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“The Credit Suisse
turmoil appears to
be driven by a crisis
of confidence, with
markets putting
banks under
scrutiny following
the SVB failure.”

16 March 2023

European banking sector set to withstand

Credit Suisse fragility

= Whatis happening to Credit Suisse: Credit Suisse’s share price plunged further this week
and the cost of insuring the bank’s bonds against a default has reached distressed levels.
The bank’s insurance costs have risen due to a crisis of confidence following the failure of
the Silicon Valley Bank (SVB). After a frenetic day, the Swiss National Bank (SNB)
announced it is prepared to support the bank’s liquidity. This was followed by a statement
from Credit Suisse outlining that it will borrow up to 50 billion Swiss francs from SNB to
strengthen its liquidity and buy back some of its senior debt.

= The European banking sector is solid, with measures having been put in place after
the great financial crisis to limit contagion risk. Over the last decade, regulations have
been strengthened to ensure that the regulatory framework addresses any outstanding
challenges to financial stability. Given that Credit Suisse is a Globally Systemically
Important Bank", regulators will closely watch developments and act to limit any contagion
by the wider European banking sector. Despite recent market volatility, the banking sector
is functioning well. The limited widening in the credit spreads of other major European banks
in response to events at Credit Suisse suggest that the contagion effect is contained so far.

= OQutlook for the European banking sector. In our view, the European bank sell-off is
mainly driven by profit-taking and a reassessment of recessionary risks, which is not
supportive for the profitability of the sector. In the case of a further escalation in this crisis,
we expect the majority of the counterparty exposures to be collateralised, so we do not
expect material losses from a potential resolution or wind down. The sector is well-
capitalised and liquid and we don't see any other specific instances that pose large risks to
other banking stocks. It will be important to monitor liquidity and deposit flows for the sector
over the coming periods.

= Qverall investment stance: We reiterate the need to keep a cautious stance on risk assets

at this stage, as the vulnerabilities that have built up during the recent rapid interest rate
hikes are starting to materialise. On a positive note, government bonds have demonstrated
their role as a diversifier in this crisis, with the return of the 60-40 (60% equity — 40% bond)
allocation paradigm.

What is happening to Credit Suisse?

The failure of SVB and other regional banks in the US, which led to the turbulence now affecting Credit
Suisse, can largely be attributed to the sharp increase in rates and the inversion of the yield curve. When
the yield curve inverts, “carry trades” (buying long-term securities and funding this with short-term
securities) fail to work. SVB was exposed to this type of carry trade, and this was one of the catalysts that
led to a run on its deposits and, ultimately, its failure.

The events at SVB triggered negative investor sentiment within the banking sector at a time of
central bank tightening. Within Europe, Credit Suisse already stood out as an institution which had
been experiencing deposit outflows for some time and hence was on investors’ radars.

In recent days, Credit Suisse’s share price plunged further as the cost of insuring the bank’s bonds
against a default on a one-year horizon (1-year senior Credit Default Swaps) reached distressed
levels (see chart on the next page). Further accelerating the negative sentiment towards the Swiss bank
was the announcement that its largest shareholder, the Saudi National Bank, was not open to making
further liquidity injections into the bank. This added to the already fragile sentiment following the
announcement earlier in the month that the bank had delayed the publication of its annual report to
address comments from the US regulator.

2022 List of Global Systemically Important Banks (G-SIBs) - Financial Stability Board (fsb.org)
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The bank, Switzerland’s second-largest lender, has experienced several years of trouble that has led
to senior management changes, legal problems and significant losses last year. The bank’s troubles have
also led clients to withdraw billions of assets in just a few months and large investors to sell their stakes
in the company. To address this complicated situation, the bank has engaged in a turnaround project
which includes selling its investment bank unit. Despite this, however, uncertainty about its outlook
remains high.

The Credit Suisse crisis is very different from the one at SVB, which ran into asset liability
problems driven by rising interest rates. The Swiss bank is far less exposed to interest rate risk,
according to the stress simulation required by the regulator. This is more of a crisis of confidence
which is affecting the bank.

