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What to watch

Eurozone - Inflation cooling down but baby steps in core inflation deceleration
Southern Europe — The world after Quantitative Easing
Public debt sustainability in emerging markets — Will IMF programs do the trick?

In focus — Sector vulnerability to rising financing costs

With a debt/EBITDA ratio of 3.8x on average, US firms are more leveraged than
European ones (3.3x). But Europe has a higher proportion of total debt
maturing in one year (20% vs 14% for the US). Looking at the operating cash flow
coefficient, net gearing and interest coverage, we find that corporates in Italy,
Spain, Belgium, France and the Netherlands seem most exposed to a liquidity
squeeze.

No rest for the leveraged, notably for those with high debt redemptions in the
short run. Companies in advanced economies appear to be safer than those in
emerging markets when it comes to their level of indebtedness (net gearing below
2.3% for half of the firms in advanced economies vs 4.9% in emerging markets) and
ability to meet financial commitments.

Five sectors stand out as the most exposed to financing stress: transportation,
construction, hospitality, commodities and automotive. Construction and retail
top the watch list in both North America and Western Europe. Real estate is the
sector most exposed to debt due within one year, followed by automotive, which
however has an average current ratio of 1.2x. In Asia-Pacific and Central/Eastern
Europe, metals, energy and, to a lesser extent, hospitality and retail are more of a
concern.

Things could get worse as the profit squeeze should become more visible in
autumn when we expect the full transmission of interest rates. Overall, we
calculate that the equivalent of the full rise in financing costs since 2022 stands
above -7pps of the gross value added in Spain, more than -6pps in Italy and
France, -4.5pps in Germany and close to -4pps in the US (ceteris paribus). Retail is
most affected sector in terms of profitability as it has the lowest operating margins
(7.5% for discretionary and 4.2% for staples vs an all-industries average of 15.9%).
Stubborninflation and the intensification of the price war between retailers should
exacerbate further the deterioration already observed in 2022.
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Eurozone inflation: baby steps in core inflation deceleration

Inflation is cooling down in the largest Eurozone economies. The latest data show that inflation pressure
is easing in the Eurozone, especially in energy and food. German headline inflation in May fell for the third
month in a row to 6.3% y/y (-1.3pp lower than in April), with energy prices declining by -4.2pps to 2.6% y/y.
While food inflation is still very high at 14.9% y/y, it decreased -2.3pps from April. Meanwhile, France’s
national CPI came out much lower than expected at +5.1% y/y. While energy inflation was expected to ease
(to +2% y/y), core prices surprised on the downside, increasing by +0.3% m/m in sequential seasonally
adjusted terms, after averaging +0.8% per month over the three prior months. In Italy, the declining trend
resumed in May, with the headline measure falling to 7.6% (from 8.2% in April). Encouragingly, core inflation
posted the second consecutive marginal decline (to 6.1% y/y from 6.2%). Finally, in Spain, inflation also
resumed its downward trend, with headline inflation falling from 4.1% in April to 3.2% in May, below market
expectations (3.4%). Core inflation (which excludes the more volatile food and energy prices) declined for
the third consecutive month, falling to 6.1% from 6.6% in April.

Figure 1: German CPl inflation and import prices (y/y, %)
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Sources: Refinitiv Datastream, Allianz Research.

But Italy and Spain may be stuck with sticky services inflation for longer. Despite household savings
dwindling to below pre-pandemic levels in Italy, private consumption remains quite resilient (up +0.5% in
Q1), which will complicate the ECB mission to tame inflation. As a result, we expect prices of services to ease
at a more gradual pace than those of goods. Similarly, inflation in the services sector remains high in Spain
(above 4%) and there is little scope for price cooling in the short to medium term due to the strong recovery
in tourism, in addition to upcoming wage hikes (we estimate a wage increase of +4.6% in 2023 and +4.1%
in 2024).

Energy inflation will continue to be negative until year-end, even if base effects will be lower. We expect
oil prices to remain -18% and -15% below 2022 levels compared to -20% currently respectively. This coupled
with falling import prices, should support German CPI inflation to come down to around 4% by the end of
2023 (down from our previous forecast of slightly below 5%). Similarly, in France, price expectations from
the latest business surveys and much lower energy prices point to inflation falling to around +4% by the
autumn (vs our previous expectations of above +5%). In Spain, inflation is expected to fall to around +3.5%



on average in 2023, and around +3% by year-end. In Italy, we expect inflation to average +5.9% in 2023 but
to fall below +4% by year-end.

Figure 2: French CPl inflation and businesses’ selling price expectations (average retail, services, industry)
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Sources: Refinitiv Datastream, European Commission ESI survey, Allianz Research.

