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Eurozone Economy Needs a Hero

Eurozone Growth Facing Mounting Challenges Recovery Stemmed from Gov'’t Spending + Exports
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Industrial Downturn Becoming A Lot More Complicated

Manufacturing Contraction for Two Years Running Trade Conflicts Could Compound the Inventory Drag
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Tariff Headache Rather Than Heartbreak

EU Perspective: Net Exports to US at All-time Highs US Perspective: Dependent on EU Bilateral Trade
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Inflation Reflects Structurally Tight Labor Markets

Tight Labor Market Is Fueling Wages and Inflation
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Core Services Inflation Has Barely Budged YTD
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France Remains a Key Risk for Euro Credit Spreads

Low Growth Complicates France’s Fiscal Woes

French OATs Pricing More Risk Than Credit Spreads
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Central Bank Policy Expectations

ECB Market Pricing Implying Aggressive Easing Ahead Central Bank Goalposts Are Shifting
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European Credit Strategy 2025 Forecasts

YE 2025 Forecasts
YE 2023 | YTD Actual | Status Quo Tariff-Lite Recession | Probability
Actual 29 Nov (Bull) (Base) (Bear) Weighted
Probability Weighting 25% 60% 15%
Euro Investment Grade
Spreads (OAS, bp) 135 106 80 130 200 130
Yields (YTW, %) 3.5 3.0 3.2 3.5 3.2 3.4
Excess Return (bp) +365 +278 +225 0 -275 +15
Total Return (%) +8.0 +5.1 +2.2 +1.2 +2.4 +1.6
Gross Issuance (€BN) 549 629 650 575 450 575
Euro High Yield
Spreads (OAS, bp) 395 341 275 400 650 406
Yields (YTW, %) 6.3 5.7 5.5 6.6 8.2 6.6
Total Return (%) +12.0 +7.9 +6.0 +4.0 0.0 +3.9
Default Rate (LTM % Issuers) 2.4 3.1 2.0 33 6.0 3.2
Gross Issuance (€BN) 54 104 130 110 75 110
Sterling Investment Grade
Spreads (OAS, bp) 134 102 90 120 180 120
Yields (YTW, %) 5.1 5.3 4.7 5.4 4.5 5.1
Excess Return (bp) +564 +287 +175 0 -300 0
Total Return (%) +9.8 +2.7 +8.0 +4.5 +10.0 +6.2
Gross Issuance (EBN) 58 46 70 55 35 56
Policy Rates/Bond Yields
ECB Deposit Facility (%) 4.00 3.25 2.50 2.00 1.00 2.00
Bund 2-Year Yield (%) 2.39 1.95 2.30 2.15 1.25 2.05
Bund 10-Year Yield (%) 2.02 2.09 2.70 2.30 1.25 2.25
BOE Bank Rate (%) 5.25 4.75 3.75 3.50 2.50 3.40
Gilt 2-Year Yield (%) 3.98 4.23 3.50 4.00 2.50 3.65
Gilt 10-Year Yield (%) 3.54 4.24 4.00 4.30 2.80 4.00
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Euro |G Strategy tor 2025

Key Expectations and Recommendations for 2025

Underweight recommendation to Euro |G Credit,
targeting 130 bp as a ‘fair value’ entry point.

Increased volatility and decompression means the
path for |G spreads will not be straight line and risk-
adjusted excess returns will be lower in’25 vs. '24.
Expect a handoff from technicals to fundamentals,
with tepid growth prospects compounded by
potential tariffs and political volatility.

Close-to-home sector strategy with a focus on
domestic issuers with stable leverage and strong

Euro IG Credit Spreads Tlght by Post-GFC Standards
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Tight 1G Spreads Imply Lower Risk-Adjusted Returns
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Euro HY Strategy for 2025

Key Expectations and Recommendations for 2025 Euro HY Average Monthly Total Return

« Market Weight recommendation to Euro HY credit, 2.0% = HY Monthly Avg. Total Return

. o IG Monthly Avg. Excess Return
forecasting full-year total return of +4%. 1.5%

« Expect elevated carry to offset spread widening, 10%
while the short-duration nature of the asset class 0.5% I i I I I . I I
helps HY better absorb rate volatility. 0.0% M - 0

» Strong technicals amid limited net supply prospects ij I
and a shrinking pool of higher-yielding assets. 0%

- Shorter duration, single-Bs look most compelling on P E TS E
a risk-adjusted basis. BB spreads look rich but Current Yields Are Consistent With Positive Return
remain a tactical opportunity for total return : ig; ® 2012
investors. Expect CCC valuations to remain E o o 0p 202 ¢ e #2010
decompressed. g o 2 M o o

« Expect HY default rates to hold steady within a §10% e 2023E 2011
3.0%-3.5% range, as easing ECB policy rates and a c ig; 2022 2007
terming out of near-term maturities keeps the > o ¢ 2008

default cycle contained. 2% 4% 6% 8% 10% 12%
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This Report is for informational purposes only. Neither the information contained in this Report, nor any opinion expressed therein is intended as an offer or solicitation with respect
to the purchase or sale of any security or as personalized investment advice. CreditSights and its affiliates do not recommend the purchase or sale of financial products or securities,
and do not give investment advice or provide any legal, auditing, accounting, appraisal, valuation or actuarial services. Neither CreditSights nor the persons involved in preparing this
Report or their respective households has a financial interest in the securities discussed herein. Recommendations made in a report may not be suitable for all investors and do not
take into account any particular user’s investment risk tolerance, return objectives, asset allocation, investment horizon, or any other factors or constraints.

Information included in any article that includes analysis of documents, agreements, controversies, or proceedings is for informational purposes only and does not constitute legal
advice. No attorney client relationship is created between any reader and CreditSights as a result of the publication of any research report, or any response provided by CreditSights
(including, but not limited to, the ask an analyst feature or any other analyst interaction) or as the result of the payment to CreditSights of subscription fees. The material included in
an article may not reflect the most current legal developments. We disclaim all liability in respect to actions taken or not taken based on any or all the contents of any research report
or communication to the fullest extent permitted by law.

Reproduction of this report, even for internal distribution, is strictly prohibited. Receipt and review of this research report constitutes your agreement not to redistribute, retransmit,
or disclose to others the contents, opinions, conclusion or information contained in this report (including any investment recommendations or estimates) without first obtaining
express permission from CreditSights. The information in this Report has been obtained from sources believed to be reliable; however, neither its accuracy, nor completeness, nor
the opinions based thereon are guaranteed. The products are being provided to the user on an “as is” basis, exclusive of any express or implied warranty or representation of any
kind, including as to the accuracy, timeliness, completeness, or merchantability or fitness for any particular purpose of the report or of any such information or data, or that the
report will meet any user’s requirements. CreditSights may issue or may have issued other reports that are inconsistent with or may reach different conclusions than those
represented in this Report, and all opinions are reflective of judgments made on the original date of publication. CreditSights is under no obligation to ensure that other reports are
brought to the attention of any recipient of the Products.

Certain data appearing herein is owned by, and used under license from, certain third parties. Please see Legal Notices for important information and limitations regarding
such data. For terms of use, see Terms & Conditions.

If you have any questions regarding the contents of this report contact CreditSights at legal@creditsights.com.
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