insurance companies,
consumer protection laws and many
other pieces of regulation have
profoundly changed the business.
Most of these rules are now in place
and the financial services industry
has adapted to them. With the
arrival of the Trump administration,
some of this regulation may now

be rolled back, not only in the

US but also in other countries, as
governments are trying to create

a level playing field for their
companies. Most likely, the much
tougher capital rules from the “Basel
endgame” will not be implemented
by the US, and this could be
reflected in other parts of the world,
particularly in Europe.
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Conclusion

While a great deal of uncertainty to be increasingly favourable to coupled with a potentially

remains regarding the shape of financials. Indeed, even if rates more advantageous regulatory

the global financial landscape prove stickier than anticipated, environment, means investors

over the coming months and they remain very much on a should certainly keep an eye on this
years, the environment is likely downward trajectory. This, revived and rejuvenated sector.

Sources: AllianzGl, 31.12.2024. Fund performance data and metrics provided by IDS, as of 31.12.2024. Past performance does not

predict future returns. Securities mentioned in this document are for illustrative purposes only and do not constitute a recommendation or
solicitation to buy or sell any particular security. These securities will not necessarily be comprised in the portfolio by the time this document is
disclosed or at any other subsequent date. This is for guidance only and not indicative of future allocation. A performance of the strategy is
not guaranteed and losses remain possible. The statements contained herein may include statements of future expectations and other
forward-looking statements that are based on management’s current views and assumptions and involve known and unknown risks and
uncertainties that could cause actual results, performance or events to differ materially from those expressed or implied in such statements.
We assume no obligation to update any forward-looking statement.

The document is for use by qualified Institutional Investors (or Professional/Sophisticated/Qualified Investors as such term may apply in local
jurisdictions).

This document or information contained or incorporated in this document have been prepared for informational purposes only without regard to the
investment objectives, financial situation, or means of any particular person or entity. The details are not to be construed as a recommendation or an
offer or invitation to trade any securities or collective investment schemes nor should any details form the basis of, or be relied upon in connection with,
any contract or commitment on the part of any person to proceed with any transaction.

Any form of publication, duplication, extraction, transmission and passing on of the contents of this document is impermissible and unauthorised. No
account has been taken of any person’s investment objectives, financial situation or particular needs when preparing this content of this document. The
content of this document does not constitute an offer to buy or sell, or a solicitation or incitement of offer to buy or sell, any particular security, strategy,
investment product or services nor does this constitute investment advice or recommendation.

The views and opinions expressed in this document or information contained or incorporated in this document, which are subject to change without
notice, are those of Allianz Global Investors at the time of publication. While we believe that the information is correct at the date of this material, no
warranty of representation is given to this effect and no responsibility can be accepted by us to any intermediaries or end users for any action taken on
the basis of this information. Some of the information contained herein including any expression of opinion or forecast has been obtained from or is
based on sources believed by us to be reliable as at the date it is made, but is not guaranteed and we do not warrant nor do we accept liability as to
adequacy, accuracy, reliability or completeness of such information. The information is given on the understanding that any person who acts upon it or
otherwise changes his or her position in reliance thereon does so entirely at his or her own risk without liability on our part. There is no guarantee that
any investment strategies and processes discussed herein will be effective under all market conditions and investors should evaluate their ability to
invest for a long-term based on their individual risk profile especially during periods of downturn in the market.

Investment involves risks, in particular, risks associated with investment in emerging and less developed markets. Any past performance, prediction,
projection or forecast is not indicative of future performance. Investors should not make any assumptions on the future on the basis of performance
information in this document. The value of an investment and the income from it can fall as well as rise as a result of market and currency fluctuations
and you may not get back the amount originally invested.

Investing in fixed income instruments (if applicable) may expose investors to various risks, including but not limited to creditworthiness, interest rate,
liquidity and restricted flexibility risks. Changes to the economic environment and market conditions may affect these risks, resulting in an adverse effect
to the value of the investment. During periods of rising nominal interest rates, the values of fixed income instruments (including short positions with
respect to fixed income instruments) are generally expected to decline. Conversely, during periods of declining interest rates, the values are generally
expected to rise. Liquidity risk may possibly delay or prevent account withdrawals or redemptions.
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