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Deka-S Fiancial Climate in the Second Quarter of 2026: Hope for Stabilization

m Things can only get better from here. That is the message of the S-Finance Climate Index for the second quarter of 2026. \
In the second half of 2025, it was still disappointed expectations regarding economic policy reforms that had dampened
the mood among the executive boards of savings banks in Germany. As 2026 progressed, the global economy faced ad-
ditional strain from the military conflict in the Persian Gulf and the blockade of the vital crude oil route through the Strait
of Hormuz. The index fell to 78.1 points, well into the pessimistic zone. Should the geopolitical situation in the Persian
Gulf stabilize sustainably as a result of the peace process currently underway, a noticeable improvement in economic sen-
timent can also be expected within the S-Finanzgruppe.

m Furthermore, an economic boost is expected from the infrastructure investment programs in Germany that have been in
the works for some time. However, support for municipal budgets is urgently needed in this regard, as confirmed by re-
gional credit managers’ assessments of the municipal financial situation. According to the savings banks’ assessment, this
financial situation is overwhelmingly very poor.
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Donald Trump's Play Balls

It's not just since the start of the war in Iran that the mar-
kets, economic indicators, and ultimately the forecasts have
been at the mercy of Donald Trump. One moment a tariff is
announced, the next it's reduced. One moment the war es-
calates, the next there’s talk of peace again. A similar
about-face occurred during the survey period for the cur-
rent S-Financial Climate. Under the weight of the ongoing
conflicts in the Middle East, the S-Financial Climate Index
took a nosedive: In the second quarter of 2026, it fell as
sharply as it did after the outbreak of the war in Ukraine,
dropping by 21.5 points to a level of 78.1 points (Fig. 1).
This underscores just how heavily the war against Iran
weighed on the economy and, above all, created uncer-
tainty. However, it is also true that, as the geopolitical situa-
tion stabilizes, a significant improvement in the index values
is expected in the second half of the year. The recent shift
toward negotiations between Iran and the U.S. did not oc-
cur during the survey period..

Fig.1 Deka-S-Financial Climate, Q2 2026
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A look at the business climate reveals where the potential
signs of an economic slowdown are likely to come from
(Fig. 2). The Sparkasse board members assess the economic
situation as only slightly worse. While the majority of Spar-
kasse representatives saw a noticeable to moderately severe
impact on local businesses (72%), only 3% perceived a se-
vere impact. This is because the oil supply was stabilized by
the release of global oil reserves. In addition, at the start of
the war, there was still “panic buying” aimed at replenish-
ing companies’ stockpiles. This helped stabilize production.
What has deteriorated significantly, however, are economic
expectations. Concerns about supply chain bottlenecks and
uncertainty likely played a significant role here.

In the coming weeks, following the signing of the Memo-
randum of Understanding between Iran and the U.S., peace
negotiations will take place. If these negotiations are suc-
cessful, economic expectations in particular will improve
somewhat, though uncertainty is likely to remain high for

Fig. 2 Economic Climate
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the time being. At any rate, the price of oil is falling signifi-
cantly, thereby providing relief to consumers and busi-
nesses.

Credit conditions have deteriorated slightly

Such times of uncertainty are detrimental to investment. A
company will invest in new machinery only if it is foreseea-
ble that the investment costs can be recouped. However,
this predictability is often lacking at present. Savings banks
are therefore reporting a noticeable decline in demand for
credit (Fig. 3).

Fig. 3 Credit Climate
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However, since the savings banks’ willingness to lend has
declined only slightly, the lending climate has improved,
thereby significantly reducing the risk of a credit crunch.
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A Challenging Environment for Public Investment

While hopes for a comprehensive reform package have so
far been dashed, many are pinning their hopes on the spe-

cial infrastructure fund. So far, funding from this source has

been scarce and—at least last year—was often misused.

Local governments are a key driver of public investment.
We therefore asked the savings banks—which are deeply

rooted in their regions—how they assess local governments’

financial leeway, with a particular focus on infrastructure.
The result is sobering (Fig. 4): 84% of savings bank board
members rate this scope as low or even very low. As a re-
sult, there is likely to be little impetus coming from local
governments at present. According to 30% of savings bank
board members, this situation will not change; 64% even
expect the financial leeway to deteriorate over the next
three years.

Against this backdrop, DSGV President Prof. Dr. Ulrich Reu-
ter stated on the occasion of the Municipal Action Day on
June 22: "Anyone who assigns new responsibilities must
also ensure reliable funding. The federal and state govern-
ments bear responsibility here.” Strengthening the financial
capacity of local governments—which, as historical experi-
ence has shown, can drive investment dynamics—is there-
fore crucial to Germany’s long-term viability.

