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"With the war in Ukraine the
post-(Berlin) wall period Is
over.”

Timothy Garton Ash, historian, in
“Homelands”, 2023



A war that
changed
everything

European Security Architecture -
Fronting Russia
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WARTIME ECONOMY
NATO MEMBERS TO SET NEW DEFENSE SPENDING TARGETS




EU to partner NATO — European Defence Fund (EDF)

Capability
Research

Eligible projects:
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Budget position = 0.4% of ——  EU budget European Financial _
MEE 2021-2017 total €2.7 billion Defence Fund toolbox

for 2021-2027 (MEI'I‘IIJEI’ States bUdQEt)

€8 billion
for 2021-2027
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everything ||

Keeping homes warm
but putting strain on GDP

2022 - Highest ever recorded EU external trade deficit
.... due to energy price spiral in 2022

Extra-EU trade in goods, 2012-2022

(% year-on-year growth rate, based on trade value)
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Unprecedented ECB rate hike speed under inflated
balance sheet
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Return of risks and its premium

Source: Refinitiv Datastream | Reuters, Sept. 8, 2022 | Vincent Flasseur



2022 has been an awful year for investors - in
both stocks and bonds

Total nominal return in US stocks & bonds, for each year 1871
to 2022 (%)
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Election double whammy 2024
Will the center hold?

06-09 June 05 November




Europe —is the far right holding its sway?

I Share of seats held by the major right-wing party”
in the national parliament of selected EU countries

S 59% Fidesz
w 50% PiS
() 30% Fdl
I{:z1% SD
4= 20% PS
< 17% FPO
() 15% RN
© 15% Vox
() 12% VB
S 11% PW
® 11% AfD |
& 9% DF | )
@ 5% Chega statista%a

As of September 26, 2022, preliminary projections for Italy.







EU Multi-Annual
Financial Framework

2021-2027

Multiannual Financial
Framework (MFF)

The EU’s 7-year budget

Note: All amounts are in current prices

Total
€2.018
trillion

But how to spend it?

R,

€806.9

billion

2%

NextGenerationEU
COVID-19 recovery package

Recovery and Resilience Facility
€723.8 billion

& €338.0 billion grants

@ €385.8 billion loans

NextGenerationEU contribution
to other programmes
EUR 83.1 billion

W Single market, innovation and digital
W Natural resources and environment

Security and defence

W Cohesion, resilience and values
W Migration and border management

M European Public Administration

H Neighborhood and the world



Healthcare L

Energy '

Diplomacy

Digital policy b
R&D

Space -
Defence b

0% 1% 2% 3% 4% 5% 6% 7% 8% 9% 10%

m2014-2020 m 2018 Proposal m2021-2027

Migration I

0% 5% 10% 15% 20% 25% 30% 35%

m2014-2020 m2018 Proposal m2021-2027

Recalibration
needed?

EU Commission’s own
analysis of strategic
budget positions (top)
and other (bottom)

Details under link


https://op.europa.eu/en/publication-detail/-/publication/c1832d9b-bb06-11ec-b6f4-01aa75ed71a1/language-en

EU funding from capital markets — (NGEU EUR 807bn)

Recovery and Resilience Facility NextGenerationEU
€723.8 billion contribution to other programmes
€83.1 billion

@ €338.0 in grants @ €385.8 in loans

/%  POWER UP REACT-EU
Clean technologies and renewables €506 BIGGEST
“#> RENovATE JUST TRANSITION FUND BENEFACTOR
’ Energy efficiency of buildings €109

(for now)

NextGenerationEU

RECHARGE AND REFUEL RURAL DEVELOPMENT

RESKILL AND UPSKILL
Education and training to support digital skills

8 Sustainable transport and charging stations €806.9 billion €81 ITALY
CONNECT INVESTEU EUR 191bn
) Roll-out of rapid broadband services €6.1 ,
MODERNISE HORIZON EUROPE
"~ Digitalisation of public administration €54
(’Tb SCALE UP RESCEU
Data cloud and sustainable processors €20
=
5

1

- European |
Commission




EU bond yields —watch the big members

Markets are aware:

The financial safeguards of EU 400
solvency are national contributions to
EU budget ... only. 250
There is:
* No paid-in capital
* Little stand-alone tax revenue
* No unconditional guarantee of a

third party

3.00
2.50

2.00

EU bond rates are thus ultra-sensitive
to political shifts in major member STi07i2024
states.

17/01/2030

Yield curves of the EU, French and German bonds (as at 22/06/2023)
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Meanwhile in
America




Meanwhile in America

During the July — September 2023 quarter, US Treasury will borrow USD 1 trillion in privately-held
debt to compensate for (unforeseen) tax income shortfalls.

