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As regulatory oversight in the United States eases, bank stocks may offer an increasingly
compelling opportunity for US equity income investors, according to Franklin Equity
Group. These securities have historically offered higher dividend yields than the broader
markets, and their capital bases and earnings have become more resilient in recent years.
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e A shiftin the regulatory environment in the United States could allow banks to accel-

erate earnings growth and return excess capital to shareholders.
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* Bank dividends appear stable and poised to grow.

* Large banks should be better positioned than their smaller peers given larger excess
capital bases, greater business mix diversification and their ability to invest in tech-
nology to reduce costs, enhance product delivery and deliver an improved customer
experience.

Policy changes, deregulation improve bank outlook

The Trump administration is likely to create an improved environment for banks, potentially
ushering in a new era of stronger earnings growth and higher returns on capital. After more
than a decade of escalating regulation and increased capital requirements, we believe
policy changes could create a more favorable regulatory backdrop and increase optimism
within the industry, potentially increasing lending activity, while freeing up excess capital.
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The global financial crisis (GFC) of 2007-2008 was partly due to aggressive bank behavior,
which resulted in large losses, several bankruptcies and transformative mergers. In
response, the US government moved to disincentivize banks from engaging in riskier
activities and shore up both capital and liquidity. Although the banking system is undeni-
ably stronger today, bank returns are also lower, with returns on equity averaging 10.2%
over the last decade versus 13.7% over the 10 years before the GFC.! We now see a
healthier balance between stability and returns, and an opportunity for banks to return
more excess capital to shareholders.

Going forward, we anticipate increased regulatory clarity, less duplicative enforcement and
lower compliance costs. If enacted, these changes could be supportive of a bank’s lending
capacity and ability to drive earnings, generate cash, build capital and pay healthy dividends.
Further, many anticipate increased capital markets activity in 2025, potentially offering
investors the prospect of continued lower earnings volatility with a faster growth outlook.

Bank stock dividends appear poised to grow

Increased capital levels and liquidity since the GFC have improved banks’ financial footing,
significantly reducing the risk of broader losses and systemic failures. Higher capital
charges for holding risky assets have resulted in improved loan portfolios, reducing credit
risk and volatility, making bank earnings more resilient now than they have been in years.

In our view, this provides a solid foundation for bank stock dividends, which we expect to
be stable and potentially able to increase more quickly.

Banks are also positioned to return more capital to shareholders. Having built up capital in
anticipation of more stringent regulations, which now appear unlikely, banks have signifi-
cant excess capital that could be returned to shareholders through buybacks and
dividends, which would be positive for bank stocks.

Exhibit 1: The Common Required Actual % Excess Excess Capital
Equity Tier 1 Ratio (%) (%) (Actual less Required) (US$ billions)
Bank of America 10.7 ne 12 204
Bank of New York 85 n2 27 45
Citigroup 121 14.6 15 172
Goldman Sachs 137 15.0 13 89
JPMorgan 12.3 157 34 59.8
Morgan Stanley 145 159 24 14
State Street 8.0 109 29 37
Wells Fargo 9.8 11 13 15.8

Sources: Bloomberg, Company Filings. Data as of December 2024. The Common Equity Tier 1 (CET1) ratio is a measure of a bank's capital strength
and ability to withstand financial losses.

Note: These banks have been designated as systemically important by regulators (i.e. their failures could have a disruptive impact on the economy,
and they are therefore more highly regulated than other banks).

1. Source: FDIC. 10.2% reflects 10 years for the decade ending December 31,2023, and 13.7% reflects returns for calendar years 1997-2006 10 years ending December 31,2023 and December 31, 2007.
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Larger banks have competitive advantages

While a more favorable backdrop benefits the entire industry, we believe the

eight largest banks (the US-based globally systemically important banks referred

to as the G-SIBs) are best positioned in several ways:

* Because they have had more restrictive capital requirements and been subject to
mandated annual stress tests, the G-SIBs could be the biggest beneficiaries of relaxed
regulatory requirements.

* As capital requirements are relaxed (and/or there is greater certainty that requirements
will not increase), G-SIBs could see the largest increase in excess capital that can be
returned to shareholders.

* US regulators removing requirements on the G-SIBs—that are more onerous than on
their international counterparts—could create additional tailwinds.

* Large banks operate globally and have more diverse loan portfolios. They also have
much less commercial real estate concentration and regional concentration than their
smaller or regional bank peers.

* G-SIBs generate more fee income from investment banking, capital markets activity,
wealth management and treasury management, which diversifies their income and
reduces interest-rate risk.

* Larger banks can also invest significantly more capital in technology and automation
initiatives (including Al). This enables them to create better tools for customers, while
also improving operational efficiencies, which may result in better growth through share
gains and potentially superior profitability.

Exhibit 2: G-SIB and
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Sources: FDIC, Company Filings. As of 2023.

Conclusion

We believe banks, particularly large banks, constitute an attractive investment option for
equity income investors. Years of escalating capital and liquidity requirements have helped
to reduce business risk and earnings volatility, which should make dividends more secure.
An improved regulatory paradigm could free up excess capital, while simultaneously
boosting earnings growth and supporting resilient dividend stability and growth.
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WHAT ARE THE RISKS?
All investments involve risks, including possible loss of principal.

Equity securities are subject to price fluctuation and possible loss of principal.

