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Topic of the week: COP28, in a (too) indebted world
2023 marks a turning point in global public debt;

The trajectory of public debt has been significantly revised upwards

compared to previous pre-covid projections;

Rising borrowing costs discourage ESG bonds issuance by non ' .
financial enterprises; :
This may hinder the green transition and the achievement of climate
goals; Axel Botte

Head of Market Strategy
The interconnection between debt and climate in developing countries axel.botte@ostrum.com

increases their vulnerability, requiring significant financial support
from rich countries to finance their green transition.

Market review: The Fed plays with the markets again

Fed: perilous communication to frame expectations;

Historical monthly performance on stocks and bonds;

Stabilization in the US dollar;

Spreads still well oriented.
Chart of the week

World Carbon Price

In US § per COZ2 ton equivalent, nominal prices as at 31 March 2023
TC : Carbon Tax, ETS : Exchange Trading System

100 Between $61 and $122 by 2030 in constant 2023 dollars.
80 This would apply to less than 5% of global emissions, the
vast majority being in the EU.

Figure of the week

The fight against climate change requires an
unprecedented level of international cooperation
in a troubled international context cooperation in
a troubled international context.

This cooperation will notably take the form of
homogenizing carbon prices. The price of carbon
is determined either through taxes or through an
emissions trading system. Current prices range
from 0 in Poland to $160 per tonne in Uruguay.

The price objective per ton of carbon in constant
dollars integrated into the Paris agreements is
between $61 and $122 by 2030.

At the end of March 2023, less than 5% of global
greenhouse gas emissions were covered by a
carbon price within this target or above, mainly
in European Union countries. This is very
insufficient.

The S&P 500 rose by 8.9% this month, its second-best
November since 1980, behind the pandemic-fueled

rebound in 2020, according to data compiled by
Source : Bloomberg Bloomberg
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® Topic of the week

COP28, in a (too)
Indebted world

After the Covid crisis and the war in Ukraine,
public finances have deteriorated significant-
ly around the world, especially in developing
countries, limiting their budgetary leeway to
finance the green transition. Tighter global
financial conditions are also a constraint for
companies that become more cautious about
issuing debt. These are important points of
concern at COP28 and will have implications
for the challenge of the green transition.

2023: aturning point for public debt
US and China: the two drivers of global public debt

Public debt is high all over the world and borrowing
costs have risen, significantly raising the trajectory of
public debt compared to previous pre-Covid
projections. The graphs below show the IMF’s
projections for the so-called advanced and emerging
countries.

Projected Public Debt and Primary Balance, 2019-28
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Source: IMF, World Economic Outlook database, Fiscal monitor october 2023.
Note: A = advanced economy; EM =emerging market economy.

The increase in global public debt is due to the United
States (140% of GDP in 2028) and China (104% of
GDP in 2028)! After the decline in 2021-2022, the
public debt/GDP ratio is expected to continue to rise
by 1 ppt/year over the medium term. Excluding China
and the United States, the ratio is expected to fall by
0.5 ppt/yr. However, at this rate, global public debt is
expected to reach 100% of GDP by the end of this
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decade. In developing countries, public debt seems
low, but the interest expense often represents a very
large share of the revenues.

Growth under the long-term trend increases debt
burden

The graph below shows the number of countries
whose growth is above the long-term trend, with a
breakdown between developed and emerging
countries.
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To build it, we calculate from the IMF database the
average growth over the last 20 years for developed
and emerging markets that we then compare with the
growth forecast. The number of countries expected to
grow above the long-term trend is below the long-term
average (100) for 2024 and 2025. Only 12/40 so-
called developed countries and 85/154 so-called
emerging countries will record growth above their
long-term trend in 2024. A slowdown in growth
increases the debt burden.

Budget deficits dipping further into the red

The rise in real interest rates and the widening of
budget deficits that remain above their level before the
Covid crisis, particularly in developed countries (graph
below, taken from the IIF), should help maintain the
upward trajectory of public debt. This means that the
debt burden will increase, requiring a medium-term
adjustment, to rebuild fiscal buffers.
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% of GDP, median budget deficit, dashed lines = 2014/19 avg.
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What about non-financial corporate
debt?

Tighter financial conditions are also weighing on
companies whose borrowing costs have risen
significantly. The following graph shows the divergen-
ce between the risk premiums of European and
American companies, rated «CCC».

