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Scope Q2 Macroeconomic and Markets Outlook

Macroeconomic Assumptions

Macroeconomic Assumptions

GDP Growth Credit Spreads
Growth slowdown in 2023, European Credit Spreads to
recovery by 2024 remain elevated & volatile
0.8% -1.8% Euro area 460 bps High Yield
-0.6% - 1.1% United Kingdom 160 bps Investment Grade
2.7% - 3.4% Global

Inflation & Unemployment Default Rates Rates & FX
Global inflation to remain Default Rate set to rise this stronger EUR
uncomfortably high in 2023 year from very low levels for rest of the year
5.8% Euro area Scope 1.11 EUR/USD
7.5% United Kingdom 4% Corporate 1.17 GBP/EUR
4.5% United States distress rate

Tailwinds Headwinds

Falling inflation (energy, intermediate products)

Improving economic sentiment in Europe

Limited refinancing needs & high corporate cash levels
Resilient domestic demand (high employment, fiscal support)

China reopening

Scope Macroeconomic Council

M persistent core inflation & hawkish central bank policies
M concerns over financial stability (banks, real estate)

(%] lower corporate margins

%] falling real incomes

%] challenging fiscal dynamics
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Inflation to remain higher for longer due to sticky core inflation

Headline inflation peaked in 2022 but core inflation continues to rise across euro area

Core & Headline Inflation (YOY %)
US core inflation stuck at elevated level

-4

-2

-0
UK inflation recedes from very high peak

Mmm

Euro Area core inflation keeps increasing
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Euro Area Inflation
Spain & Germany lead decline in headline inflation in March

Core inflation rises steadily across euro area

N~

2019

Euro area

st

2022

2023

2020 2021

Germany==France == Italy— Spain

Source: National statistical authorities, Eurostat



Headline inflation recedes due to lower energy prices and stabilising cost of food

Oil and commodities prices fall on slower global demand. Gas and electricity prices fall on improving supply.

European energy prices drop back towards 2021
== Electricity, rhs == Natural Gas, rhs — Brent, |hs
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Commodities prices driven by food cost
== Agricultural Products — Industrial Metals
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Goods price inflation receding fast

Producer prices are falling

Producer prices inflation slows globally
Germany (ex energy) == UK Manufacturing == Euro Area Manufacturing
== Japan Goods == United States x food & energy — China PPI
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Cyclical sectors at risk of margin errosion
Trav&Leisr Technology Retail Indu Gd & Ser == Constr & Mtr
== Autos " Stoxx 600

EBITDA Margin
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Source: National statistics offices, Bloomberg



Wage growth has yet to catch up with inflation

Euro-area wage growth is lagging that of the US and UK but momentum has increased recently

Low unemployment supports household sector
us UK Spain ==l|taly ==France — Germany
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Wage growth so far has not compensated for inflation
== UK reg AWE == USA AHE non-sup — ECB Labour Cost Index
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Source: National statistics offices, ECB



February’'s PMI surveys suggested improving economic sentiment

Improvement in Asia and services industries partly offset by weak European manufacturing sentiment

Strong services compensate weak manufacturing outlook

PMI Composite

PMI Manufacturing

PMI Services

485052945698, 4146850525055 4850525565860
India I 59.0 B 553 I 594
Spain [ 55.7 | 50.7 I 56.7
Ireland I 54.5 | 51.3 I 582
China I 54.2 | 51.6 [ 55.0
Euro Area ] 541 [ | 47 1 I 55.6
France [ 54.0 || 47.7 [ 55.5
Emerging Markets ] 53.9 | 51.6 I 54.5
United States [ ] 53.3 | 49.3 [ 53.8
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United Kingdom | 52.2 | 48.0 [ 52.8
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EU | 51.9 | 48.3 [ | 52.7
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EU Confidence
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Business confidence recovering in Europe
== Germany (lfo) ==France (INSEE) — Euro area (EC)
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Consumer confidence remains low due to falling real incomes

High energy costs and inflation weigh down on sentiment. Dwindling excess savings reduce spending power

Consumer confidence remains low Retail sales show uneven pattern
== Italy (ISTAT) — France (INSEE) == UK (GfK) == Germany (GfK) German retail sales stagnate in January
= Euro-area consumer confidence
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Scope core economic forecasts