Southern Europe - The world after Quantitative Easing

As the ECB pulls the plug on government debt purchases, international investors are taking its place in
Spain but not in Italy. Since the beginning of the Covid 19 pandemic, the ECB has played a major funding
role for Italy and Spain, acting as a source of permanent demand for their respective mid- and long-term
bonds. From a net perspective, the ECB bought an average EUR10bn worth of Italian bonds and around
EUR6bn of Spanish government bonds on a monthly basis. Now, with the ECB stepping back from
quantitative easing, international investors are taking its place, mostly piling up in the mid- and long-end
of the Spanish sovereign curve, absorbing the post-ECB excess liquidity. But they continue to refrain from
taking long positions in Italian sovereign debt. Interestingly, in the case of Italy, it is the Italian domestic
private sector that is keeping spreads in check by piling up record amounts of Italian sovereign exposure
(Figures 3 and 4).

Figure 3: Italy government debt monthly changes by ownership (in EUR bn)
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Figure 4: Spain government debt monthly changes by ownership (in EUR bn)
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The remaining supply of Italian and Spanish sovereign bonds will still be sizeable in 2023. As of today,
considering the respective budget plans for 2023 and the year-to-date issuance, the Italian government will
still have to issue around EUR210bn worth of bonds until the end of the year, while Spain will have to issue
around EUR125bn in gross terms. But at the current year-to-date pace (EUR30bn for Italy until February
and EUR37bn for Spain until March), the appetite for Italian and Spanish bonds seems to exceed the
planned issuance for 2023, as also shown by the relatively high and stable bid to cover ratios.

We do not expect major widening waves for the Italian or Spanish sovereign markets in 2023-2024, but
the immediate future remains filled with uncertainty. The ECB’s sovereign debt holdings are expected to
passively contract from EUR2.56trn today to EUR2.33trn in April 2024 (Figure 5). However, most of this has
already been priced in and investors still believe in the ECB’s permanent put protection (in the form of the
Transmission Protection Instrument (TPI), for example). Nonetheless, we expect the intrinsic volatility in the
long end of both curves to be structurally higher moving forward as a non-negligible source of permanent
demand will continue to disappear.

In the case of Italy, the recent structural political uncertainty paired with increasing recessionary risks may
lead to short-term volatility in long-term spreads, pushing the 10y BTP spread above 200bps for a short
period of time irrespective of the ECBs unwinding path. A similar story can be told for Spain as the call for
new elections this summer may lead to periods of high market volatility that may spook international
investors, leading to spread-widening periods. In this context, we continue to expect the 10y BTP to end
2023 at 190bps (vs 190bps currently) and the 10y Spanish bono to finish 2023 at 100bps (vs 106bps
currently).



Figure 5: ECB — Public sector purchases programme (EUR bn)
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Note: We exclude the PEPP as there is no active unwinding of the programme until the end of 2024

Public debt sustainability in emerging markets — Will IMF programs do
the trick?

In our updated Public Debt Sustainability Risk Score (PDSRS) ranking, we find heavyweights such as
Brazil, Colombia, Egypt and South Africa among the top 30 emerging and developing markets with the
least sustainable public debt. But the devil is in the details. These countries are forecast to post large fiscal
deficits in 2023-2024, will face relatively high interest payments and moderate or even negative economic
growth amid monetary tightening conditions. Yet, Brazil, Colombia and South Africa should be able to
avoid default in the next two years as most of their debt is domestic and they enjoy manageable debt-
maturity structures. Moreover, they can leverage a rather diversified lender base and relatively high foreign
exchange (FX) reserves so that liquidity should not be an issue in the near future. In contrast, Egypt’s debt
metrics have become an increasing cause for concern as the total debt stock (currently around 91% of GDP)
has significantly risen post-Covid-19 and the fiscal deficit is projected at -7% of GDP in 2023. Moreover, the
country’s interest payments account for a hefty 53% of revenues (the third highest in our country sample),
with an effective interest rate reaching 14% and the highest differential if we compare the interest rate on
public debt and nominal GDP growth in 2023-2024 (+26pps). Furthermore, Egypt’s gross external-financing
requirements are almost twice as high as its official FX reserves, reflecting liquidity problems on top of debt
distress.



Figure 6: Public Debt Sustainability Risk Score (PDSRS)
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assessed EMDEs and details on the methodology.
The first 11 EMDEs, noted in red, are either already in a formal restructuring process or in total or selective default.

Sources: Various, Allianz Research.

Africa remains the continent with the most stressed sovereigns, which explains in part why energy and
technology transition-related investment projects centered in the area remain in a state of constant stop-
and-go. Many nations, in addition to Ghana, Mozambique, Zambia and Egypt, are still facing liquidity
concerns (Malawi, Kenya, Uganda, Tunisia, Rwanda, Senegal, Mauritius and Angola, in order of
comparison in classification). While negotiations with the Fund in North Africa are stalling, with the positive
exception of Morocco, glimmers of hope have emerged in recent weeks for several Sub-Saharan African
countries, thanks to an acceleration in IMF deals. Ghana saw the first tranche of funding after the selective
default in December 2022. Kenya gained access to about USD1bn of additional IMF funding to tap liquidity
needs and look with less concern to June 2024, when the USD2bn Eurobond that the government has long
sought to refinance reaches maturity. Finally, Ivory Coast also received support to limit debt exposure in the
midst of a major economic cycle that is expected to culminate with the Africa Cup in early 2024 and the
commissioning of mineral production sites.

