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WILD SWINGS IN ECONOMIC DYNAMICS REMAIN

= Demand swings = Supply chains
= Fiscal Stimulus = Labor supply
= Monetary Stimulus = War in Ukraine
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MORE DIFFICULT

INCREASED

FRAMEWORK
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FORECASTING:
DIFFICULT TO CALIBRATE SHORT-TERM ECONOMIC MODELS

US CPI 10 June 2022 - Bloomberg Estimates
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FROM OUR PREVIOUS OUTLOOK IN DECEMBER...

(4

We have a responsibility to explain that there
are powerful reasons to believe inflation will
fall next year, and that we have to be
sufficiently patient so as not to overreact to a
temporary increase in inflation.

Philip Lane, ECB

Source: El Pais newspaper — 03/11/2021
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INFLATION REVIEW

Global Inflation Surprising

Sticky inflation surprises are causing a (temporary) purchasing power squeeze
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Eurozone inflation + Add to myFT

------ ECB issues mea culpa for poor inflation
~ forecasts

Central bank says it was blindsided by ‘exceptional’ energy prices while German inflation

hits fresh 40-year high
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FROM IMPORTED INFLATION TO DOMESTIC INFLATION

Selling price expectations Limits to production - shortage of labour
three months ahead (percentage balances)
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ELEVATED UNCERTAINTY

Another Peak In Uncertainty?

Sources are d1fferent & complex global desynchromzed growth slowdown

M Uncertainty Index Eurc Area 4.16 [ Economic Policy Uncertainty 1.85 M Financial Markets Uncertalnty 0.30

_ W Business Survey Uncertainty 2.01

2007 | 2008 ‘ 2009 ‘ 2010 ‘ 2011 | 2012 | 2013

2014 ‘ 2015 ‘ 2016 ‘ 2017

Source: ECB, Bloomberg Intelligence, EC, Bloom Baker & Davies

Copyright® 2022 Eloomberg Finance L.P.

June 2022

Marketing communication

Source: DPAM 06.06.2022

2018

2019

2020 | 2021

10.00

abeJaAe 8T-00 WOJ) ABME SUOLIBIABP P1S #



LACK OF PRICING FRAMEWORK

US 10-year Yield History
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Outlook corporates deteriorating

In a challenging environment, we
favor quality
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CORPORATE PROFITS ?

All Time High Profit Margin on S&P500

but Flows of Funds Corporate Profits are Softening

30004 ™ Earnings Data - S&P500 (RHS) (R1) 12.4 M Corporate Profits - Fed Data (LHS) on 3/31/22 (L1) 2870 r13.0
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ECONOMIC OUTLOOK WORSENING

CEO Confidence Leading PMI CEO Confidence and US High Yield
Sometime overshoots Declining confidence is bad news for credit spreads
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INVESTMENT GRADE MARKET HAS ALREADY STARTED TO DISCOUNT A
WORSENING CREDIT ENVIRONMENT

Euro Investment Grade Cred1t Spread Year -on-Year Change
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WHEN VISIBILITY IS LOW, HIGH YIELD SPREADS STAY HIGH FOR A
PROLONGED PERIOD OF TIME: FAVOR IG OVER HY

High Yield Credit Spread (OAS): Year-on-Year change
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WHILE THE ECB IS ENDING ITS ASSET PURCHASES, IT WILL CONTINUE
WITH REINVISTING THE PROCEEDS OF REDEMPTION

38

ECB Purchases versus Corporate Bond Spreads
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WHEN VISIBILITY IS LOW, HIGH YIELD SPREADS STAY HIGH FOR A
PROLONGED PERIOD OF TIME: FAVOR IG OVER HY

Comparing High Yield and Investment Grade Spreads

European Market
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INVESTMENT GRADE HIGH YIELD

Neutral Underweight
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BOTTOM-UP COMPANY SELECTION: ENGAGEMENT KEY
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Infrastructure and renewable energy
conglomerate

Use of Chinese Polysilicon in PV panels,
with higher risk of human rights abuse

Internal assessment of credibility and
company statements

Direct C-level conversation to ensure
proper human rights due diligence

Significant importance in  analyst
recommendations (integration)
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BONDS

Very weak return has created
Lower bond floor has increased
M&A: some issuers could become

: companies might choose
CB to strengthen their balance sheet
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RATES

Taking the uncertainty from the
corporate sector

We add a bleaker picture for the
consumer

Central banks to prioritize inflation over
growth

Will growth come down faster than
inflation?



CONSUMER REAL EXPENDITURE: US EXAMPLE

Personal Expenditure: Real versus Nominal
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- US inflation -
US CONSUMER IS RELYING MORE ON CREDIT

Credit Change
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- Market -

HIKING EXPECTATIONS — CUTTING IN 2-3YRS?

Fed policy rate expectations Eurozone policy rate expectations
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EURO AND
GLOBAL RATES

Underweight
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INFLATION
LINKED

Overweight but reducing
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EMERGING MARKETS LOCAL CURRENCY

Emerging Markets central banks tightened 4,00 2,30
financial conditions well in advance of zgg
developed markets, bringing real benchmark 1:00 "”"
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“The scenarios presented are an estimate of future performance based on evidence from the past on how the value of this investment varies, and/or current market conditions and are not an exact indicator. What you will get will
vary depending on how the market performs and how long you keep the investment/product.”
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EMERGING MARKETS LOCAL CURRENCY

High carry in combination with an attractive yield
buffer and low (foreign investor) positioning, makes
emerging markets debt an attractive asset class;

Weaker credits, already facing deficit problems as a
result of the health-crisis, are now facing additional
stress due to rising food and energy prices and the
many subsidies which are needed to help the poor.
Some will default.

Broad diversification and a high-quality portfolio are
more important than ever
Exclusion of non-free countries makes a difference!
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“The scenarios presented are an estimate of future performance based on evidence from the past on how the value of
this investment varies, and/or current market conditions and are not an exact indicator. What you will get will vary

depending on how the market performs and how long you keep the investment/product.”
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EMERGING RATES

Looking to go
overweight
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EMERGING FX

Looking to go
overweight
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