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Executive summary Allianz @
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Ultra long political year,
recession (mostly) avoided,
inflation (mostly) circumscribed

Toxic policy mix in the short-
run, and return of dirigisme in
the medium-term

Markets: between a micro rock
and a macro hard place

What could go wrong?

Muddle-through economics in the making due to normalizing consumption and wait-and-see mode in a very electoral
year. Consumer demand will remain soft amid negative wealth effects and increasing precautionary savings.
Corporates are navigating decelerating revenue growth and a wage pinch. Global trade to rebound timidly but global
south affected by muted northern and eastern engines of growth.

Inflation is pushed down by lower demand, inventory gluts and China. Wavelets from higher and more volatile energy
and wage pressures to stay.

Monetary policy to pivot mid- or late 2024 everywhere as the job is done and recession-avoidance persists. Much higher
for much longer would trigger recession as the credit channel is impaired and a repayment wall looms ahead.

All ayes on fiscal. A fiscal cliff is expected in 2024 after some largesse. Market discipline (debt burden) will continue to
play a role but beware of dirigisme in a cold war Il environment favoring costly industrial policies.

With the policy rates peaking there is little upside left for long-term rates. But with the supply-demand picture looking
less favorable in 2024 we do not expect big downward shifts to occur either.

Equities will continue to buy into the fundamentals resilience narrative while downplaying the still-high macroeconomic
uncertainty; we expect positive total returns for the next three years.

Corporate credit will remain tight despite some short-term volatility as corporate balance sheet resilience and the limited
pass-through effect from higher financing costs will not spook investor appetite.

Emerging market carry will remain strong, but country selectivity will continue to be a key performance factor moving
forward.

Downside (risks include: (i) recession if rates remain much higher for much longer because of tail tightening — or if the
ECB throws in the towel too early, spooking markets with a confirmed stagflationary recession; (ii) a fiercer hunt for
weaker links (peripherals and high yield); (iii) a reshuffled Ukraine and China stance under Trump II; and (iv) increased
polarization and populism around sustainability issues.



Global Macro &
Corporate Outlook



GLOBAL OUTLOOK Allianz ()

Geopolitics increasingly polarized ana
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Sidestepping the recession

Global real GDP growth (%)
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Subdued growth for the next two years
Quarterly real growth rates (q/q %)
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Timid rebound in global trade in 2024

Europe to rebound after two years of trade recession
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Demand shock: cost to GDP in pp in 2023-24 due to
lower import growth in the US, China and Eurozone
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Bumpy (dis)inflation

Inflation (yearly %)
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No return to 2% before 2025
Quarterly inflation rates, y/y%
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Inflation outlook in emerging markets is challenged
by strong USD and higher commodity prices

Supply shock: import dependence on commodities
and exchange rate variation, selected countries
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Sources: Refinitiv, UNCTADstat, Allianz Research.
NB: Chart shows the four most affected countries of the regions Emerging Europe, Latin
America, Emerging Asia and Africa, as well as Saudi Arabia and the UAE.

Consumer price inflation will continue to retreat in all
regions but remain above central bank targets
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Sources: Refinitiv Datastream, Allianz Research
NB: Russia, Turkey and Argentina excluded from this chart as they are currently idiosyncratic
cases with a heavy regional weight that would distort the regional comparison. 8
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Inventory glut pushes goods inflation down

In the US, goods inflation is back to pre-pandemic Producer price deflation, notably in China and Germany
norm amid the unwinding of supply shortages Producer price index, y/y %
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Consumers: Softer demand

Precautionary savings are higher in the Eurozone

while excess savings stand at close to 4% of GDP
Gross saving rate, % of disposable income
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Housing prices are adjusting; affordability has not

improved as much
Real house price index growth, y/y%

20

10

~ -
-10 RRARINPE NN
N - - ~
~~\ s__,\ \
—___DE\1 - . .oX
N --"
-20 us “s .
4
— UK RS ’

- - - - Affordability vs. 15', rhs \2 * ot
-30 M T T T T T T T T T
15 16 17 18 19 20 21 22 23 24

Sources: LSEG Datastream, BIS, Allianz Research. Notes: \1 Germany used instead of the
EZ as the most representative example of the housing prices correction; \2 based on
price-to-income ratios; the drops would be deeper after taking adding mortgage costs; \3

10
Real house prices as provided by the BIS



GLOBAL OUTLOOK Allianz @)

No additional relief from energy prices

Oil to remain expensive Wholesale future electricity prices should not
Brent prices, USD/bbl decrease much in 2024 in Europe
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A wage pinch, but no price spiral

Positive real wages will not compensate for 2022
losses, except in the UK, y/y %
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Corporates are feeling the higher cost of labor
Quarterly EBITDA margin (%)
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Timid pivots in interest rates to start mid-2024

Central banks will start cutting rates in H2 2024 amid Quantitative tightening will continue in the Eurozone
weak growth and ongoing disinflation whereas the Fed is expected to stop in mid-2024
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The labor market is gradually easing back towards
the 2018-19 pattern, compatible with 2% inflation...
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Ingredients in place for the Fed to cut by Q3 2024,
but monetary settings will remain tight

...while inflation expectations are low and the output

gap is expected to widen sharply
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Phillips curve model shows disinflation due to
anchored expectations and fading of supply shocks
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Notes: Phillips curve inflation model using output gap, inflation expectations, oil price growth,
global supply chain index and lagged inflation as input.