Investment strategies which incorporate the identification of thematic investment opportunities, and their performance, may be negatively
impacted if the investment manager does not correctly identify such opportunities or if the theme develops in an unexpected manner.

Company references are for illustrative purposes only and should not be regarded as any type of trading recommendation, or as a signal about
any past, current or future trading activity in any fund or strategy, by Franklin Templeton and its affiliates.

IMPORTANT LEGAL INFORMATION

This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or
solicitation to buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. This material may not be
reproduced, distributed or published without prior written permission from Franklin Templeton.

The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as of the publication date and
may change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and

may differ from other portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis
of every material fact regarding any country, region or market. There is no assurance that any prediction, projection or forecast on the economy,
stock market, bond market or the economic trends of the markets will be realized. The value of investments and the income from them can go
down as well as up and you may not get back the full amount that you invested. Past performance is not necessarily indicative nor a guarantee
of future performance. All investments involve risks, including possible loss of principal.

Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in
that connection and, as such, is provided to you incidentally. Data from third-party sources may have been used in the preparation of this material
and Franklin Templeton (“FT”) has not independently verified, validated or audited such data. Although information has been obtained from
sources that Franklin Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be incomplete

or condensed and may be subject to change at any time without notice. The mention of any individual securities should neither constitute nor

be construed as a recommendation to purchase, hold or sell any securities, and the information provided regarding such individual securities

(if any) is not a sufficient basis upon which to make an investment decision. FT accepts no liability whatsoever for any loss arising from use of this
information and reliance upon the comments, opinions and analyses in the material is at the sole discretion of the user.

Products, services and information may not be available in all jurisdictions and are offered outside the U.S. by other FT affiliates and/or their
distributors as local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for
further information on availability of products and services in your jurisdiction.

Brazil: Issued by Franklin Templeton Investimentos (Brasil) Ltda., authorized to render investment management services by CVM per Declaratory Act n. 6.534, issued on October 1,2001. Canada:
Issued by Franklin Templeton Investments Corp., 200 King Street West, Suite 1500 Toronto, ON, M5H3T4, Fax: (416) 364-1163, (800) 387-0830, www.franklintempleton.ca. Offshore Americas:

In the US, this publication is made available by Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906. Tel: (800) 239-3894 (USA Toll-Free), (877) 389-0076 (Canada Toll-Free),
and Fax: (727) 299-8736. US: Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906, (800) DIAL BEN/342-5236, franklintempleton.com. Investments are not FDIC insured;
may lose value; and are not bank guaranteed.

Issued in Europe by: Franklin Templeton International Services S.a rl. - Supervised by the Commission de Surveillance du Secteur Financier - 8A, rue Albert Borschette, L-1246 Luxembourg -

Tel: +352-46 66 67-1, Fax: +352-46 66 76. Poland: Issued by Templeton Asset Management (Poland) TFI S.A; Rondo ONZ 1; 00-124 Warsaw. Saudi Arabia: Franklin Templeton Financial Company,

Unit 209, Rubeen Plaza, Northern Ring Rd, Hittin District 13512, Riyadh, Saudi Arabia. Regulated by CMA. License no. 23265-22. Tel: +966-112542570. All investments entail risks including loss of principal
investment amount. South Africa: Issued by Franklin Templeton Investments SA (PTY) Ltd, which is an authorized Financial Services Provider. Tel: +27 (21) 8317400, Fax: +27 (21) 8317422. Switzerland:
Issued by Franklin Templeton Switzerland Ltd, Stockerstrasse 38, CH-8002 Zurich. United Arab Emirates: Issued by Franklin Templeton Investments (ME) Limited, authorized and regulated by the
Dubai Financial Services Authority. Dubai office: Franklin Templeton, The Gate, East Wing, Level 2, Dubai International Financial Centre, P.O. Box 506613, Dubai, UAE. Tel: +9714-4284100, Fax:
+9714-4284140. UK: Issued by Franklin Templeton Investment Management Limited (FTIML), registered office: Cannon Place, 78 Cannon Street, London ECAN 6HL. Tel: +44 (0)20 7073 8500. Authorized
and regulated in the United Kingdom by the Financial Conduct Authority.

Australia: Issued by Franklin Templeton Australia Limited (ABN 76 004 835 849) (Australian Financial Services License Holder No. 240827), Level 47,120 Collins Street, Melbourne, Victoria 3000.
Hong Kong: Issued by Franklin Templeton Investments (Asia) Limited, 62/F, Two IFC, 8 Finance Street, Central, Hong Kong. Japan: Issued by Franklin Templeton Investments Japan Limited. Korea:
Issued by Franklin Templeton Investment Trust Management Co,, Ltd., 3rd fl, CCMM Building, 101 Yeouigongwon-ro, Yeongdeungpo-gu, Seoul, Korea 07241. Malaysia: Issued by Franklin Templeton
Asset Management (Malaysia) Sdn. Bhd. & Franklin Templeton GSC Asset Management Sdn. Bhd. This document has not been reviewed by Securities Commission Malaysia. Singapore: Issued by
Templeton Asset Management Ltd. Registration No. (UEN) 199205211E, 7 Temasek Boulevard, #38-03 Suntec Tower One, 038987, Singapore.

Please visit www.franklinresources.com to be directed to your local Franklin Templeton website.

The views and opinions expressed are not necessarily those of the broker/dealer; or any affiliates. Nothing discussed or suggested should be construed as permission to supersede or circumvent
any broker/dealer policies, procedures, rules, and guidelines.
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