Figure 7: Funding drawn as a % of the amount agreed on current IMF programs
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El Salvador and Costa Rica are additional Latin American countries on the debt-sustainability watch list.
Both have a worrisome debt trajectory, relatively high interest obligations and low FX reserves. However,
they have no debt owed to China and near-term maturing public debt is not an immediate concern.
Elsewhere in the region, Suriname defaulted in 2020 but its debt restructuring is still incomplete, not least
because debt owed to China has posed hurdles.

Pakistan, Laos and Bangladesh are the Asian countries most at risk of following in the footsteps of Sri
Lanka, which defaulted in 2022. Pakistan in particular is on the brink of sovereign default, facing huge
interest payments (estimated at 57% of revenues in 2023-2024, the second highest after Sri Lanka in our
country sample) and very low FX reserves. Yet, political instability and policy standstill has put on hold
financial support from the IMF and GCC states for several months now. Laos’s external debt stock and
forthcoming interest payments are very high, with 86% of public debt being FX-denominated and China
being the largest single creditor. Bangladesh’s debt stock is moderate but 75% is FX-denominated and
interest payments account for 20% of fiscal revenues.

In Emerging Europe, Russia, Ukraine and Belarus have defaulted over the past year, but there are no
other countries seriously at risk of failing in the next two years. The three defaults have resulted from
Russia’s war in Ukraine, with Western sanctions affecting Russia and Belarus (which supports Russia
logistically).

In the Middle East, Lebanon, Bahrain and Jordan remain in the spotlight. Lebanon has been in default
since 2020. Bahrain already ran out of fiscal policy buffers in 2017, but has since been kept afloat, thanks
to financial support from Saudi Arabia and the UAE, which we expect to continue. Jordan’s public debt
trajectory has deteriorated for more than a decade, although financial support from the IMF and Gulf
countries should help it to avoid a debt default in the first two years of marriage of Jordan’s crown prince
to a Saudi princess.

When it comes to redressing macroeconomic imbalances there is no one-size-fits-all recipe, policy
outcomes can last longer than the issues they are meant to fix. The challenges the heavyweights are
facing, for example, have more to do with durable and inclusive growth than public debt per se. However,
the success of the IMF's support programs in being able to direct resources where they are most needed
and the more active role that lenders as a whole have in the current environment will be key variables in
enhancing fiscal sustainability of the most vulnerable countries. However, a lack of willingness to reform
can eventually impede the signing of an agreement with the Fund (examples: Lebanon and Tunisia) or bring
an existing support program off track (example: Pakistan). In such cases a sovereign default appears
ultimately inevitable.

In focus - Sector vulnerability to rising financing costs

There will be no rest for the leveraged, notably for those with high debt redemptions in the short run,
notably real estate?!, household equipment and automotive. In a context of rising interest rates and
slowing economic activity, demand for credit has plummeted to the lowest level since 2008. New loans fell
by more than -30% 3M/3M in the US and by -9% in Spain and -6% in France. Amid weaker earnings, both
developments (i.e. tighter financing conditions and diminishing availability of credit) are raising the
vulnerability of firms most exposed, i.e. those that are already struggling to service their debt or hold more
debt. The situation is especially challenging for those with a higher share of debt at variable rates or debt
maturing in the very short term.

Besides real estate, automotive is the sector most exposed to short-term debt maturities (Figure 8), with
29% and 44% of total debt maturing within the next 12 months in the US and Europe, respectively. However,
most of the sector’'s debt comes from their financial services divisions. In fact, Original Equipment

1 For more details on this topic, please refer to our latest research on commercial real estate


https://www.allianz.com/content/dam/onemarketing/azcom/Allianz_com/economic-research/publications/specials/en/2023/may/commercial-real-estate/2023_05_25_EurozoneCRE_SelectivityMatters.pdf

Manufacturers’ consolidated balance sheets are liquid enough as current ratios average around 1.2x in
both geographies. Also, when comparing to other sectors, automotive is well positioned in terms of interest
coverage, with an EBITDA/Interest ratio of 4.9x in the US and of 8.6x in Europe (vs. the worldwide average
of 6.9x for this sector).