Credit Suisse 1-year senior Credit Default Swaps (CDS) and stock price performance
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Source: Amundi Institute, Bloomberg. Data as of 16 March 2023.

After a frenetic day, the SNB announced it stands ready to support the bank’s liquidity and this was
followed by Credit Suisse outlining a plan to borrow up to 50 billion Swiss francs from SNB to
strengthen its liquidity and to buy back some of its senior debt. This should allow market
sentiment to take a breath. There is some value embedded in parts of the group, and throwing out the
baby with the bathwater would be counterproductive for all market participants.

What is the outlook for the bank and what actions could be put in place by regulators
to handle the situation?
“Investors expect Investors expect some changes to the bank’s new strategic plan, the possible selling of unprofitable
some changes to the businesses and a greater focus on its retail and wealth management ex-US business. Credit Suisse
bank’s new strategic should rapidly amend its new strategic plan and be more aggressive in its restructuring actions.
plan, the selling of This should be painless for bondholders (but painful for shareholders).

unprofitable

. Banks require customer confidence — if that disappears even the most solvent bank can face
businesses and a

liquidity issues. Credit Suisse is now facing a liquidity crisis and that needs to be addressed by

focus on its retail its home regulator / national government, as confirmed by the move from the SNB to support
and wealth liquidity. Regulators have been preparing for this type of event: resolvable scenarios have been
management ex-Us considered with the group required to submit a will to wind down / break up the institution, if required.
business in R o o _

particular.” Financial intermediaries in the Swiss financial markets are regulated by the FINMA, which also acts as a

resolution authority, helping to ensure stability in the case of an institution getting into difficulties. The
FINMA can, at any time, change the Board, the management or / and the strategy of any Swiss bank if it
believes the bank could become insolvent. The Swiss law mentions that “FINMA has broad authority to
intervene and to take protective or reorganisation measures to protect the bank’s creditors. Such
measures may have indirect implications for the shareholders”.
“Given that Credit
Suisse is a Globally How do you assess the contagion risk from Credit Suisse’s issues and what
Systemically measures are available to avoid a further escalation of the crisis in Europe?
Important Bank, Given Credit Suisse is a_GI_obaIIy Systemically_lmportant Bank, re_gulators will clgsely watch
regulators will be developmen_t_s and act to Ilmlt contagion t_o the wider Eu_ro_pean _banl_<|ng_ sector. Dt_esplte the recent
L market volatility, the sector is broadly functioning well. A limited widening in the credit spreads (on a
closely monitoring historical basis) for other major European banks suggest that the contagion effect of the Credit Suisse
developments.” case is contained so far.
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“We expect the
majority of
counterparty
exposure to be
collateralised and so
we don’t expect
material losses from
a potential
resolution or wind
down.”

“Over the last
decade, regulations
have been
strengthened to
ensure that the
regulatory
framework
addresses any
outstanding
challenges to
financial stability.”
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Source: Amundi Institute, Bloomberg. Data as of 16 March 2023.

In fact, Credit Suisse is the weakest link in the European banking space at present — no other listed bank
is experiencing the same pressures currently to our knowledge. Assurances from policymakers and
regulators on the resilience of the rest of the sector may help to contain any systemic risks and spill over
effects. However, given the scale of Credit Suisse’s balance sheet and operations, the market is
worried about the interconnectedness risk for the rest of the sector. We expect the majority of the
counterparty exposures to be collateralised hence we do not expect material losses from a
potential resolution or wind down. Since the Great Financial Crisis, the sector is well capitalised,
highly regulated and in far better shape compared to the previous crisis. It will be important to
monitor liquidity and deposit flows for the sector over the coming periods.

In the European Union, the Bank Recovery and Resolution Directive (BRRD), adopted in 2014 to
reinforce the banking system, gives a framework to “provide authorities with comprehensive and
effective arrangements to deal with failing banks at a national level and cooperation arrangements to
tackle cross-border banking failures. The directive requires banks to prepare recovery plans to overcome
financial distress. It also grants national authorities powers to ensure an orderly resolution of failing banks
with minimal costs for taxpayers.”

