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Sweden’s 100bps rate hike was the largest for a western European country so far, putting rising asset -

risks in focus as borrowing costs rise and property values give way. ‘é‘::}';f;?}:i?"

Primary markets saw activity largely concentrated in SSAs as sizeable pick-ups against sovereign +44 20 759); 5789

issuers drove demand. William.Hahn@uk.daiwacm.com
Secondary market spreads for senior deals held firm in EUR while we saw widening across the board

in USD. Rate hikes by the Fed, BoE and others provided major impulses into secondary markets.

Rising rates stoke asset risks but help banks mitigate credit spread widening

Last week, Sweden’s central bank, the Riksbank, raised its policy rate to 1.75% from 0.75%. The Riksbank also stated
that it expects the rate to rise again within the next six months, averaging 2.5% by 3Q23. The 100bps increase in the
policy rate is credit positive for banks’ top-line revenue performance but, together with subsequent hikes, may entail
asset risks in the mortgage market. High inflation and a sharp increase in borrowing costs have already contributed to
an 8.7% decline in house prices from their peak in March. This makes the Riksbank’s forecast of an 18% decline by
2024 appear feasible. This would bring house prices back to pre-pandemic levels following their 20% surge over the last
two years. The announced rate hikes will reduce the 6% buffer rate that Swedish banks apply when calculating whether
a potential mortgage borrower will have adequate funds to service their loan, after other essential expenses. Short-term
borrowing rates could rise to 4% by 3Q23, leaving only a 200bps buffer, adding to asset quality concerns.

The most exposed lenders are Svenska Handelsbanken, SEB, Swedbank and Nordea as mortgages make up just under
half of their respective loan books. Higher rates are also expected to be passed onto customers fairly soon as 80% of
borrowers have fixed-rate mortgages at two years or less. A weakening housing market, high inflation and an increasing
likelihood of a recession will be negative for banks’ asset quality measures but CET1 buffers at 2Q22 of 570bps, 480bps,
460bps and 630bps respectively provide comfort. More broadly, forecast revenue growth of 8-9% for European banks
in 2023 should offset headwinds from rising costs, higher loan loss provisions or increases in the countercyclical capital
buffer. Equity valuations have held relatively firm over the past three months, despite rising market volatility, while CDS
price movements have only increased to a limited degree.
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However, market turbulence has had an overall negative impact on credit spreads so far this year. Excess returns below
are derived by taking total return percentages of bank bonds less the total return percentage of risk-matched interest-
rate swaps. Year-to-date results have been in negative territory, albeit less pronounced than the poor 2Q22 figures. July
and August data forms the pro-forma 3Q22 data set that saw a slight improvement in credit spreads but we would expect
gains to be lower when taking September data into account. The below performance compares favourably to other
sectors, arguably reflecting banks’ position of relative strength when entering this challenging period.
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Primary and secondary markets

European primary market issuance volumes for SSAs stood at EUR21bn over the course of last week, above market
expectations of EUR12-17bn. FIG supply of EUR6bn was just within the weekly forecast amount of EUR6bn-11bn. The
total 2022 year-to-date FIG volume of EUR424.5bn is 20.9% ahead of last year’s issuance volume. SSA volumes,
however, remain behind last year’s level, down 26.7% at EUR464bn. For the current week, survey data suggest SSA
volumes will range between EUR11.5bn-16bn and FIGs are expected to issue EUR6bn-10.5bn.