Figure 8: Percentage of total debt with maturity within one year, US (x-axis) vs Europe (y-axis)

50%

o
s s
40%
| Consumer Durables & Apparel |
35% ‘/
30%
Software
[t} g
o, Transportaticn
N e e N ey ) Lo
20% [o] o e ® 5 e ° REITs
- . q Materials [™ Consumer
15% | Cammers T s |—/yTPharmD Discretionary Retail US:56%
° FU: 19%
10% ~ Food, Beveroge &...
Semiconductors
5%
0%
0% 5% 10% 15% 20% 25% 30% 35%

Sources: Bloomberg, Allianz Research

Corporates in Italy, Spain, Belgium, France and the Netherlands seem most exposed to a liquidity
squeeze. We look at the fundamentals of a panel of 21,000 firms in advanced economies (AEs) and
emerging markets? (EMs), addressing the indebtedness question by examining the net gearing (NG)?3, the
funding costs issue by analyzing the interest coverage ratio (IC)* and the ability to meet debt commitments
by checking the operating cash-flow coefficient (OCF)>. At the aggregated level, based on 2022 financials
of non-financial firms, advanced economies appear to be safer than emerging markets when it comes to
their respective median level of indebtedness (net gearing below 2.3% for half of the firms in AEs versus
4.9% in EMs). This is also the case for the median ability to meet financial commitments (operating cash
flow coefficient at 0.6 years and 1.2 years for half of the firms, respectively), but the gap is smaller in terms
of interest expense coverage.

Advanced economies stand out with a larger dispersion in terms of net gearing while it is more balanced
between interest coverage and operating cash-flow. This is the result of the high number of firms with
significant cash accumulation. De facto, in all countries except Italy, Spain and Portugal, at least 25% of
firms have cash accumulation exceeding financial debts, pushing the net gearing (ratio) into negative
territory. At the global level, this is the case for 45% of our sample (i.e. 9,400 firms), with China (47%), the US
(48%) and Japan (54%) leading. They are well ahead of European countries, where the figure stands below
40% (UK 38%, Germany 37% and France 34%) and sometimes even less (below 25% for Spain, Italy and

2 Panel of 21,000 firms located in advanced economies (55%), in particular in Western Europe (14%), the US (13%) and
Japan (12%), and emerging markets (45%), in particular in China (22%), and operating in all sectors excluding
finance/insurance: construction (12%), computers & telecom (10%), software & IT services (9%), B2B services (8%),
machinery & equipment (7%), chemicals (7%), pharmaceutical (6%), metals (6%), energy (5%), agri-food (5%),
electronics (4%), automotive (4%), retail (3%), household equipment (3%), transportation (3%), textiles (2%), B2C
services (2%), hotels/restaurant/tourism (2%), paper (1%) and transport equipment (1%).

3 Net gearing = (long-term financial debt + short-term financial debt — cash & cash equivalents) / total equity; in %; the
lower, the better the overall covering of net debt commitments.

4 Interest expense coverage = EBITDA / interest expense, in years, with EBITDA standing for Earnings Before Interest,
Taxes, Depreciation and Amortization; the higher the better the ability to cover interest expense.

5 Operating cash flow coefficient = (long term financial debts + short term financials debts) / operating cash flow, in
years; the closer to 0O, the better the ability to cover debt commitments.



Belgium). Yet, at the other end of the spectrum, it is worth noting that 25% of firms are recording a net
gearing ratio above 58% at the global level, with a significantly higher net gearing threshold for the US
(73%), Germany (70%), France (77%), Italy (92%) and Spain (119%).

Figure 9: Interest coverage, net gearing and operating cash-flow coefficient, dispersion of non-financial
firms by quartile, 2022 financials
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For interest coverage and operating cash-flow coefficient issues, the dispersion appears (much) more
limited than for net gearing and shows limited spread between advanced economies and emerging
markets. Advanced economies combined look slightly more exposed in terms of the interest coverage ratio,
with a lower ratio for both the worst and top performing firms (0.1 year and 34.7 years for the first quartile
and fourth quartile, respectively) due notably to the weaker distribution profile for the US, Canada,
Australia, Sweden, Norway, Spain, Belgium and the Netherlands. At the same time, advanced economies
combined appear slightly less exposed in terms of the operating cash flow coefficient, with a lower
coefficient for both the top and worst performing firms (-0.1 year and 4.1 years for the first and fourth
quartile, respectively), with almost the same list of countries contributing this time to a stronger profile (US,
Canada, Australia, the Nordics) — but with Spain, Italy, Belgium, and to a lesser extent France and the
Netherlands weighing on the results.

Figure 10: Interest coverage (bubble), net gearing (NG, x-axis) and operating cash-flow coefficient (OFC, y-
axis), by region/country, median figure, 2022 financials
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Sources: Refinitiv Eikon (as of May 28, 2023), Allianz Research

At the aggregated level and based on 2022 financials, five sectors stand out as the most exposed to
financing stress, given their median levels of indebtedness and median ability to meet financial
commitments: transportation, construction, hospitality (hotels, restaurant, tourism), commodities and
automotive. In the transportation sector, half of the firms record a net gearing ratio exceeding 43% and an
operating cash-flow coefficient above three years. For construction, this is 39% and three years, respectively.
Those five sectors are also registering the highest levels in net gearing ratios and operating cash-flow
coefficients for the worst performing firms. Yet, the difference in the interest-coverage ratio is mitigating the
risk to the detriment of construction, hospitality and commodities, and in relative terms to the ‘benefit’ of
transportation and automotive - the two latter recording a stronger distribution of firms with a larger
interest-coverage ratio. Conversely, the safest sectors are pharmaceuticals, software/IT services and more
significantly B2B services when considering the net gearing and operating cash flow coefficient. However,
it is worth stressing that the latter is also recording the weaker distribution of firms for interest coverage.

