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Semi-invisible, but critically important
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Getting bigger over time and more companies reaching country-size balance sheets

° The combination of persistently low interest rates, the
currenttechnologicalleap and deepening globalisation
is creating ultra-large companies across sectors.

° This processis different fromthe pastintwo aspects:

a. The size: these mega-companies are as large as
medium-sized countries, and are getting bigger.

b. The frequency: they can be observedin many sectors,
and not just in banking and utilities, like used to be
the case.

° The chart shows the rank of the top-100 companies
globally — the 1 shows the largest one, 2 the second-
largest, and so on.

12M rolling sums of revenues, USDbn of the top-
100 global companies - Evolution since 1994
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CORPORATIONS: Getting bigger over time & not affected by COVID-19

COVID-19 has dented some mega companies, but not
the biggest, and most of them not significantly. (top-100
global companies in terms of revenues)

12M rolling sums of profits, USDbn of the top-100 global companies
Evolution since 1994
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EUROZONE CORPORATIONS: KEY TRENDS

More large ones, but some realignment since the Euro launchsheets

* The situation in the Eurozone is slightly different: the 12M rolling sums of revenues of Eurozone*
single market is not perfect in terms of regulation. companies, EURbn of the top-100 companies

Evolution over the Euro period
° European economies have a much more SME-
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orientated economy than the US.
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° Compare the pace of change in the Eurozone to the
one in China (see the following slide) and that of the -~

US, and it becomes evident who is “losing the race”.
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CHINA: Rising super fast, but trailing the Eurozone and the US

Sed et fugia dolorepudi alit voluptatur magnim rem. As
quo iur, sernam, optibus rem et libus as sum nonsequatus
et volore libus atur alitio ipsam, odigenist des dolorrovit

12M rolling sums of revenues or profits: the top-100 companies in China over the past 20 years (lhs) and the pre-
COVID-19 profits of the top-100 companies in China vs. the Eurozone vs. the US (rhs)

30 140

Billions
Billions

120

100
20

80

15
—)020 D010 2000 60

10

0 0

L T =2 T o 0 T e T T T 0 B [ e 2 2 T 0 T
=S N ANANMNNm I~ M~ 0 0 o &

1

n o N~ o~ MM~ N~ o N o s
— m o N n O W O™~

49

- N N — N
o N MM~ o N
< S N N O O W N AN N < <

Sources: Bloomberg, ADA Economics *domiciled in one of the member states for the Eurozone, domiciled only in China e Ching ~ess==EFurozone s JS



QO ADA Economlcs

Effective analysis to manage fin

IMPLICATIONS




OO ADA Economics

Effective analysis to manage financial risk

IMPLICATIONS:
IMPORTANT FACTS

These are some implications that we believe are very important:

I. Crowding out of SMEs, which weakens living standards’ prospects and reduces
productivity in the long run

II. Companies’ “hoarding of cash” impairs the monetary transmission mechanism/central
banks are creating equity prices and housing prices bubbles as a policy strategy

IIl.  Inflation is harder to measure and with an upward (long-term) trend
IV. Sources of funding for the balance of payments change: other investment is as
big as portfolio investment/NFCs treasury allocations are critically important for

exchange rates trajectories

V. Financial deepening of a country is impaired as small companies and countries with
shallower financial markets are able to capture relatively small global inflows
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LARGE COMPANIES, need large cash bufters in absolute amounts

Os is estionsequam versperovit aspedi secat omnissitium
alibus, cupta voluptium eum harchitem accus erit venem
quis net fugitassi nam volendamus id quatinvent que

Debt to GDP of the private sector (US) Cash * to GDP of non-financial corporations (US)
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Sources: Bloomberg, ADA Economics; *deposits of all maturities in USD and FX, plus money market funds
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LARGE COMPANIES, need large cash bufters in absolute amounts

Os is estionsequam versperovit aspedi secat omnissitium
alibus, cupta voluptium eum harchitem accus erit venem
quis net fugitassi nam volendamus id quatinvent que

Debt to GDP of the private sector (EZ) Cash * to GDP of non-financial corporations (EZ)
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Sources: Bloomberg, ADA Economics; *deposits of all maturities in USD and FX, plus money market funds
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Europe is changing!
The transition makes
it vulnerable

OO ADA Economics

Effective analysis to manage financial risk

These are some facts that we believe are very important:

I. Crowding out of SMEs angers the electorate indirectly, creating political friction over
and above that related to other issues

II. Italy is heavily influenced by this process and the growth trajectory will not improve
enough even with the recovery fund plan

IIl.  European leaders are missing their real comparative advantage in today’'s world —
they do not have the global reserve currency nor the sheer population size of China.
Any future trade agreement with India will worsen the problem
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The economic and geopolitical downturn of Italy vs. the rise of “new” Euro candidate countries

° What might happen in the next 10 years?