Risk premiums for European and US companies rated
CCC (Bloomberg indexes, bps)

2020 2021 2022 2023

Sources:Bloamberg, Ostrum AM

The impact of monetary tightening has been stronger
for European companies than for American ones.

This also has an impact on their “green” ESG bond
issues which fell in Q3 2023, returning to their 2020
level, as shown in the chart below.
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ESG debt issuance by sectors
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The decline in ESG green bond issuance in Q3 2023
is related to non-financial companies. This acts as a
constraint to financing the green transition.

What implications for the green
transition?

Governments face three challenges: how to reconcile
debt sustainability, climate goals and political
feasibility?

Carbon pricing

Carbon pricing appears to be one of the solutions to
easing fiscal pressure, but, like other income-related
measures, can be politically unpopular, despite its
effectiveness in reducing emissions and generating
potential revenues. The graph below shows the IMF’s
projections of the impact of a $40 per ton carbon tax
on European Union GDP.

Impact of Carbon Prices at $40 a Ton
on Real GDP for EU Countries, 1990—-2019
(Percentage points)
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Source: IMF staff estimates based on Metcalf and Stock (2023).
Note: The carbon tax covers 30 percent of emissions.
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Confidence intervals are wide... Six years after
introducing the carbon tax, the model suggests that
European GDP could increase by 2 ppt. However,
while carbon pricing is a necessary tool for reducing
CO2 emissions, it is not sufficient and must be
accompanied by other policies to address market
failures and catalyze private financing and investment
in low-carbon technologies. Moreover, budget trans-
fers will be needed to protect households, workers,
and vulnerable populations during the green transition.

This is one of the most controversial issues to be
addressed during COP28. Who will pay for the green
transition of developing countries? According to the
UN, these countries will need $200 billion a year by
2030 to adapt to climate change.

It is with this in mind that the “loss and damage” fund
was created. It is expected to release $100 billion by
2030. Rich countries are reluctant to live up to their
commitments. The “loss and damage” fund is still to
be developed: let's bet that concrete progress will
emerge during COP28, since these are countries with
a high vulnerability to climate change.

There is even an interconnection between debt and
climate for developing countries. According to a 2019
IMF study, which analyzed 11 cases of major natural
disasters between 1992 and 2016 in developing
countries — resulting in a 20% contraction in GDP —
public debt increased on average from 68% to 75% of
GDP on average, three years after the disaster, as
shown in the graph below.

Public Debt around Large Disasters
(Damage>20% of GDP)
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Sources: BUILDING RESTLIENCE IN DEVELOPING COUNTRIES VULNERABLE TO LARGE NATURAL DISASTERS, IMF, Ostrumn AM
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Climate disasters are an important debt catalyst for
developing countries, limiting fiscal space for other
spending sectors such as education and health also
two other important areas of action in the fight against
the consequences of climate change.

High public debt and rising borrowing costs
have implications for the green transition,
limiting fiscal space and ESG green bond
issuance. Carbon pricing appears to be one of
the solutions easing the fiscal pressures. It is
anecessary tool to reduce carbon emissions,
but not sufficient, and must be accompanied
by policies to offset the social costs it
generates. In developing countries, the
interconnection between debt and climate
increases their vulnerability, requiring
significant financial support from rich
countries to finance their green transition.
The heavy electoral calendar in 2024 risks
delaying fiscal consolidation and postponing
the achievement of climate objectives.

Zouhoure Bousbih
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Market review

Thereturn of soundbites from central bankers
to regulate rate levels calms minds after a
month of stellar performance on stocks and
bonds.

The financial markets had a historic month in
November. The S&P 500 rallied almost 10% while
global bond markets returned 5%, the best monthly
performance since 2008 during the financial crisis.
Disinflation is accelerating and fueling expectations of
rate cuts from the second quarter of 2024. The Fed,
which had considered at the beginning of November
that the rise in long-term rates between August and
October reduced the need to act on Fed funds, is now
faced with the opposite problem. Financial conditions
have loosened considerably with the combined fall in
bond yields, credit spreads and the US dollar and the
sharp rise in equities. Equity implied volatility remains
very low at less than 13% on the VIX index. The T-
note seems to settle in a range of 4.25 to 5%. The
Bund (2.40%) follows the same movement as a
decision from the ECB on the PEPP reinvestment
policy looms in December. Spreads remain well
oriented with a strong compression trend and thus the
outperformance of high yield. Japanese bond vyields
display unusually high volatility. The 10-year JGB yield
hovers around 0.70%. The US greenback stabilized
last week. The euro is trading around $1.09 as the
RBNZ's extended status quo on interest rates
supported the New Zealand dollar.

