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Credit Markets Review and Outlook

By Ryan Sweet, Senior Director-Economic Research

Talking About Tapering Talk

Financial markets are interpreting the minutes from the April Federal Open Market Committee meeting as
being hawkish, as Treasury yields jumped following the release of the minutes. This is not surprising, as the
minutes show the Fed's confidence about inflation has waned some and the debate about tapering its $120
billion in monthly asset purchases could begin soon. Something to keep in mind is that the April meeting
occurred before the release of the disappointing May employment report and upside surprise in the April
consumer price index.

In their discussion of the Fed's asset purchases, various participants noted that it would likely be some time
until the economy had made substantial progress toward the central bank's objectives. However, there were a
number of participants suggesting that “it might be appropriate” at some point in the upcoming meetings to
discuss a plan for tapering. The March FOMC minutes didn't have this reference.

There have been a couple of vocal regional Fed presidents who want the tapering debate to begin soon, and
the minutes suggest they are not alone. Part of this deliberation is defining what constitutes “substantial
progress.” This debate will heat up over the summer, and a change to the post-meeting statement could occur
in September.

Some subtle signs of inflation jitters

The Fed is still banking that the acceleration in inflation will be transitory. The minutes highlighted supply-
chain issues and pent-up demand as boosting inflation. Our back-of-the-envelope calculation is that transitory
factors added 0.46 percentage point to the CPIin April. The minutes mentioned that as the transitory effects
of these factors fade, participants generally expect realized inflation to ease.

However, there were a couple of participants who believe inflationary pressures could build to unwelcome
levels before they become sufficiently evident to warrant a policy response. Unlike in March, the minutes
didn't mention that participants view the risk to the inflation outlook as roughly balanced. Odds are when we
see the next Summary of Economic Projections, there could be more who view upside risks to the inflation
outlook.

The minutes did nudge market expectations for the path of the fed funds rate slightly higher. Markets are still
pricing in the first rate hike well ahead of what is implied by the Fed’s forward guidance and so-called dot plot.

Taper not the only game in town

Fed chatter about beginning to debate tapering their monthly asset purchases isn't the only thing on the bond
market’s minds. Inflation, overheating and the possibility that we are in the midst of peak U.S. GDP growth are
also affecting the 10-year U.S. Treasury yield.

Inflation expectations among investors, businesses, consumers and economists are likely to be the arbiter of
whether the economy overheats. The Federal Reserve worked hard and succeeded in reining in those
expectations in the early 1980s, the last time inflation was a problem. Policymakers have made it clear that if
inflation expectations become unanchored or increase much above the Fed's desire for inflation just above 2%,
they will have little choice but to respond with higher interest rates.

So far, so good. The inflation outlook is precisely consistent with what the Fed wants, according to the
Philadelphia Federal Reserve's survey of professional economists. Of course, while economists aren’t known for
their forecast accuracy, as long as they forecast on-target inflation, others are likely doing the same, and the
more likely inflation will be on target. And this appears to be holding, based on our inflation expectations
pulse, a broad view of inflation expectations that distills nearly 20 inflation expectation gauges into a single
indicator. The IEP uses a dynamic factor model to estimate the underlying factor driving co-movements across
a range of time series. It shows long-term inflation expectations at 2%.

For the 10-year U.S. Treasury yield to resume rising, inflation expectations are likely going to need to rise.
However, putting some downward pressure on long-term rates is the potential for the economy’s growth to be
peaking this quarter and incoming data coming in weaker than expected. The Citigroup Economic Surprise
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index dropped recently as some of the key economic data came in weaker than the consensus expectation.
The economic surprise index is flirting with turning negative for the first time since mid-2020. Further data
disappointments could put downward pressure on the 10-year U.S. Treasury yield.

U.S. Economic Data Falling Short
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Our forecast has year-over-year GDP growth peaking this quarter, so there will be less pressure on the 10-year
Treasury yield over the next several months. Even so, GDP growth will remain above trend through the rest of
this year, limiting the amount of downward pressure on long-term rates. Our forecast is still for the 10-year
Treasury yield to gradually rise through the remainder of this year because of the inflationary backdrop and the
Fed announcing plans to taper their monthly asset purchases.

Little implications for issuance

We don't find any causal relationship between the economic surprise index and either U.S. equity prices or
corporate bond spreads and issuance. Cumulative corporate and financial U.S. denominated issuance had a
strong May so far and though its lagging behind that seen last year, issuance is still above that seen in either
2018 or 2019. Year-to-date U.S. dollar denominated corporate investment grade issuance is $705 billion,
compared with $298.3 billion for high-yield. U.S. high-yield corporate bond spreads have widened over the
past few days but is not raising a red flag.
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The Week Ahead - U.S., Europe, Asia-Pacific

THE U.S.

By Mark Zandi, Chief Economist of Moody’s Analytics

Worries Are Overdone

The recent U.S. economic data have been a surprise. Job gains last month were a disappointment at
266,000, well below consensus expectations of closer to 1 million. And inflation was hot. Core
consumer price inflation increased 0.9% compared with the consensus forecast of 0.3%. These misses
ignited hand-wringing that shortages of labor, commodities, and a range of products are crimping
growth and presaging uncomfortably high inflation. While there are shortages given the quick
reopening of the economy as the pandemic winds down, worries that the economic recovery will be
seriously impeded or that the economy may eventually overheat with uncomfortably high inflation and
interest rates are overdone. The recovery this summer and fall may be uneven given the considerable
adjustments needed for the economy to fully reopen, but our outlook for a boom-like economy over
the coming year has not changed materially. We continue to expect real GDP growth of close to 7% in
the year ending in the first quarter of 2022, job gains of almost 7 million, and an unemployment rate
sliding toward 4%. Inflation will jump this spring and summer but moderate by this time next year to
settle close to the Federal Reserve's target of just over 2%.