SPF refers to survey of professional forecasters.
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The ECB will need to avoid a hard landing in 2024

To achieve a soft landing the ECB will need to release

the brakes slightly in 2024
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Notes: ECB restrictiveness is defined as the real policy rate minus the Laubach Williams
estimate of the neutral real policy rate. The real policy rate equals the refinancing rate (from
2014 the deposit rate) minus inflation

 Avg: -2.0%
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Mildly restrictive policy mix

Fiscal consolidation is needed as real interest rates The politicized environment calls for moderate
will reach their highest levels since 2006 adjustments
(government interest expenditures, % of GDP) (cyclically adjusted primary balance, % of GDP)
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Net deceleration of credit in the economy

The debt-repayment wall can prove more challenging

for European corporates given their exposure to banks
Net interest payments (paid - received), % of GOS
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Higher interest rates start to bite with credit to non-

financial corporates slowing down fast
Total loans to NFC, % y/y
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Corporates feeling the pinch from higher costs &
lower revenue growth

Unfavorable expense momentum... ...alongside turnover slump
(a/9 change in operating expenses, %) (industrial turnover, y/y)

Commodities

Transport .
Transport Equip. 30% —Spain —Germany —France

i ey
Tourism —ltaly Us \

Household Equip
Construction & RE [ — 20%
Machinery & Equip.
Hotels

Retail

Agrifood

Automotive manuf.
Electronics
Automotive suppliers

Pharmaceuticals —
=

10%

0%

Software & IT services
Textiles

Metals

Chemicals

Energy

Computers & Telecom

-30%  -20%  -10% 0% 10% 20% 30%

-10%

-20%

-30%
N Q12023 mQ22023 2003 2005 2008 2010 2013 2015 2018 2020 2023

sample sz'.?’ 000 listed global co.rp orates Sources: Refinitiv Datastream, IMF, Allianz Research 18
Sources: Refinitiv Datastream, Allianz Research



GLOBAL OUTLOOK

Allianz @)

Business insolvencies: Normalizing at a high speed

North America and Europe are leading the global
rebound, selected countries

Strongly Brazil
increasing Estonia
(+30% and more) Italy
Japan
Chile Lithuania Australia
Noticeably Turkey France
increasing Germany
(+15% to +30%) Luxembourg
Cumulative New Zealand
change Norway
over 2023 Portugal
and 2024
India Colombia Austria Denmark
Increasing Latvia Czechia Belgium Morocco
(0% to +15%) Slovakia Bulgaria Spain
Switzerland
Romania
South Africa Taiwan Hong-Kong
Decreasing
Very low level Low level High level Very high level
(more than -20%) (-20% to -5%) (-5% to +20%) (+20% and more)

2024 expected level compared to 2019

Sources: national sources, Allianz Research

Still higher levels to expect in most countries and

160
150
140
130
120
110
100
90
80
70
60
50

regions in 2024, index 100 = 2019

North America Forecasts
Latin America

Western Europe

Central & Eastern Europe
——— Africa
Asia-Pacific
...... Global

2019 2020 2021 2022 2023 2024 2025

Provisional forecasts 19
Sources: national sources, Allianz Research



GLOBAL OUTLOOK Allianz @)

Banks are better prepared to absorb shocks, still
face increasing pressures

Banks are better capitalized compared to 2015 and ...but fears of a corporate-bank doom loop can re-

able to absorb shocks... emerge if asset quality deteriorates
Tier 1 capital ratio (%) Non-performing loan ratio (%)
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systemically important banks. 20
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Prolonged high AE rates to stall EM policy
normalization; risks of politics-induced errors grow

Widespread positive real policy rates (excl. Eastern Policy normalization has started but few will manage
Europe) as a sign of effective fight against inflation to cut as quickly as desired considering weak growth
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GLOBAL OUTLOOK Allianz @)

Most emerging markets are also confronting weak
domestic demand

Real GDP growth contributions, 2024, pp
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Portfolio flow pressures are likely to continue in
EMs, but imbalances are set to improve

Exposure to sentiment swings in China is particularly Current account adjustments are taking place,
pronounced in Asiq, portfolio flows (USD bn) Asia remains in a favorable position, % GDP
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Industrial policy: from passé to fashionable again,
but beware the strings attached

Global industrial policy interventions on the rise
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Sources: Juhasz, Lane and Rodrik (2023), Allianz Research, Note: Juhasz, Lane and Rodrik (2023)
apply a large natural language model to classify policy descriptions from the GTA database

Green subsidy levels in the US versus EU are similar in

size but very different in implementation
(2022-2031, in USD (left) and bn USD (center and right))
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Protectionism going forward ?

