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Topic of the week: Concentration risk: dotcom bubble redux?

The performance of the Magnificent 7 group has been stellar in the past

few years;

US equity performance has become increasingly concentrated with the

10 largest stock accounting for 30% of total market value;

The current market backdrop can be compared to the Y2K period and

the dotcom bubble;

The Al investment theme has propelled the performance of the Mag7

group and productivity growth has indeed picked up;
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Despite faster productivity, high valuations of market leaders could
justify portfolio rotation to restore diversification.

Market review: Record S&P 500

Manufacturing surveys turning up;
The S&P 500 clears the 5000 mark;
Dollar and bond yields higher;

Downward pressure on swap spreads.

Chart of the week

US Annual Trade Balance With China (Sbn)
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Figure of the week

42

demand.
Source : US Treasury

The US bilateral trade deficit with China
narrowed in 2023 compared to 2022, going from
$382 billion (1.5% of GDP) to $279 billion (1% of
GDP), the lowest since 2018 when Donald
Trump had launched his trade war against
China.

The implementation of customs tariffs on
Chinese products has completely reshaped
American trade, favoring countries like Vietnam
and Mexico.

Donald Trump, candidate for the White House,
has indicated that he wants to implement
customs tariffs of 60% for Chinese products.

This is the record amount in billions of U.S. dollars of
the 10-year note auction on Wednesday, February 7.
This US Treasury bond auction attracted strong
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Topic of the week

The performance of the Magnificent 7 group
has been stellar in the past few years. This
has resulted in extreme concentration of
equity returns in a handful of stocks,
suggesting that the major equity indices can
no longer be considered diversified equity
portfolios. Al is likely to transform the US
economy for the better but trees don’t just
grow to the sky and valuations must align
with fundamentals. In addition, Fed policy
may have unintendedly kept the party going.
Comparisons can be made with the dotcom
era, which eventually ended badly for the US
Tech sector.

The sharp outperformance of the Magnificent 7 (Mag7
includes Apple, Microsoft, Amazon, Tesla, Nvidia,
Meta & Google) against the broad US equity market in
2023 is drawing comparisons to the dotcom bubble of
the turn of the century. The concentration of perfor-
mance in only a handful of stocks again appears quite
extreme. The Magnificent 7 stocks are driven up by
the powerful investment theme of artificial intelligence.
The outperformance of the Mag7 group compared with
the equal-weighted S&P 500 is 70% at the end of
January.

US Equity market: 12-month rolling performance of
2002 Mag7 vs. Equal-weighted S&P 500 (total return)
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Source: Bloomberg, Ostrum AM

The market capitalization of the 10 largest stocks is
just under 30% compared to an all-time high of 33.2%
recorded in June 2000 (according to JP Morgan
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calculations). Extremely concentrated equity markets
present a significant downside risk to broader equity
markets. Negative profit guidance or earnings surpr-
ises in the top 10 stocks could ignite selling of similar
stocks as analysts read across the profit shortfalls of
the mega-caps.

Furthermore, the risk diversification offered by stock
index funds and ETFs may prove inadequate for most
investors. Equity market indices are sort of “managed”
portfolios using market capitalization as their single
stock selection criterion. By construction, they embark
pairwise stock correlation risk. A key takeaway from
this observation would be that an equal-weighted
index or a portfolio built using the principles of
minimum volatility or minimum pairwise correlation
should fare better in the event of a downturn in current
market leaders.

The hype about the Magnificent 7 is deeply rooted in
expectations of productivity-enhancing adoption of Al
across most industries of the US economy. This has
boosted tech stocks including chip-designer Nvidia,
the modern-day equivalent of a shovel business of the
gold rush era.

Itis undeniable that artificial intelligence will contribute
to faster productivity growth. Comparisons to the
period of adoption of information and communication
technology in the second half of the 90s are not
misplaced in our opinion. Hourly productivity increas-
ed 2.5% on average between 1995 and 2005. It is
quite possible that the US economy could enjoy a
long-lasting boost to productivity. Yet trees do not
grow to the sky, and certainly not as fast as a FANG
stock.

United States : Hourly productivity growth (% annualized,
5-year period averages])

Source: Bloomberg, Ostrum AM
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The valuation premium that the Magnificent 7 stocks
command over the rest of the US equity market is
larger now than during the dotcom bubble. One caveat
may be that overall US market valuations were even
richer in early 2000s than today’s high price-earnings
multiples, but that makes the point about the concen-
tration of equity market value all the more valid. Future
market drawdowns will likely result from weakness
among the largest stocks. In the chart below, we use
the popular FANG index which captures the
concentration theme well.

