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Fintech stocks have outperformed other stocks in the FIG sub-sector

Fed projects 6.5% decline in

10.0%
US GDP for 2020 Fintech: 5.2%
S&P 500:4.0%
0.0% ) :
Trump signs US$1 ﬂ - W Asset Mgmt.: (4.5%)
(10.0%) | trillion relief package N
\) ' Insurance: (13.5%)
(20.0%)
(30.0%)
Banking: (33.1%)
(40.0%)
(50.0%)
Jan-20 Feb-20 Mar-20 Apr-20 May-20 Jun-20 Jul-20 Aug-20

Fintech stocks outperformedthe S&P 500 due to a strong demand for digitalization. Banking stocks, on the other hand,
have suffered the most due to (a) existing pressure on margins due to the recent cuts in interest rates and (b) expected
continuous increase in non-performing loans due to the overall economic slowdown.
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Banking remains the most affected sub-sector due to deteriorating loan portfolios and lower
Interest rates
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« The pandemicis testing the resilience of the Banking industry, which is facing its biggest challenges since the global financial crisis. Industry players
have been compelled to cap dividends, suspend share buybacks, and alter their capital allocation plans to increase provisions for credit losses

« Over the last six months, 15 of the largest US banks have set aside $76bn to cover projected bad debts. Similarly, 32 of the largest European banks
have set aside $63bn to cover their projected bad debts

X In total, $139bn has been set aside as provisions for credit losses, the highest since H2’09 ($186bn), when the global financial crisis crippled
Bear Stearns and Lehman Brothers

K Between 2020 and 2022, provisions for credit losses are expected to reach $880bn across 100 US and European banks

* Low-interestrates, including a negative interest rate in the Eurozone, zero in the US, and 0.1% in the UK, are increasing the pressure on banks’
already slim lending margins

« US banks have earned ~$24bn in fees from the Paycheck Protection Program (PPP), which ended in August 2020. Under the PPP, US banks have
issued $521bnin loans to over five million small businesses. Afew large banks have decided to donate the profits from this program

« As per Federal Reserve, ~520 US lenders have registered in the $600bn Main Street Lending Program, which aims to uplift midsized businesses

* The number of completed M&A deals in H1°20 was half of that in H1°19. M&A activities will remain low due to uncertainties in loan portfolios.
However, the need to digitize product offerings and improve efficiency through consolidation should offset the slowness to some extent

« Low-interestrates and increasing defaults are negatively affecting capital ratios. However, capital ratios are not expected to fall below the regulatory
mark, at least for large banks
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Digitalization demand has encouraged growth in Fintech; however, operating performance

Is Impacted in Insurance and Asset Management sub-sectors
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Low portfolio returns, decreasing premiums,
and increasing claims are weighingon
growth

Digitalization has emerged as the key focus
area to support clients

Life & Annuity insurance will witness lower
premium income in the short term

Property & Casualty insurance is witnessing
declining premiums, which may continue in
the long term due to slowness across
industries and economies

Sector has slowed its acquisition pace until
more is known about the impact and
duration of the pandemic
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Asset Management
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Lower investment portfolio returns have
impacted performance fees and AUMs

Continuous market uncertainties have
compelled asset managers to shift portfolio
toward gold and treasury bonds

Regulators are encouraging advisors to
have a flexible investment approach during
volatility; e.g., the UK’s Financial Conduct
Authority suspended the MiFID rule that
requires asset managers to notify clientsin
case of a +10% drop in portfolio

Recent market rebounds have eased the
pressure on fees earned to some extent

M&Ain 1H20 were $19.7bn, +47% YoY

Deal making is expected to be strong during
remained of 2020, driven by fee pressure
and focus on gaining credit and other asset
classes exposure

Strong demand for digitalization has been
beneficial for Fintech firms

Neobanks are less affected as they operate
without branches and have lower operating
costs

Neobanks are focusing on cost reductions
for survival

Fintechs are shifting to recurring revenue
and long-term contracts, from transaction-
based models, amid reduced consumer
spending

Survival needs of a few small and new
players may lead to industry consolidation.
The need to accelerate digital transformation
will encourage M&A activities
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M&A activity has slowed down globally, with the Americas witnessing a 63% decline on a
YoY basis

M&A activities in Q3 2020 are expected to
continue to be quite low due to uncertainties

For instance, the acquisition of Willis Tower Watson (Domicile: UK) by Aon and the o : e
takeover of Sberbank’s (Domicile: Russia) by the Ministry of Finance, Russia. related to the pandemic

Each deal was valued at ~$30bn

EMEA registered significant YoY growth in deal size due to a few large deals

Global M&A activity declined by 22% on a YoY basis
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