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Topic of the week: Oil on slippery slopes

OPEC+ has announced output cuts that have failed to impress energy
markets as prices keeps grinding lower;

The degree of trust and cooperation within OPEC+ is low as many
member countries seek to raise output and Russia gets around

sanctions; ' -~
Meanwhile US output has jumped to record high 13.2 mbpd thanks to f—l‘
the build-up in capacity in the recovery from Covid now coming off the Axel Botte
sidelines; Head of Market Strategy

Will Saudi Arabia manage to control supply conditions or will it be gxelbatle@asrtin.corn

overwhelmed by excess supply from OPEC+ and non-OPEC produc-
ers?

Market review: The return of forward guidance?

US employment up 199k in November;
Central banks must regain control;
The BoJ hints at putting an end to negative rates;

Risky assets on an upbeat tone.

Ch art Of the Week Back to square one! Rate expectations have .
rarely been so fluctuating. The graph opposite Zouhoure Bousbih
compares the expected trajectories of fed funds Emerging countries strategist
United States: Fed funds forecasted by markets on the eve of on the eve of the FOMCs of July 26, September Zouhoure.bousbih@ostrum.com
the last 3 FOMC and spot rate futures 20 and November 1 and that of today over five

quarterly maturities until December 2024.

The scenario of high rates for a prolonged period
caused an upward shift in the Fed funds outlook
between July 26 and October 31, when the
dominant rhetoric once again became that of
199 imminent easing by the Fed.

For a few months, the markets believed in
4 sustainably high rates before erasing the “higher

25123 FER —e— 1023 S hecas for longer” scenario and integrating rapid
declines accompanying the expected reduction
in inflation.

Source: Bloomberg, Ostrum AM

Aline Goupil- Raguéneés
Developed countries strategist
aline.goupil-raguenes@ostrum.com

Figure of the week

Air pollution linked to fossil fuels kills 5.1 million people
5 1 per year worldwide according to a study in the British
" Medical Journal. Pressure is increasing at COP28 to

define an exit strategy from fossil fuels.

Source : Bloomberg
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® Topic of the week

Oil on slippery slopes

Oil prices are down almost $20 since early
October. OPEC is trying to find common
ground to extend production cuts into 2024 to
stem the current downward pressure on oil
prices. Discipline is hard to maintain in a
cartel agreement. Meanwhile US crude output
has been increasing at a brisk pace in the past
two months, hitting anew record at 13.2 mbpd
in late November. The sharp rise in US crude
output tipped tight supply conditions back
into balance.

OPEC+: Is Saudi Arabia fighting the
wrong battle?

Hard politics of cartel agreement

OPEC decisions are market-moving events. The
supply reductions announced last week of more than
2 million barrels a day (mbpd) — half of which coming
from Saudi Arabia — failed to impress markets. Crude
prices remain below the level seen before the OPEC+
meeting, trading near $77 on Brent and close to $70
on WTI in a bearish contango (spot prices below that
in later months). Furthermore, the term structure of
WTI prices, shown in the chart below, seems to imply
that long-run equilibrium prices are currently in the low
$60.
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Market participants pointed to the fact that additional
cuts only represent half that amount. Moreover, the
implementation of the promised reductions appears
guestionable. Some OPEC member countries, includ-
ing Nigeria and Angola, are unhappy with their
assigned levels of output. Iran, which is not subject to
output curbs due to US sanctions, has been producing

Enhancing your

power to act

more lately. Venezuela wants to annex part of Guyana
to expand production. United Arab Emirates also seek
to produce more to monetize its massive investments
in capacity. Furthermore, Brazil will join the OPEC+
organization next year as the largest producer in Latin
America.
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How long will Saudi Arabia accept to carry the
burden of cuts alone?

Trust between OPEC member countries is one thing,
market trust is much more important. A cartel equil-
ibrium is hard to maintain. Every participant has an
unilateral incentive to deviate from the collective profit-
maximizing strategy to reap the benefits from the
discipline of other players. Thus, the cartel agreement
is not a Nash equilibrium. It is extremely difficult to
ensure cartel members will adhere to the common
strategy.
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Russia has had a love/hate relationship with Saudi
Arabia. Distrust between Riyadh and Moscow had
contributed to the downward spiral in oil prices to
unheard-of negative quotes in April 2020 as the world
economy came to a halt following the outbreak of
Covid. Russia contributes to the OPEC+ effort to
control prices only through export curbs, as opposed

to outright reductions in output. Moscow argues that
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geological conditions and weather make it hard to
reduce production.

A second issue is that western sanctions have failed
to reduce Russia’s market power. Moscow’s monthly
income from oil exports is greater now than before the
invasion of Ukraine. A sanctions deal agreed a year
ago aiming to reduce the appeal of Russian oil has
instead fostered a lucrative business for scores of
difficult-to-trace traders and shipping companies. How
much supply is indeed hiding in the shadows?

