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Banks Leading the Charge in
International Equities

How Our Globally Integrated Investment Platform Created a Framework to Guide Portfolio
Management Teams Through Changing Markets

A New Industry Exhibiting Leadership Abroad AUTHORS

It’s no surprise that in the period following the Global Financial Crisis through Covid-19, banks in international
markets delivered paltry returns. This was a period characterized by low interest rates (negative, in some
cases) with an onerous regulatory backdrop; hardly a conducive environment for banks to deliver returns on
behalf of shareholders. But since the end of 2021, as inflation became entrenched across economies and the
low-interest rate regime shifted to a higher-rate regime, we’ve seen strong performances out of banks and

in particular European Banks, which outperformed even the Magnificent Seven, a group of stocks that has
dominated headlines and market performance for a prolonged period of time.

Exhibit1: European bank stocks outperforming Magnificent Seven stocks SHANTI DAS-WERMES
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Source: FactSet Portfolio Analysis. Daily data as of 31 December 2021 to 30 June 2025. Magnificent Seven =
Alphabet, Amazon, Apple, Meta, Microsoft, Nvidia and Tesla. European Banks = MSCI Europe Banks Index.
Magnificent Seven returns are gross and in USD. European Banks returns are net and in USD.

Navigating This Potential Paradigm Shift

In late 2023 and implemented in June 2024, as the financial world adjusted to a higher interest rate regime
that, in our opinion, appears here to stay, our global financial sector team saw a unique opportunity to leverage
our integrated global investment platform to unlock value in the banking industry. Recognizing the shifting
dynamics and the critical need for clarity amidst complexity, we brought together our collective expertise

to develop a Global Banks Comparison Framework — a powerful tool designed to promote consistency in
analysis, drive discussion and debate, specifically, drive broader ownership of banks across the firm and
continue to ensure our analyst run strategies focused on holding our most compelling stocks.
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Banks are inherently complex entities, differing significantly across regions and countries due to factors such

as government involvement, regulatory environments, credit profiles and requirements, and management
structures. This complexity is heightened by evolving regulatory changes, making it critical to possess both
detailed knowledge and tools to compare banks across jurisdictions. Unlike staples or capital goods companies,
banks require a nuanced approach to analysis, as their structures and operations are not easily comparable.

A frequent point of

For example, the recent changes to the Supplementary Leverage Ratio (SLR) in the United States illustrate discussion within

how regulatory shifts can significantly impact the attractiveness of banks across as well as within a region. financial services
Adjustments to the SLR have altered the capital requirements for US banks, reshaping their competitive sector team meetings
landscape relative to banks in other parts of the world. This reinforces the importance of understanding how was the challenges
regulatory changes influence capital needs and total shareholder returns over a multi-year horizon. non-bank specialists
Afrequent point of discussion within financial services sector team meetings was the challenges non-bank face when attempting
specialists face when attempting to compare banks across regions and countries. While we had various tools to compare banks

to aid this process, we identified the need for a robust framework that would help portfolio managers cut across regions and
through the complexity of jurisdictional differences particularly as regulatory changes were closer to their countries

end-game. Importantly, this framework is not focused solely on earnings, as earnings alone do not always
align with capital returns. Instead, it enables portfolio managers to think holistically about total shareholder
return while allowing investors to compare banks against their investable universe.

With the banking industry poised to benefit from structural tailwinds in this new macroeconomic
environment, this initiative enabled our team to capitalize on opportunities that others might overlook.

Through the framework, the analyst team sought to accomplish three goals:

Assess the long-term return profile and Evaluate existing positioning in banks Ensure that we owned the stocks of banks

the range of possible outcomes of banks across analyst-run strategies and in which we had our strongest conviction

across the globe, including major banks ensure positioning is appropriately aimed to thrive in period ahead and that

as well as mid-size regional leaders. communicated to the rest of the MFS would be the ones most likely to thrive in
investment platform. the period ahead.

Key inputs to the exercise included the following:

= Fundamentals — Comparing companies on a like-for-like basis

-The team examined Return on Tangible Equity (RoTE), broken out by region, because it has generally
been a benchmark metric used to examine balance-sheet intensive companies. While future RoTE looked
elevated across the globe compared to the post-Global Financial Crisis and -Covid periods, select banks
in Europe in particular had a much-improved return profile. There were also specific regions that upon
first glance looked attractive but through the lens of this analysis appeared much less appealing, given the
team’s expectations.

To compare banks with differing growth profiles, the team used Free Capital Generation Yields (FCGY)
as a proxy for free cash flow and which accounts for reinvestment needs, regulatory changes and
ultimately capital distribution potential. They felt it was more instructive for this exercise than earnings
yield, which can at times provide an inconsistent perspective. FCGY was able to highlight numerous
examples of banks that stood out across both developed and emerging markets.
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-When examining capital returns, the team compiled a combination of dividends and buybacks.
Buybacks have become an important component of capital returns in the US and Europe. The team
utilized their own projections for capital returns over the next three calendar years and expressed it as a
percentage of a bank’s current market cap. This provided a single, easily understood figure that allowed
the team to capture the difference in capital return methods across the globe. The analysts found that
European banks looked attractive, as they possessed high FCGY and low loan growth which provided
some reassurance on credit risk.

Exhibit 2: Projected Cumulative Capital Returns within the Banks
Comparison Framework
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Source: MFS Investment team. The team utilized their own projections for the next three calendar years and expressed
itas a percentage of a bank’s current market cap. Top 3 banks with the highest projected capital returns are show for each
region. Atotal of 63 banks were included in the framework analysis. Aus is Australia. CA is Canada, EU is Europe, Japan
isJapan, US is United States and EM is emerging markets

= Valuation — When assessing the banks from a valuation standpoint, the team utilized inputs from
each analyst and then compared and challenged across the team for suitability and consistency.