Primary SSA deal flow remained largely intact, despite a multitude of monetary policy decisions, including those by the
Fed, BoE and others. Austria government (AA+) followed a host of European sovereign issuers that launched deals in
recent weeks to place its own EUR3.5bn 4-year deal. The final spread of MS-59bps offered a sizeable pickup of 42bps
over Bunds and means the treasury has now completed 80% of its 2022 funding programme that stands at EUR60bn-
65bn. The deal is thought to have priced with a small 5bps concession, in line with recent deals from Italy, France and
Spain. Asian Development Bank (ADB) placed an USD4bn dual-tranche transaction last Tuesday, ahead of the Fed
meeting. ADB offered a 2-year and a 10-year leg that tightened by 2bps and 1bp respectively. Demand for both tenors
was almost identical at 1.7x, which is somewhat surprising given the uncertainty and market volatility ahead of the Fed
announcements that may have otherwise damped interest in the longer leg. French agency CADES launched a EUR5bn
social bond at 10-years for OAT+35bps (-1bp from IPT). The deal was launched alongside others from French issuers,
such as Action Logement Services (ALS) or Ville de Paris. Recent spread widening and subsequent pick-up on offer
from French issuers over the sovereign was less pronounced than in other core euro area markets, making these deals
arguably more expensive and thus less attractive from an investor perspective. It was CADES’ second euro benchmark
transaction since the summer and its ninth for the year, taking total funding to EUR29bn. CADES has thus completed
72.5% of its 2022 mid- and long-term issuance target.

(Table 1) Key Transactions

. Final Spread Book

Bank Rank Amount Maturity (bps) IPT (bps) orders
SSA
ESM Sr. Unsecured EUR5bn 3Y MS - 33 MS - 30 >EUR20bn
ADB Sr. Unsecured USD2.75bn 2Y SOFR MS + 8 SOFR MS + 10 >USD4.7bn
ADB Sr. Unsecured USD1.25bn 10Y SOFR MS + 51 SOFR MS + 52 >USD2.1bn
ALS Sr. Unsecured (Sustainable) EUR750m 15Y OAT + 53 OAT + 53 >EUR770m
ICO Sr. Unsecured (Social) EUR500m 5Y SPGB + 14 SPGB + 16 >EUR1.1bn
Rentenbank Sr. Unsecured USD1.25bn 5Y SOFR MS + 37 SOFR MS + 39 >USD2bn
CCCIF Sr. Unsecured EUR500m 5Y OAT + 48 OAT + 50 >EUR720m
KfwW Sr. Unsecured EUR1bn 10Y MS - 21 MS - 19 >EUR4.7bn
CADES Sr. Unsecured (Social) EURS5bN 10Y OAT + 35 OAT + 36 >EUR11.5bn
Austria Sr. Unsecured EURS3.5bn 4Y MS - 59 MS - 58 >EUR9.3bn
Spain Sr. Unsecured EUR5bn 20Y SPGB +7 SPGB +9 >EUR40bn
Ville de Paris Sr. Unsecured (Sustainable) EUR300m 20Y OAT + 36 OAT + 38 >EUR845m
FIG (Senior)
Santander SP EUR1.5bn 4NC3 MS + 105 MS + 125 >EUR2.2bn
BPCE SNP GBP250m 6NC5 G + 265 G +265/270 >GBP375m
FIG (Subordinated)
Nykredit Tier 2 EUR500m 10.25NC5.25 MS + 295 MS + 295 >EUR550m

Source BondRadar, Bloomberg.

FIG issuers were mostly absent from markets last week, with the exception of a handful of national champions.
Santander launched the largest FIG deal of the week with a EUR1.5bn SP carrying a 4NC3 tenor. The issuer took
advantage of a funding window ahead of several central bank monetary policy decisions and being one of the few deals
in the market on Tuesday. Solid interest of 1.46x deal size helped tighten the spread by 20bps to MS+105bps, resulting
in a new issue premium (NIP) of some 10bps. BPCE looked to diversify its funding base by issuing its first Sterling SNP
and its first Sterling bond since December 2021 when it launched a Tier 2. The French bank currently has GBP2.6bn in
debt outstanding, including last week’s SNP deal. The 1.5x subscription level only translated to spread tightening of
5bps to G+265bps. The 10-15bps NIP on the deal can be considered a good outcome given the small nominal order
book. Lastly, Nykredit from Denmark tested market appetite of its subordinated Tier 2. Just two weeks prior, the Danish
central bank hiked its policy rate by 75bps to 0.65%. This move emulated that of the ECB, taking it the main rate out of
negative territory. The move addresses the rise in inflation but is intended to protect the Danish Krone’s peg to the Euro.
The spread of MS+295bps for the 10.25NC5.25 Tier 2 was not able to improve from IPT as demand was muted. Orders
only slightly surpassed deal size resulting in a NIP of some 35bps.

