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The opportunity to purchase great coupons from fundamentally
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Vontobel

solid Investment Grade (IG) companies is here and available

MACRO

The last FOMC suggests the US economy can still
slowdown in an orderly way, notwithstanding raising their
benchmark interest rate by 75bp for the third straight time.
The path to soft landing has definitely narrowed as the Fed
has slashed growth estimates for this year to just +0.2%.
Weakness in economic activity will be spread more broadly
and with a lag, and this is also why lower employment,
lower money creation and lower inflation should follow suit
which represents our base case. It all works with a lag of
course with inflation forecast and certain inflation measures
pointing to an eventual deceleration from Q4. We are at the
lower band of restrictive territory with the Fed likely to keep
going until job gains start to ease materially. Powell
acknowledged that weakness in jobs started materialising
during his Q&A but did not sound too concerned, managing
well his narrative for a higher peak rate still (4.25% as
potential average). The ECB is on a similar path with the
prevailing view that a neutral level for the deposit rate is
likely to be 1.5%. They will of course need to move to
restrictive too and one could foresee a peak rate in the
region of 2.25%. The only difference with the US though is
that the risk of a mild recession is higher in the Euro Area.

VALUATION

The good news though is that the market suggests that an
end of the US rates cycle is in sight. Limited hikes in 2023
should bring rates stability and with it credit spread
stability. European Area credit spreads are also very near
recessionary levels and price in a lot of weakness.

As a matter of fact, when adjusted for very solid credit
fundamentals, we wonder if credit spreads may have
already reached their peaks for this cycle as credit metrics
are much stronger than during the last Covid pandemic.
For instance leverage is much lower today (at near 2.0X
versus 3.2X during Covid) with spreads not too far away
from peak Covid levels: peak fund spreads at 275 bp most
recently versus c. 330 bp during Covid respectively (see
slides 10 & 13). In other words, the spread for one turn of
leverage is more elevated today, and this is not justified in
our opinion.

SENTIMENT

Sentiment is not crumbling in our view with good things to
come. We do expect PMIs to cool off over the next twelve
months but we do not expect earnings to collapse and as
such earnings revisions should be lighter than forecast: world
PMI implied earnings growth of +3.5% over the next 12
month according to Bank of America and still in positive
territory — see slide 12.

We made this our base case as US consumption, whilst likely
to get squeezed, should still enjoy some support from the
lower gasoline prices and considering that the employment
picture there should still remain quite resilient despite being
weakened by the Fed hikes — the case for soft landing in the
US remains alive.

For the European area, although the higher the peak rate the
ECB aims for, the greater the recession risk, the consumers’
real demand for both services and goods has now flattened.
As such there is good cause for rates not to move to too
restrictive of a territory in the end as inflation is much more
energy supply induced rather than demand driven. The risk
of a wage spiral in the Euro Area is also relatively contained.
In turn, a less aggressive rate path when compared to the
Fed should lessen the magnitude of any downturn.

In addition, Germany, France and Spain have announced
fiscal offsets to shield the consumer from the gas price
burden with Italy to follow. We also see TTF gas prices
staying lower after having fallen, as reserves levels are now
very healthy (near 90% in Germany) and with Europeans
now quite keen to jump on the energy savings bandwagon.
On the continent, we note that earnings revisions have also
held up thanks amongst others to a very strong banking
sector that should enjoy record net interest income in 2023
and not much higher provisions. The European banks have
not fully consumed the provisions set aside during the Covid
pandemic as these were not fully released back, but were
rather prudently kept by management teams.

All of which should ensure that credit spreads remain quite
resilient from now on and as we slowly start transitioning onto
2023. In fact we think that European corporates have not
been that attractive for a very long time with higher yields and
higher spreads offering great coupons for their current
relative credit fundamentals.

TECHNICALS

The credit markets’ technical also remains supportive with the
rates markets pricing in peak rates that are quite restrictive in
both the US and European Area already. Better rates visibility
for 2023 should bring about credit spreads stability as already
mentioned too. The ECB continues to re-invest its corporate
book and that is still creating good demand with about 28 bn
re-investment need scheduled for next year. This should
continue to support our Euro Area corporate market, at a time
when corporates are not fully spending their operating cash
flows given static capex spending. This means in turn that
issuance levels could also well decelerate, and this was
actually the trend observed for the third quarter with issuance
tracking much lower compared to Q3 2021. The new issue
market we believe should stay quite open, given this lower
expected issuance, and given the more attractive credit yields
that are on offer. In fact, IG yields have become quite enticing
to investors in both absolute terms and relative to equities
which should ensure the successful placement of new issues
from fundamentally solid companies.

