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Macroeconomic Scenario

The long-awaited Fed meeting concluded with the institution announcing a 50bps rate cut, which seems
like a compensatory move for a cycle of cuts that, according to Powell, could have begun as early as July.
The decision, passed by a strong majority (11 to 1), was explained as necessary to recalibrate monetary
policy, given the downward adjustment to inflation forecasts and the upward revision of unemployment
estimates. However, during the press conference, Governor Powell downplayed expectations by
emphasizing that the 50bps cut should not be interpreted as the pace for future cuts, as the labor market
remains robust and the economy is in good shape.

A more cautious tone was also reflected in the dot plot, where the median projection of members
anticipates another 50bps cut by year-end, followed by an additional 100bps in 2025, totaling 150bps. The
market, however, is pricing in 200bps by the end of 2025. Some disappointment is likely. We believe the
market will need to adjust its expectations, as we don’t foresee significant deterioration in the labor market
before the end of the year. In summary, the Fed has opted for a risk management approach to avoid falling
"behind the curve" in case of further weakening in the labor market, which remains the key focus.

In the Euro area, we still expect solid real income growth and reduced monetary policy drag to support
growth in the coming quarters. Core inflation is projected to slow further, driven by continued declines in
services inflation, wage growth returning to normal levels, and fading energy-related impacts. The ECB is
expected to deliver 25bp cut in December, followed by additional 25bp cuts until the policy rate reaches
2% by July 2025.

We continue to see the risk of recession as limited, given generally solid economic data, an absence of
major financial imbalances, and substantial room for the Fed to act if necessary. Uncertainty remains high
around the November US election, with potential policy shifts in trade, immigration, and fiscal matters
depending on the outcome. Additionally, heightened geopolitical risks—stemming from ongoing Middle
East tensions, the Russia-Ukraine conflict, and strained US-China relations—could significantly impact
markets.

European high yield, on an aggregate level, has delivered good and solid returns this year. Rising
intermediate rates have compressed spreads on the non-financial index, but yields have stayed within a
range around 6%. Year-to-date total returns stand at 5.75%, a notable outperformance compared to
higher-rated fixed income (€1G at 3.07%).
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EU HY Credit Market

In the primary market, European leveraged finance supply has continued to stabilize this year, with a
broad-based increase in deal volumes across both bonds and loans. Non-financial high-yield bond
issuance has reached €79bn through August. We anticipate that refinancing needs will keep high-yield
bond and loan issuance elevated throughout the remainder of the year. So far, bond refinancing has
accounted for the majority of issuance (63%), though leveraged buyouts (LBOs) have picked up
significantly since May, reaching their highest levels in six years (€6.5bn).

The high-yield market has made substantial progress in addressing debt maturing in 2024 and 2025,
with many issuers taking a proactive stance on refinancing debt maturing in 2026. Issuers have benefited
from a positive backdrop, driven by their ability to manage upcoming maturities through a combination
of potential equity injections to support bond refinancings and bondholder-friendly measures such as
asset sales and dividend cuts.

In Q2 2024, high-yield issuers have taken steps to improve EBITDA margins, generate additional cash
flow, and maintain leverage at median levels, despite a sharper slowdown in revenue growth. This
underlying strength has been reflected in net credit upgrades: Rating actions in the high-yield index
bottomed out in June and have been trending upwards since then. Over the summer, upgrades outpaced
downgrades, with CCC and B-rated issuers contributing less to the overall downgrade pressure
compared to earlier in the year. After a sharp increase in default rates over the past two years, we expect
these trends to gradually improve as economic growth recovers and financing conditions ease with
central bank rate cuts expected in the second half of 2024. Default rates for high-yield issuers (based on
Moody’s issuer-weighted figures) are projected to decline slightly to 3.5% by Q2 2025.

