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Credit Conditions — Global

CROSS-SECTOR

Policymakers have responded promptly to
bank stress but spillover risk is rising

Over the last two weeks, financial regulators and other policymakers have acted swiftly to

try to contain ripple effects from stress at individual banks. Our baseline expectation is that
they will broadly succeed in doing so. However, in an uncertain economic environment and
with investor confidence remaining fragile, there is a risk that policymakers will be unable to
curtail the current turmoil without longer-lasting and potentially severe repercussions within

and beyond the banking sector.

Even before bank stress became evident, we had expected global credit conditions to
continue to weaken in 2023 as a result of significantly higher interest rates and lower growth,
including recessions in some countries. Looking ahead, the longer that financial conditions
remain tight, the greater the risk that stresses spread beyond the banking sector, unleashing
greater financial and economic damage than we anticipated in our baseline.

These spillovers likely would occur through one or more of three channels (see exhibit).

Exhibit 1

Spillovers to broader credit and macro conditions would flow through three main channels
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The first and most immediate channel would be spillover effects on entities with direct
and indirect exposure to troubled banks. The second channel, and potentially the most
potent were it to result from broader problems in the banking sector, would be through a
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retrenchment in credit by banks and greater risk aversion by financial market participants. While this would affect liquidity-constrained
entities most directly, investors and lenders could become increasingly cautious with particular regard to entities that are exposed

to risks similar to those of the troubled banks. Thirdly, there is policy risk. For policymakers who had focused primarily on combating
inflation over the past year, the recent banking sector turmoil poses additional challenges in navigating the economy smoothly to a
new equilibrium. High leverage and complex financial linkages across sectors add to the policy challenges.

Direct and indirect exposure to troubled banks could come in many forms

Financial and nonfinancial entities in the private and public sector could have direct exposure to banks via deposits, loans, other
transactional facilities or holdings of the troubled banks' equities or bonds. They could also be reliant on a troubled bank for the
provision of essential services. Indirect exposure could be via customers or vendors with exposure to a troubled bank.

The magnitude of exposure would vary by entity. Monitoring and evaluating the direct and indirect links at the entity level will be a key
focus of our credit analysis over the coming weeks and months.

Bank stress may have especially negative effects by regional economy or sector as we have seen with respect to the crypto assets and
technology sectors. Based on what we know today about entity-level exposure to the US banks that have failed or closed, while there
might be negative impact at the regional or sector level, it appears that the broader economic and financial impact of these events will
be limited given the size and diversity of the US economy. The protection offered by policymakers to depositors of the closed banks will
also limit the negative effects.

The consequences of UBS' recent takeover of Credit Suisse are still unfolding. Given the size and systemic importance of Credit
Suisse, there likely will be varied consequences of its takeover for a range of financial actors with direct exposure to the bank. Thus far,
however, the rapid completion of the deal appears to have avoided widespread contagion across the banking sector.

If additional stress were to threaten to extend across more banks, or to larger financial institutions, in the US or elsewhere, this spillover
channel would have significant macro effects. In such a scenario, we would adjust our macro forecasts and credit assessments to reflect
these risks.

Credit will tighten, risk aversion will remain elevated and assets could reprice

Banking stress will likely lead to banks themselves taking a more cautious stance and tightening lending. In addition, recent stress has
contributed to a more general increase in risk aversion among financial market participants, evident in market volatility and tighter
liquidity conditions. Over the course of 2023, as financial conditions remain tight and growth slows, a range of sectors and entities with
existing credit challenges will face risks to their credit profiles.

In this environment, as the recent bank failures exemplify, there is a potential for shocks arising from interest rate risk, asset-liability
mismatches, high asset or liability concentration, poor governance, low profitability, higher leverage and vulnerable business models.
Banks are not the only type of entities with exposure to such shocks.

Following the recent banking sector developments, market scrutiny will focus on those entities that are exposed to similar risks as the
troubled banks. Creditors, investors and counterparties may become more cautious toward sectors or debt issuers that share these
risk characteristics, potentially pulling back funding or withholding additional funding to those deemed most at risk in the current
environment. Tighter credit conditions and emerging liquidity pressures could result in the crystallization of risk that might have been
avoided in a looser credit environment; for example, if these challenging conditions force entities to sell assets, that could lead to
unrealized losses becoming actual losses.