Secondary market spreads were mostly wider for EUR and USD. CDS indices on European senior (146bps) and
subordinated financials (265bps) as measured by iTraxx benchmarks also priced +24bps and +44bps wider against the
previous week’s levels.

Please note the disclaimers and disclosures on the last page of this document.

-2-



EMEA European Banks - Credit Update 26 September 2022 Da iwa

Capital Markets

Strong impulses into capital markets were provided by the Fed’s 75bps hike in the federal funds rate to a range of 3-
3.25% and expectation, presented in the dot-plots, of significant additional tightening thereafter to push the terminal rate
above 4.50% with policy remaining restrictive for an extended period. In the UK, the BoE also hiked its Bank Rate by
50bps to 2.25% and also unanimously voted in favour of launching a programme of active Gilt sales in line with plans
published last month. The government’s subsequent fiscal event on Friday subsequently markedly increased the
magnitude of unfunded tax cuts to come, sending Gilts and sterling into free-fall. Daiwa economists judge that a hike of
100bps in Bank Rate will be required at the next scheduled MPC meeting in November if not beforehand. In Sweden,
the Riksbank hiked the policy rate to 1.75% from 0.75%, its biggest ever since the introduction of inflation targets. It also
provided a target rate of 2.5% by 3Q22. Elsewhere, the central bank of Norway and Switzerland also raised their main
policy rates by 50bps and 75bps respectively to a total of 2.25% and 0.5%. This week, a key impulse into the euro area
will likely derive from the flash HICP inflation estimates for September (Friday).

Weekly average EUR spreads were partially tighter with SP (-5.2bps), SNP (-4.0bps) and Tier 2 (+10.2bps). USD
average spreads were wider throughout the week, with SP (+2.9bps), SNP (+7.7bps) and Tier 2 (+9.8bps). Based on
Bloomberg data, 55% of FIG tranches and 46% of SSA tranches issued in September quoted wider than launch.
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Western European Banks EUR Spreads and Yields

Aggregate EUR Z-spread LTM (bps) Multiples (x)
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Source: Bloomberg, Daiwa Capital Markets Europe. SP = Senior Preferred/Senior OpCo; SB = Senior Non- Preferred/ Senior HoldCo; T2= Tier 2; AT1 = Additional Tier
1. All figures based on Z to worst spread of public benchmark issuances.

Selected Names

Sr Preferred/Sr OpCo Sr Non-Preferred/Sr HoldCo
Dur.  Yield Z 55 A Dur.  Yield Z 5% A Y$D

Commerz 3.7 37 641 -33 334 35 48 1691 27 878 | 32 59 2785 92 1322
Barclays 1.7 3.1 09 11 221 3.3 45 1654 12 996 | 61 63 39.9 209  293.0
BBVA 4.0 39 858 55 11.8 3.1 38 663 27 298| 39 54 2470 99 147.2
BFCM 36 37 642 63 258 6.3 44 1407 29 848 | 50 50 1931 9.6 81.2
BNPP 2.1 3.1 63 7.2 -198 4.6 44 1335 3.7 738 | 36 49 2154 9.4 1477
BPCE 3.2 35 378 -46 14.2 4.8 43 1299 30 574 | 66 52 1749 2.2 81.8
Credit Ag. 38 32 266 17 13| 5.1 42 1217 35 572| 33 49 1846 6.1 98.9
Credit Sui. 5.0 57 2617 -54 1598 45 56 263.6 -347 169.3