Sharp slowdown, challenging fiscal dynamics, high inflation and rising rates

. GDP Growth Unemployment Inflation
Country / Region
2022E 2023 Actual 2023 2024 Actual 2023 2024
Euro Area 3.5 0.8 1.8 6.7 7.0 6.9 8.4 5.8 2.4
Germany 1.8 - 0.2 1.5 5.3 3.2 3.2 8.6 7.5 2.4
France 2.6 0.5 1.6 7.3 8.1 8.0 5.9 4.3 2.1
ltaly 3.7 0.5 1.5 8.1 8.5 8.5 8.7 5.2 2.0
Spain 5.5 1.3 2.5 12.9 12.9 12.5 8.3 5.2 2.2
UK 4.2 - 0.6 1.1 3.7 4.2 4.5 9.1 7.5 3.1
USA 2.1 1.5 1.5 3.6 3.8 4.2 8.0 4.5 2.9
China 3.0 4.3 5.2 4.0 5.4 5.3 2.0 2.3 2.2
Japan 1.0 2.3 1.8 2.6 2.4 2.4 2.5 1.4 1.0
World 3.3 2.7 3.4 6.8 4.5

Source: Scope Ratings Forecasts, National Statistics Offices
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Financial conditions tighten in response to banking and inflation concerns

Rising risk aversion in credit and equity markets leads to tighter financial conditions in euro area and US

Tight conditions are biting even as energy shock wanes Financial cracks emerging from higher interest rates
== Scope FCI EUR Main Index ® Terms of Trade B Equity Market B Credit Market == Scope FCI USD Main Index ® Terms of Trade B Equities B Credit B Rates
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Source: Scope Ratings, financial data providers. Scope’s financial conditions indices measure the deviation of 10 financial variables from their long-term average (z-score) across interest rate, credit, equity, and commodities markets in EUR and USD.
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Financial stability concerns re-emerge as interest rates rise

Banks’ interest-rate and liquidity-risk management coming under scrutiny, presents monetary-policy constraint

Banks' interest rate exposure coming into focus
m Other Euro area MFls m France B Germany M Spain M Italy

MV of sov bonds holdings, trillion
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Strong liquidity position required to buffer volatility
Liquidity Coverage Ratio
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Source: Scope Ratings, bonds valued with dv01 of 500, ECB, EBA, Macrobond



US Banks suffer deposit outflows as interest rates rise too fast

US Banks’ liquidity position deteriorates as interest rates rise and depositors flee smaller banks

Depositors switch to high yielding money market funds
Money Market Fund Flows ($bn, mom)
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Regional Banks draw down Federal funding
FHLB advances rise sharply in 2022
-0.8

- 0 0

Record use of Federal Reserve facilities

USD, trillion
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Other credit extensions ™ Bank Term Funding Program ¥ Discount Window

Source: ICI, Federal Reserve,
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Euro area banks are tightening their loan underwriting standards

Tighter lending standards and falling loan demand likely to negatively impact GDP growth

Banks are tightening lending standards Corporate loan volume declines

ECB bank lending survey: loan demand falls as banks tighten Euro Area W ltaly = France M Spain ® Germany M Other MFls
L MOM, billion
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Real estate price declines put added pressure on households

Headline housing indexes are in decline as bank lending shrinks after years of expansion

House price inflation slowing globally
== Sweden == US == UK == Japan == Germany — China

2017 2018 2019 2020 2021
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Housing lending declines in Euro Area
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Financial crisis is calling quantitative tightening into question

Central banks’ balance sheets rise again as liquidity needs increase and BOJ defends JGB yield target

Liquidity shortage reverses quantitative tightening Bank of Japan has emerged as another wild card
Sum ® China = Switzerland | US ® UK ™ Japan ®Euro Area = JPY/USD, |hs =10y Swap Rate, rhs == 10y JGB, rhs
EUR, trillion JPY/USD Percent
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Source: National central banks
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Persistent concerns over market liquidity

Bid/ask spreads widen again after SVB intervention and FX basis rises after Credit Suisse debacle

Liquidity of US treasuries drops after SVB crisis Wider currency basis sugegsts funding USD shortgage
European equity vol, Ihs == G7 fx vol, rhs == US Treasury vol, rhs 1y Currency Basis
— US equity vol, lhs - 10
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Source: ICE, Deutsche Boerse, CME, JP Morgan, Bloomberg
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Corporate defaults pick up

Bankruptcy statistics pick up in certain sectors and Scope distress rate rises to 4% at the end of Q1

Bankruptcies rise across Euro-area and UK
== \Wholesale & Retail -~ Transportation == IT & Communication == Industry
== Services == Education & Health == Construction — Accommodation & Food

Bankruptcies /
Registrations
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Distress Rate %
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Scope European Corporate Distress Rate falls
== Scope European Corporate Distress Rate, lhs B Stressed, rhs B Distressed, rhs
m Defaulted, rhs
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Source: Scope, Eurostat, Bloomberg. Distressed debt >10% spread, stressed debt >8% spread
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Ratings activity slowed in Q1 as volume of downgrades declined