To be sure, the disappointing April job gain is due in part to labor supply constraints. Most telling is the
surge in job openings to a record over 8 million in March, the latest available data. Hiring is robust, but
nowhere enough to meet employer demand. Workers are also quitting their jobs at close to a record
rate, which is something they wouldn't do if they felt unsure that they could quickly find another even
better one. Surveys tell a similar story. According to the National Federation of Independent Business
survey of small businesses, the percent of firms with more than one opening surged in April to 44%, far
and away a record high. In a typical economy, close to one-fourth of firms have an open position. And
according to the Conference Board’s survey of households, 13% of respondents in April said jobs were
hard to get. The only time it was lower was at the end of the long 1990s expansion when labor supply
was an obvious problem.

Help Wanted
9,000 5o
8000 | —Jobapenings, ths{ L} “
7,000 - —Firms wimultiple openings, % (R )

- 30

5,000 -
5,000 -
4,000 1
3,000 +
2,000

~m
10

——t—+—+—t+—+—+—+—+—+—+—+—++—+—+—+++—+0
of 03 05 07 o086 11 13 15 17 18
Howrces: BLS, WFIB. Moody s Analytics

But while employers are having difficulty finding workers, their problem should prove temporary.
Nearly 2 million more parents than prior to the pandemic are home taking care of children who are
schooling online. Moms account for a higher share of these parents than dads, but only a bit higher.
Yet, schools are returning quickly to in-person learning; students should be fully back to classrooms
when the next school year begins.
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Moms and Dads Still at Home
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The $300-a-week supplemental unemployment insurance benefit, provided by the American Rescue
Plan, is also incenting some workers to stay off the job. There are lots of anecdotes of workers shirking
job opportunities, but evidence that this is a big problem is thin. Either way, these extra Ul benefits
expire in September, and workers likely won't wait to take a job, if they figure the best jobs could be
gone by then. Moreover, 16 states have announced that they will soon opt out of the expanded federal
unemployment benefits. And some states are making changes. Arizona, for example, will end the
additional $300 in weekly benefits and use the federal funds to provide a $2,000 back-to-work bonus.
As an aside, Ul benefits that allow an unemployed worker to take the time to find the right job—not
just any job they may have been forced to take without the benefits—may be ultimately a plus for the
worker and their ultimate employer.

Other temporary adjustment pains created by the fading pandemic also weighed on the April jobs
numbers. Employment fell sharply during the month at food and beverage stores and at couriers such
as UPS and FedEx. These industries took off when the pandemic was raging and households were
sheltering in place. Now, they are coming quickly back to earth as households start eating out again.
The temp-help industry also lost a lot of jobs, largely because businesses again feel comfortable hiring
full-time workers. And the vehicle industry shed lots of jobs in April. That is completely incongruous
with the record 18.5 million vehicles sold during the month. But it is consistent with the global
shortage of semiconductors crimping vehicle production. Vehicle inventories are evaporating and are as
lean as they have ever been. Once the chip industry sorts out its supply chain problems, which it is sure
to do given how high chip prices are and how much money is to be made, vehicle manufacturing and
jobs will take off—not this month, probably not even next quarter, but by this time next year,
consistent with our forecast.

The recent spurt in consumer price inflation has also been ignited by the reopening economy and
should thus also prove transitory, as Federal Reserve officials would say. If so, inflation should moderate
later this fall once the economy normalizes. People have begun traveling again, and hotels, rental car
companies, and the airlines have begun to recoup the price cuts they were forced into when the
pandemic hit. Consumer prices for lodging away from home jumped 7.6% in April, car and truck rental
prices rose 16.2%, and airfares increased 10.2%. People are also going to ball games again, and the CPI
for admissions to sporting and other events rose 3.4% in April. Vehicle manufacturers also jacked up
prices last month given the booming demand, semiconductor-disrupted production, and record lean
inventories. Used-vehicle prices are rising even more strongly, up 10% last month, as the pandemic-
induced plunge in new-vehicle sales last year meant fewer off-lease vehicles this year. The shortage of
new vehicles is also pushing more people to buy used. It's not surprising that businesses that cut prices
at the height of the pandemic would increase them as the economy reopens, but what has been a
surprise is how quickly this is happening. It suggests that these price adjustments will be over sooner
than later.

Even so, there are concerns that inflation will be a more persistent and pernicious problem. The fear is

that the economy will blow way past full employment sometime next year, forcing businesses to raise
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wages and prices more quickly. And the only way to rein in this uncomfortably high inflation will be for
the Fed to jack up interest rates, which in past business cycles has been tough for policymakers to
calibrate appropriately, ending in recession. That is, the economy overheats. But this is an unlikely
scenario while the economy is a long way from full employment. The employment-to-population ratio
for prime-age workers—arguably the best measure of full employment, because it accounts for
unemployment and labor force participation—is more than 3 percentage points below the 80%
threshold consistent in times past with accelerating wage growth and inflation. The economy briefly
rose above this threshold prior to the pandemic. With all the pent-up demand, excess savings, and
massive fiscal support in train, the economy is expected to return to that level by early 2023—but just
return there. The job market will heat up, but not to the point that wage and price pressures will boil
over.