Figure 11: Global sectors, net gearing (X-axis), OCF coefficient (Y-axis) and interest-coverage capacity
(bubble)
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Construction and retail top the watch list in both North America and Western Europe. Looking both at
the latest level and trend of the three selected indicators6 in sectors by country, we find that construction is
leading the list, with the highest number of sectors in our top 50 most sensitive (in Canada, France, the US,
Sweden, Spain (all in the top 25), followed by Norway, Italy, Germany, Switzerland, Belgium, Denmark,
Netherlands, UK and Finland). Retail follows, with France, Canada and Germany in the top 25, but there
are still seven additional countries in the top 50 (Sweden, Italy, the UK, Finland, the US and Switzerland).
Automotive players remain more exposed in Europe, notably in Sweden, France and, to a lesser extent,
Germany and the US, than in Asia. However, there is some leeway for the European companies as we
forecast backlog orders of seven to eight months of production in Europe; car registrations in Europe remain
-30% below pre-pandemic levels. On the agri-food side, corporates in Norway, France, Denmark, the
Netherlands and Canada are the most fragile. Conversely, IT-related sectors (notably electronics),
pharmaceuticals and household equipment are among the least fragile in several countries. Yet we record
some key exceptions for the former, in particular computers/telecom in Spain, software/IT services in

6 Sectors are ranked by decreasing sensitivity based on their average ranking for the six indicators: net gearing (2022
level + 2022/2021 change), operating cash-flow coefficient (2022 level + 2022/2021 change), interest-expense
coverage (2022 level + 2022/2021 change). Median figures for sectors with 5+ listed firms. Excluding sectors with 1+
missing indicator.



Switzerland, electronics in Germany — all three in our top 25 most sensitive ranking. The less favorable
global context, as evidenced by the weaker semiconductor sales, the short-lived computer revival and the
stalling smartphone market, is exacerbating competition.

Metals, energy and, to a lesser extent, hospitality and retail, are more of a concern in Asia-Pacific and
Central/Eastern Europe. For metals, the concern is broad based among the key countries of Asia, with
Japan, Korea, Ching, Taiwan and Singapore all ranked in the top 50 most sensitive sectors of the regional
sample. On the energy side, fragile corporates are mostly located in India and Hong Kong, ahead of China
and South Korea. Hotels/restaurant/tourism firms are a concern more for Hong Kong and Singapore, but
South Korea and Japan are far from immune and appear in our top 25 most sensitive. On top of retail (Hong
Kong, India and Taiwan notably), textiles in Poland, as well as construction in China and Hong Kong, will
require close monitoring. At the other end of the spectrum, pharmaceuticals and software/IT services
belong to the least fragile sectors in several countries.

Figure 12: North America and Western Europe: Top 25 most (left) and least (right) sensitive
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Sources: Refinitiv Eikon (as of May 28, 2023), Allianz Research

Figure 13: Asia-Pacific and Central-Eastern Europe: Top 25 most (left) and least (right) sensitive
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The profit squeeze should become more visible in the fall, when we expect to see the full transmission of
rising interest rates. Amid one of the most rapid tightening monetary policy cycles in history, liquidity strains
are increasingly visible as credit conditions worsen rapidly in both the US and Europe. Bank loan interest



rates have increased more rapidly in the US (from a low of 3.25% to 8% in April 2023) compared to the
Eurozone: +200bps in France to 3.5%, +230bps to 4.2% in Germany, +250bps to 4.2% in Italy and +260bps
to 4.6% in Spain, as of March 2023. The rise in interest rates is adding pressure to profitability. We calculate
that the equivalent of the full rise in financing costs since 2022 stands above -7pps of the gross value added
in Spain, more than -6pps in Italy and France, -4.5pps in Germany and close to -4pps in the US (ceteris
paribus).

Figure 14: Impact on margins from rising interest rates, pp of gross operating surplus
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Sources: Refinitiv Datastream, Allianz Research.

Retail has historically been the least profitable sector and market conditions will keep it that way. The
retail sector has been the least profitable of all sectors, with a 10-years historical average operating margin
rate of 4.2% for staple retail and 7.5% for discretionary retail (vs. the global all-industries average of 15.9%).
And there is no sign of improvement: On the one hand, consumption patterns have shifted, with consumers
preferring to spend on experiences instead of things. On the other hand, the recent decline in consumer
purchasing power has triggered a strong price competition between retailers, which in turn has led to a
further deterioration of the sector's margins. Figure 15 shows that besides real estate, staple and
discretionary retail are the sectors that have suffered the most deterioration in profitability in recent years.
Europe in particular is set to register the highest margin deterioration on discretionary retail as its average
operating margin is expected to fall to 5.2% in 2023 vs a historical margin rate of 6.0%.