Negative ratings drift subsides as downgrades match upgrades in Europe during Q1

Ratings stabilise across Western Europe Scope's ratings drift remains stable
== Up/Down Ratio, lhs mUpgrades, rhs BDowngrades, rhs == Up/Down Ratio, lhs mUpgrades, rhs BDowngrades, rhs
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Source: Scope Ratings, Bloomberg. Ratings actions on European corporate, financial, and public-sector issuers by four major ratings agencies, incl. Scope subscription ratings.
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Banks facing higher funding costs due to renewed concerns about systemic risk

European banks prepare for heavy TLTRO repayment schedule in June

Bank issuance record as ECB scales back liquidty Banks maintain high level of covered bond funding
billion B Europe, Quarterly covered bond issuance (index), EUR
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Source: Scope Ratings, Bloomberg. Unsecured issuance includes dated bonds by banks domiciled in Western Europe EUR >200mn issued in EUR, USD, GBP. Covered bonds incl. public issuance of EUR >500
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Bank AT1 market heavily impacted by Swiss decision to bail-in AT1 holders

Swiss authorities ignore capital waterfall by giving preferential treatment to equity over AT1 investors

AT1 falls sharply in response to Swiss Finish
Bank Hybrids (AT1)
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Swiss write-downs put 200bn of AT1 refinancing at risk
B Europe, Quarterly Bank AT1 next call date, EUR
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Source: Scope Ratings, Invesco, Bloomberg. Includes bonds issued by EU domiciled issuers, denominated in EUR, USD, or GBP.
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Corporate issuance stabilises in Q1 as companies maintain elevated cash balances

Corporate bond issuance below boom years but IG remains supported by low leverage and strong cash flows

Corporate bond issuance remains below 2022 level EU corporates maintain high cash buffers
billion == Debt / EBITDA, Ihs B Cash & Short-term investments, rhs
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Source: Scope Ratings, Bloomberg. Left-hand chart: Public bonds & loans (>EUR 10mn) issued by European non-financial corporations. Right-hand chart: Cash held by listed large cap non-financial corporates.
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Junk-rated companies are borrowing again

High-yield issuers have scaled back their activities as maturities remain light for now

EUR High Yield Issuance returns in Q1 Maturity wall is building from 2024
billion billion
- 40 - 25.0
a5 -225
-20.0
- 30
-175
- 25 - 15.0
- 20 -125
45 -10.0
- 75
-10
- 5.0
| | | I I . I - 0 I I I I I [ OO

2018 2019 2020 2021 2022 2023 2023 2024 2025 2026 2027

Source: Scope Ratings, Bloomberg. Index-eligible high-yield bonds issued by European non-financial corporations.
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Disclaimer

© 2023 Scope SE & Co. KGaA and all its subsidiaries including Scope Ratings GmbH, Scope Ratings UK
Limited, Scope Fund Analysis GmbH, Scope Innovation Lab GmbH, Scope ESG Analysis GmbH and Scope
Hamburg GmbH (collectively, Scope). All rights reserved. The information and data supporting Scope’s
ratings, rating reports, rating opinions and related research and credit opinions originate from sources Scope
considers to be reliable and accurate. Scope does not, however, independently verify the reliability and
accuracy of the information and data. Scope’s ratings, rating reports, rating opinions, or related research and
credit opinions are provided ‘as is’ without any representation or warranty of any kind. In no circumstance
shall Scope or its directors, officers, employees and other representatives be liable to any party for any
direct, indirect, incidental or other damages, expenses of any kind, or losses arising from any use of Scope’s
ratings, rating reports, rating opinions, related research or credit opinions. Ratings and other related credit

opinions issued by Scope are, and have to be viewed by any party as, opinions on relative credit risk and not
a statement of fact or recommendation to purchase, hold or sell securities. Past performance does not
necessarily predict future results. Any report issued by Scope is not a prospectus or similar document related
to a debt security or issuing entity. Scope issues credit ratings and related research and opinions with the
understanding and expectation that parties using them will assess independently the suitability of each
security for investment or transaction purposes. Scope’s credit ratings address relative credit risk, they do
not address other risks such as market, liquidity, legal, or volatility. The information and data included herein
is protected by copyright and other laws. To reproduce, transmit, transfer, disseminate, translate, resell, or
store for subsequent use for any such purpose the information and data contained herein, contact Scope SE
& Co. KGaA at LennéstraBe 5 D-10785 Berlin.



	Slide 1
	Slide 2
	Slide 3
	Slide 4
	Slide 5
	Slide 6
	Slide 7
	Slide 8
	Slide 9
	Slide 10
	Slide 11
	Slide 12
	Slide 13
	Slide 14
	Slide 15
	Slide 16
	Slide 17
	Slide 18
	Slide 19
	Slide 20
	Slide 21
	Slide 22
	Slide 23
	Slide 24
	Slide 25
	Slide 26
	Slide 27