Monetary policy is becoming more restrictive

Fig. 4 Local Governments’ Financial Leeway for In-
vestment Purposes (Particularly in Infrastructure)
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The war in Iran triggered a significant surge in energy com-
modity prices, though the scale of this increase remained
smaller than during the war in Ukraine. Although no sec-
ond-round effects are yet evident, and although companies’
pass-through of price increases has so far been moderate,
the expectations of savings bank executives point toward a
noticeable tightening of monetary policy (Fig. 5). Even if the
economic damage caused by the war in Iran can perhaps be
quickly offset and sentiment improves noticeably in the
coming months, the effects on inflation and interest rates
will linger significantly longer—presumably well into next
year.

Fig. 5 Key Interest Rate and the S-Indicator

-80 4

2 60 3

g

S -40 2

1]

[0}

= 20 1
0 0

o 20 -1

=

@ 40 -2

®©

< 60 -3

[}
80 -4
OO d 1 N AN MM MSS T IO WO O © ©
TR QoG
S92 DS S 25295 9 XPg
S82o0=2832<g8"880

— Expectations regarding monetary policy (i.e., inverted)
e |nterest Rate (Year-over-Year Change)
eeeeee Deka forecast

Source: DekaBank, Research Center for Savings Bank Development,
DSGV

Conclusion

The first half of 2026 was marked by a setback in expecta-
tions for an economic recovery in Germany. There is a good
chance that these expectations will be met in the second
half of the year. For the stimulus from the approved infra-
structure programs to take effect, the funds must be used
to strengthen municipal budgets for investment purposes.
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Deka-S Financial Climate Index: Construction Fig. 7 Overview of Indicators
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The index is calculated based on the results of a quarterly
survey of 338 savings banks. It consists of ten thematic ar-
eas, each of which can be subdivided into perspectives on
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Legal Information:

These presentations, including estimates, have been prepared by DekaBank solely for the purpose of informing the respective
recipient. The information does neither constitute an offer, an invitation to subscribe to or purchase financial instruments nor a
recommendation to purchase them. The information or documents are not intended as a basis for any contractual or other obliga-
tion. It does not replace (legal and / or tax) advice. Nor does the translation of these descriptions constitute such advice. All infor-
mation has been carefully researched and compiled. The assessments made here were made to the best of our knowledge and
belief and originate from or are based (in part) on generally accessible sources which we consider to be trustworthy but which we
are unable to verify. No liability is accepted for the completeness, up-to-dateness and accuracy of the information and assessments
provided, including the legal statements. The opinion statements contained herein reflect the current assessments of Deka-Bank at
the time of preparation, which may change at any time without prior notice. Each recipient should make his or her own independent
assessment, judgment and decision. In particular, each recipient is requested to carry out an independent review and/or obtain
independent professional advice and to draw its own conclusions with regard to the economic benefits and risks, taking into
account the legal, regulatory, financial, tax and accounting aspects. If rates/prices are quoted, they are subject to change and do
not serve as an indication of tradable rates/prices. Please note: Past performance is not a reliable indicator of future perfor-
mance. This information, including estimates, may not be reproduced or passed on to other persons, either in part or in full, without
the written permission of DekaBank.

Legal information from the index providers:

Deutsche Borse: The financial instrument described herein is neither sponsored, promoted, sold nor supported in any other way
by Deutsche Bérse AG. The calculation of the index does not constitute a recommendation by the Licensor to invest or in any way
imply a representation by the Licensor as to the attractiveness of an investment in such products. The names DAX® and HDAX®
are registered trademarks of Deutsche Borse AG ("the Licensor"). The financial instruments based on the index are not spon-
sored, promoted, sold or supported in any other way by the Licensor. The calculation of the indices does not constitute a recom-
mendation by the Licensor to invest or in any way imply a representation by the Licensor as to the attractiveness of an investment
in such products. The designation DAX® is a registered trademark of Deutsche Bérse AG. The term RexP® is a registered trade-
mark of Deutsche Borse AG ("the Licensor"). The financial instruments based on the index are not sponsored, promoted, sold or
in any other way supported by the Licensor. The calculation of the Index does not constitute a recommendation by the Licensor to
invest or in any way represent an assurance by the Licensor as to the attractiveness of an investment in such products. The desig-
nation eb.rexx® Government Germany (Total Return) is a registered trademark of Deutsche Borse AG ("the Licensor"). The finan-
cial instruments based on the indices are not sponsored, promoted, sold or supported in any other way by the Licensor. The
calcu-lation of the indices does not constitute a recommendation by the Licensor to invest or in any way imply an assurance by
the Licensor as to the attractiveness of an investment in such products.