Figure 15: Improvement’ (or deterioration) of operating margins by sector, US (x-axis) vs Europe (y-axis)
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7 An improvement is a positive difference between the expected operating margin rate of each sector (12-months
forward) and the historical operating margin rate (previous 10-year average)



Sources: Bloomberg (as of 31 May 2023), Allianz Research



Appendix

Public Debt Sustainability Risk Score (PDSRS)

Debt Shock . Effective
a . Foreign
Public Debt (due to Covid- . Interest Rate Gross External
Country Sustainability | Total Public | 19 and warin Exchu_nge- SUTAEIDELL Mutun_ng a Interest (interest pay- LSRG Financing
s . N ) denominated Owed To Sovereign |Fiscal Balance| Payments N Growth R

(from high risk Risk Score Debt Ukraine; g Ao f o o o . ments in % of q 3 Requirement
R (0= high risk; (% of GDP) increase in Pgbllc Debt China (% of Bonds (% of (% of GDP) (% of fiscal public debt at lefe:entlul (% of FX
100 = low risk) public debt-to-| % f total CRE) GDP) EEES) | e o reserves)

GDP ratio) BublicHeby previous year)

max(2022-2023) | 2019 -> 2023 2022 Latest 2023-2024 2022-2023 avg(2023-2024) | avg(2023-2024) | avg(2023-2024) | 2023H2-2024H1
1 [SriLanka 5.6 1305 474 363 9.7 114 9.9 1120 125 77 1019.9
2 [Ghana 88 90.7 25.1 55.0 64 58 -89 46.6 116 149 156.9
3 |Argentina 10.0 80.6 -9.6 66.8 0.0 2.6 -4.3 83 6.2 57 217.7
4 |Belarus 10.0 431 2.1 79.0 111 0.7 39 a7 43 28 461.9
5 |Lebanon 10.0 1719 -0.6 40.6 - 235 2.2 39.4 4.4 2.9 227.3
6 |Mozambique 10.0 102.6 35 74.9 143 - -3.8 112 41 7.2 3915
7  |Russia 10.0 217 8.0 18.3 0.0 0.8 27 11 1.6 37 43.1
8 |Suriname 10.0 1322 -85.2 772 13.6 - =217/ 13.6 4.0 0.2 23.0
9 |Ukraine 10.0 84.8 343 80.2 - a4 -18.3 121 8.6 7.6 1188
10 |Venezuela 10.0 250.0 17.2 0.0 42.0 25 -6.5 43 03 53 7369.1
11 |Zambia 10.0 0.0 99.7 725 27.1 9.6 9.3 314 8.9 49 57.6
12 |Laos 15.7 108.9 46.9 863 273 0.4 -5.0 24.5 33 7.8 238.5
13 |Molawi 15.8 745 292 503 - 9.9 7.5 416 122 1838 3714
14  [Kenya 165 69.4 85 612 67 44 6.1 266 79 5.5 1735
15 |Uganda 19.7 522 13.7 73.0 7.4 25 -5.1 19.6 6.8 18 251.0
16 |Egypt 214 91.0 109 26.1 11 72 -6.8 53.2 142 259 1933
17  |Bahrain 227 122.0 204 62.5 - 5.4 -4.0 28.5 4.6 1.6 1199.4
18  [Pakistan 23.1 77.8 6.4 347 89 5.4 63 57.3 121 9.0 1062.8
19  [Jordan 239 94.0 16.0 46.8 - 85 6.2 17.6 5.5 0.7 179.1
20 |South Africa 30.1 725 16.3 ik 0.5 34 E5 19.4 7.8 6.6 109.1
21 |Tunisia 304 89.2 20.2 65.5 - 58 -6.0 111 43 0.9 2410
22 |El Salvador 327 88.7 174 60.1 = = 57/ 151 52 -0.1 232.0
23 |Rwanda 359 68.6 187 97.3 32 18 -6.0 9.0 37 01 158.4
24 [Costa Rica 36.0 66.8 9.1 43.0 = 8.4 3.6 319 82 =LE) 127.2
25  |Colombia 383 62.7 82 40.8 - 55 -4.7 13.0 7.0 65 90.9
26 [Brazil 387 928 5.2 6.2 = 7l -6.7 19.7 8.6 14 78.9
27  |Bangladesh 393 375 5.5 752 12 11 -5.3 19.8 4.9 35 120.0
28 |Senegal 40.2 773 107 69.0 6.1 21 53 10.1 33 9.6 1403
29  [Mauritius 40.5 90.9 5.4 80.3 0.2 87 -6.0 9.2 3.0 7.1 186.7