Rising trade restrictions worlwide Global FDIs sharply dropping
(4 quarter average, USD Bn)
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Sources: Global Trade Alert as of Aug. 2023, IMF, Allianz Research Sources: LSEG Refinitiv, Allianz Research
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US heading towards lackluster growth

Muted capex intentions signal struggling Household income is slowing while the savings rate is
manufacturing sector ahead already low, meaning softer consumption ahead
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The USD tends to appreciate on average after the
presidential elections

USD to remain strong in the short-run but valuations Markets anticipate the ‘election effect’ in the case of
suggest weakness in the mid-run Republican victory
Real transatlantic spread and EURUSD (inverted) USD performance 6 months before and after the elections take place
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Eurozone in stag(dis)flation but significant
downside risks loom

Eurozone growth has been below trend since Q4 High downside risks and uncertainty amid elevated
2022 dispersion

Eurozone inflation yoy (RHS)
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German economy set for recession

GDP, Composite PMI output, ifo business climate Strengthening Germany as place to innovate, invest
(a/a% and Index) and create high-value jobs despite...

...cyclical challenges ...structural headwinds
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Rising political violence and social risk

Frequency of political violence events by type and region

in 2023-ytd, change vs 2019-2022 average (%)
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The last thing the EU needs are illusory solutions

European populist parties have more than doubled their

vote share in the last 30 years

30%

25%

20% far-left

15%

10% :
far-right

59 populist

far-right

0%
1993 1997 2001 2005 2009 2013 2017 2021

Sources: Party classification from The Populist 3.0, Vote share data from ParlGov and World
Bank, Allianz Research

Correlation between the populist vote shares in
Europe and economic policy uncertainty
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Sources: Party classification from The Populist 3.0, Vote share data from ParlGov and
World Bank, Baker, Bloom, Davis (2016), Allianz Research
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France : Few growth boosters in sight

Household (goods) consumption struggling to

recover (Index, January 2023 = 100)

104 15

—Industrial production Goods consumption
103 :

—Construction 10
102
101 >
100 0
99

-5

98
97 -10
01-23 02-23 03-23 04-23 05-23 06-23 07-23 08-23

Sources: Refinitiv Datastream, Allianz Research

2006

lower credit demand

— Investment (excl dwellings, % y/y)

Demand for loans to fund fixed investme
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Sources: Refinitiv Datastream, Allianz Research
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Business investment braced for a slowdown amid

50
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33



REGIONAL OUTLOOKS 2023-2025 Allianz @)

Italy: Engines of recent resilience to step back

Private consumption to slow down as households feel Strong construction activity — linked to tax credit
the impact of rising interest rates scheme - should normalize and not be fully offset by
Tthe spending %f:_’EU funds (201|9;=Rloo)

x 1.000 Private consumption 150 — |
270 Consumer confidence index(rhs) 159 —— DE —— UK — Us
140 JP CA
260 /"'J“ 115
130
,/’/ /\/ 110
250 M
105 120 —
240 "H 100 110 |
530 o5 100 @/Ni _
220 85 80 {
210 80 70
06 08 10 12 14 16 18 20 22 2018 2019 2020 2021 2022 2023

Sources: Refinitiv Datastream, Allianz Research Sources: Refinitiv Datastream, Allianz Research
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Italy: Still good appetite for BTPs

Retailers and foreign investors have taken over the
ECB and are keeping Italian sovereign
Monthly Italian government bond flows (EUR bn)

I « ¢ Banca d'ltalia Other resid. MFI

60 Other MFI I = 1 Other residents 300
Non residents 10y BTP spread (rhs)
40 250
20 I | 200
0 Illlllllllllllil L I | ,i 1 I I I I I 1 ! _________________ 150
| |
-20 100
'40 T T T T 50
2021 2022 2023

Sources: Refinitiv Datastream, Allianz Research

Rollover risks remain under control so far

8
7
Spread control tool
6 GFC Eurocrisis (OMT)
s A
a ) W | : .h Covid-19
i Y
3 A
2
1 Italy 7y (%)
0 Impl|C|t interest rate on publlc debt (%
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Sources: Refinitiv Datastream, Allianz Research
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Spain : A two-sided story

Leading economic indicators suggest that economic
growth may have decelerated slightly in Q3 2023
0.50 60