The Federal Reserve seems forced into verbal
intervention again to reshape market rate
expectations. The blackout period imposed before the
FOMC on December 13 is fast approaching. Thus,
John Williams and Mary Daly, two usual doves of the
Fed, hastened to recall the need to hold rates steady
mitigating earlier remarks from Governor Christopher
Waller. These verbal interventions seem to limit the
US 10-year bond vyield between 4.25% and 5%.
Jerome Powell agreed with this on Friday, judging that
inflation was not yet at target. OPEC's decision to
reduce its oil production quotas raises the risk of a
rebound in energy prices in the first half of 2024.
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As regards the economic situation, household
consumption slowed in October but spending growth
should be around 2.3 % in the 4™ quarter. Productive
investment seems better directed and public support
continues. A negative contribution from inventories
and foreign trade is expected. In the euro area, like in
the US, statements from central bankers abound and
the debate on PEPP reinvestments is resurfacing. At
the same time, rapid disinflation to 2.4% in November
translates into expectations for policy rate cuts from
April. Core inflation falls below 4% (3.6%). Taking into
account the increase in wages (4.7% in the 3rd
quarter), the purchasing power of households in the
euro zone is improving at the turn of 2024.

On the financial markets, the classic 60/40 allocation
takes full advantage of disinflation accelerated by the
decline in the barrel of crude oil. The fall in long-term
rates improved stock market valuations, particularly on
growth stocks. The Nasdaq soared 11% in November.
Global bonds rose 5%, the best monthly performance
since the financial collapse of 2008. On US
Treasuries, the 2-year T-note is trading around 4.70%
after a weekly rally of 25 bp. The steepening of the US
Treasuries yield curve resumed with expectations of
monetary relief. The pattern is similar on German
Bunds. The market participants are questioning the
commitment of central bankers to maintain a
restrictive policy while inflation is approaching the
sacrosanct 2% target. Sovereign spreads are stable at
tight spread levels of around 56 bp on the 10-year OAT
and 175 bp on the Italian BTP.

The credit market has tightened in the wake of CDS
indices. The iTraxx IG is trading around 70 bp while
the Crossover has plunged more than 100 bp from the
October peak. Three-quarters of primary market deals
over the past month are now trading at tighter spreads
than at issuance.

The adjustment of the US dollar is the usual corollary
of the rebound in risk assets. Stocks jumped 7-11% for
the major equity indices. Like in credit markets, flows
have picked up globally in the past few weeks. The
Euro Stoxx 50 is now trading at the upper limit of the
2023 price range. As such, the hope of monetary relief
overshadows all other risks.

Axel Botte
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e Main market indicators

G4 Government Bonds
EUR Bunds 2y
EUR Bunds 10y
EUR Bunds 2s10s
USD Treasuries 2y
USD Treasuries 10y
USD Treasuries 2s10s
GBP Gilt 10y
JPY JGB 10y
€ Sovereign Spreads (10y)
France
Italy
Spain
Inflation Break-evens (10y)
EUR 10y Inflation Swap
USD 10y Inflation Swap
GBP 10y Inflation Swap
EUR Credit Indices
EUR Corporate Credit OAS
EUR Agencies OAS
EUR Securitized - Covered OAS
EUR Pan-European High Yield OAS
EUR/USD CDS Indices 5y
iTraxx IG
iTraxx Crossover
CDX IG
CDX High Yield

Emerging Markets

JPM EMBI Global Div. Spread

Currencies

EUR/USD
GBP/USD
USD/JPY
Commodity Futures
Crude Brent
Gold

Equity Market Indices

S&P 500

EuroStoxx 50

CAC 40

Nikkei 225

Shanghai Composite

VIX - Implied Volatility Index

04-Dec-23
2.69%
2.36%
-33.1bp
4.59%
4.24%
-35.2bp
4.17%
0.7%
04-Dec-23
57bp
176bp
101bp
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2.22%
2.47%
3.67%
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73bp
81bp
439bp
04-Dec-23
67bp
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61bp
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JPY 147
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$77.7
$2 074.2
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+2
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+1
-1
1wk (bp)
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-14
-2
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1wk (bp)
+1
1wk (%)
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-1wk ($)
-$2.1
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-1wk (%)
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1.23
0.70
-0.65
-0.29
4.33