30 |Angola 413 56.6 -61.1 918 23.4 1.0 19 221 8.0 68 86.8
31 |Céte dlvoire 416 56.0 16.8 66.2 48 19 -4.7 158 46 -4.4 99.8
32 [Niger 423 57.1 17.2 63.7 139 23 -5.6 6.8 27 -9.0 108.4
33 |Bolivia 427 87.5 284 475 5.8 - -8.2 81 28 33 320.1
34 [Benin 463 55.6 144 633 29 21 -4.9 115 Bi5] -5.4 1107
35 |Dominican Republic 47.7 61.0 5.7 73.6 - 57 31 216 60 14 66.4
36 |Papua New Guinea 48.8 49.9 9.1 552 = 0.4 -4.9 145 53 2.6 =175
37 |Mali 48.9 55.9 15.1 50.2 0.8 24 -49 75 31 5.0 1345.0
38 |Gabon 49.6 54.0 T/ 57.4 5.4 6.5 2l 16.0 48 7.2 48.0
39 [Romania 50.0 473 114 49.1 - 38 -5.9 62 44 7.4 159.5
40 |Panama 513 57.5 131 100.0 - 19 25 109 42 2.6 7185
41  [Nigeria 51.9 386 9.4 34.0 0.5 14 -6.0 27.5 7.2 -0.5 284
42 |Montenegro 522 718 7.0 100.0 16.1 - 4.6 48 29 -85 1369
43 |Guinea-Bissau 523 82.0 16.3 517 - 4.1 -4.2 13.0 3.0 -6.0 346
44 |Myanmar 52.7 63.7 249 380 - 12 75 19.1 49 41 339
45 [India 53.1 83.6 6.1 5.6 - 2.8 9.3 28.0 7.2 -23 55.8
46 [Turkiye 53.2 323 -03 552 0.7 2.0 -3.0 9.0 107 1.0 389.8
47 |Morocco 53.2 703 9.9 247 - 69 5.2 86 3.6 03 55.5
48  |Burkina Faso 53.8 59.6 16.8 612 = iz -57 9.0 55 -4.0 78.1
49 |Hungary 542 733 23 269 - 69 5.2 71 46 5.4 1336
50 [Moldova 55.4 39.0 10.2 87.1 = B5) -4.5 4.5 4.7 -3.8 114.2
51 [Trinidad and Tobago 56.9 64.2 177 29.4 - 28 2.1 10.0 51 23 173
52 |Mexico 58.4 57.3 4.0 19.0 - 58 34 183 84 25 65.6
53  |Paraguay 58.6 39.0 12.8 90.9 - 21 -3.0 7.5 4.0 -0.7 816
54 |Malaysia 59.2 61.8 3.2 27.1 03 46 41 15.0 40 -47 108.6
55 [Indonesia 593 40.6 9.7 30.0 - 15 -3.4 14.9 6.0 -1.0 85.4
56 |Philippines 59.4 59.9 229 26,6 0.1 44 5.0 9.2 38 -47 431
57  |Ecuador 60.1 60.8 9.2 87.5 9.9 - 0.3 4.5 27 -15 819
58 |Madagascar 60.1 53.8 125 83.9 18 - 77 6.5 20 -4.1 765
59 |Cameroon 61.0 46.8 2.1 75.0 117 - 11 71 27 7.0 155.6
60  [Ethiopia 61.6 46.4 -143 413 10.5 11 -3.0 73 22 -21.6 4823
61 |Armenia 619 49.7 0.4 75.6 - - 24 123 68 7.0 1265
62 [North Macedonia 61.9 53.2 12.8 100.0 = = -4.4 Sl 33 -6.8 79.1
63 [Kyrgyzstan 62.6 54.8 32 96.0 25.7 0.2 2.2 31 23 -5.5 120.8
64 |Algeria 62.7 703 243 12 = 25 -11.8 52 Sl -0.8 7.0
65 [Tanzania 62.7 395 -0.9 30.7 44 10 -3.2 120 51 -5.5 177.6
66 |Cambodia 63.0 37.2 9.0 100.0 247 - 45 14 09 6.5 63.5
67  |Guinea 63.1 39.0 -13 62.0 8.8 - 2.4 5.6 27 -8.8 197.3
68  |Nepal 63.7 505 174 62.5 - - 44 57 31 42 328
69 |Oman 64.0 51.9 9.4 745 - 17 33 69 53 72 63.6
70  |Thailand 643 57.2 13.7 115 0.0 10.6 i) 7.8 27 -4.5 48.1
71  |Croatia 653 68.4 6.8 443 - 69 0.9 42 31 5.1 563.8
72 |Poland 66.6 49.1 14 322 = 71 -4.0 4.2 3.9 =4 927
73 |Congo Rep 67.0 82.0 -11.0 449 350 - 7.7 9.1 29 17 283
74 |Uzbekistan 68.2 36.0 7.4 84.7 7.2 0.9 -3.6 -0.5 -0.4 =I5 67.0
75 |China 68.2 75.0 17.8 10 - 25 7.0 45 16 -5.9 54.0
76  |Albania 683 67.8 0.4 493 = = -3.4 10.0 43 =il 66.7
77  |Uruguay 69.9 62.2 -2.0 62.3 - 55 21 5.0 23 -37 843
78  |Kazakhstan 70.1 2315) 23 314 = 4.0 =il 5.6 5}l 7 3122
79  |Honduras 704 45.6 2.2 718 - 11 -5.0 37 2.1 -1.6 41.6
80 |Georgia 710 41.0 0.6 847 - - 27 58 41 6.2 1168