0.25 55
O
0.00 n 1 I - ] r 50
[ ]
s EBAE
-0.25 45

——Composite PMI (right-hand scale)
e Manufacturing PMI

o Services PMI
-0.50 40
2020 2021 2021 2021 2021 2022 2022 2022 2022 2023 2023 2023

Q4 Q1 Q2 Q3 Q4 Q1 @2 Q@3 Q@4 Q1 Q2 Q3

Sources: Bank of Spain, Datastream, Allianz Research. *EBAE corresponds to the Banco de
Espaia Business Activity Survey indicator
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But strong tourism should continue to boost growth
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. taly
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Sources: Refinitiv Datastream, Allianz Research 36
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UK: A long-lasting supply shock

Labor market remains tight despite recent Dependency on imports from outside the EU is up
rebala ncing (+6pps from US and China combined since 2016, -13pps from EU)
Job vacancies, ‘000 Imports by origin, % of total

1400 16%

1200 14% W 2016 m 2019 m 2022
12%

1000

10%
800 8%
600 6%
4%
400 55
200 0%

2000 2005 2010 2015 2020

United Kingdom

~—— United Kingdom - trend
Germany

Germany - trend

China
USA

Germany
Norway
France
Italy
Spain
Belgium
Ireland

Netherlands

Sources: LSEG Datastream, Allianz Trade Sources: LSEG Datastream, Allianz Research .
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China: It’s all about policy

Monetary policy is far too restrictive, which warrants Housing indicators point to a stabilization at low
further easing by year-end, % y/y levels, %y/y
B Government Bonds mm Corporate Bonds and Stocks ——NBS 70 Cities Prices %y/y
mm Bank Loans mm Shadow Banking ——CIA 100 Cities Prices %y/y
—Credit Impulse (Overall) 50 Housing inventories estimate: months of sale, y/y change (rhs rev
-5
0
/“
5
-15
2018 2019 2020 2021 2022 2023 ) 10

2011 2014 2017 2020 2023

Sources: Official Sources, Allianz Research 38
Sources: national, Refinitiv, Allianz Research
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APAC: Weak global trade performance will

jeopardize regional growth

GDP growth and short-term country risk

as of Q3 2023
@ Low s \». Japan South Korean
@ Medum sk ¥ EAER 2023 | 2024 | 2025 |
@ senstive sk ‘. )1'9% I e 11% 2.3% 24%
@ rionrek ¥

|Taiwan m 2024 | 2025 |

06% 25% 23%

oo TN "

024 45% 57% G56%

6.5% .‘1 62% ) i

Thailan dm 2023 | 2024 | 2025

Hong Kong ==

2023 | 2024 | 2025
3.6% 27% 25%

>

-
Malavei m 2024 | 202% | ——
alaysia 36% 42% 39% Indonesiam
_ 2023 | 2024 202 | 2025 |
Singapore 05% 19% 21% 50% 4.8% 48%

Sources: Allianz Research.

Exports are bottoming-out

40 ——Total APAC exports, %y/y smoothed
——Exports to US

—— Exports to EU
30

—— Exports to China

Sources: IMF, Allianz Research.
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Emerging Europe: Growth will gradually recover in
2024-2025, supported by monetary easing

GDP growth and short-term country risk
as of Q3 2023

Sources: Allianz Research.

As inflation is retreating, CEE central banks will cut
rates to support growth

—Poland --- Czechia ——Romania ——Hungary
14%

12%
10%
8%
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2% —_r—=—=7

Forecasts
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Sources: Refinitiv, Allianz Research.
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Africa & Middle East: Growth moderates amid
persisting external and social pressures

Inflation and political instability in
Africa keep weighing on growth

GDP growth (pps)| Inflation (pps)
B 2023 2024 2023 2024

Africa 3.2 3.6 197 14.6
Algeria 24 18 9.0 4.8
Angola 2.6 35 120 105
Céte d'lvoire 65 64 43 3.2
Egypt 28 35 400 320
Ghana 25 30 430 220
Kenya 4.4 52 75 55
Morocco 2.6 2.8 6.4 3.0
Mozambique 5.0 7.0 74 6.5
Nigeria 24 3.0 225 17.0
Senegal ES 8.0 8.0 4.0
South Africa 07 14 5.2 42
Tunisia 09 18 95 8.0

Source: Allianz Research

Country risk map, short-term ratings

MQROCCO,

SENEGALH kw
GAMBIA T BURKI
GUINEA BISSA W \ ASO DJIBOUT]
5 ﬁ
RRRRR A
L(ow&w'lc‘%lg
LIBERI GHANA 05 don

EQUATORIAL® .
GUINEA ¥
SAO TOME & P.e FO
@ DEMOCRATIC 'y RWAND:
REPUBLIC
“

OF CONGO [Liihld

ALGERIA

TANZANIA SEYCHELLES

‘ COMOROS
%
. Low risk 4,

i 'ﬁwmm
@

4TIvS

MADAGA SCa

Medium risk

. Sensitive risk

@ High risk

Source: Allianz Research

Fiscal and current account improve
in Kuwait, Oman, Qatar and UAE
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LatAm: Growth divergence, monetary policy to
gradually ease further