Quick Return to Full Employment
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Overheating concerns may also be assuaged soon if the strong productivity gains of the past year
persist. Nonfarm business productivity was up over 4% in the year ending in the first quarter. It is
typical for productivity to gain early in a recovery as output rises more quickly than jobs, but these
gains appear to be holding on for longer. Therefore, they may reflect an acceleration of more
fundamental shifts in the way we live and work, including increased online activity, less business travel,
and much more of the work-from-anywhere phenomenon. Even before the pandemic, productivity
gains appeared to be gaining traction after years of subpar gains in the wake of the financial crisis.
Wage growth has remained firm during the pandemic. This is encouraging. But growth in unit labor
costs has been tame considering the acceleration in productivity growth. Unit labor cost is the
difference between wages and productivity and thus business costs and inflation. Inflation will not
become an endemic problem if unit labor costs remain contained.

Productivity Growth Revives
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Inflation expectations among investors, businesses, consumers and economists are likely to be the
arbiter of whether the economy overheats. The Federal Reserve worked hard and succeeded in reining
in those expectations in the early 1980s, the last time inflation was a problem. Policymakers have
made it clear that if inflation expectations become unanchored or increase much above the Fed’s desire
for inflation just above 2%, they will have little choice but to respond with higher interest rates. So far,
so good. The inflation outlook is precisely consistent with what the Fed wants, according to the
Philadelphia Federal Reserve's survey of professional economists. Of course, while economists aren't
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known for their forecast accuracy, as long as they forecast on-target inflation, others are likely doing
the same, and the more likely inflation will be on target.

Until the supply side of the economy wakes up and catches up with the fast-reviving demand side
coming out of the pandemic, the economic statistics will undoubtedly hold more surprises—output and
supply chains scrambled; labor, commodities and products in short supply; and price spikes. But there is
money to be made. And, if history is a guide, when businesses can make a healthy profit, they will solve
the problems. Quickly.

Next Week

With inflation on so many minds, next week's reading on the April personal consumption expenditure
deflator will garner much attention. The PCE is the Fed's preferred inflation measure. It rose 0.5% in
March compared with 0.2% the prior month. Housing seems to have cooled somewhat from its recent
hot streak, so signals from next week's reports on new-home sales, pending home sales, the S&P
CoreLogic Case-Shiller® Home Price Indexes, and the FHFA's house-price index bear close watching.
Other expected indicators include manufacturing surveys from the Kansas City, Philadelphia and
Richmond Feds and the Chicago Fed's national activity index. Durable good orders for April are also
due.
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EUROPE
By Ross Cioffi of Moody's Analytics

Expect Mixed Results on Q1 GDP

Detailed estimates of key euro zone members’ first quarter GDP will lead next week’s highlights. We
expect that German GDP fell 1.7% q/q in the first three months of 2021. By contrast, France’s GDP
likely increased 0.4% following a 1.4% decline. In each case, private consumption was the driving force.
In France, consumption rebounded in the first quarter as social distancing measures were partially
loosened. Unfortunately, the flare up of the pandemic in March resulted in a strengthening of
restrictions heading into the second quarter. In Germany, measures tightened at the start of the first
quarter after a relatively loose final quarter of 2020.

Meanwhile, the number of job seekers in France likely fell to 3.5 million this April from 3.6 million a
month earlier. However, due to the tightening of lockdown measures, we suspect this might have more
to do with workers temporarily quitting their job searches. On a similar note, household consumption
of goods likely dropped 1% m/m in April, due as well to the lockdown. Increased purchases of food
likely mitigated the damage.

By contrast, we expect that retail sales improved in Spain, by 0.9% m/m in April. This will come after a
3.5% m/m increase in March, so we think some of the momentum from the earlier loosening of social
distancing measures was spent. In Russia, retail sales will also have increased, though the figures will be
noisy due to base effects. Much of the economy has reopened in Russia, but persistent weakness and
rising consumer prices have softened the consumer recovery.

Finally, business and consumer sentiment in the euro zone likely improved during May. We are
forecasting an increase in the euro zone's Economist Sentiment Indicator of 2.3 points to a reading of
112. Many European economies have been easing restrictions during May, and the vaccination
campaign finally reached a critical mass of people.

Key indicators Units Moody's Analytics Last
Mon @ 6:00 p.m. Russia: Retail Sales for April % change yr ago 25.0 -3.4
Mon @ 6:00 p.m. Russia: Unemployment for April % 5.4 5.4
Tues @ 8:00 a.m. Germany: GDP for Q1 % change -1.7 0.5
Thur @ 12:00 p.m.  France: Job Seekers for April mil, SA 3.5 3.6
Fri@ 8:45a.m. France: GDP for Q1 % change 0.4 -1.4
Fri @ 8:45 a.m. France: Household Consumption Survey for April % change -1.0 -11
Fri @ 9:00 a.m. Spain: Retail Sales for April % change 0.9 35
Fri @ 11:00 a.m. Euro Zone: Business and Consumer Sentiment for May index 112.0 110.3
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Asia-Pacific
By Shahana Mukherjee of Moody's Analytics

Fourth COVID-19 wave in Japan keeps consumption, employment down

Japan's April employment will be the highlight on the economic calendar. We expect the
unemployment rate to have risen to 2.8% in April from 2.6% in March.