CONCLUSION

We have become more optimistic about the state of the I1G
market as there is still a path to soft landing in the US in our
view. The near recessionary spread levels priced in in our
European Area IG corporate bond segment are also very
supportive given the good and current corporate credit
fundamentals.

We have gradually reduced our hedge protection during the
course of September to a neutral stance. We stand ready to
fully remove our hedge overlay when we start seeing further
weakness in the US employment picture as demand and
inflation measures should naturally follow suit lower. When
the slowdown in the US eventually becomes more evident in
Q4, government yields should stabilise bringing along
stability in credit spreads. Our developed credit markets
should behave more positively in a more stable yield
environment with abundant and attractive opportunities as in
the European banking sector for instance. It no longer feels
all gloom and doom with good things to come!



, “Light at the end of the Inflation Tunnel?” For institutional investors only / not for public viewing or distribution
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The meteoric rise in M2 money supply since the onset of the pandemic resulted in elevated
price pressures. M2 growth has since collapsed and inflation should start to fade too.
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“Inflation should start moderating as money in circulation . . L o
’ For institutional investors only / not for public viewing or distribution

is no longer growing”

. . . Vontobel
By year end, inflation should have moderated given a usual turnaround

lag of 18 months after M2 money supply growth peaked in Feb 2021
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“Inventories are taking longer to clear and hiring o . L o
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intentions are declining in Europe” V
. ontobel
Cost pressures in Europe should also moderate as the Euro
zone is not experiencing excess demand in goods
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, “Consumption growth in the US is forecast to just average
0.5% over the next 4 quarters”

US goods demand is also poised to revert to pre-Covid levels
as consumers’ real disposable income gets squeezed
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Real Personal Consumption Expenditures, 4 quarter %-changes annualized
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’ “Core PCE Nowcasting from the Cleveland Fed is o ) o N
tracking the Fed’s Core PCE year end forecast of 4.5%” For institutional investors only / not for public viewing or distribution

Notwithstanding the latest core CPI upside surprise, the core PCE that
matters most to the Fed is still tracking their year end forecast of 4.5%
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, “With moderating inflation, the end of the US rates cycle . . o o
is in sight, leading to better rates visibility in 2023 For institutional investors only / not for public viewing or distribution

The market indicates that the end of the US rates cycle is in sight. Vontobel
Limited hikes in 2023 should be supportive of IG credit spreads

Market pricing implies the Fed hikes to around 4.25% by early 2023
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, “Rates visibility and reduced rates volatility should bring
about credit spread stability”

For institutional investors only / not for public viewing or distribution
) . Vontobel
European Corporates have not been that attractive for a very long time
with higher yields and higher spreads hence offering great coupons
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, “Credit investors now have the opportunity to purchase

great coupons from fundamentally solid IG corporates” For institutional investors only / not for public viewing or distribution

i ) Vontobel
European Area Credit spreads are very near recessionary levels and

price in a lot of weakness when adjusted for solid credit fundamentals
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“Credit investors now have the opportunity to purchase L ) o o
, great coupons from fundamentally solid IG corporates ” For institutional investors only / not for public viewing or distribution

European Area Credit spreads currently price in even higher
default rates than the worst 5-year point
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Credit vs. historical default rates
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“Sentiment is not that bad; earnings gloom yes, but not
, doom, with credit spreads pricing in a lot of weakness For institutional investors only / not for public viewing or distribution

already” VOI'\ tObeI

At current levels of PMIs one year forward, earnings growth for the next 12
months should not collapse & should remain supportive of credit spreads
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“Low issuance (corporates not spending all their cash) +

Credit fundamentals much stronger than during the
pandemic = spreads peaking?”
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Credit metrics are stronger than during the pandemic.
Adjusted for this strength, credit spreads may well have peaked

Credit metrics looking strong...

Leverage & interest coverage for sample of European corporates
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...as companies do not spend all OCFs.