JP Morgan: The JPMorgan GBI-EM Global Diversified and EMBI Global Diversified (the “JPM Indices”) are widely used comparative
indices of the international bond markets which are determined, compiled and calculated independently of the Fund by J.P. Mor-
gan Securities Inc. (“JPMSI”) and JPMorgan Chase & Co. (“JPMC"). JPMSI and JPMC are under no obligation to take the interests
of the unitholders of the Fund into account in determining, compiling or calculating the JPM Indices and may at any time, in their
sole discretion, change or alter the method of calculation of such indices or discontinue their calculation, publication or dissemi-
nation. The actions and omissions of JPMSI and JPMC may therefore affect the value of the JPM Indices and/or their performance
at any time. JPMSI and JPMC make no representations or warranties, express or implied, as to the results to be obtained from the
use of the JPM Indices as a benchmark for the Fund or as to their performance and/or value at any time (past, present or future).
Neither JPMSI nor JPMC shall be liable to the Shareholders of the Fund for any errors or omissions (whether due to negligence or
otherwise) in the calculation of the JPM Indices.
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MSCI: MSCl is a registered trademark of Morgan Stanley Capital International Inc. MSCI makes no representation or warranty,
express or implied, and assumes no responsibility whatsoever for any MSCI data contained in this slide deck. MSCI data may not
be redistributed or used as a basis for other indices, securities or financial products. This publication has not been reviewed, en-
dorsed or produced by MSCI.

Merrill Lynch: Merrill Lynch licenses the Merrill Lynch Indices on an “as is” basis, makes no representations with respect thereto,
makes no warranty as to the quality, accuracy and/or completeness of the Merrill Lynch Indices or the data included therein or
derived therefrom and assumes no liability in connection with the use thereof.

FTSE: “FTSE®" is a trademark of the London Stock Exchange Plc and the Financial Times Limited, “NAREIT®" is a trademark of
the National Association of Real Estate Investment Trusts “NAREIT®"” and “EPRA®" is a trademark of the European Public Real
Estate Association (“EPRA"). The use of the trademarks by FTSE International Limited is under license. The Deka Global Real Estate
Top 50 in EUR is calculated by FTSE. The product is not sponsored, endorsed or promoted by FTSE, Euronext N.V., NAREIT or
EPRA. They are in no way connected with the product and accept no liability in relation to its issue, operation or trading.

S&P: S&P Indices is a registered trademark of Standard & Poor's Financial Services LLC.

Nikkei: The Nikkei Stock Average (“Index”) is the intellectual property of Nikkei Inc (the “Index Sponsor”). Nikkei Digital Media,
Inc. has an exclusive license from Nikkei Inc. to grant sublicenses to Deka-Bank to use the Nikkei Stock Average. “Nikkei”, ‘Nikkei
Stock Average’ and 'Nikkei 225" are the service marks of the Index Sponsor. The index sponsor reserves all rights, including copy-
right, to the index.

NASDAQ: Nasdag makes no representation or warranty, express or implied, and assumes no responsibility whatsoever for any
Nasdaq data contained herein. Nasdaq data may not be redistributed or used as the basis for other indices, securities or financial
products. This publication has not been reviewed, endorsed or produced by Nasdaqg

LPX: “LPX®" is a registered trademark of LPX GmbH, Zurich, Switzerland. Any use of the LPX trademark and/or the LPX indices is
not permitted without a license agreement.

Euribor: EURIBOR® and EONIA® are registered trademarks of Euribor-EBF a.i.s.b.l. All rights reserved.
Dow Jones: “Dow Jones®", “DJ”, “Dow Jones Indexes” are service marks of Dow Jones Trademark Holdings, LLC (“Dow Jones”)
and have been [further] licensed for use for certain purposes by DekaBank.

Bloomberg: BLOOMBERG and BLOOMBERG INDIZES are trademarks or service marks of Bloomberg Finance L.P. Bloomberg Fi-
nance L.P. and its affiliates (collectively “Bloomberg”) or Bloomberg licensors own all proprietary rights in the BLOOMBERG IN-
DIZES

iBOXX: iBoxx is a trademark of International Index Company Limited and has been licensed for use by [name of client]. Interna-
tional Index Company Ltd, its employees, suppliers, sub-contractors and agents (“International Index Company related persons”)
do not warrant the completeness or accuracy of [product name] or any other information provided in connection with [product
name]. In addition, no representation or warranty, express, implied or otherwise, is made as to the condition, sufficiency, perfor-
mance or fitness for a particular purpose of the data or use of [product name]. Representations or warranties are excluded to the
extent permitted by law.

STOXX: EURO STOXX 50® is a registered trademark of STOXX Limited..