Although Japanese producers have benefitted from recovering consumption abroad, the country was in
the midst of an intensifying fourth wave throughout April, which resulted in new restrictions being
imposed in important prefectures such as Tokyo and Osaka, among others. These measures are
expected to have further undermined household spending in April and hurt the employment recovery,
particularly in customer-facing services industries such as restaurants and accommodation and food
services.

Central banks in Asia will also announce their monetary policy decisions this week. We expect Bank
Indonesia to keep its seven-day reverse repurchase rate unchanged at 3.5% in its May announcement.
Daily new cases are trending downwards, but remain in excess of 4,000, which will suppress a
significant rebound in consumer spending in the near term. The need for additional monetary stimulus
has not diminished, but concerns of stoking volatility in the vulnerable Indonesian rupiah will prevent
monetary authorities from announcing another rate cut in the current setting.

Similarly, we expect the Reserve Bank of New Zealand to keep its monetary settings unchanged in May,
as the official cash rate is maintained at 0.25%. The New Zealand economy continues to recover in the
post-restrictions phase, benefitting from the substantial policy support mobilized to cushion the fallout
on industries and impacted households. However, the dramatic rise in housing prices over this period
has increased the financial system’s vulnerability to unsustainable levels of household debt. While the
central bank has signalled its willingness to further tighten mortgage lending restrictions to moderate
this increase, we do not expect such a move in the very near term.

Key indicators Units Moody's Analytics Confidence Risk Last
Tues @ 7:00 a.m. South Korea Consumer Confidence for May Index 101.0 2 * 1022
Tues @ 3:00 p.m. Singapore Industrial Production for April % change 0.8 2 * 17
Tues @ 5:30 p.m. Indonesia Monetary Policy for May % 35 4 « 35
Thur @ 11:00 a.m. South Korea Monetary Policy for May % 0.5 4 - 0.5
Thur @ 12:00 p.m. New Zealand Monetary Policy for May % 0.25 4 & 025
Fri @ 9:30 a.m. Japan Unemployment Rate for April % 2.8 3 4+ 26
Fri @ 2:00 p.m. Malaysia Foreign Trade for April MYR bil 27.0 3 * 242
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The Long View

We cut our forecast for GDP growth in 2022 from 5.3% to 4.8%, though
risks are weighted to the upside because of the lack of inventory build this
year.

By Ryan Sweet, Senior Director-Economic Research
May 20, 2021

CREDIT SPREADS

As measured by Moody's long-term average corporate bond yield, the recent investment grade corporate
bond yield spread increased 4 basis points over the past week to 100 bp. This is below its high over the past 12
months of 153 bp and a hair above its low of 95 bp. Still, the investment grade corporate bond yield is lower
than its 116 bp median of the 30-years-ended 2019. This spread may be no wider than 115 bp by year-end
2021. But this is dependent on the market not panicking over the Fed announcing plans to taper its monthly
asset purchases.

The recent composite high-yield option adjusted bond spread of 340 bp approximates what is suggested by
the accompanying long-term Baa industrial company bond yield spread of 136 bp and is narrower than that
implied by a VIX of 21 points.

DEFAULTS

March 2021's U.S. high-yield default rate of 7.5% was up from March 2020’s 4.9%. Both high-yield default
risk metrics predict a U.S. high-yield default rate nine to 12 months out that is at least three percentage
points under March 2021's 7.5%, according to Moody's Investors Service.

Recent high-yield corporate bond spreads favor a drop by the U.S. high-yield loan default rate from March
2021's 6.0% to a less than 4.5% midpoint by December 2021.

U.S. CORPORATE BOND ISSUANCE
First-quarter 2020’s worldwide offerings of corporate bonds revealed annual advances of 14% for IG and 19%
for high-yield, wherein USS-denominated offerings increased 45% for IG and grew 12% for high yield.

Second-quarter 2020's worldwide offerings of corporate bonds revealed annual surges of 69% for IG and
32% for high-yield, wherein US$-denominated offerings increased 142% for IG and grew 45% for high yield.

Third-quarter 2020's worldwide offerings of corporate bonds revealed an annual decline of 6% for IG and an
annual advance of 44% for high-yield, wherein US$-denominated offerings increased 12% for G and soared
upward 56% for high yield.

Fourth-quarter 2020's worldwide offerings of corporate bonds revealed an annual decline of 3% for IG and an
annual advance of 8% for high-yield, wherein USS$-denominated offerings increased 16% for IG and 11% for
high yield.

First-quarter 2021's worldwide offerings of corporate bonds revealed an annual decline of 4% for IG and an
annual advance of 57% for high-yield, wherein USS$-denominated offerings sank 9% for IG and advanced 64%
for high yield.

U.S. ECONOMIC OUTLOOK

We now expect real GDP to rise 6.8% this year, compared with the 6.4% in the April baseline. We have been
consistently revising our forecast higher for GDP this year because of changes to our fiscal policy
assumptions, but the adjustment in May reflects the advance estimate of first-quarter GDP. Real GDP rose
6.4% at an annualized rate in the first quarter.
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The fiscal stimulus impact is evident all over first-quarter GDP. Real consumer spending jumped 10.7% at an
annualized rate compared with the 2.3% gain in the prior three months. This is among the largest increases
since the 1960s. The strength in consumer spending isn't surprising because of the 61.3% annualized gain in
disposable income in the first quarter. Disposable income got a big boost from government transfer payments
including Economic Impact Payments that boosted incomes by $1.929 trillion at an annualized rate.

Expanded unemployment programs also added $275 billion at an annualized rate.

