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L Topic of the week: China: remember August 2015
by Axel Botte

° The third plenum of the Chinese Communist Party failed to address the causes of persistent imbalances in the Chinese
economy;
° The supply-centric model has been reaffirmed with priorities set to make supply chains more self-reliant and enhance

investments in advanced manufacturing;

° Domestic demand remains weak whilst central government transfers are needed to make up for local governments’
revenue shortfall;

° The PBoC keeps easing monetary policy adding to downward pressure on the Chinese yuan;

° Devaluation of the yuan could be the end game.

° Market review: Markets need a Fed nod
by Axel Botte

® Fed, BoE and BoJ to hold important meetings this week;
e US growth surprises on the upside (2.8% in 2Q) but most surveys are downbeat;
e Curve steepening resumes amid tensions on euro sovereign debt markets;

e US mega-cap earnings disappoint.
] Chart of the week

French business confidence dropped by 5.2 points in July to stand at
120 93.9. It is at its lowest level since February 2021. Business confidence

0 had been hovering near its long-term average since May 2023,
A m\//\ m W/J\f’] (wkﬂ signaling a lackluster but resilient growth amidst various shocks.
V V\/j \J\\/\,\/ N However, the drop is traceable to political uncertainty. The survey
90 was conducted from June 27 to July 22, therefore incorporating the

results of the elections. The lack of visibility on the economic policy
has led business leaders to adopt a wait-and-see approach. The
deterioration in activity and demand prospects is clear. All sectors are
gp Yanuary 2000 - July 2024 affected, most notably services and retail trade. The employment

20 ‘;3'3 2‘3“340 2008 ”::oa 2010 2012 2014 2016 2018 2020 2022 2024 index also fell, dropping by 3.5 points to 96.2, well below the long-
Sources : Datastream, Ostrum AM
term average of 100, and at its lowest level since April 2021.

Each Olympic medal will contain 18 grams of puddled iron from the Eiffel

tower.
Source: Mairie de Paris
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® Topic of the week

China: remember August 2015

The third plenum was an opportunity to deal with imbalances in the Chinese
economy linked to a chronic shortfall in domestic spending and over-reliance on
exports at a time when international relations have grown more complex. The PBoC
has an impossible task of combating domestic deflationary forces whilst
maintaining stability in the foreign exchange market amid net capital outflows.
Given the supply-centric growth strategy of Xi Jinping, the end game could be a
devaluation of Chinese Renminbi.

China’s growth model may only worsen imbalances

Was the third plenum The Communist party’s Central Committee typically uses the third plenum to announce
a lost opportunity? new medium-and long-term policies. This year’s plenum failed to put forward the policy
measures needed to tackle the growth challenges. Growth slipped to 4.7%y in the second
quarter amid persistent weakness in retail sales (+2%y) and property investment (-10%y).
The shortfall in domestic demand makes it harder to tackle high youth unemployment.
Industrial production was somewhat stronger (+5.6%y). China’s economy needs to grow
by, at least, 4.5% to achieve the government’s long-term objective of doubling per-capita
income to about $25,000 by 2035. Instead, the IMF estimates that China will struggle to

keep growth above 4% over the medium term.

Is China’s growth At the plenum, Xi Jinping doubled down on his commitment to advanced manufacturing
model too unbalanced (including technology, green transition capital goods) despite the trade tensions and the
to be sustained? protectionist threat from the US and Europe. Xi Jinping stressed issues including supply

chain self-reliance and technological innovation as top priorities. The technological
dependence from the US must be reduced. China’s growth model will thus remain supply-
centric, even as the world economy would greatly benefit from stronger Chinese domestic
demand. The growth model favors productivity gains over jobs in a bid to overcome the
challenges from a shrinking labor force. Demand is not the focus of the Politburo. Still, the
third plenum document alludes to measures to expand the social safety net and facilitate
internal migrations of workers (Hukou registration system). These changes would
encourage households to spend more.

Furthermore, getting the finances of local governments into better balance will require
consolidation efforts from Beijing. The property slump has made longstanding revenue
shortfalls at local governments even more unsustainable. Local government deficits
totaled more than CNY15 trillion in 2023. A fiscal reform should thus target measures to
expand local tax revenue sources, increase transfers to local governments and direct
spending from the central government (90% of public spending is assumed by local
governments at present).
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Managing imbalances... until it breaks

Monetary policy The PBoC is in a corner now. Chronic weakness in domestic demand and fast-expanding
easing may lead to supply have magnified deflationary forces. Inflation is nil with producer prices in outright
yuan devaluation deflation territory. Meanwhile, the government’s crackdown on entrepreneurs over the

past few years have led to large net capital outflows from China. Foreign direct investment
has collapsed (-29.1%y YTD in June 2024) in the context of international trade sanctions
and a challenging growth outlook in China.
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Against this backdrop, the continued monetary easing from the PBoC (with the latest 10
bp cut immediately after the plenum) has further weakened the Chinese Renminbi in
currency markets. The USDCNY fixing (7.11) grinds higher, but the market exchange rate
is trading near the cheaper end of the band (7.27 or 2% on the cheap side). The CNH
exchange rate is even cheaper.