Our focus will be to identify entities and sectors that are broadly exposed to tightening financial conditions, both for the implications
for particular issuers and for the broader impact on economic and credit conditions. The larger and more prevalent that such pockets of
risk become, the greater the chance that the combination of fundamental credit challenges and heightened risk aversion would weaken
macro and credit conditions beyond what we already anticipate in our baseline forecasts.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.
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Policy actions will play a critical role as challenges abound

How policy actions anticipate and respond to unfolding events in the coming weeks and months will determine the direction of
financial and macro trends. Policy actions and expectations will also shape market sentiment. In our baseline forecasts, we expect
policy responses to be rapid as risks emerge, thus preventing entity-level risks from becoming systemic. But calibrating policy remains
challenging, which raises the risks that policy missteps, limitations or unintended consequences could result in a further deterioration
of the credit environment.

One key policy challenge is how policymakers will address both inflation and financial stability risks. With inflation still high and
labor market strength continuing in the US and Europe, the failure to rein in inflation now could lead to de-anchoring of inflation
expectations and increased nominal bond yields, forcing even more tightening later to restore monetary policy credibility. However,
as the recent banking sector developments show, financial stability risks could materialize in unexpected places as policymakers seek
to steer the economy toward a lower inflation path. The dilemma for monetary authorities is that interest rate increases to address
inflation could spur financial stability risks, while measures to preserve financial stability, such as enhanced liquidity facilities, would
undercut the objective of tamping down inflation through tighter financial conditions. Meanwhile, uncertainty around policy itself
could tighten conditions in unexpected ways, accompanied by volatility. This, in turn, could steepen the economic downturn, raising
unemployment significantly.

Recent actions by central banks, financial regulators and other policymakers indicate that they recognize the importance of agility and
coordination to address these challenges, while also preventing stress in individual banks from spiraling into a systemic crisis.

Their efforts are made more challenging as a result of several factors. The build-up in leverage on balance sheets over several years of
looser financial conditions poses fundamental credit risks that are difficult to alleviate at this stage of the credit cycle. Moreover, there
is still some opacity in pockets of finance outside the banking sector, such as private credit, where growth has been rapid but risks are
not widely known. This makes taking proactive policy measures difficult. In addition, financial interlinkages have grown considerably,
with risks transmitting quickly across entities, sectors and countries, heightening the possibility of contagion. Lastly, when market
sentiment is precarious, as it is now, volatility around every new announcement or development is greater, adding to liquidity and
contagion risks.

The recent events in the banking sector demonstrate how a turn in the cycle can lead to the rapid crystallization of risks at the entity
level. Whether persistently tighter credit conditions will tip the economy into a deeper economic downturn, or prompt systemic
financial risk, will be contingent on the interplay between preexisting credit risks, policy actions and market sentiment.

I
3 22 March 2023 Credit Conditions - Global: Policymakers have responded promptly to bank stress but spillover risk is rising


https://www.moodys.com/research/Macroeconomics-US-Feds-inflation-fight-remains-a-priority-but-financial--PBC_1361423

MOODY'S INVESTORS SERVICE CROSS-SECTOR

© 2023 Moody's Corporation, Moody's Investors Service, Inc., Moody's Analytics, Inc. and/or their licensors and affiliates (collectively, “MOODY'S"). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S CREDIT RATINGS AFFILIATES ARE THEIR CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND MATERIALS, PRODUCTS, SERVICES AND INFORMATION PUBLISHED BY MOODY'S (COLLECTIVELY,
“PUBLICATIONS") MAY INCLUDE SUCH CURRENT OPINIONS. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL
FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT OR IMPAIRMENT. SEE APPLICABLE MOODY'S
RATING SYMBOLS AND DEFINITIONS PUBLICATION FOR INFORMATION ON THE TYPES OF CONTRACTUAL FINANCIAL OBLIGATIONS ADDRESSED BY MOODY'S
CREDIT RATINGS. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY. CREDIT RATINGS, NON-CREDIT ASSESSMENTS (*ASSESSMENTS"), AND OTHER OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT
STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY'S PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND
RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY'S ANALYTICS, INC. AND/OR ITS AFFILIATES. MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER
OPINIONS AND PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER
OPINIONS AND PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. MOODY'S CREDIT
RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS DO NOT COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR.
MOODY'S ISSUES ITS CREDIT RATINGS, ASSESSMENTS AND OTHER OPINIONS AND PUBLISHES ITS PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING
THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE,
HOLDING, OR SALE.

MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS, AND PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE
RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS OR PUBLICATIONS WHEN MAKING
AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED
OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE

FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN
CONSENT.

MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS ARE NOT INTENDED FOR USE BY ANY PERSON AS A BENCHMARK AS THAT TERM IS
DEFINED FOR REGULATORY PURPOSES AND MUST NOT BE USED IN ANY WAY THAT COULD RESULT IN THEM BEING CONSIDERED A BENCHMARK.

All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well
as other factors, however, all information contained herein is provided “AS IS" without warranty of any kind. MOODY'S adopts all necessary measures so that the information it
uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY'S is not an auditor and cannot in every instance independently verify or validate information received in the credit rating process or in preparing its Publications.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any person or entity for any
indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information contained herein or the use of or inability to use any
such information, even if MOODY'S or any of its directors, officers, employees, agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial instrument is not the subject of a
particular credit rating assigned by MOODY’S.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any direct or compensatory
losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability that, for the
avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the control of, MOODY'S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the use of or inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY CREDIT
RATING, ASSESSMENT, OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER.

Moody's Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody's Corporation (“MCO"), hereby discloses that most issuers of debt securities (including
corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by Moody's Investors Service, Inc. have, prior to assignment of any credit rating,
agreed to pay to Moody's Investors Service, Inc. for credit ratings opinions and services rendered by it fees ranging from $1,000 to approximately $5,000,000. MCO and Moody's
Investors Service also maintain policies and procedures to address the independence of Moody’s Investors Service credit ratings and credit rating processes. Information regarding
certain affiliations that may exist between directors of MCO and rated entities, and between entities who hold credit ratings from Moody's Investors Service, Inc. and have also
publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at www.moodys.com under the heading “Investor Relations — Corporate Governance
— Charter Documents - Director and Shareholder Affiliation Policy.”

Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY'S affiliate, Moody's Investors
Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody's Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended

to be provided only to “wholesale clients” within the meaning of section 761G of the Corporations Act 2001. By continuing to access this document from within Australia, you
represent to MOODY'S that you are, or are accessing the document as a representative of, a “wholesale client” and that neither you nor the entity you represent will directly or
indirectly disseminate this document or its contents to “retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY'S credit rating is an opinion as to
the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to retail investors.

Additional terms for Japan only: Moody's Japan K.K. (“MJKK") is a wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly-owned by Moody's
Overseas Holdings Inc., a wholly-owned subsidiary of MCO. Moody's SF Japan K.K. (“MSF]") is a wholly-owned credit rating agency subsidiary of MJKK. MSF] is not a Nationally
Recognized Statistical Rating Organization (“NRSRO"). Therefore, credit ratings assigned by MSF] are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSF] are credit rating agencies registered
with the Japan Financial Services Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJKK or MSF] (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred
stock rated by MJKK or MSF] (as applicable) have, prior to assignment of any credit rating, agreed to pay to MJKK or MSF| (as applicable) for credit ratings opinions and services
rendered by it fees ranging from JPY100,000 to approximately JPY550,000,000.

MJKK and MSF] also maintain policies and procedures to address Japanese regulatory requirements.

REPORT NUMBER 1362240

Mooby’s

INVESTORS SERVICE

4 22 March 2023 Credit Conditions - Global: Policymakers have responded promptly to bank stress but spillover risk is rising


https://www.moodys.com/