° Theimportance of Italian GDP inthe Eurozonerelative
to the weight of eastern Europe — even in a “benign
scenario’, where Italy avoids a massive shock, like
Greece, Italy is losing businesses, talent and, thus,
potential GDP.

° This realignment has profound implications for the
internal political equilibrium of Europe, the foreign
policy of Europe and the stability of the Euro.

The relative weight of the GDP of key member
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Sources: *Eastern Europe refers to all member states that entered the EU from 2004-onwards, bar Malta and Cyprus
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WAGE CONVERGENCE: China is the most successful, but Eastern Europe is successful too

The chart below does not do justice in showing the
dynamics of self-employed incomes!

Average annuale wage, USD
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CONCLUDING
REMARKS

These are some facts that we believe are very important:
° Polarisation of companies’ balance sheets erodes potential GDP.

° In turn, this means that the neutral interest rate will fall — that is, the interest rate
compatible with trend growth.

° This means that, in future, even small interest rate increases will trigger a recession in
the Eurozone and/or in the US.

° Neutral rates have converged between the US and the Eurozone, and are, in our view,
in the range of 0.50-1.00% — this is 100bps lower than our estimate for the US pre-
COVID-19.

° Potential real GDP growth is NOT falling in central Europe, in our view — but the region
cannot detach itself from weakening fundamentals in its biggest trading partner. This

is what Brexit is about!
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DISCLAIMER

|/ Copyright 2020 ADA. All rights reserved.

This report may provide information, commentary and discussion of issues relating to the state of the economy and
the capital markets. All opinions, projections and estimates constitute the judgment of the author as of the date of the
report and are subject to change without notice. ADA is under no obligation to update this report and readers should
therefore assume that AD will not update any fact, circumstance or opinion contained in this report.

The content of this report is provided for discussion purposes only. Any forward looking statements or forecasts
included in the content are based on assumptions derived from historical results and trends. Actual results may vary
from any such statements or forecasts. No reliance should be placed on any such statements or forecasts when
making any investment decision, and no investment decisions should be made based on the content of this report.

Thisreportisnotintendedto provide personalinvestmentadvice and it does not take into account the specific investment
objectives, financial situation and particular needs of any specific person. Under no circumstances does any information
represent a recommendation to buy or sell securities or any other asset, or otherwise constitute investment advice.
Investors should seek financial advice regarding the appropriateness of investing in specific securities or financial
instruments and implementing investment strategies discussed or recommended in this report.

This report should not be regarded by recipients as a substitute for the exercise of their own judgment and readers are
encouraged to seek independent, third-party research on any companies discussed or impacted by this report.
Inaccordance withrules established by the U.K. Financial Services Authority, macroeconomic analysisisNOT considered
investment research.
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Materials prepared by ADA research personnel are based on public information. Facts and views presented in this
material have not been reviewed by, and may not reflect information known to, professionals in other business areas
of ADA.

To the extent this report discusses any legal proceeding or issues, it has not been prepared as nor is it intended to
express any legal conclusion, opinion or advice. Investors should consult their own legal advisers as to issues of law
relating to the subject matter of this report. ADA research personnel's knowledge of legal proceedings in which any
ADA entity and/or its directors, officers and employees may be plaintiffs, defendants, co—defendants or co—plaintiffs
with or involving companies mentioned in this report is based on public information. Facts and views presented in this
material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect information
known to, professionals in other business areas of ADA in connection with the legal proceedings or matters relevant
to such proceedings.

The information herein (other than disclosure information relating to ADA and its affiliates) was obtained from various
sources and while all effort has been made to provide accurate information, ADA does not guarantee its accuracy. This
report may contain links to third—party websites. ADA is not responsible for the content of any third—party website or
any linked content contained in a third—party website. Content contained on such third—party websites is not part of
this report and is not incorporated by reference into this report. The inclusion of a link in this report does not imply any
endorsement by or any affiliation with ADA.

Any unauthorised use or disclosure is prohibited.
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