Danske 23 35 557 29 272 3.4 45 1459 14 844 | 66 6.1 2976 141 1949
Deutsche 26 38 708 -86 453 42 56 2529 -58 1430 | 32 64 3299 137  156.2
DNB 3.4 36 51.8 -4.8 2.6 6.2 42 1151 -51 632 | 50 49 2941 15.8  239.6
HSBC 4.8 36 584 -60 270 4.0 43 1343 -19 804 | 39 45 1386 7.2 77.0
ING 1.2 37 634 -231 -103.5 5.3 43 1303 25 687 | 64 56 2566 10.0 170.3
Intesa 36 39 882 -30 505 33 50 1907 -61 922 | 40 56 2419 2.3 63.0
Lloyds 2.2 3.1 49 -100 2.3 2.4 39 877 29 473 | 54 64 3736 38.9 3185
Nordea 4.0 33 261 74 167 6.0 40 1014 -49 262 | 75 53 40.9
Rabobank 3.4 30 92 -66 -185 5.0 41 1092 -02 613| 60 50 2015 10.4 14.1
RBS 2.6 47 1566 -6.8 101.1 5.0 41 1092 -02 613| 60 50 2015 10.4 14.1
Santander 2.9 38 734 27 380 43 44 1347 15 788 | 39 52 2105 125 1144
San UK 2.4 31 -01 -87 2.0 35 44 1769 -14 747 | 39 52 2105 125 1144
SocGen 4.4 37 662 -57 269 5.0 45 1516 -32 907 | 61 6.4 3269 139 2132
StanChart 3.4 37 657 -79  19.0 47 48 1590 -32 1026 | 55 6.1 3002 96 179.7
Swedbank 4.0 36 546 -75 6.0 43 42 1161 41 557 | 51 45 2431 16.1 93.8
uBs 37 37 648 -73 420 4.0 42 1138 -34 624 | 30 44 70.4 34.4 9.0
UniCredit 3.7 48 1754 57  119.0 3.8 56 2493 -56 146.8 | 6.1 8.2 509.5 15.9 2837

Source: Bloomberg, Daiwa Capital Markets Europe. Dur.= Duration. Yield= Yield to worst (%). Z = Z-Spread to Worst (bps). Z 5DA = last 5 days Z-spread net change
(bps). Z YTD = year to date Z-Spread net change (bps). Blank cells represent lack of statistically significant data. Figures may not be representative of the whole market.

Western European Banks USD Spreads and Yields
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Aggregate USD Z-spread LTM (bps) Multiples (x)
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Source: Bloomberg, Daiwa Capital Markets Europe. SP = Senior Preferred/Senior OpCo; SB = Senior Non- Preferred/ Senior HoldCo; T2= Tier 2; AT1 = Additional Tier
1. All figures based on Z to worst spread of public benchmark issuances.

Selected Names

Sr Preferred/Sr OpCo Sr Non-Preferred/Sr HoldCo
Dur.  Yield z Z 5DA Dur. Yield z Z 5DA Y$D Dur. Yield
Barclays 15 43 63 256.2 67 1048 | 50 6.9 307.2 80 130.7
BFCM 36 37 642 6.3 258 | 34 68 2703 3.1 08| 50 69 3072 8.0 1307
BNPP 2.1 3.1 6.3 72 198 | 46 62 2190 49 1097 | 39 61 2122 78 808
BPCE 32 35 378 4.6 142 | 46 64 2349 48 102 | 27 65 2319 6.8 1017
Credit Ag. 3.8 32 266 1.7 13| 34 59 1723 48 905 | 7.1 6.3 2783 25 1233
CreditSui. | 22 6.0 166.3 5.1 849 | 3.1 74 3106 07 1761 | 27 89 4599 82 1812
Danske 23 35 557 2.9 272 | 26 64 2195 16 1257 | 27 89 4599 82 1812
Deutsche 26 38 708 8.6 453 | 30 72 2963 82 1580 | 72 90 5282 12.0 317.9
HSBC 48 36 584 6.0 270 | 35 62 2233 42 951| 86 66 3050 6.1 939
ING 12 37 634 231 -1035| 39 60 1757 6.1 669 | 47 93 476.1 325 3053
Intesa 36 39 882 3.0 505 | 39 60 1757 61 669 | 29 90 493 6.9 2597
Lloyds 2.4 26 60 1856 71 575 | 76 62 2027 48 695
Nordea 40 33 261 7.4 167 | 40 57 1720 74 413 | 70 6.0 137
Rabobank 34 30 92 66 -185| 42 59 1754 45 644 | 34 59 2164 10.3 798
RBS 26 47 156.6 68 101.1| 42 59 1754 45 644 | 34 59 2164 10.3 798
Santander | 29 38 734 2.7 380 | 46 65 256.3 69 1151 | 68 7.2 3491 97 1762
San UK 15 49 509 77| 40 66 2458 76 1292 | 27 65 2325 55.4
SocGen 44 37 662 5.7 269 | 39 65 2549 34 1265 | 35 64 2225 45 784
StanChart 34 37 657 7.9 190 | 29 62 2009 82 1069 | 8.1 6.8 333.1 51 1017
uBs 22 52 658 7.9 324 | 42 60 1976 6.5 583 | 8.1 6.8 333.1 51 1017
UniCredit 37 48 1754 57 1190 | 36 69 2349 137 169 | 71 101 6208 01 3324