Federal debt held by the public, 1900-2050
Percentage of gross domestic product

Total $6.3
Qutlays Trillion

200 .
: Projected
: Total $4.9
Revenues Trillion
1650 -
World War I Pandermic
Graat Graat_
Depression Recession
50
World War |
Mandatory
0

1900 1810 1920 1930 1840 1950 1980 1970 1980 1990 2000 2010 Z0Z0 2030 2040 2080

Data accessad Jan. 25, 2021.

Growing deficits are projectad to drive tederal debt held by the public to unprecedented levels over the next 30years. By 2050, debt is

projectad to reach 195% of gross domestic product. Net Interest
Source: Congressional Budget Otfice

Discretionary

US fiscal years for government
budgets start and end on 01 October.



Meanwhile in
America

Strategic investment

“Inflation Reduction Act”
(CBO cost estimate 2022-2031)

NO CAP
ON TAX RELIEF

(Goldman cost estimate USD 1.1tr)

SOURCE:CBO

Building Efficiency, Electrification,
Transmission, Industrial, DOE
Grants and Loans

$27 billion

Other Energy and
Climate Spending

‘/— $18 billion

Conservation, \' 5%
Rural Development, 7%
Forestry

$35 billion —* 9% ..
Clean Electricity

Tax Credits

TOTAL: $161 billion

/_.9% $391 billion

Clean Fuel and
Vehicle Tax Credits 9%

$36 billion
/ 9% 10%
Clean M:?nufacturing T K Air Pollution, Hazardous
Tax Credits . Materials, Transportation
$37 billion Individual Clean and Infrastructure
Energy Incentives $40 billion
$37 billion

NOTE: Percentages do not equal 100% due to rounding.

PAUL HORN / Inside Climate News



US and EU economic incentives — key difference

Grants
Grants

Loans
Loans

Tax credits




Meanwhile in America

US loses top AAA credit rating from Fitch

The credit rater downgraded the country’s long-term foreign currency ratings to AA+, claiming a ‘deterioration in
standard of governance’ in budget matters after the U.S. came to the brink of default last June.

mmmm AAA, stable outlook  mmmm AAA, negative outlook AAA, negative watch i AA+

2008 2010 20|12 2014 2016 2018 2020 20|22 20|23
n [ N -
Gl | O
S&P -

Note: A negative outlook means a likelihood of downgrade over 12 months, while negative watch indicates a potential downgrade in 6 months. 2023

as of August 1.
Sources: Credit rating agencies
Prinz Magtulis | Reuters, August 1, 2023
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Leaving a trace

FS Commissioners and some of their landmark projects

O
/

M

MIFID 2 finalisation
(2014)

Finalisation of the
Financial Services

Action Plan —
MIFID 1 enforcement

PRIIPs launch (2014)

Charlie McCreevy Michel Barnier
(Internal market) (Internal Market)
2004-2010 2010-2014

%

Review of EU MIFID 2
legislation on Banking Union « improvement »
inefficiencies and completion (Quick Fix)
redundancies (failed) Retail Investment
(abandoned) « Strategy »
Jonathan Hill Valdis Dombrovskis  Mairead McGuinness
2014-2016 2016-2019 2019-2024



EU internal
market
infringement
procedures

Carte blanche?

European Commission internal market actions have decreased under von
der Leyen's watch

Total infringement actions taken by the commission in relation to the internal market excluding case
closures

Barroso Juncker Von der
Leyen

400

300

200

100

2010 2012 2014 2016 2018 2020 2022

Source: European Commission e European Commission presidents: José Manuel Barroso Nov 2004
to Oct 2014; Jean-Claude Juncker Nov 2014 to Nov 2019; Ursula von der Leyen Dec 2019 to FINANCIAL TIMES



Strategies ... or things called such.
Components of EU Retail Investment “Strategy” and their impacts

N1/
Inducement ban (non-advisory/EO) ] @7‘\

Collateral damage

Pricing benchmarks, calculated by ESMA e

| | =

“Best interest” test (“Value for Money”) .
' \_More (IT) admin

4 )
Risk warnings for particularly risky products A

\Operational flaws

I I
N
J

Marketing governance rules and documentation — /
N y 4 )
PRIIPs (tailor-made KID, layering allowed, ESG part) — gb

\_Legal uncertainty




Strategies ... or things called such.