Outperformance of Brazil and Mexico to reduce Fiscal consolidation remains Brazil's main challenge; Chile
Méxicol and Colombia more exposed to external shocks

3.0%3.0%1.6%

i Brazil |Colombia
/] Ve"“”*’-'m Fiscal Fiscal balance/ GDP -4.0%
\‘ ';0023 2023 2024 : ;
0% 5.0%4.5% i i
Colombia Competitiveness REER (deviation from the average of past 5
2022 2023 2024 B Brasil
7.5% 1.4% 1.9% Growth GDP (2023)
20222023 2024 ’
Ecuado 2.9%3.1%1.3% Domestic Credit Growth
2022 2023 2024
252%6.6% 6%
External Debt/GDP 62,0% 52,0%
Perd 0 External Debt/ Exports -
2022 2023 2024 '% 218.2%
2.7% 0.2%2.3% & .
3 Public Debt/ GDP 57’2% 57'7%
i3]
K ST External debt (USD bn) n 53,4
5]
. Low risk Chile Uruguay g FX reserves (USD bn) 58,11 206,60
Medium risk 2024 2022 2023 2024 b
om - ca/coP
. Sensitive risk |
[l Hioh risk Argentina mport Cover gl

20222023 2024
5.0%-1.8% 0.1%

Sources: Allianz Research . Note that the data for fiscal balance/GDP, CPI and GDP correspond

to our forecasts for 2023. 42

Sources: Allianz Research
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CAPITAL MARKETS - FORECAST SUMMARY

Allianz @)

Markets to navigate the policy-heavy environment

Capital Markets: Eurozone and US

year-end figures
EMU
Government Debt
ECB deposit rate
10y yield (Bunds)
10y EUR swap rate
Italy 10y sovereign spread
France 10y sovereign spread
Spain 10y sovereign spread
Corporate Debt
Investment grade credit spreads
High-yield credit spreads
Equity
Eurostoxx (total return p.a.)

uUs

Government Debt

Fed Funds rate (high)

10y yield (Treasuries)
Corporate Debt

Investment grade credit spreads
High-yield credit spreads
Equity

S&P 500 (total return p.a.)

year-end figures

Last

4.00
297
333
195
57
110

151
432

10.2 ytd

5.50
458

123
409

13.4 ytd

Unit

2022

20
2.6
31
214
544
109

166
494

-12

2022

4.5
3.8

138
479

-18

2023f

4.00
2.6
30
170
60
110

160
475

2023f

5.75
42

130
400

13

2024f

3.50

25
29
150
40
80

140
425

2024f

475

39

120
375

2025f

2.75
24
2.8
140

40
70

130
375

2025f

3.75
3.6

110
350

11

Capital Markets: UK, Emerging Markets, FX

year-end figures

UK 2022 2023f 2024f 2025f
Government Debt

BoE rate 5.25 % 35 5.75 475 4.25
10y yield sovereign (Gilt) 449 % 3.7 4.4 42 4.0
Corporate Debt

Investment grade credit spreads 158 bps 192 170 150 140
High-yield credit spreads 569 bps 663 600 550 500
Equity

FTSE 100 (total return p.a.) 54 ytd % 47 3 7 7
Emerging Markets 2022 2023f 2024f 2025f
Government Debt

Hard currency spread (vs USD) 243 bps 273 275 270 260
Local currency yield 6.6 % 7 6.6 6.0 55
Equity

MSCI EM (total return p.a. in USD) 1.2 ytd % -20 2 5 12
Others 2022 2023f 2024f 2025f
EUR USD 1.06 $ per € 1.07 1.08 1.13 1.16

Sources: LSEG Datastream, Bloomberg, Allianz Research



FIXED INCOME - RATES

Allianz @)

Long-term yields should start edging lower as

policy peaks

Sovereign bond yields will fall on lower policy rates
and easing inflation expectations

—  US 10y government bond yield

5 German 10y government bond yield 4.81
4
3.30
3.80

3

2

1

0 A

Dots represent AZ Research forecasts

-1 Axis boxed values represent current value

2021 2022 2023 2024 2025

Sources: LSEG Datastream, Bloomberg, Allianz Research

But high net supply, quantitative tightening and
subdued foreign demand limit yield compression

40 000 Fed balance sheet 80%
Treasury holdings overseas .