Fundamentals Default
EU HY- YoY Change in LTM figure L 12m Default Rate
40% 20% 6%
—EBITDA Revenue (RHS) ) . P .
0% 15% i EU HY (Moody's) EU Loans (Fitch)

(8,

20% /\ \'L\ 0% . A

10% A . 5% N == [35%)
}\J) ] {\/J VW - L %

0% J- \ 0% - wv

-10% -5%

1%
-20% -10%

0% e P .
30% 15% "4 15 ‘16 17 '18 '19 '20 '21 '22 '23 '24 '25

Source: Bloomberg Data

Historically, rate cuts tended to be accompanied by a rotation out of money market funds into credit, a
dynamic that we expect will support credit markets globally over the coming year.

With the average coupon now at 5% on average, the EUR High Yield market should generate a total
return of 7,75% in 2024. We expect lower interest rates to generate the bulk of returns for the asset
class going forward.
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Ver Capital, controlled by
(“Sienna”), is one of the

leading European asset
managers focused on

European corporate debt via VER Capital offers a unique platform to access investment opportunities
both AIF and UCITS funds
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Strong track record with almost 20 years of experience with the same Senior Management working together
since the outset (2006)

Innovative and bespoke investment solutions for both Italian and international clients (including ELTIF PIR,
SMA and dedicated or tailor-made funds)

Sienna is a pan-European asset manager supported by its shareholder GBL (listed investment holding)

Signatory of:
Complementary strategies across Private Assets: Private Equity, Private Debt, Infrastructure and Real Estate
u P RI Principles for
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HEE Investment Strong ESG integration embedded in the investment process

More than 300 professionals

Disclaimer

Our recommendations are based on information obtained from or are based upon public information sources that we consider to be
reliable, but for the completeness and accuracy of which we assume no liability. All information, estimates, opinions, projections and
forecasts included in this report represent the independent judgment of the analysts as of the date of the issue unless stated otherwise.
We reserve the right to modify the views expressed herein at any time without notice. Moreover, we reserve the right not to update this
information or to discontinue it altogether without notice. This report may contain links to websites of third parties, the content of which
is not controlled by Ver Capital. No liability is assumed for the content of these third-party websites.

This report is for information purposes only and (i) does not constitute or form part of any offer for sale or subscription of or solicitation
of any offer to buy or subscribe for any financial, money market or investment instrument or any security, (ii) is neither intended as such
an offer for sale or subscription of or solicitation of an offer to buy or subscribe for any financial, money market or investment instrument
or any security nor (iii) as marketing material within the meaning of applicable prospectus law . The investment possibilities discussed in
this report may not be suitable for certain investors depending on their specific investment objectives and time horizon or in the context
of their overall financial situation. The investments discussed may fluctuate in price or value. Investors may get back less than they
invested. Fluctuations in exchange rates may have an adverse effect on the value of investments. Furthermore, past performance is not
necessarily indicative of future results. In particular, the risks associated with an investment in the financial, money market or investment
instrument or security under discussion are not explained in their entirety.

This information is given without any warranty on an "as is" basis and should not be regarded as a substitute for obtaining individual
advice. Investors must make their own determination of the appropriateness of an investment in any instruments referred to herein based
on the merits and risks involved, their own investment strategy and their legal, fiscal and financial position. As this document does not
qualify as an investment recommendation or as a direct investment recommendation, neither this document nor any part of it shall form
the basis of, or be relied on in connection with or act as an inducement to enter into, any contract or commitment whatsoever. Investors
are urged to contact their bank's investment advisor for individual explanations and advice.

Neither Ver Capital nor any of their respective directors, officers or employees nor any other person accepts any liability whatsoever (in
negligence or otherwise) for any loss howsoever arising from any use of this document or its contents or otherwise arising in connection
therewith.

This report is being distributed by electronic and ordinary mail to professional investors, who are expected to make their own investment
decisions without undue reliance on this publication, and may not be redistributed, reproduced or published in whole or in part for any
purpose.
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