= Range of Outcomes — Analysts assessed various ranges of outcomes around ROTE and capital
return profiles by using consistent in-house assumptions around net interest income in different
rate environments.

= Resilience — Banks’ exposure to credit risk as well as loss absorption capacity was assessed ensuring
historical precedents and current exposures were considered.
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Results of the Exercise

We believe the Global Banks Comparison Framework is a proprietary tool that has enhanced our ability

to evaluate future return profiles and risk/reward dynamics across banks globally, while helping portfolio
management teams make more informed and strategic capital allocation decisions. The initial exercise
helped close bank underweights across analyst run strategies and helped maintain and reinforce
conviction in select European banks across the platform. Additionally, following the analysis, one portfolio
management team that had very little bank exposure coming into 2022 and had increased their weighting,
was able to leverage the framework to reassess their existing holdings in banks. While valuations were
similar across Japanese and European banks that they held, the analysis revealed that the European
banks had consolidated market structures and stronger capital return potential. Acting on these insights,
the team reduced exposure to Japanese banks and shifted that capital to new European bank holdings,
strengthening their conviction.

This initiative underscores the strength of MFS’ globally integrated investment platform, which fosters
collaboration across regions, drives timely insights and ensures portfolios are positioned to capitalize
on high-conviction opportunities. By connecting ideas across markets, we aim to deliver consistent
outperformance in an increasingly complex financial landscape. 4

The views expressed in this report are those of MFS and are subject to change at any time. These views should not be relied upon as investment advice, as securities, recommendations or as an
indication of trading intent on behalf of the advisor. Past performance is no guarantee of future results. No forecasts can be guaranteed.

GLOBAL DISCLOSURE

Unless otherwise indicated, logos and product and service names are trademarks of MFS® and its affiliates and may be registered in certain countries.

Distributed by:

U.S. - MFS Institutional Advisors, Inc. (“MFSI”), MFS Investment Management and MFS Fund Distributors, Inc., Member SIPC; Latin America - MFS International Ltd.; Canada - MFS
Investment Management Canada Limited.; Note to UK and Switzerland readers: Issued in the UK and Switzerland by MFS International (U.K.) Limited (“MIL UK”), a private limited
company registered in England and Wales with the company number 03062718, and authorised and regulated in the conduct of investment business by the UK Financial Conduct
Authority. MIL UK, an indirect subsidiary of MFS®, has its registered office at One Carter Lane, London, EC4V 5ER.; Note to Europe (ex UK and Switzerland) readers: Issued in Europe

by MFS Investment Management (Lux) S.a r.l. (MFS Lux) - authorized under Luxembourg law as a management company for Funds domiciled in Luxembourg and which both provide
products and investment services to institutional investors and is registered office is at S.a r.l. 4 Rue Albert Borschette, Luxembourg L-1246. Tel: 352 2826 12800. This material shall not be
circulated or distributed to any person other than to professional investors (as permitted by local regulations) and should not be relied upon or distributed to persons where such reliance
or distribution would be contrary to local regulation; Singapore - MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand - MFS International Australia Pty Ltd
(“MFS Australia”) (ABN 68 607 579 537) holds an Australian financial services licence number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission.;
Hong Kong - MFS International (Hong Kong) Limited (“MIL HK”), a private limited company licensed and regulated by the Hong Kong Securities and Futures Commission (the “SFC”).
MIL HK is approved to engage in dealing in securities and asset management regulated activities and may provide certain investment services to “professional investors” as defined in the
Securities and Futures Ordinance (“SFO”).; For Professional Investors in China - MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue,
Shanghai World Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide financial management consulting services.;
Japan - MFS Investment Management K.K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Trust
Association, Japan and the Japan Investment Advisers Association. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period

and market conditions, the total amount nor the calculation methods cannot be disclosed in advance. All investments involve risks, including market fluctuation and investors may lose
the principal amount invested. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before
making the investments. For readers in Saudi Arabia, Kuwait, Oman, and UAE (excluding the DIFC and ADGM). In Qatar strictly for sophisticated investors and high net worth
individuals only. In Bahrain, for sophisticated institutions only: The information contained in this document is intended strictly for professional investors. The information contained
in this document, does not constitute and should not be construed as an offer of, invitation or proposal to make an offer for, recommendation to apply for or an opinion or guidance on a
financial product, service and/or strategy. Whilst great care has been taken to ensure that the information contained in this document is accurate, no responsibility can be accepted for any
errors, mistakes or omissions or for any action taken in reliance thereon. You may only reproduce, circulate and use this document (or any part of it) with the consent of MFS international
UK. Ltd (“MIL UK”). The information contained in this document is for information purposes only. It is not intended for and should not be distributed to, or relied upon by, members of the
public. The information contained in this document, may contain statements that are not purely historical in nature but are “forward-looking statements”. These include, amongst other
things, projections, forecasts or estimates of income. These forward-looking statements are based upon certain assumptions, some of which are described in other relevant documents
or materials. If you do not understand the contents of this document, you should consult an authorised financial adviser. Please note that any materials sent by the issuer (MIL UK) have
been sent electronically from offshore. South Africa - This document, and the information contained is not intended and does not constitute, a public offer of securities in South Africa
and accordingly should not be construed as such. This document is not for general circulation to the public in South Africa. This document has not been approved by the Financial Sector
Conduct Authority and neither MFS International (U.K.) Limited nor its funds are registered for public sale in South Africa.
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