Components of EU Retail Investment “Strategy” and impacts
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EU Retail Investment “Strategy” (RIS)
Pockets of hope

e a

Lowering of MIFID retail opt-out threshold (EUR 500k to 250k)

\ v

Riskiness no longer equated with complexity

“Layering” / PRIIPs KID goes digital (implementation to be seen)




EU Retail Investment “Strategy” (RIS)

The fundamental flaws

No evidence for MIFID 2 Flawed and insufficient One-sided focus on cost
shortcomings quantitative analysis of disclosure and reduction

(making the EU look like markets / no consideration of
the US seems off-mark) “Kantar study disaster” product yield

Insufficient analysis of

No consideration of collateral damage

taxation impact on retail

{on: ¥
investment behaviour (eg, on “inducements

and PFOFs)




Selected other EU work in progress (FIN)

(MIFID) Consolidated Tape

Will include “key information” such as the
price of instruments and the volume and time
of transactions.
* Exact scope of pre- and post-trade data unclear
 “Real life”: Since February, industry joint
ventures already working to deliver on CP on
equity markets

(MIFID) Payment For Order Flow

* Introduction of a “general ban” on PFOF

e Possibility for a member state where PFOF is
currently allowed to offer firms in its
jurisdiction an exemption.

 Exemption will be phased out by 30 June 2026.

e UNCLEAR: scope of payments for order flow vs
inducements under RIS

European EU Parliament
Commission e Trilogue finished

e Proposal * Plenary

September 2021 adoption .
(Quick Fix) awaited until

year end

EU Council

¢ Trilogue finished

e COREPER
adoption
awaited until
year end




UK and financial services 2023 - a new era?
Edinburgh reform package



Jeremy Hunt
Chancellor of the Exchequer, when
announcing the reform package on

15 December 2022

“The intent of the reforms Is to

secure the UK’s status as one

of the most open, dynamic and

competitive financial services
hubs in the world.”



Trade

e Trade and Cooperation
Agreement in force
since 2021

e Mutual WTO
preferential treatment
(absence of tariffs and
quotas)

e Minimum standards

(safety, environ-mental,

social)

e Selected tariffs coming
(Electric vehicles)

Financial services

e Memorandum of
Understanding (June
2023)

¢ Joint EU-UK financial
regulatory forum
(dialogue, mutual
information)

e No common framework

for equivalence
decisions

e UK clearing of EU
trades accepted until
2025 (single case)

EU law in UK

e Basic principle: Retained

EU law (Revocation and
Reform) Act 2023

“EU law no longer part
of domestic law” as of
31 December 2023

Exemption: For
financial industry —
Financial Services
Markets Bill (FSB)
applies — legal act for
repeal/retain required

UK rules replacing
EU law

e Substantial legislative

and regulatory activity
2022/2023 with
consultations and policy
proposals executing
Edinburgh reforms and
implementing the
Financial Services and
Markets Bill (FSB)
following thematic
reviews (Wholesale,
Listing, Prospectus, etc)

EU UK — the Lords had their say



And one winner already is ... America

. EUR On-venue IRS — Market Share by volume
Trade execution on Euro swa

market 2020-2023 (in EUR trillolion) 80

US liquidity pool depth and EU %0 @
banking sector weaknesses make
swap investors looking overseas 40 @
Helpful:

20
US regime = “swap execution %

facilities” (SEF) recognised by both EU .

and UK as equivalent Jul-20  Jan-21  Jul-21  Jan-22  Jul-22  Jan-23
Oct-20 Apr-21 Oct-21 Apr-22 Oct-22

— SEF =—— MTF/OTF EU —— MTF/OTF UK

Source OSTTRA - Brexit Impact on Trading Location: Global OTC IRS Markets — Q1
2023 Review, published May 2023



Edinburgh

reform package
Kick off phases 1 and 2

The first tranche will include:

the Wholesale Markets Review ("WMR") which makes substantial amendments to various parts of
the MIFID framework, many of which are implemented in the FSMB

Lord Hill's Listing Review, following which the UK Government will repeal the Prospectus Regulation
and implement a new regime for admissions to trading and public offers

the Securitisation Review, which identified potential improvements to the Securitisation Regulation

the review of the Solvency II Directive

The second tranche will include:

the balance of the WMR, which identifies significant opportunities to reform the MiFID framework
continuing Solvency II

the PRIIPS Regulation

the Short Selling Regulation

the Taxonomy Regulation

the Money Market Funds Regulation

Payment Services Directive and the E-Money Directive

Insurance Mediation and Distribution Directives

the Capital Requirements Regulation and Directive

Long-Term Investment Funds Regulation

the consumer information rules in the Payment Accounts Regulations 2015

The UK Government expects to make significant progress on tranches 1 and 2 by the end of 2023.

More complex pieces of retained EU law are generally lower priority.