US Equity market: Magnificent 7 & S&P 500 vs. Equal-
50 weighted S&P 500 (PE premium)
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The high valuation of the largest stocks acts as a
reverse value trap. The consensus view among fund
managers is that mega-cap valuation premiums are
excessive so that these stocks could be under-owned
by mutual funds. Among the Magnificent 7, the largest
underweight is in Tesla at 7% below pre-covid expos-
ure on JP Morgan data. Somewhat surprisingly, posit-
ioning on the other 6 is close to neutrality. Fund
managers hence find it hard to fight the beauty contest
even if the end game may be a sharp valuation
realignment. As Keynes’ saying goes, the market may
stay irrational longer than you can stay solvent or
sustain underperformance for that matter. This is a
classic dilemma in portfolio management: going with
the crowd can sometimes protect short-term perform-
ance but it could come at the expense of long-term
returns.
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In current market circumstances, share buyback
programs may postpone, if not prevent, the
normalization in mega-cap stock valuations. The
Magnificent 7 (and possibly other unloved sectors like
banks and energy) contribute heavily to share buyb-
acks flows to the tune of $ 200 billion a quarter. Beauty
is not cheap. Rare beauty must be pricier. Share
buybacks accelerate the de-equitization of financial
markets.

A distinctive feature of the final leg up in the 1999-2000
bubble in the equity market is the liquidity injections by
the Federal Reserve around the turn of the century.
The fear was that the Y2K date changeover would
cause software bugs and be disruptive for a number of
activities including financial markets. The date
changeover was smooth and liquidity injections
coincided with another run-up in stock prices.

Y2K: Fed balance sheet & S&P 500
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This time round bank reserves have also increased in
parallel to the rally in equities. The key difference is
that it was unintended by the Fed. Banks drew liquidity
from the bank term funding program (BTFP) initially
designed to stem the SVB crisis in March 2023. Banks
borrowed as much as $57 billion since late October.
Indeed, BTFP rates charged by the Federal Reserve
(1-year OIS + 10 bp) got cheaper. Financial markets
indeed began pricing aggressive rate cuts following
Christopher Waller’s pivot signal which was confirmed
later by Chairman Jerome Powell. This is not to say
that banks directly buy equities, but easier liquidity
conditions may facilitate margin debt lending to other
market participants.
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¥ Bl S&P 500 unintended monetary easing by the Fed via
Source: Bloomberg, Ostrum AM BTFP usage may have driven Mag7 valuations
beyond what fundamentals would suggest.
The experience of the dotcom bubble is a
reminder of what can happen once investors
realize that their portfolio is too concentrated

on expensive stocks.

Axel Botte
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Market review

The improvement in surveys extends the bull
market in stocks that are resisting the strong
dollar and the rise in long-term rates.

The market environment remains favorable to risk-
taking. The rise in bond yields (+15 bp), two-thirds of
which is traceable to real yields, seems to welcome
the warming of global manufacturing activity. Solid
growth in the United States is fueling the rise in stocks.
The S&P 500 posts a new all-time high above 5,000
points. Unlike last fall's bull market, stocks are
withstanding both the rebound in long-term yields and
the dollar. The Bund (2.36%) is participating in the
rebound in rates which now reaches 34 bp in 2024.
Sovereign spreads are little changed but swap
spreads and credit remain upbeat. Spreads on
emerging country debt in dollars are also tightening
towards 390 bp. The yen depreciated above 149.50
against the U.S. dollar as a sign of distrust in the BoJ's
commitment to put an end to negative interest rates
swiftly.

The latest economic surveys suggest that activity
reached its cyclical low point at the beginning of
autumn. The euro area finally seems to be emerging
from the economic stagnation that has lasted since the
4th quarter of 2022. Within the monetary union, growth
gaps remain considerable between Germany,
contracting by 0.3%, and Spain, expanding by 0.6%
between October and December. After a flat last
quarter, the French INSEE projects a slight recovery
(+0.2%) in the first half of 2024. The key will be the
expected rebound in household consumption. The
evolution of wages seems to point to a sharp
improvement in  purchasing power. Stable
employment conditions and stable, or even lower,
savings rate next year could even accentuate the
rebound in domestic demand. Wage growth raise the
question of the persistence of inflation. Lower inflation
may require a reduction in profit margins.

In the United States, the ISM service index continues
to depict strong activity growth, with initial estimates
from the Atlanta Fed hinting at 4.2% GDP growth in
the first quarter of 2024. Employment and the easing
of bank credit conditions indeed argue for the
continuation of the strong economic expansion
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observed in the second half of 2023. The surprise
came from the slowdown in consumer credit which
could portend a downturn in retail sales. Inflation
remains the Fed's main concern at this juncture. The
revision of the seasonal factors of the CPI suggests
slightly faster disinflation at the end of last year. The
ISM surveys nevertheless foreshadow renewed
tensions on input prices.