European corporate expenditures, % of operating cash flows
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, “ECB heavy corporate re-investments continue to be
supportive”

For institutional investors only / not for public viewing or distribution

ECB required to purchase at least an average of Eur 2.0 bn of
corporates per month from 2023 given their upcoming maturity profile

CSPP portfolio maturity profile
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Low risk senior non-preferreds have not been that attractive for a
long time offering the opportunity of a balanced barbell strategy

, “Banking bonds look attractive across the board”

In bps

In bps
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’ “Extract value with Corporate Hybrids” For institutional investors only / not for public viewing or distribution

. . Vontobel
Corporate Hybrid technicals should benefit from near-zero net supply

& valuations should benefit from overdone extension risk pricing

Euro Credit YTD Total Returns by Asset Type
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Source: Bloomberg, ICE BofA Index, as of 21.9.2021. The ICE BofA Euro Non-Financial Subordinated Index members are IG-rated only. 16
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“Carry opportunities across different structures look more
appealing given the higher yields and wider spreads”

For institutional investors only / not for public viewing or distribution

How to benefit from current market conditions given solid
corporate fundamentals?
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’ “We are well aware of potential risks to our base case and
stand ready to hedge/amend our current credit strategy”

Main risks to our base case

=

Overtightening by

central bank(s) and

subsequent severe
recession

OO,
®O

Negative earnings
revisions above and
beyond expectations

For institutional investors only / not for public viewing or distribution
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) %

Further escalation of Cold winter in Europe
the Russia/Ukraine driving energy prices
conflict even higher

18



“We invest in robust issuers with a view to avoid credit

fundamentals’ deterioration”

For institutional investors only / not for public viewing or distribution
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Back to basics: rigorous credit selection enables swift allocation
to best opportunities in our universe

Rigorous bond
analysis and
selection is key to
our performance

Experienced over multiple market
cycles and with deep industry
expertise, the team continually
monitors the investable universe
to identify the best opportunities.

(XX) = years of experience. *Based in New York.

Mondher Bettaieb Loriot (29) Christian Hantel (20)
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“Rigorous credit selection is risk management & drives o . o o
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We only invest in robust issuers

Two core drivers

(1) Pure high-conviction issuer
selection driven by bottom-up credit
research, (2) while actively seeking
to exploit relative-value themes.

2

Robust issuer Five relative-value

fundamentals and themes around
upside potential each issuer
+
h
#

Cross issuer
& currency
basis

Spread term
structure
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Legal note

This marketing document was produced by one or more
companies of the Vontobel Group (collectively “Vontobel”) for
institutional clients.

This document is for information purposes only and nothing
contained in this document should constitute a solicitation, or
offer, or recommendation, to buy or sell any investment
instruments, to effect any transactions, or to conclude any
legal act of any kind whatsoever.

Although Vontobel believes that the information provided in
this document

Is based on reliable sources, it cannot assume responsibility
for the quality, correctness, timeliness or completeness of the
information contained in this document. Except as permitted
under applicable copyright laws, none of this information may
be reproduced, adapted, uploaded to a third party, linked to,
framed, performed in public, distributed or transmitted in any
form by any process without the specific written consent of
Vontobel. To the maximum extent permitted by law, Vontobel
will not be liable in any way for any loss

or damage suffered by you through use or access to this
information, or Vontobel’s failure to provide this information.
Our liability for negligence, breach of contract or

Vontobel

contravention of any law as a result of our failure to provide
this information or any part of it, or for any problems with this
information, which cannot be lawfully excluded, is limited, at
our option and

to the maximum extent permitted by law, to resupplying this
information or any part of it to you, or to paying for the
resupply of this information or any part of

it to you. Neither this document nor any copy of it may be
distributed in any jurisdiction where its distribution may be
restricted by law. Persons who receive this document should
make themselves aware of and adhere to any such
restrictions. In particular, this document must not be
distributed or handed over to US persons and must not be
distributed in the USA.

Past performance is not a reliable indicator of current or
future performance.

The index data referenced herein is the property of Merrill
Lynch, Pierce, Fenner & Smith Incorporated (BofAML) and/or
its licensors and has been licensed for use by Vontobel.
BofAML and its licensors accept no liability in connection with
its use.
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