Inventories subtracted 2.6 percentage points from first-quarter GDP. Some of this is likely attributable to
supply chain disruptions and the global semiconductor shortage. As this fades, businesses will need to
replenish inventories, which should be a positive for manufacturing and GDP.

We cut our forecast for GDP growth in 2022 from 5.3% to 4.8%. Risks to the forecast are weighted to the
upside because of the lack of inventory build this year. The global semiconductor shortage bit into inventories
during the first quarter and will likely continue to do so through the remainder of this year. Inventories lend a
downside risk to our forecast for GDP this year but are an upside for 2022 and 2023. There is the potential
that supply issues become a big problem, particularly for autos. Autos industrial production is trailing sales.
Therefore, inventories could continue to decline. We didn't make any changes to our forecast for the change
in private inventories over the next few years, but this may need to be revisited, since lean inventories need to
be replenished. That could add more to GDP growth next year than we currently anticipate.

The consensus has begun to catch up with our forecast for this year, but we remain higher. The Bloomberg
consensus is for real GDP to rise 6.3% this year. The range of forecasts for GDP growth this year is 2.2% to 8%.
Our May baseline also has GDP growth stronger than the consensus for next year. The median estimate is for
GDP to rise 4% in 2022 and the range is from 2% to 6.1%.

There weren't any changes to our assumptions about monetary policy. The Fed is unlikely to announce its plans
about tapering its monthly asset purchases until late this year. Actual tapering will likely occur in the first half
of 2022. The Fed is still expected to raise the target range for the fed funds rate in the first quarter of 2023. The
pace of tightening is identical to that in the April baseline, but risks are weighted toward a more gradual pace
of tightening.

There were no significant changes to the forecast for the 10-year U.S. Treasury yield. The forecast is for the 10-
year Treasury yield to end this year around 2% and just shy of 2.5% next year

R —IIII——
1 MAY 20, 2021 CAPITAL MARKETS RESEARCH / MARKET OUTLOOK / MOODYS.COM



MOODY'S ANALYTICS CAPITAL MARKETS RESEARCH

The Long View

Europe
By Ross Cioffi of Moody's Analytics
May 20, 2021

UNITED KINGDOM

The Confederation of British Industry's Industrial Trends Orders index jumped to a reading of 17 in May from -8 in
April. This is the highest it has been since December 2017, signaling a robust increase in new orders for British
factories. Domestic orders led the improvement while the index for export orders, although ticking up marginally,
remained negative. Expectations for output were better as well, rising to a score of 18 from 3 in April.

The results from the survey are another signal that the global supply shortage is affecting U.K. manufacturing.
Foremost, there was an 11-point decline in the balance of opinion regarding the sufficiency of current stocks of
goods. The reading fell to -6 in May, its lowest since July 2017.

At the same time, the reading regarding expectations of price hikes rose by 11 points. More firms now expect rapid
increases to the prices they will charge on their products. We suspect this is due to a mix of firms expecting higher
demand this summer, but also to surging producer prices; the U.K.'s producer price index jumped by 3.9% y/y in
April. And this was not just because of base effects from price slumps in the spring of 2020. In the three months to
April, the PPl increased by 1.9% q/q. This is because the global shortage of inputs has driven up costs for freighting
and for key commodities and components.

Finally, intermediate goods producers drove output growth in the survey, though production was up in 12 of the 17
surveyed subsectors. Output increased most in the chemicals, electronic engineering, and metal products sectors,
however, which points to higher demand for these inputs.

Supply disruptions may hold back manufacturers during the second quarter. Production schedules may have to be
delayed, and firms will also have to decide whether to absorb or pass on the higher costs they are facing. We are
expecting the worst of the supply disruptions to ease in the second half of the year, which is why we are penciling
in only temporary effects.

Dutch labor force beats a retreat

The Netherlands' unemployment rate fell to 3.4% in April from 3.5% in March. Although the number of
unemployed workers decreased by 10,000 to 316,000, the number of employed individuals increased by only
4,000, meaning a majority of the change during the month was people dropping out of the labor force. This trend
was at work throughout the first quarter. The number of unemployed fell on average by 7,000 per month in the
previous three months, while the average increase in employment was only 1,000 per month; 4,000 people per
month were leaving the labor force.

We suspect this trend is only temporary. The pandemic, and resulting lockdowns, has curbed the number of job
opportunities. Once the economy reopens, we should see a large share of these individuals make their way back
into the labor force. At that point the unemployment rate may rise again, but we are confident that the Dutch
economy will maintain its recovery and reabsorb many of these people.

Euro zone construction recovers in March

Construction output gained 2.7% m/m in March following a 2% decline in February. In yearly terms, output was up
by 18.3%, but the reading is noisy because of base effects; construction sites were shut down in many European
countries during the first wave of the pandemic. In monthly terms, March's output rebounded because the weather
improved and public works sites got started again, with civil engineering projects driving the month's rebound.
Production in these projects rose by 9.4% m/m, while production from private building projects was up 1.3%.
Among the major four euro zone economies, output soared by 10.8% m/m in Germany. It was up by 3.6% m/m in
Italy, dropped by 0.9% in Spain, and slumped by 7.3% in France.

