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\; Credit quality has deteriorated rapidly

Trailing-12-Month Change In Credit Quality
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Transtions to MR (withdrswwl) are not included as a changes in this calculstion. Sources:
Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®,

@ Standard & Poor's 2009.
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The credit cycle is well advanced
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EEPAIR (3008 onwards) (2003-05) RECOVERY
Balance sheet repair, rights issues to pay Restructuring efforts boost cashflow.
back debt, focus on cash generation and Margins nsing, FCF growing, leverage falling.

survival _ Financials _ _
Credit Better than Equity —— 2 Both Equity and Credit UP
IG Non-Financials
Low Growth G;Q High Growth
Equity
High Yield Clock
Both Equity and Credit DOWN 4 3 Equity Better than Credit
DOWNTURN (2007-3008) (2006, 2007) EXPANSION

Leverage rising intentionally. Corporate
activity speculative, volatility rising.
Credit bear market starts, equities still
in bull market.

Recession. Attempts to delever foiled
by falling asset prices. Continued bear
market for credit. Equities enter bear

market.

Leverage Rising

Source: Morgan Stanley Research
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Defaults will rise from here
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But corporate bonds now offer value
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Credit — perhaps a safer place than equities

« Uncertainty favours balance sheet
strength over growth

 Dividend cuts

 Policy initiatives favour bondholders
relative to equity

e |nvestors are more conservative

e Pension liabilities are better matched
with credit
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