——US debt
— = =Share of treasuries at Fed (RHS)

30000 - - -Share of treasuries at Fed & overseas (RHS) 60%

20 000 40%

10 000 20%
0 . . . . . . . 0%

1995 1999 2003 2007 2011 2015 2019 2023

Sources: LSEG Datastream, Bloomberg, Allianz Research

Notes: Estimate before 2003 a5



FIXED INCOME - RATES
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Yield curves will stay inverted for a while but will

bull steepen in 2024

US yield curve will remain inverted for a long time - a
pattern last seen in the oil price shock of the 1980s

4
11 M M [V\ MN

J Il ﬁf\\f Tt j ’ JJM\
’ “NN A Y% v Ol
-2 185
-4 — US 10y - Fed Funds Rate

US 10y - 2y

-6

Dots represent AZ Research forecasts for end of 2023, 2024, 2025 (in BP)

75 80 85 90 95 00 O5 10 15 20 25

Sources: Datastream, Allianz Research

Similar pattern for the German yield curve though it
will likely stay inverted for even longer

4 —  DE 10y - ECB deposit rate DE 10y - 2y
3

P M

1

; | ‘mm

-1

) Dots represent AZ Research forecasts end of 23, 24 and 25 in bps '140
2000 2005 2010 2015 2020 2025

Sources: Datastream, Allianz Research
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FIXED INCOME - RATES Allianz ()

Volatility in bond markets to remain elevated until
investors are certain that inflation is under control

90-day rolling volatility of daily changes in the US Volatility in the German 10y bund yield even higher
10y yield at upper end of historical range from a historical perspective
8 Vola 90d in BP (RHS) —US 10y Close in % (LHS) 14 5 Vola 90d in BP (RHS) 10
——DE 10y Close in % (LHS) 9
7 12 4
8
é 10 3 7
5
8 2 6
4 5
6 1
3 4
5 4 0 3
2
1 2 . 1
0 0 -2 0
1999 2003 2007 2011 2015 2019 2002 2006 2010 2014 2018 2022

Sources: LSEG Datastream, Allianz Research Sources: LSEG Datastream, Allianz Research
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USD to remain strong in the short-run but
valuations suggest weakness in the mid-run

Valuation shows that the USD is very overvalued Real transatlantic spread and EURUSD (inverted)
125 —REER real 10y US-DE government bond spread
——FV 6 real FED-ECB policy rate spread 0.95
120 ————minus 1 stdev EURUSD (RHS, inverted scale) L0
115 ----plus 1 stdev 4 )
110 . . 1.05
2 ¢
105 * 1.10
L 2 4 .
100 . o
95 1.15
90 -2 | \ 1.20
85 Dots represent AZ Research forecasts
80 -4 Values represent eoy forecasts for 23,24 and 25  1.25

1995 1999 2003 2007 2011 2015 2019 2023 16 17 18 19 20 21 22 23 24 25

Sources Datastream, Allianz Research. Fair value (FV) is based on the Behavioral Equilibrium

Exchange Rate Model (BEER). Sources: LSEG Datastream, Allianz Research
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FIXED INCOME - CORPORATE CREDIT
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Corporate debt servicing will remain under
pressure but will not break the market

Lower-shorter issuance and limited redemptions should

prevent a full pass-through effect of higher rates

— USIG - avg. maturity (yrs)
14 — EURIG - avg. maturity (yrs) 10
US IG - yield (% - rhs)
EUR IG - yield (% - rhs)

12 \ 8
10 T ! 3 10.0
8
é el T il 2
el 50
4 0
2000 2005 2010 2015 2020

Sources: LSEG Datastream, Allianz Research

Earnings to outpace the growing interest burden in
the US but might not do so in the EZ

— US - Interest coverage ratio (rhs)

100 US - EBIT (y/y%) 10
80 US - Interest expense (y/y%)
— EZ-ICR (rhs) 8
60
40 6
20
4
0 =} A __
AV .
-20
2
-40
*dotted lines indicates forecast
-60 M T T T T

08 10 12 14 16 18 20 22 24 26

Sources: LSEG Datastream, Allianz Research

Note: ICR: Interest Coverage Ratio (EBIT/Interest expense) 49



FIXED INCOME - CORPORATE CREDIT Allianz @)

Credit remains tight given current macroeconomic
conditions but should still be resilient in the mid-run

Short-term cyclical risks point towards a mild ... and still resilient debt servicing capacity should cap
widening but relatively strong balance sheets ... the widening short and keep inflows stable
—— |G spread (y/y) . — US Investment Grade spread (bps)
200 ——— ISM PMI (y/y - rhs - inv.) 240 — EUR Investment Grade spread (bps)
— S&P 500 (y/y% - rhs - inv.) _40
100 S&P 500 EPS (y/y% - rhs - inv.) 220
-20 200
\ . 180
0 ] t 0 160
m 160 S
140
-100 140 ® 130
0 b,
=200 120 .
60 100 110
Dots represent AZ Research forecasts
-300 | | | I*dOtS replresent eo|y forecastls 80 80 | | AxisI boxed vqluels represent clurrent value
19 20 21 22 23 24 25 26 2021 2022 2023 2024 2025