Credit Suisse’s main regulators are in Switzerland, but the bank is also closely monitored by local
authorities in countries where the bank has operations. Overall, we expect extensive cooperation
between central banks and all the European regulators to limit contagion across the banking
sector in Europe. In countries where Credit Suisse is a subsidiary, the bank is classified as a less
significant institution and therefore supervised by the respective national authority, and not the ECB. The
subsidiaries in the EU will have access to central bank liquidity facilities in these countries. However, in
Europe, there is a single rulebook that applies to all banks so it would be subject to the same rules as
large banks supervised by the ECB.

How does the Bank Recovery and Resolution Directive (BRRD) work?

The EU's bank resolution rules ensure that a bank’s shareholders and creditors pay their share of the
costs through a "bail-in" mechanism. If that is still not sufficient, the national resolution funds, set up under
the BRRD, can provide the resources needed to ensure that a bank can continue operating while it is
being restructured.

In 2016, the rules were strengthened to complete the post-crisis regulatory agenda by making sure
that the regulatory framework addresses any outstanding challenges to financial stability while
ensuring that banks can continue to support the real economy with:
= Measures to increase the resilience of EU institutions and enhance financial stability
= Measures to improve banks' lending capacity to support the EU economy
=  Measures to further facilitate the role of banks in achieving deeper and more liquid EU capital
markets to support the creation of a Capital Markets Union.

https://www.srb.europa.eu/en/content/mrel#what-are%C2%A0minimum-requirement-for-own-funds-and-eligible-liabilities-mrel?
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In the case of a bank failure, the level of deposit protection in the EU is harmonised at €100,000
(or an equivalent amount in the local currency), and this amount is guaranteed irrespective of the
current level of available financial means of any Deposit Guarantee Scheme (DGS). The amount of
available financial means of a DGS has no impact on the level of this guarantee and, in any case,
alternative means of financing the guarantee are available. These alternative funding arrangements can,
for instance, include temporary State financing (which will ultimately be repaid by the DGS). It is worth
noting that the likelihood of a DGS being used has been reduced because of the existence of bank
resolution tools. The existence of "bank resolution" means that some banks are likely to be dealt with
using these new mechanisms and thus limiting the need for DGS support. The existence of the bank
resolution regime means that (i) DGSs are less likely to be used; and (ii) even if used, are likely to recover
more of the money spent than would have been the case in the past.

How do you assess the market movement of the European banking sector?
“In Europe, the bank The market movement of European banks seems to be driven by investors taking profits on a position
sell-off is mainly that had become consensus (overweight European banks) . The sector had done extremely well but now
; ; the outlook looks uncertain.
riven rofit- R . _— ,
? ki € bydptf? The sector is still up 22% since the beginning of October (it was up 45% at the peak, data from Stoxx
aking an € 600 Bank Index"). So investors that entered the sector last year can still close their positions now and

reasse_ssmem _Of lock in significant profits. And in the middle of this high volatility, it makes perfect sense to do that. But
recessionary risks investors are not taking that money and buying defensive sectors with it. Even healthcare, utilities, etc
which are not are down. Just less so than banks. Investors seem to be keeping the money in cash and adopting a “wait
supportive for the and see” mode. Waiting to see how central banks will react to the market turmoil and if any more
sector”. companies will be affected.

More generally, recent events have driven a reassessment of the probability of a recession, the
consequences of rate hikes and the yield curve inversion are hitting markets. In a recession scenario,
banks are usually seen as a sector to avoid, especially by generalist investors.

What is your overall investment stance?

We reiterate the need to keep a cautious stance on risk assets at this stage as the vulnerabilities built up
in this fast-hiking cycle are starting to materialise. On a positive note, government bonds have
demonstrated their role as a diversifier in this crisis, with the return of the 60-40 (60% equity —
40% bond) allocation paradigm.