Thanks to the stronger results in March, construction output in the euro zone ended the first quarter 0.3% higher
than it was in the fourth. Construction should continue to recover in the second quarter, though it too will face
headwinds from global shortages of inputs. Recovery plans that have a focus on digitalizing and greening the
economy will boost the construction sector later in the year.
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JAPAN

Japan’s economy contracted in the first quarter of 2021, as the second state of emergency cut short its
recovery from the COVID-19-induced downturn. Seasonally adjusted real GDP contracted 1.3% in quarterly
terms over this period, bringing an end to two consecutive quarters of expansion, and well exceeding our
expectations of a 0.8% decline.

A quarterly correction was expected in domestic spending as restrictions under the second state of emergency
weighed in, but the magnitude surprised on the downside. A considerable 1.4% quarterly decline in private
consumption shaved 0.7 percentage point off net growth, and while nonresidential investment also fell by a
similar magnitude, the strain on growth was weaker, at 0.2 percentage point, given the relatively strong
catch-up in the prior quarter. Not surprisingly, a stronger exports’ position from recovering global demand,
which was up 2.3% over the quarter, was the only upside during this period, but it's contribution to the net
change was perfectly offset by a corresponding decline in government outlays in the March quarter.

The downside risks to Japan's recovery are intensifying and the outlook for the rest of the year is mired in
uncertainty. On the domestic front, the country is battling an intensifying fourth wave, which has
necessitated the expansion of its third state of emergency to 19 out of its 47 prefectures. The restrictions,
which now impact nearly 70% of the population, have so far lacked the desired effectiveness, keeping the
possibility of another nationwide lockdown alive.

The situation is complicated by a slow-paced domestic vaccine rollout—just 3.5% of its population having
received at least one dose—which threatens to cause further disruptions. The immediate risk stems from the
prolonged hit to household confidence and its impact on consumer spending. The fallout from the resurgence
will be amplified by the extent to which new restrictions undermine production and weaken employment
prospects.

Although fast-recovering conditions in the U.S. and other Western economies will strengthen Japan's trade
position in the coming months, effective containment of localized outbreaks will be imperative to ensure that
the country advances towards a composite recovery. This is increasingly necessary as Japan has limited space
for monetary accommodation and little room for a significant increase in fiscal spend during this time.

Recessionary pressures are set to intensify through the June quarter and Japan may well see a double-dip
recession. But much depends on the timing of the withdrawal of current restrictions, the domestic vaccine
rollout, and equally, on the pace of trade revival. By way of fiscal policy support, the government could
compile an extra budget to cushion the fallout on certain industries, but this is unlikely to be as substantial as
seen last year.

AUSTRALIA

Australia's unemployment rate unexpectedly fell to 5.5% in April from 5.6% in March. The withdrawal of
Australia's JobKeeper wage subsidy was expected to dent the labour market recovery, and it did to a certain
extent as the participation rate fell by 0.3 percentage point to 66%, and seasonally adjusted employment fell
by 0.2% over the month. The withdrawal led to the loss of 64,400 part-time jobs that relied on the wage
subsidy, but these losses were offset by a gain of 33,800 full-time jobs.

The magnitude of the correction may seem relatively minor at this stage. However, the full extent of the
impact is unlikely to have been captured in the April labour force survey, as the reference period was limited
to the first 15 days of the month. Strong consumer sentiment and the release of substantial pent-up demand
are still expected to ensure that any labour market slackness as a result of the withdrawal will only be
temporary, but employment statistics in the coming months could well reflect some more softness before
total employment gains stabilize.
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U.S. and European Corporate Credit Changes Show Strength

By Steven Shields
May 20, 2021

U.S. corporate credit quality continued to strengthen in the recent week. For the period ending May 20, credit
upgrades accounted for more than 80% of rating changes and an even greater share of the total debt
affected. Rating changes were issued to all speculative-grade firms and spread across nine industries.
CHS/Community Health Systems Inc. was issued the largest upgrade in terms of debt affected in the week at
approximately $19 billion. Moody's Investors Service upgraded the business services' firm senior secured
credit ratings to Caa2 from Caa3 and its corporate family rating to B3 from Caa2. The change reflects the
firm's improved operating performance, partly owed to the completion of a multiyear divestiture program
that allowed the company to shed underperforming hospitals. The upgrades also mirror significant interest
expense savings from recent refinancing actions that will help expand cash flow and liquidity. Moody's also
upgraded Antero Resources Corp. and Antero Midstream Partners LP's proposed senior unsecured rating to B1
from B2 in the period. The net proceeds from the debt offering will be used to redeem the 2023 notes that
were recently called by Antero which will help to improve its debt maturity profile. Meanwhile Moody's
Investors Service downgraded U.S. Concrete Inc.'s senior unsecured notes to B3 from B2 following U.S.
Concrete’s announcement of a $300 million senior secured term loan facility.

Like the United States, European rating activity was positive with upgrades outnumbering downgrades 5 to 1.
The period’s most notable upgrade was issued to Outokumpu Oyj. Moody's Investors Service raised the
group’s CFR to B2-PD from B3-PD and senior secured credit ratings to B1 from B2. According to Goetz
Grossman, a Moody's vice president and lead analyst for Outokumpu, “The upgrade to B2 follows
Outokumpu's completion of private placement of 40.5 million new shares worth €209 million, with the
proceeds to be used for debt repayments, which demonstrates its strong de-leveraging commitment.”
Alternatively, EnBW International Finance B.V. saw its backed senior unsecured ratings downgraded to Baa
from A3 while its outlook was revised to stable from negative. The rating downgrade accounted for the bulk
of debt affected in the region and reflects Moody's expectation that the firm'’s credit metrics will weaken over
the next 2-3 years due to increased capital expenditure, which will contribute to negative free cash flows and
increase the company’s net debt.
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FIGURE 1