Sources: LSEG Datastream, Allianz Research

: LSEG D Alli R h
Note: IG — Investment Grade Sources: LSEG Datastream, Allianz Researc

50



PERIPHERALS AND HY

Allianz @)

In a higher-for-longer environment the weak links
will continue to face elevated headwinds

Rising defaults, higher rates and a crowded market add
short-term risks to the weak links in high-yield corporates

Bankruptcy filings (y/y%)
Lending tightness (y/y - 10x - rhs) 1500

100 | —— Highyield spreads (y/y - rhs)
—— US % of fallen angels (6m lag - 10x - y/y)

1000

500

"""""""""" [ Jaman N o

-500

-1000

*dots represent AZ Research forecasts

I I I ! ! I I I ! I-1500
08 10 12 14 16 18 20 22 24 26

Sources: LSEG Datastream, Allianz Research

Eurozone periphery spreads versus Germany to
remain stable amid ECB support tools (e.g. TPI)

Euro swap
250 France
Italy
200 — Spain
170
. 150
150 . 14’0
110
100 ‘ 80 [
N 70
L 4
50 ~ ) ‘
— 40 40 40

Dots represent AZ Research forecasts

2021 2022 2023 2024 2025

Sources: LSEG Datastream, Allianz Research
Notes: TPI refers to the Transmission Protection Instrument introduced by the ECB in July
2022 in order to keep government bonds spreads from widening amid policy tightening. 51



EQUITIES
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Concentration risk remains high and performance
will depend on a handful of tech companies

Tech earnings are set to remain strong but leave
global markets at the mercy of a few companies

— S&P 500 Tech EPS y/y%

60 —— S&P 500 EPS y/y%
— S&P 500 Tech - earnings breadth
80 —— S&P 500 - earnings breadth *dots indicate analyst expectations

10 12 14 16 18 20 22 24 2|6

Sources: LSEG Datastream, Bloomberg, Allianz Research

Note: Earnings breadth = (# of earnings revisions up - # of earnings revisions down) / total # of
edarnings revisions

The overperformance of the top companies hides the
underperformance of the rest of the market

—___ S&P 500 (ytd%)

25 |jillil Top 15 stocks (ytd%) 40
il Others (ytd%)
20 Top 15 stocks weight (rhs- A" ||||“
TN '
15 \||W'“""” il 1||\H ”
10 Eﬂ
|||| 4
ol
o M |||||||'I"I'|||'||II| _____
5 30
'10 f T T T T T T T T T 28

2023

Sources: LSEG Datastream, Bloomberg, Allianz Research
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EQUITIES
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Macro and fundamentals suggest diverging paths
for equity markets moving forward

Macro indicators suggest downside risks for equities
but fundamentals yield a more positive outlook

— S&P 500 (y/y%)
Macro based
Macro based - EPS
Y — GDP based
EPS expectations based
e AZ Research forecasts

80

40

Sources: LSEG Datastream, Bloomberg, Allianz Research
Note: EPS - Earnings per share

China’s economic resilience will remain crucial for the
fundamentals resilience story

— S&P 500 (y/y%)

80 Eurostoxx (y/y%) 40
China Onshore EPS (y/y% -,7m lag - rhs)

60 30

) *dots represent analysts EPS growth consensus
40 [ I I I I I I I I I I -20

16 17 18 19 20 21 22 23 24 25

Sources: LSEG Datastream, Bloomberg, Allianz Research
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EQUITIES Allianz @

Balance sheet resilience should keep markets
afloat until the economy reaccelerates

Resilient earnings should keep equity markets

performing positively in the next three years
US Equity markets and GDP (y/y%)

Our scenario suggest ~10% returns for US equities
and 8% for European equities

—— S&P 500 EPS (y/y%) — S&P 500 490
80 US Nominal ?DP (y/y% - rhs) 20 5000 Eurostoxx R 500
—— S&P 500 (y/y/o - 2q ledd) 4800 4,920 480
60 460
4600 460
440 %
40 4400 . 530 440
20 /\ jL 4200 e
B~ X/ 4,250 ﬁ
4000
(o Y/ AL S S N~ A\ N V8 S A\
3800 380
-20
3600 Dots represent AZ Research forecasts 360
40 Dots indicate forecasts 10 3400 Axis boxed values represent current value 340
10 12 14 16 18 20 22 24 26 2021 2022 2023 2024 2025

Sources: LSEG Datastream, Bloomberg, Allianz Research Sources: LSEG Datastream, Allianz Research
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CROSS ASSET Allianz @)

A much higher for much longer scenario could
rapidly derail an already fragile market equilibrium