Source Eversheds Sutherland LLP
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ESG — another global case



https://www.actuaries.digital/2018/02/06/how-do-we-fund-future-resilience-from-natural-disasters/
https://creativecommons.org/licenses/by-nc-nd/3.0/
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Source BDO US, state Feb 20723



B - BEFRAG

European

EU TAXONOMY Commission

¢

Regulation

Technical Advice to the EC

Developed the European
Sustainability Reporting Standards

Sustainable
Finance Package

* X %
* *

SFDR EU CSRD
* *

* 5 *

U p d a t e _J u I y 5 January 2023, the Corporate Sustainability The Non-Financial Reporting
Reporting Directive (CSRD) entered into force Directive adopted in 2014
2 O 2 3 Increases requirements and the scope of Required companies in scope to
the NFRD provide non-financial disclosures:

+ environmental matters

+ social and employee issues

+ anti-bribery and anti-corruption
issues

+ diversity

Commission
adopts first
ESRS

31 July 2023, EC adopts the ESRS

| ceneral X Environment L Social I Governance

Mapping table of ESRS 1 ESRS E1 ESRS S1 ESRS G1
climate disclosures General requirements Climate change Own workforce Business conduct
across ESRS and ISSB

ESRS 2 ESRS E2

General disclosures Pollution Workers in the value
chain
ESRS E3
. ESRS S3
Water and marine i
reSOUNCes Affected communities
ESRS E4 ESRS S4
Ll N K Biodiversity and Consumers and end-
ecosystems users
ESRS ES
Joint statement from Resource use and Created by

SFRAG and GRI - circular economy () NOSSADAT/



https://ec.europa.eu/commission/presscorner/detail/en/qanda_23_4043

Selected other EU work in progress

ESG Rating Provider Regulation @ vLink (com)

* ESG rating providers to be supervised by ESMA

* ESG rating providers obliged to review ESG ratings on
an on-going basis and at least annually.

* Introduction of new organisational requirements
ensuring the prevention and mitigation of potential
conflicts of interests.

“EU Al Act” = Regulation on Artificial
Intelligence @ UK (EP)

(incl. EP amendments)

* Introduction of “unacceptable”/”high”/”low risk” Al
categories

* Full ban on Artificial Intelligence (Al) for biometric
surveillance (- Council permits it for law enforcement),
emotion recognition, predictive policing

* Generative Al system users to disclose content was Al-
generated

* Election-interfering Al considered “high risk”

European
Commission

* Proposal June
2023

European
Commission

*Proposal 2021

EU
Parliament

e To come

EU Parliament

*Negotiating
position adopted

by plenary June
2023

EU Council

¢ To come

EU Council

eCommon position
adopted

December 2022



https://eur-lex.europa.eu/resource.html?uri=cellar:1243bcf3-0ac8-11ee-b12e-01aa75ed71a1.0001.02/DOC_1&format=PDF
https://www.europarl.europa.eu/doceo/document/TA-9-2023-0236_EN.html

Selected other EU work in progress

EU Data Act (Regulation) LINK (PRES compromise)

 New rules to govern the sharing of data generated
through the use of connected products or related
services (e.g., Internet-of-the-thing, industrial
machines)

* Rules allowing public sector bodies to use data held
by companies where there is an exceptional need (e.g.,
public health emergency).

* New rules to facilitate switching between providers of
cloud services and other data processing services

* Limitations on international data transfer by cloud
service providers.

European
Commission

* Proposal June
2022

EU
Parliament

e Adopted ITRE
report March
2023

EU Council

e Common
position March
2023

¢ TRILOG going



https://data.consilium.europa.eu/doc/document/ST-7063-2023-INIT/en/pdf

Thanks for
listening.

Your
comments &
guestions.




Timeline RIS
(estimates-provisional indications AUG 2023 / subject to change)

04/05 September End of No;/ember
COUNCIL Working Group COUNC_HT Dra tClgmmon End of January 2024
(CWG) kick-off (focus on Position (earliest) EP COUNCIL Trilogue
PRIIPs) FILE SPLIT POSSIBLE kick-off (earliest)
20 September PARL ECON Mid-December ECON
—in depth debate Draft report (earliest)
FILE SPLIT POSSIBLE

o
4 !

e
=

(6 months) SPANISH PRESIDENCY OF THE EU ending 31 December 2023 @ " BELGIAN PRESIDENCY
W

)

Comments:

* The Spanish presidency announced in July to hold two monthly CWG meetings on RIS issues starting as of 04/05 September.

* While Germany has unofficially indicated its ambition to push for a Common Position ready before end of 2023, other Members States have
voiced fierce opposition to core elements of the RIS (notably France and Italy) and their unwillingness to bow to any timeline commitment.
Due to European elections in 2024 (06-09 June), Parliament is unlikely to enter into a trilogue procedure on any file not ready by end of
December 2023.

Depending on the difficulties of the CWG and ECON negotiations on the two separate legislative proposals it cannot be excluded that the
RIS file is split in two (Omnibus directive/MIFID related changes and PRIIPs regulation related changes) that are processed separately.
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