Rating Changes - US Corporate & Financial Institutions: Favorable as % of Total Actions
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FIGURE 2
Rating Key
BCF Bank Credit Facility Rating MM Money-Market
CFR Corporate Family Rating MTN  MTN Program Rating
Ccp Commercial Paper Rating Notes  Notes
FSR Bank Financial Strength Rating PDR  Probability of Default Rating
IFS Insurance Financial Strength Rating PS Preferred Stock Rating
IR Issuer Rating SGLR  Speculative-Grade Liquidity Rating
JrSub  Junior Subordinated Rating SLTD  Short- and Long-Term Deposit Rating
LGD  Loss Given Default Rating SrSec  Senior Secured Rating
LTCF  Long-Term Corporate Family Rating SrUnsec  Senior Unsecured Rating
LTD Long-Term Deposit Rating SrSub  Senior Subordinated
LTIR  Long-Term Issuer Rating STD Short-Term Deposit Rating
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FIGURE 3
Rating Changes: Corporate & Financial Institutions - US
Amount Up/ old New LTD IG/S
Date Company Sector Rating ($ Million) Down LTbD Rating G
Rating
5/12/21 TRI POINTE HOMES, INC. Industrial SrUnsec/LTCFR/PDR 1,100 U Ba3 Ba2 SG
CAMPING WORLD HOLDINGS INC.-CWGS
12/21 | i BCF/LTCFR/PDR B1 B.
5/12/. ENTERPRISES, LLC ndustrial SrSec/BCF/LTCFR/ u a3 SG
5/12/21 SP PF BUYER LLC Industrial SrSec/BCF U Caal B3 SG
. . SrSec/SrUnsec/SrSec/BC
5/12/21 BIDFAIR HOLDINGS INC.-SOTHEBY'S Industrial F/LTCFR/PDR 823 D B1 B2 SG
CCHN HOLDINGS, LLC-COMMUNITY CARE -
5/13/21 HEALTH NETWORK, LLC Industrial PDR u B3 B2 SG
5/14/21 ANTERO RESOURCES CORPORATION Industrial SrUnsec/LTCFR/PDR 2,550 U B2 B1 SG
5/14/21 VICTORY CAPITAL HOLDINGS, INC. Financial SrSec/BCF/LTCFR/PDR u Ba3 Ba2 SG
5/14/21 ANTERO MIDSTREAM PARTNERS LP Industrial SrUnsec/LTCFR/PDR 2,500 U B2 B1 SG
COMMUNITY HEALTH SYSTEMS, INC.- . SrSec/SrUnsec/LTCFR/P
5/17/21 CHS/COMMUNITY HEALTH SYSTEMS, INC. Industrial DR 18,964 U Caa3 Caa2 SG
5/17/21 U.S. CONCRETE, INC. Industrial SrUnsec 1,000 D B2 B3 SG
5/18/21 AEROSTAR AIRPORT HOLDINGS, LLC. Industrial SrSec 400 U Ba2 Ba1l SG
Source: Moody's
FIGURE 4
Rating Changes: Corporate & Financial Institutions - Europe
Old  New
Date Company Sector Rating Am?"!nt up/ LTD LTD 1G/SG Country
($ Million) Down . .
Rating Rating
5/12/2021 OUTOKUMPU QY| Industrial  SrSec/LTCFR/PDR 30334 U B2 B1 SG  FINLAND
5/14/2021  AIA GROUP LIMITED Financial = SrUnsec/LTIR/Sub/MTN u A2 Al IG HONG KONG
5/14/2021 ELDORADO BRASIL CELULOSE S.A. Industrial LTCFR U B2 B1 SG  BRAZIL
5/17/2021  INTERTAPE POLYMER GROUP INC. Industrial LTCFR/PDR u Ba3 Ba2 SG CANADA
5/18/2021 ENBW ENERGIE BADEN-WUERTTEMBERG
AG-ENBW INTERNATIONAL FINANCE B.V. Utility SrUnsec/LTIR/Sub/MTN  8,603.65 D A3 Baal IG  GERMANY

5/18/2021 CHERKIZOVO GROUP, PJSC Industrial LTCFR/PDR U B1 Ba3 SG  RUSSIA
Source: Moody's
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Figure 1: 5-Year Median Spreads-Global Data (High Grade)
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Figure 2: 5-Year Median Spreads-Global Data (High Yield)
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CDS Movers

Figure 3. CDS Movers - US (May 12, 2021 - May 19, 2021)

CDS Implied Rating Rises

Issuer

Macy's Retail Holdings, LLC
Toyota Motor Credit Corporation
Apple Inc.

Ford Motor Credit Company LLC

Caterpillar Financial Services Corporation

United Airlines, Inc.

Carnival Corporation

Cargill, Incorporated
Archer-Daniels-Midland Company
International Paper Company

CDS Implied Rating Declines
Issuer

Verizon Communications Inc.
Walt Disney Company (The) (Old)
Johnson & Johnson

Capital One Bank (USA), N.A.
Williams Companies, Inc. (The)
Waste Management, Inc.
ViacomCBS Inc.

DTE Energy Company
Sherwin-Williams Company (The)
Eastman Chemical Company

CDS Spread Increases

Issuer

Nabors Industries, Inc.