The financial conditions tightness vs market The equity market leaders belong to one of the
positioning conundrum is already overstretched sectors most sensitive to interest rates
Lending tightness — S&P 500
25 — HY spread (bps) 100 1.0 — S&P 500 -Tech 6
— S&P 500 (y/y%) Eurostoxx
Fed Funds (% - high) 80 0.8 Fed Funds rate (% - rhs) 5

20

60 0.6
- 4
&u J 20 0.2 3
10 ’+~ "*(’ 0 0.0 :\\/ . MV 5
|
p -20 -0.2 \1\/
" T -40 -0.4
0 T T T T J/-\:\ T -60 -0.6 T T T T T T T T T T | 0
2000 2005 2010 2015 2020 2025 06 08 10 12 14 16 18 20 22 24 26

Sources: LSEG Datastream, Allianz Research Sources: LSEG Datastream, Allianz Research
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EMERGING MARKETS -SOVEREIGN
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Peak EM momentum? Only in certain in areas of
the market as selectivity prevailed

Appetite for high returns may be underestimating the

challenges...
10 — EMBI HC Spreads (rhs) 1000
Fed Funds rate
8 EMBI LC Yields 800
6 600
4 400
L 'S *
2 200
o I I I I I 0
2005 2010 2015 2020 2025

Sources: Bloomberg, LSEG Datastream, Allianz Research. Note: The EMBI HC spreads represent
the JPM EMBI Gov Diversified ex-CCC. The EMBI LC yields represnt the GBI EM Global
Diversified.

... but markets have drawn clear distinctions across
the rating spectrum \1

1600 _—_ JPM EMBI Gow. IG spreads
1400 JPM EMBI Gov. HY spreads
. + Sov. spread individual IG country
1200 Sov. spread individual HY country FeY
1000
800
600 TR
400
BRA
200 :
IDN
O MYS
2005 2010 2015 2020 2025

Sources: Bloomberg, Allianz Research. Notes: \1 Within the HY environment we have
included one of the good stories: the case of Brazil, fueled by the shift of global commodities
markets and responsible monetary policy. Other countries within the HY environment are not
included to keep the axis readable.



EMERGING MARKETS - SOVEREIGN
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EM resilience stories: commodities shock and
central banks drive regional success

CB response and FX strength helped LatAm local

bond markets to navigate market turmoil...

Local currency sovereigns performance since 2022
30% o

B TR in local currency FX vs USD
15% + Unhedged TR in USD

0%

-15%
*

-30%

-45%
*

-60%
BR MX PE CL CO|ID MY TH PH|PL CZ HU|ZA TR
LatAm EM Asia ex-China East EU Others

Sources: LSEG Datastream, Allianz Research. For the local currency bonds, BofA indexes across
all maturities have been used.

... a situation that could continue given the still above-
average nominal yield differentials and FX valuations*

40% B Latest differential 5Y nominal differential vs. US

30% FX over(+)/undervaluation(-), AZ models*, rhs

20%

10%
0% I = = = o | |

-10%

-20%

BR MX PE CL CO ID MY TH PH PL CZ HU ZA
LatAm EM Asia ex-China East EU Others

Sources: LSEG Datastream, Allianz Research. * PPP, BEER, FEER models (trade-weighted
based). For every currency, models with larger errors are penalized. In green circles
those with a positive differential vs. the US and whose currency is undervalued.
Nevertheless, the results our models also show USD overvalued.
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EMERGING MARKETS - CHINA
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China bonds and equities show divergent
fundamentals, but both face geopolitical concerns

China's local currency bonds lose appeal with a
weaker CNY, highlighting divergent monetary stance

3 6.2
N
2 m 6.4
' v "J' A ﬁ
1 ) 6.6
\
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Good fundamentals don’t assure the Chinese equities
comeback, weighed by investability concerns
Equity risk premium of Chinese over major selected benchmarks
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CROSS ASSET - DIVERSIFICATION
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Diversification, a comeback to the post 2000s era

or a structural shift?

The simultaneous equity-fixed income
underperformance in 2022 will remain engraved in
market sentiment...

40
T 30 1985
= [ ]
-] ® ®
S 20 ® 2008 1986 @ 1995
i
2 10 |
5 | 3023 ytd
5 0 o R oo
m ® 1941
> ® 1931 ® 1969 2031
— -10 ®
" 19% 2009
-
20
.60 40 20 0 20 40 60

S&P 500 (total return %)

Sources: LSEG Datastream, Allianz Research

... but declining growth-inflation uncertainty and a
comeback of demand-driven dynamics should bring
diversification back
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ESG
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The ESG market rush is decelerating as sustainable
Investing becomes ever more politicized

ESG investment fund liquidations increase in 2023
Sustainable fund closures in first eight months of each year
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ESG fund flows are decelerating and even turning
into outflows (gq/q - USD Bn)
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