The US production data have come in very strong in
the past few months. Investment in the sector has
picked up after years of restraint. The waves of
bankruptcies in 2015 and 2020 have reshaped the US
energy sector. Furthermore, capital and financing are
harder to get as ESG concerns forced a range of
institutional investors out of the oil sector.

Despite these challenges, US oil output now stands at
all-time high. Crude production has risen back to 13.2
mbpd in late November. This is the first time the 13
mbpd milestone is reached since before Covid.
Accordingly, US oil imports have declined by just
under a 1 mbpd to about 6 mbpd in the past few
weeks.

US production & imports (‘000 b/d)
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Scource: Bloomberg, Ostrum AM

Current high production is traceable to the recovery in
oil investment since 2021. The high number of oil wells
spudded but uncompleted dating back to 2020 (almost
8k wells) is now put to work. Unused wells have
declined to 4k. Capacity on the sidelines has thus
entered the market as oil prices stabilized around $75
per barrel early on this year.

Enhancing your

power to act

The Permian basin has led the rise in new capacity. It
has long been argued that shale growth is needed to
balance the world oil market.

Permian basin: wells spudded and expected
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In 2022, President Joe Biden drew down strategic
petroleum reserves to shield the consumer from high
gasoline prices after the invasion of Ukraine. Strategic
reserves are now stabilized at low levels, and, in all
likelihood, the US government will seek to rebuild
inventories over the long term. Government purchases
should thus put a lasting floor on oil prices. It is hard
to believe that this floor would be as low as the $60-65
that prevail currently in the market. Furthermore, the
international backdrop and the weaponization of
energy supplies should command a lasting premium
on oil prices.

Against the backdrop of higher oil production in the
US, inventories have picked up pushing spot prices
lower. The inventory build comes at a time when there
is a seasonal drawdown of inventories, hence the
large impact on crude prices.

Saudi Arabia is isolated in its bid to control
output as many OPEC+ members seek to
raise their productions. The revival of US
shale has tipped the market into excess
supply. Will Saudi Arabia be able to convince
OPEC to cut production? If not, oil prices
have further to fall

Axel Botte
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Market review

Promises only bind those who listen to them

Financial markets continue to cling to a scenario of
rapid monetary relief before the last dash of central
bank meetings in 2023. This financial environment is
the keystone of the outperformance of risky assets
since the October lows. The European stock market is
at its high for the year, credit spreads are tightening.
The rebuilding of a term premium seems ancient
history despite the expected resumption of large bond
issuance after the holidays. Market myopia and its
partial reading of data and comments from Fed
officials now constitute the main market risk. The BoJ
should take a further step towards the end of negative
rates, which buoyed the Japanese currency up 2% last
week against a still strong dollar.

Economic cycles do not die of old age, Janet Yellen,
the current US Treasury Secretary, used to remind us.
The end of the cycle will require a significant financial
or economic shock. While waiting for a hypothetical
coup de grace, the American economy remains a job
machine and offering opportunities to new entrants to
the labor force. Job openings are however less
abundant (8.7 million in October) but still sufficient to
absorb the recovery in the labor force. Net job
creations amounted to 199k in November with the
unemployment rate falling to 3.7%. A larger number of
sectors are adding jobs. Hourly wages (+0.4%m) and
hours worked are also increasing. The service ISM
survey still points to steady growth in the months to
come. In short, the recessionistas will have to wait and
the burden of proof is once again on the more dovish
members of the FOMC. In the euro area, growth was
confirmed at -0.1% in the third quarter. Contraction did
not prevent growth in employment. Surveys suggest a
pickup in activity at the start of 2024. The lack of
apparent productivity gains should nevertheless alarm
the ECB. Unit labor costs act as a floor for inflation that
cannot be reduced in the long term.

As regards monetary policy, the Fed is watching the
pendulum of short rate expectations suddenly erase
the ‘higher-for-longer’ scenario that appeared this
summer. Jerome Powell must now distance himself
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from Christopher Waller's almost incendiary remarks
opening the door to a pre-emptive rate cut. Monetary
relief would undoubtedly involve a review of the
current policy of quantitative tightening. However, the
market seems to ignore balance sheet policies. In
Europe, the rise in interest rates is over but the
quantitative tightening is expected to intensify with a
possible reduction in PEPP reinvestments. The BoJ
can fan hopes of an end to negative interest rates. The
yen returns to the threshold of 144,

Volatility is increasing again on the interest rate
markets before this week's important central bank
meetings. Neutrality in duration, however, allows
positioning for steeper curves. The economic
weakness of the United Kingdom argues for Gilt
outperformance while 10-year JGBs resumed its
upward path towards the 1% target. In the euro area,
Bunds stabilized at the end of the week at around
2.25% compared to more than 3%, just six weeks ago.
The homogeneous behavior of sovereign spreads now
offers relative value opportunities between Spain and
Italy or by betting on a further tightening of Greek debt
spreads as Greece will soon be included in the major
bond indices. As for emerging sovereigns, spreads
have plunged back towards 400 bp in the wake of the
rally in Treasuries.