(continued on next page)



Debt Shock . Effective
Foreign

Public Debt (due to Covid- . Interest Rate Gross External
. L . . Exchange- | External Debt Maturing Interest . Interest Rate - . .
Country Sustainability | Total Public | 19 and warin R . . (interest pay- Financing
. . . . denominated Owed To Sovereign |Fiscal Balance| Payments . Growth .
(from high risk Risk Score Debt Ukraine; . R/ T - > o ) ments in % of N . Requirement
N . . o . ! Public Debt China (% of Bonds (% of (% of GDP) (% of fiscal . Differential o
to low risk) (0=highrisk; (% of GDP) increase in public debt at (% of FX
. . (% of total GDP) GDP) revenues)
100 = low risk) public debt-to- ) the end of reserves)
. public debt) .
GDP ratio) previous year)
max(2022-2023) | 2019 -> 2023 2022 Latest 2023-2024 2022-2023 avg(2023-2024) | avg(2023-2024) | avg(2023-2024) | 2023H2-2024H1
81 |Peru 726 36.9 9.8 50.7 - 12 23 65 45 2.9 29.2
82 [Chile 733 384 10.2 43.0 = 3.0 -0.1 L2 0.9 =il il 1367
83  |Guatemala 74.0 319 54 44.6 - 0.4 -2.0 126 5.8 -3.1 9.3
84  |Tajikistan 75.8 354 8.1 100.0 143 - -19 24 22 -14.6 54.0
85 |Serbia 76.6 53.5 22 684 26 17 -16 39 35 3.1 53.4
86 [CongoDR 77.1 14.7 -4.2 704 12 = =212 20 31 7.6 832
87 |Chad 77.8 447 -14.0 58.1 16 - 6.6 49 25 03 59.0
88  |Azerbaijan 785 23.0 G2 74.0 = 14 85 iy 26 -0.8 -115.9
89 [Qatar 785 45.1 -187 10.3 - 4.5 10.5 35 31 3.0 -44.4
90  |Nicaragua 78.8 472 55 100.0 - - 17 40 26 54 618
91  |Bulgaria 78.9 23.0 3.0 68.6 - 17 29 0.9 17 7.4 68.9
92 |Vietnam 793 38.6 -4.0 37.0 = 0.7 -4.4 58 B 7745 45.4
93 |Bosnia and Herzegovina 80.0 29.6 3.0 748 6.6 - 1.0 20 30 5.4 364
94 [Saudi Arabia 80.4 264 i3 425 = 0.6 18 17 2l 32 4.0
95 |UAE 86.8 29.0 -17 33 - 4.2 6.7 18 20 0.8 43.0
96 |Kuwait 933 6.8 53 25.0 - 3.6 10.5 22.9 -412.0 -406.8 11.0

Methodology: For the calculation of the PDSRS, each of the indicators was rescaled from 0 to 100, with 0 denoting the
highest risk and 100 the lowest (not visible in the columns 4-13, which show the actual values). Then the PDSRS was
calculated as the average of the indicators, thus also ranging between 0 and 100. Note that the PDSRS, as any score
indicator, is not exhaustive and that public debt sustainability may be influenced by other factors as well, for example
by policy decisions and political trends.

The first 11 EMDEs, noted in red, are either already in a formal restructuring process or in total or selective default.

Sources: Various, Allianz Research.



These assessments are, as always, subject to the disclaimer provided below.

FORWARD-LOOKING STATEMENTS

The statements contained herein may include prospects, statements of future expectations and other forward -
looking statements that are based on management's current views and assumptions and involve known and
unknown risks and uncertainties. Actual results, performance or events may differ materially from those expressed
or implied in such forward-looking statements.

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and competitive
situation, particularly in the Allianz Group's core business and core markets, (ii) performance of financial markets
(particularly market volatility, liquidity and credit events), (iii) frequency and severity of insured loss events, including
from natural catastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends,

(v) persistency levels, (vi) particularly in the banking business, the extent of credit defaults, (vii) interest rate levels,
(viii) currency exchange rates including the EUR/USD exchange rate, (ix) changes in laws and regulations, including
tax regulations, (x) the impact of acquisitions, including related integration issues, and reorganization measures,
and (xi) general competitive factors, in each case on a local, regional, national and/or global basis. Many of these
factors may be more likely to occur, or more pronounced, as a result of terrorist activities and their consequences.

NO DUTY TO UPDATE
The company assumes no obligation to update any information or forward-looking statement contained herein,

save for any information required to be disclosed by law.

Allianz Trade is the trademark used to designate a range of services provided by Euler Hermes.