The return of the 60-40 paradigm
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Source: Amundi Institute, Bloomberg. Data as of March 16 2023. Bloomberg Global EQ: FI 60:40 Index is designed to
measure cross-asset market performance of 60% global equities and 40% global fixed income.

Source: Amundi Institute calculations on Bloomberg, data as of 15 March 2023.
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AMUNDI INSTITUTE

In an increasingly complex and changing world, investors have expressed a critical need to understand better their
environment and the evolution of investment practices in order to define their asset allocation and help construct their
portfolios. Situated at the heart of the global investment process, the Amundi Institute's objective is to provide thought
leadership, strengthen the advice, training and daily dialogue on these subjects across all assets for all its clients —
distributors, institutions and corporates. The Amundi Institute brings together Amundi’s research, market strategy,
investment insights and asset allocation advisory activities. Its aim is to project the views and investment
recommendations of Amundi.

Discover Amundi Institute

Definitions

= Basis points (bp): One basis point is a unit of measure equal to one one-hundredth of one percentage point (0.01%).

= Carry: The carry of an asset is the return obtained from holding it.

= Credit Default Swap (CDS): A credit default swap (CDS) is a financial swap agreement that the seller of the CDS will compensate the
buyer in the event of a loan default or other credit event.

= Credit spread: Differential between the yield on a credit bond and the Treasury yield. The option-adjusted spread is a measure of the
spread adjusted to take into consideration possible embedded options.

= Cyclical vs. defensive sectors: Cyclical companies are companies whose profit and stock prices are highly correlated with economic
fluctuations. Defensive stocks are less correlated to economic cycles. Cyclicals sectors are consumer discretionary, financial, real estate,
industrials, information technology, and materials, while defensive sectors are consumer staples, energy, healthcare, telecommunications
services, and utilities.

= Curveinversion: When long-term interest rates drop below short-term rates, indicating that investors are moving money away from short-
term bonds.

= Option-adjusted spread (OAS): It is the measurement of the spread of a fixed-income security rate and the risk-free rate of return, which
is adjusted to take into account an embedded option.

= Duration: A measure of the sensitivity of the price (the value of principal) of a fixed income investment to a change in interest rates,
expressed as a number of years.

= Spread: The difference between two prices or interest rates.

= Volatility: A statistical measure of the dispersion of returns for a given security or market index. Usually, the higher the volatility, the riskier
the security/market.

Important information

This document is solely for informational purposes. This document does not constitute an offer to sell, a solicitation of an offer to buy, or a
recommendation of any security or any other product or service. Any securities, products, or services referenced may not be registered for sale
with the relevant authority in your jurisdiction and may not be regulated or supervised by any governmental or similar authority in your jurisdiction.
Any information contained in this document may only be used for your internal use, may not be reproduced or redisseminated in any form and may
not be used as a basis for or a component of any financial instruments or products or indices. Furthermore, nothing in this document is intended
to provide tax, legal, or investment advice. Unless otherwise stated, all information contained in this document is from Amundi Asset Management
S.A.S. and is as of 16 March 2023.

Diversification does not guarantee a profit or protect against a loss.

This document is provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this information. Historical
data and analysis should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The views expressed
regarding market and economic trends are those of the author and not necessarily Amundi Asset Management S.A.S. and are subject to change
at any time based on market and other conditions, and there can be no assurance that countries, markets or sectors will perform as expected.
These views should not be relied upon as investment advice, a security recommendation, or as an indication of trading for any Amundi product.
Investment involves risks, including market, political, liquidity and currency risks. Furthermore, in no event shall Amundi have any liability for any
direct, indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other damages due to its use.

Date of first use: 16 March 2023.

Document issued by Amundi Asset Management, “société par actions simplifiée” SAS with a capital of €1,143,615,555 - Portfolio manager
regulated by the AMF under number GP04000036 — Head office: 91-93 boulevard Pasteur — 75015 Paris — France — 437 574 452 RCS Paris —
www.amundi.com.
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