Source: Bloomberg, Daiwa Capital Markets Europe. Dur.= Duration. Yield= Yield to worst (%). Z = Z-Spread to Worst (bps). Z 5DA = last 5 days Z-spread net change
(bps). Z YTD = year to date Z-Spread net change (bps). Blank cells represent lack of statistically significant data. Figures may not be representative of the whole market.
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All of the research published by the London and New York research teams is
available on our Bloomberg page at DAIR <GO>.

Access our research at:
http://www.uk.daiwacm.com/ficc-research/research-reports

This document is produced by Daiwa Securities Co. Ltd and/or its affiliates and is distributed by Daiwa Capital Markets Europe Limited. Daiwa Capital Markets Europe Limited is authorised and
regulated by The Financial Conduct Authority, is a member of the London Stock Exchange and an exchange participant of Eurex. Daiwa Capital Markets Europe Limited and its affiliates may, from
time to time, to the extent permitted by law, participate or invest in, or be mandated in respect of, other transactions with the issuer(s) referred to herein, perform services for or solicit business from
such issuer(s), and/or have a position or effect transactions in a particular issuer’s securities or options thereof and/or may have acted as an underwriter during the past twelve months in respect of a
particular issuer of its securities. In addition, employees of Daiwa Capital Markets Europe Limited and its affiliates may have positions and effect transactions in such securities or options and may
serve as Directors of a particular issuer. Daiwa Capital Markets Europe Limited may, to the extent permitted by applicable UK law and other applicable law or regulation, effect transactions in securities
of a particular issuer before this material is published to recipients.

This publication is intended for investors who are MiFID 2 Professional (or equivalent) Clients and should not therefore be distributed to such Retail Clients. Should you enter into investment business
with Daiwa Capital Markets Europe'’s affiliates outside the United Kingdom, we are obliged to advise that the protection afforded by the United Kingdom regulatory system may not apply; in particular,
the benefits of the Financial Services Compensation Scheme may not be available.

Daiwa Capital Markets Europe Limited is part of Daiwa Securities Group Inc. Daiwa Securities Group Inc., its subsidiaries or affiliates, or its or their respective directors, officers and employees from
time to time have trades as principals, or have positions in, or have other interests in the securities of the company under research including market making activities, derivatives in respect of such
securities or may have also performed investment banking and other services for the issuer of such securities. Daiwa Securities Group Inc., its subsidiaries or affiliates do and seek to do business
with the company(s) covered in this research report. Therefore, investors should be aware that a conflict of interest may exist.

Daiwa Capital Markets Europe Limited has in place organisational arrangements for the prevention and avoidance of conflicts of interest. Our conflict management policy is available at
http://www.uk.daiwacm.com/about-us/corporate-governance-regulatory. Regulatory disclosures of investment banking relationships are available at http://www.us.daiwacm.com/.
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Explanatory Document of Unregistered Credit Ratings

This report may use credit ratings assigned by rating agencies that are not registered with Japan’s Financial Services Agency pursuant to Article 66, Paragraph 27
of the Financial Instruments and Exchange Act. Please review the relevant disclaimer regarding credit ratings issued by such agencies at:
https://Izone.daiwa.co.jp/l-zone/disclaimer/creditratings.pdf

IMPORTANT

This report is provided as a reference for making investment decisions and is not intended to be a solicitation for investment. Investment decisions should be made at your
own discretion and risk. Content herein is based on information available at the time the report was prepared and may be amended or otherwise changed in the future without
notice. We make no representations as to the accuracy or completeness. Daiwa Securities Co. Ltd. retains all rights related to the content of this report, which may not be
redistributed or otherwise transmitted without prior consent.

