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Moody’s U.S. bank rating actions;

Italy taxes its banks

Moody’s U.S. bank rating actions

On August 7, Moody'’s took various rating actions on 24 United States regional banks and the three
trust banks. Ten banks experienced downgrades, six had their ratings placed under review for
downgrade (including all three trust banks), and eleven banks had their rating outlooks changed to
negative. Moody’s said that these rating actions are being driven by rising funding costs and profit
pressures, possible adverse effects of a mild recession in early 2024 with attendant concerns about
weakening of loan quality (including for commercial real estate) and concerns about capital levels,
especially vis-a-vis larger U.S. banks and global peers. These actions come after similar moves in
March and April, and a change in Moody’s U.S. banking system outlook to negative in March. We note,
too, that proposed regulations will further raise the capital bar for large U.S. banks— a credit plus.

Spectrum has been focused on these matters for some time and continues to take actions to
optimize portfolios. Spectrum also notes that all the large banks that underwent the June stress test
by the Federal Reserve (Fed) passed. According to the Fed, “This year's stress test includes a severe
global recession with a 40 percent decline in commercial real estate prices, a substantial increase in
office vacancies, [emphasis added] and a 38 percent decline in house prices. The unemployment rate
rises by 6.4 percentage points to a peak of 10 percent and economic output declines
commensurately. The test's focus on commercial real estate shows that while large banks would
experience heavy losses in the hypothetical scenario, they would still be able to continue lending.” So,
not only do the tested banks pass this onerous test, but they are also in good enough shape to
continue to do business—a higher bar. In Spectrum’s view, the matters Moody’s cites are more
related to earnings challenges than solvency concerns, which the affected banks’ ratings continue to
demonstrate. In addition, Spectrum believes that the major banks in which it invests will continue to
have the demonstrated capacity to service their preferred stock.

Italy taxes its banks

The Italian Government’s surprise August 7 plan to impose a special one-time tax on banks’ net
interest income, based on year-over-year growth, to fund tax cuts for other constituencies and
subsidies for first-time homebuyers, is being reduced in size due to adverse market reaction. Italian
bank stock prices dropped over EUR 9 billion in reaction to this original announcement. The tax level
now will be capped at 0.1% of a bank’s assets. This cap should reduce the tax amount payable by
Italian banks by perhaps one-third from previous estimates of EUR 3-4 billion, with details still to be
determined, such as how foreign and insurance income will be treated. Spectrum reiterates that we
do not anticipate this tax will impair banks’ ability to meet regulatory capital minimums; it’s an
earnings issue. It is unclear if this tax remains a ‘one-off".
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Risk considerations

Past performance is no guarantee of future results. Investing involves risk, including possible loss of principal. Fixed Income
investments are subject to interest rate risk; when interest rates rise, the price of debt typically declines

Important information

This material covers general information only and does not take account of any investor’s investment objectives or financial situation
and should not be construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise,
forecast or prediction of future events regarding an investment or the markets in general. Information presented has been derived
from sources believed to be accurate; however, we do not independently verify or guarantee its accuracy or validity. Any reference to
a specific investment or security does not constitute a recommendation to buy, sell, or hold such investment or security, nor an
indication that the investment manager or its affiliates has recommended a specific security for any client account. Subject to any
contrary provisions of applicable law, the investment manager and its affiliates, and their officers, directors, employees, agents,
disclaim any express or implied warranty of reliability or accuracy and any responsibility arising in any way (including by reason of
negligence) for errors or omissions in the information or data provided.

This material may contain ‘forward-looking’ information that is not purely historical in nature and may include, among other things,
projections and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material
is at the sole discretion of the reader. This material is not intended for distribution to or use by any person or entity in any jurisdiction
or country where such distribution or use would be contrary to local law or regulation. This document is intent for use in:

* The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.

» Europe by Principal Global Investors (Ireland) Limited, 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296, Ireland. Principal Global
Investors (Ireland) Limited is regulated by the Central Bank of Ireland.

Clients that do not directly contract with Principal Global Investors (Europe) Limited ("PGIE") or Principal Global Investors (Ireland)
Limited (“PGII”) will not benefit from the protections offered by the rules and regulations of the Financial Conduct Authority or the
Central Bank of Ireland, including those enacted under MiFID Il. Further, where clients do contract with PGIE or PGlI, PGIE or PGII may
delegate management authority to affiliates that are not authorized and regulated within Europe and in any such case, the client may
not benefit from all protections offered by the rules and regulations of the Financial Conduct Authority, or the Central Bank of
Ireland. In Europe, this document is directed exclusively at Professional Clients and Eligible Counterparties and should not be relied
upon by Retail Clients (all as defined by the MiFID).

» United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England,
No. 03819986, which is authorized and regulated by the Financial Conduct Authority ("FCA").

» United Arab Emirates by Principal Global Investors LLC, a branch registered in the Dubai International Financial Centre and
authorized by the Dubai Financial Services Authority as a representative office and is delivered on an individual basis to the recipient
and should not be passed on or otherwise distributed by the recipient to any other person or organization.

« Singapore by Principal Global Investors (Singapore)Limited (ACRAReg.N0.199603735H), which is regulated by the Monetary
Authority of Singapore and is directed exclusively at institutional investors as defined by the Securities and Futures Act 2001. This
advertisement or publication has not been reviewed by the Monetary Authority of Singapore.

e Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS Licence No. 225385), which is regulated by the
Australian Securities and Investments Commission and is only directed at wholesale clients as defined under Corporations Act 2001.
e This document is marketing material and is issued in Switzerland by Principal Global Investors (Switzerland) GmbH.

¢ Hong Kong SAR (China) by Principal Asset Management Company (Asia) Limited, which is regulated by the Securities and Futures
Commission. This document has not been reviewed by the Securities and Futures Commission.

* Other APAC Countries/Jurisdictions, this material is issued for Institutional Investors only (or professional/sophisticated/qualified
investors, as such term may apply in local jurisdictions) and is delivered on an individual basis to the recipient and should not be
passed on, used by any person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or
regulation.

Insurance products and plan administrative services provided through Principal Life Insurance Co. Principal Funds, Inc. is distributed
by Principal Funds Distributor, Inc. Securities are offered through Principal Securities, Inc., 800-547-7754, Member SIPC and/or
independent broker/dealers. Principal Life, Principal Funds Distributor, Inc., and Principal Securities are members of the Principal
Financial Group®, Des Moines, IA 50392.

© 2023 Principal Financial Services, Inc. Principal®, Principal Financial Group®, Principal Asset Management, and Principal and the
logomark design are registered trademarks and service marks of Principal Financial Services, Inc., a Principal Financial Group
company, in various countries around the world and may be used only with the permission of Principal Financial Services, Inc.

Principal Asset Management®™ is a trade name of Principal Global Investors, LLC.

MM13605A | 08/2023|3051595-082024


http://www.sipc.org/

	Slide Number 1
	Slide Number 2