Financial markets continue to move forward thanks to
improving growth prospects. The nature of the stock
market rally has changed so that anticipated monetary
easing is no longer the main driver of asset price
revaluation. Stocks are weathering the rebound in the
U.S. dollar and the reduction in the number of
expected rate cuts for 2024. The increase in the size
of T-note auction was nevertheless well absorbed by
the market. The US 10-year note yield seems to have
reached a near-term equilibrium around 4.20%. The
sentiment of the most active participants in the US
Treasury bond market has also become more
balanced after the 30 bp rebound in yields so far in
2024. Inflation breakevens explain roughly a third of
the weekly yield increase. In addition to the price paid
components of the ISM, the barrel of Brent is showing
a rebound of $4.

The Bund is trading around 2.35% pending the
German budget. Swap spreads are on a tightening
trend. The period of scarcity of the safest collateral
appears to be over. The swap spread is approaching
40 bp, a return to the pre-covid norm seems possible
at the end of the year. Sovereign spreads are holding
up. A significant number of investors consider that the
spreads of government bonds against swaps are
indeed attractive. Syndications are getting longer
(Belgium, Spain 30 years). Strong demand already
makes it possible to cover almost a quarter of annual
funding programs.

Credit spreads are stable around 90 bp against swap.
Issuance is easily absorbed. On high yield, the primary
market remains non-existent and fund inflows are
sustaining the rally despite some specific tensions.
Demand for AT1 remains strong.

Stocks are hitting record highs with the S&P 500
above 5000. The available publications reflect annual
earnings growth in results of 5%. The EuroStoxx 50 is
growing in the wake of Wall Street and luxury profits.
Axel Botte
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Main market indicators
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G4 Government Bonds 12-Feb-24 1wk (bp) 1m (bp) 2024 (bp)
EUR Bunds 2y 2.69% +7 +17 +28
EUR Bunds 10y 2.35% +3 +17 +33
USD Treasuries 2y 4.47% 0 +32 +22
USD Treasuries 10y 4.16% +0 +22 +28
GBP Gilt 10y 4.05% +5 +26 +52
JPY JGB 10y 0.73% +0 -8 -12
€ Sovereign Spreads (10y) 12-Feb-24 1wk (bp) 1m (bp) 2024 (bp)
France 50bp +0 +1 -3
Italy 155bp -1 -1 -12
Spain 97bp +5 +4 +1
Inflation Break-evens (10y) 12-Feb-24 1wk (bp) 1m (bp) 2024 (bp)
EUR 10y Inflation Swap 2.19% 0 +5 +6
USD 10y Inflation Swap 2.46% -1 -2 +4
GBP 10y Inflation Swap 3.56% -3 +1 +3
EUR Credit Indices 12-Feb-24 1wk (bp) 1m (bp) 2024 (bp)
EUR Corporate Credit OAS 130bp -1 -14 -8
EUR Agencies OAS 67bp -1 -3 -3
EUR Securitized - Covered OAS 74bp -1 -4 -4
EUR Pan-European High Yield OAS 376bp -15 -25 -23
EUR/USD CDS Indices 5y 12-Feb-24
iTraxx IG 58bp -1 -2 0
iTraxx Crossover 318bp -10 -3 +5
CDXIG 54bp -1 -1 -2
CDX High Yield 348bp -6 -5 -9
Emerging Markets 12-Feb-24 1wk (bp) 1m (bp) 2024 (bp)
390bp -4 22 +6
Currencies 12-Feb-24 1wk (%) 1m (%) 2024 (%)
EUR/USD $1.077 0.214 -1.689 -25
GBP/USD $1.261 0.590 -1.121 -1.0
USD/JPY JPY 149 -0.322 -2.869 -54
Commodity Futures 12-Feb-24 -1m($) 2024 (%)
Crude Brent $81.3 $3.3 $34 5.7
Gold $2 022.7 -$2.4 -$26.3 -2.0
Equity Market Indices 12-Feb-24 -1wk (%) -1m (%) 2024 (%)
S&P 500 5027 1.37 5.08 5.4
EuroStoxx 50 4729 1.58 5.55 4.6
CAC 40 7673 1.09 2.78 1.7
Nikkei 225 36 897 2.04 3.71 10.3
Shanghai Composite 2 866 3.43 -0.95 -3.7
VIX - Implied Volatility Index 13.35 -2.34 5.12 7.2

Source: Bloomberg, Ostrum AM

MyStratWeekly — 12/02/24 - 6



— L
Ostrum ® powertoact

ASSET MANAGEMENT

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 Mendés-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 12/02/2024

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 ltaliana, 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
experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients or Market
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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 Comision 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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