Conflicts of Interest: Daiwa Securities Co. Ltd. may currently provide or may intend to provide investment banking services or other services to the company referred to in
this report. In such cases, said services could give rise to conflicts of interest for Daiwa Securities Co. Ltd.

Daiwa Securities Co. Ltd. and Daiwa Securities Group Inc.: Daiwa Securities Co. Ltd. is a subsidiary of Daiwa Securities Group Inc.

Other Disclosures Concerning Individual Issues:

1) As of 26 April 2016, Daiwa Securities Co. Ltd., its parent company Daiwa Securities Group Inc., GMO Financial Holdings, Inc., and its subsidiary GMO CLICK
Securities, Inc. concluded a basic agreement for the establishment of a business alliance between the four companies.

As of end-December 2017, Daiwa Securities Group Inc. owned shares in GMO Financial Holdings, Inc. equivalent to approximately 9.3% of the latter’s outstanding shares.
Given future developments in and benefits from the prospective business alliance, Daiwa Securities Group Inc. could boost its stake in GMO Financial Holdings, Inc. to up to
20% of outstanding shares.

2) Daiwa Real Estate Asset Management is a subsidiary of Daiwa Securities Group Inc. and serves as the asset management company for the following J-REITS: Daiwa
Office Investment Corporation (8976), Daiwa Securities Living Investment Corporation (8986).

3) Samty Residential Investment became a consolidated subsidiary of Daiwa Securities Group Inc. effective 10 September 2019.

4) On 30 May 2019, Daiwa Securities Group Inc. formalized an equity/business alliance with Samty, and as of 14 June 2019 it owned 16.95% of shares outstanding in Samty
along with convertible bonds with a par value of Y10bn. Conversion of all of said convertible bonds into common shares would bring the stake of Daiwa Securities Group
Inc. in Samty to 27.28%.

5) Daiwa Securities Group Inc. and Credit Saison Co., Ltd. entered into a capital and business alliance, effective 5 September 2019. In line with this alliance, Daiwa
Securities Group Inc. is to acquire up to 5.01% of Credit Saison’s total common shares outstanding (excl. treasury shares; as of 31 Jul 2019).

Notification items pursuant to Article 37 of the Financial Instruments and Exchange Law

(This Notification is only applicable to where report is distributed by Daiwa Securities Co. Ltd.)

If you decide to enter into a business arrangement with our company based on the information described in this report, we ask you to pay close attention to the following
items.

. In addition to the purchase price of a financial instrument, our company will collect a trading commission* for each transaction as agreed beforehand with you. Since
commissions may be included in the purchase price or may not be charged for certain transactions, we recommend that you confirm the commission for each
transaction. In some cases, our company also may charge a maximum of ¥2 million per year as a standing proxy fee for our deposit of your securities, if you are a non-
resident.

- For derivative and margin transactions etc., our company may require collateral or margin requirements in accordance with an agreement made beforehand with you.
Ordinarily in such cases, the amount of the transaction will be in excess of the required collateral or margin requirements**.

- There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in interest rates, exchange
rates, stock prices, real estate prices, commodity prices, and others. In addition, depending on the content of the transaction, the loss could exceed the amount of the
collateral or margin requirements.

L] There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by our company.

. Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such experts as certified
public accountants.

* The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current market conditions
and the content of each transaction etc.

** The ratio of margin requirements etc. to the amount of the transaction cannot be stated here in advance because it will be determined between our company and you based
on current market conditions and the content of each transaction etc.

When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take responsibility for your own
decisions regarding the signing of the agreement with our company.

Corporate Name: Daiwa Securities Co. Ltd.

Registered: Financial Instruments Business Operator, Chief of Kanto Local Finance Bureau (Kin-sho) No.108

Memberships: Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type Il Financial Instruments Firms
Association
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