1m (bp)
-27
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-1
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0
-2
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2023 (bp)
-7
21
-12
+16
+36
+21
+50
-15

2023 (bp)
+3
-37
-8

2023 (bp)
-33
-6
-24

2023 (bp)
21
-6
-3
73

2023 (bp)
-24

-108
21
-88

2023 (bp)
-40

2023 (%)
1.6
4.9

-10.6

2023 (%)

-3.7
13.7
2023 (%)
19.7
16.2
13.0
27.3
2.1
-38.9

Source: Bloomberg, Ostrum AM
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Additional notes
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In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial
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In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which
is regulated by the DFSA. Related financial products or services are only available to persons who have sufficient financial

MyStratWeekly — 05/12/23 - 7


http://www.ostrum.com/

Enhancing your
Ostrum S e

ASSET MANAGEMENT

experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients or Mark et
Counterparties as defined by the DFSA. No other Person should act upon this material. Registered office: Unit L10-02, Level
10,ICD Brookfield Place, DIFC, PO Box 506752, Dubai, United Arab Emirates

In Japan: Provided by Natixis Investment Managers Japan Co., Ltd. Registration No.: Director-General of the Kanto Local
Financial Bureau (kinsho) No.425. Content of Business: The Company conducts investment management business, investment
advisory and agency business and Type Il Financial Instruments Business as a Financial Instruments Business Operator.

In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities
Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 34F.,
No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025,
Tel. +886 2 8789 2788.

In Singapore: Provided by Natixis Investment Managers Singapore Limited (NIM Singapore) having office at 5 Shenton Way,
#22-05/06, UIC Building, Singapore 068808 (Company Registration No. 199801044D) to distributors and qualified investors for
information purpose only. NIM Singapore is regulated by the Monetary Authority of Singapore under a Capital Markets Services
Licence to conduct fund management activities and is an exempt financial adviser. Mirova Division (Business Name Registration
No.: 53431077W) and Ostrum Division (Business Name Registration No.: 53463468X) are part of NIM Singapore and are not
separate legal entities. This advertisement or publication has not been reviewed by the Monetary Authority of Singapore.

In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to professional investors for information
purpose only.

In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is
intended for the general information of financial advisers and wholesale clients only .

In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not
constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and
is only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale
investors. Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand.

In Colombia: Provided by Natixis Investment Managers International Oficina de Representacion (Colombia) to professional
clients for informational purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred
to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and is
addressed to less than 100 specifically identified investors.

In Latin America: Provided by Natixis Investment Managers International.

In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and
supervised by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any
units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627.

In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary,
or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered
with the Comisién Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments
referred to herein that require authorization or license are rendered exclusively outside of Mexico. While shares of certain ETFs
may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public offering of securities
in Mexico, and therefore the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is
an entity organized under the laws of France and is not authorized by or registered with the CNBV or any other Mexican authority.
Any reference contained herein to “Investment Managers” is made to Natixis Investment Managers and/or any of its investment
management subsidiaries, which are also not authorized by or registered with the CNBV or any other Mexican authority.

In Brazil: Provided to a specific identified investment professional for information purposes only by Natixis Investment Managers
International. This communication cannot be distributed other than to the identified addressee. Further, this communication
should not be construed as a public offer of any securities or any related financial instruments. Natixis Investment Managers
International is a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial Markets
Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and
Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendés France, 75013 Paris.

The above referenced entities are business development units of Natixis Investment Managers, the holding company of a
diverse line-up of specialised investment management and distribution entities worldwide. The investment management
subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in which they are
licensed or authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is the
responsibility of each investment service provider to ensure that the offering or sale of fund shares or third party investment
services to its clients complies with the relevant national law.

The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute
investment advice, or a recommendation or an offer to buy or to sell any security, or an offer of any regulated financial activity.
Investors should consider the investment objectives, risks and expenses of any investment carefully before investing. The
analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio
manager(s) as of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change.
There can be no assurance that developments will transpire as may be forecasted in this material. The analyses and opinions
expressed by external third parties are independent and does not necessarily reflect those of Natixis Investment Managers.
Past performance information presented is not indicative of future performance.

Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third
party sources, it does not guarantee the accuracy, adequacy, or completeness of such information. This material may not be
distributed, published, or reproduced, in whole or in part.

All amounts shown are expressed in USD unless otherwise indicated.

Natixis Investment Managers may decide to terminate its marketing arrangements for this product in accordance with the
relevant legislation
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