K. Hovnanian Enterprises, Inc.
United States Steel Corporation
Occidental Petroleum Corporation
Dish DBS Corporation

Cooper Tire & Rubber Company
Tenet Healthcare Corporation
The Terminix Company, LLC
Domtar Corporation

iStar Inc.

CDS Spread Decreases

Issuer

Macy's Retail Holdings, LLC
American Airlines Group Inc.
R.R. Donnelley & Sons Company
Nordstrom, Inc.

United Airlines Holdings, Inc.
Hilton Worldwide Finance, LLC
Xcel Energy Inc.

Dillard's, Inc.

United Airlines, Inc.

MGM Resorts International
Source: Moody's, CMA

CDS Implied Ratings

May. 19 May. 12 Senior Ratings
B2 Caa2 B1
Aa3 Al Al
Aa3 Al Aal
Ba2 Ba3 Ba2
Al A2 A2
B3 Caal Ba3
B3 Caal B2
A3 Baa1l A2
A2 A3 A2
A3 Baal Baa2
CDS Implied Ratings
May. 19 May. 12 Senior Ratings
Baa1l A3 Baal
Al Aa3 A2
Aa3 Aa2 Aaa
Al Aa3 Baal
Baa3 Baa2 Baa3
Baa2 Baal Baal
Baa3 Baa2 Baa2
Baaz2 Baa1l Baa2
Baa2 Baal Baa2
Baa2 Baal Baa3
CDS Spreads
Senior Ratings May. 19 May. 12 Spread Diff
Caa2 1,077 998 79
Caa3 663 615 48
Caal 380 354 26
Baz 307 285 22
B2 362 342 20
B1 175 155 20
Caal 289 270 19
B1 234 217 17
Baa3 224 208 16
Ba3 305 290 15
CDS Spreads
Senior Ratings May. 19 May. 12 Spread Diff
B1 324 423 -99
Caal 701 755 -54
B3 514 552 -38
Baa3 216 251 -35
Ba3 386 419 -33
Baz 204 233 -29
Baal 68 96 -28
Baa3 140 164 -24
Ba3 387 408 -21
Ba3 205 226 -21
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Figure 4. CDS Movers - Europe (May 12, 2021 - May 19, 2021)

CDS Implied Rating Rises CDS Implied Ratings

Issuer May. 19 May. 12 Senior Ratings

Scottish Power UK plc A3 Baa3 Baal

Scottish Power Limited Baal Baa3 Baal

ABN AMRO Bank N.V. Aa2 Aa3 Al

Atlantia S.p.A. Ba1l Ba2 Ba3

Investor AB A2 A3 Aa3

Proximus SA de droit public Al A2 Al

Ineos Group Holdings S.A. Ba3 B1 B2

Avon Products, Inc. Ba3 B1 Ba3

Italy, Government of Baa3 Baa3 Baa3

France, Government of Aa2 Aa2 Aa2

CDS Implied Rating Declines CDS Implied Ratings

Issuer May. 19 May. 12 Senior Ratings

Ireland, Government of Aal Aaa A2

Nordea Bank Abp Aa3 Aa2 Aa3

Orange A2 Al Baal

NatWest Markets Plc Baal A3 A3

Vodafone Group Plc Baal A3 Baa2

ENEL S.p.A. Baa2 Baal Baal

Anglo American plc Bal Baa3 Baaz

Credit Suisse AG Baa2 Baal Aa3

Bankinter, S.A. Baa2 Baal Baa1l

Compagnie de Saint-Gobain SA A3 A2 Baa2

CDS Spread Increases CDS Spreads

Issuer Senior Ratings May. 19 May. 12 Spread Diff
Boparan Finance plc Caal 842 799 43
Vedanta Resources Limited Caal 731 707 24
Novo Banco, S.A. Caa2 186 165 22
thyssenkrupp AG B1 277 261 16
Koninklijke KPN N.V. Baa3 115 104 1
Premier Foods Finance plc B3 243 233 10
Novafives S.A.S. Caa2 839 831 9
Iceland Bondco plc Caa2 445 437 7
Casino Guichard-Perrachon SA Caal 530 525 6
RCI Banque Baa2 208 204 5
CDS Spread Decreases CDS Spreads

Issuer Senior Ratings May. 19 May. 12 Spread Diff
TUI AG Caal 786 881 -95
Scottish Power Limited Baal 54 95 -41
Scottish Power UK plc Baal 49 86 -37
Stena AB Caal 538 564 -26
Jaguar Land Rover Automotive Plc B1 367 380 -13
Avon Products, Inc. Ba3 241 247 -6
Leonardo S.p.A. Ba1l 171 177 -5
Piraeus Financial Holdings S.A. Caa3 538 543 -5
Ineos Group Holdings S.A. B2 247 252 -5
Sappi Papier Holding GmbH Ba2 352 356 -4

Source: Moody's, CMA
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Figure 5. Market Cumulative Issuance - Corporate & Financial Institutions: USD Denominated
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Figure 6. Market Cumulative Issuance - Corporate & Financial Institutions: Euro Denominated
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Figure 7. Issuance: Corporate & Financial Institutions
USD Denominated

Investment-Grade High-Yield Total*
Amount Amount Amount
B $B $B
Weekly 46.480 19.343 66.873
Year-to-Date 704.997 298.272 1,026.931

Euro Denominated

Investment-Grade High-Yield Total*
Amount Amount Amount
B $B $B
Weekly 17.430 3.554 21.507
Year-to-Date 302.690 68.632 381.955

* Difference represents issuance with pending ratings.
Source: Moody's/ Dealogic
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