IG euro credit experienced a week of relative stability,
further benefiting from the tightening of swap spreads.
High beta segments, including hybrid debt, tend to
outperform, particularly with subordinated banks doing
better than insurance. Credit spreads are much less
volatile than risk-free rates. On high vyield, spread
tightening continued, although there was a preference
for an up-in-quality trade. The decompression trend
seems to be taking hold in the high yield market. The
B premium over BB stands at 184 bp today whereas it
was less than 170 bp at the lowest level of the year.

European stocks benefit from the fall of the euro below
$1.08. Property stocks have now fully recovered their
underperformance after a 30% rebound. European
equity funds however recorded their 39" consecutive
week of outflows.

Axel Botte
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e Main market indicators
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Additional notes

Asset management company regulated by AMF under n° GP-18000014 — Limited company with a share capital of 50 938 997 €. Trade
register n°525 192 753 Paris — VAT : FR 93 525 192 753 — Registered Office: 43, avenue Pierre Mendes-France, 75013 Paris —

This document is intended for professional, in accordance with MIFID. It may not be used for any purpose other than that for which it
was conceived and may not be copied, distributed or communicated to third parties, in part or in whole, without the prior written
authorization of Ostrum Asset Management.

None of the information contained in this document should be interpreted as having any contractual value. This document is produced
purely for the purposes of providing indicative information. This document consists of a presentation created and prepared by Ostrum
Asset Management based on sources it considers to be reliable.

Ostrum Asset Management reserves the right to modify the information presented in this document at any time without notice, which
under no circumstances constitutes a commitment from Ostrum Asset Management.

The analyses and opinions referenced herein represent the subjective views of the author(s) as referenced, are as of the date shown
and are subject to change without prior notice. There can be no assurance that developments will transpire as may be forecasted in this
material. This simulation was carried out for indicative purposes, on the basis of hypothetical investments, and does not constitute a
contractual agreement from the part of Ostrum Asset Management.

Ostrum Asset Management will not be held responsible for any decision taken or not taken on the basis of the information contained in
this document, nor in the use that a third party might make of the information. Figures mentioned refer to previous years. Past
performance does not guarantee future results. Any reference to a ranking, a rating or an award provides no guarantee for future
performance and is not constant over time. Reference to a ranking and/or an award does not indicate the future performance of the
UCITS/AIF or the fund manager.

Under Ostrum Asset Management'’s social responsibility policy, and in accordance with the treaties signed by the French government,
the funds directly managed by Ostrum Asset Management do not invest in any company that manufactures, sells or stocks anti-
personnel mines and cluster bombs.

Final version dated 11/12/2023

This material has been provided for information purposes only to investment service providers or other Professional Clients,
Qualified or Institutional Investors and, when required by local regulation, only at their written request. This material must not
be used with Retail Investors.

To obtain a summary of investor rights in the official language of your jurisdiction, please consult the legal documentation
section of the website (im.natixis.com/intl/intl-fund-documents)

In the E.U.: Provided by Natixis Investment Managers International or one of its branch offices listed below. 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.
Italy: Natixis Investment Managers International Succursale Italiana, Registered office: Via San Clemente 1, 20122 Milan, Italy.
Netherlands: Natixis Investment Managers International, Nederlands (Registration number 000050438298). Registered office:
Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Spain: Natixis Investment Managers International S.A., Sucursal en Espafia,
Serrano n°90, 6th Floor, 28006 Madrid, Spain. Sweden: Natixis Investment Managers International, Nordics Filial (Registration
number 516412-8372- Swedish Companies Registration Office). Registered office: Covendrum Stockholm City AB,
Kungsgatan 9, 111 43 Stockholm, Box 2376, 103 18 Stockholm, Sweden. Or,

Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a
Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier and is
incorporated under Luxembourg laws and registered under n. B 115843. Registered office of Natixis Investment Managers S.A.:
2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Germany: Natixis Investment Managers S.A.,
Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Senckenberganlage 21, 60325
Frankfurt am Main. Belgium: Natixis Investment Managers S.A., Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000
Bruxelles, Belgium._

In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sarl, Rue du Vieux College
10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zurich.

In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial
Conduct Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter Lane, London,
EC4V 5ER. When permitted, the distribution of this material is intended to be made to persons as described as follows: in the
United Kingdom: this material is intended to be communicated to and/or directed at investment professionals and professional
investors only; in Ireland: this material is intended to be communicated to and/or directed at professional investors only; in
Guernsey: this material is intended to be communicated to and/or directed at only financial services providers which hold a
license from the Guernsey Financial Services Commission; in Jersey: this material is intended to be communicated to and/or
directed at professional investors only; in the Isle of Man: this material is intended to be communicated to and/or directed at only
financial services providers which hold a license from the Isle of Man Financial Services Authority or insurers authorised under
section 8 of the Insurance Act 2008.

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
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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 Mendes 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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