To manage the currency slide and keep the yuan afloat, the PBoC needs to sell US dollars.
In May, the Chinese monetary authority sold a record $42 billion worth of US securities,
with US Treasury bonds making up more than half that amount. The current acceleration
in Treasury bond sales may foreshadow a devaluation in the Chinese yuan. In August 2015,
the PBoC shocked the world with a 3% devaluation and, in January 2016, the currency
depreciated further.
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Besides the current economic environment, China could decide to devalue to mitigate the
impact of looming trade tariffs. There is indeed bipartisan support in the US to take the
hard line on China. From 2018, President Trump put tariffs on Chinese goods, and Biden
only added to them while introducing export restrictions on various technologies, such as

MyStratWeekly — 29/07/24 - 3



_ Enhancing your
1| ~ power to act

ASSET MANAGEMENT

semiconductors. This certainly draws comparisons to the US-Japan trade tensions in the
1980s, that eventually led to large currency adjustments.

Looking forward, the recent reform of the PBoC’s monetary framework leaves the door
open for asset purchases. The consolidation of local government finances will likely
require central government borrowing. Quantitative easing to facilitate government bond
issuance will only exacerbate downside risks to the Chinese currency.

Looking into the market impact of the August 2015
devaluation

The shock devaluation The PBoC devalued the yuan over a three-day period to August 13", 2015. In this section,

in August 2015 took a we look at the market’s reaction to the surprise devaluation across a range of assets. In
toll on risky asset the initial 3-day period, the S&P 500 lost 1% and Shanghai barely moved. US 10-Yr note
prices yield fell 3 bps to 2.18%. The kneejerk reaction to the news of a higher CNY fixing was

sharp though with a 10-bp fall in yields. The US yield curve initially flattened at the margin.
The 2s10s spread shrank by 4 bps with 10s30s spread unchanged.

In the period through the end of the September quarter, financial markets moved much
more. The PBoC decision fed into the Fed’s decision to hold rates unexpectedly at its
September meeting. This may have stoked expectations of slower growth abroad. The
S&P 500 lost 7% between August 13 and the September close. Shanghai stock market was
down 22%. US yields fell by 15 bps with 10-Yr bonds outperforming both 2-Yr notes and
30-Yr bonds. The 10s30s spread indeed widened by 15 bps. Importantly the US dollar
index (DXY) remained stable through this period.

Conclusion

China’s supply-centric growth model is hard to maintain in a
confrontational world. Tariffs and trade restrictions limit the growth
potential from exports whilst chronic weakness in domestic demand
exacerbates deflationary forces from the property slump. Capital
outflows only make matters worse so that the PBoC may be forced to
devalue the yuan. A surprise devaluation would be detrimental to risk
assets if August 2015 is any guide.

Axel Botte
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® Market review

Markets need a Fed nod

The downturn in surveys and the mediocre quarterly results of the top American
companies are prolonging the stock market correction, as investors' attention now
turns to the meetings of the Fed, the BoE and the BoJ this week.

The financial environment has deteriorated since the beginning of the month. The stock
market correction initiated by the US mega-cap American companies is only partially
offset by the rotations into small-cap stocks. The rebound of the Japanese yen, which is
regaining its safe-haven status in anticipation of a rate hike by the BoJ, the price of gold
close to $2400 per ounce, and the slight tension on sovereign spreads are all signals of risk
aversion. The steepening of yield curves seems to be a nudge to the Fed, and even to the
BoE. Meanwhile, the PBoC is doubling its efforts to stimulate a faltering domestic demand.
The volatility of stocks is also notably on the rise this week in the United States.

The downside risks to growth, recently mentioned by Christine Lagarde, seem to be
materializing considering the latest surveys (PMI, IFO, INSEE, etc.). Economic activity has
been slowing down since May. The improvement in consumer confidence is the only
glimmer of hope to reverse this trend in the second half of the year. In the United States,
growth came in at 2.8% in the second quarter thanks to strong business investment. The
rebound also reflects the end of inventory drawdown, so that first-half growth is in line
with potential. The rise in unemployment (4.1% in June) must be monitored. However,
consumer spending picked up between April and June, driven by durable goods purchases.
PCE inflation (PCE) eased slightly to 2.5% in June. In China, growth below 5% in the second
quarter is insufficient for the authorities. Exports are the sole engine of activity. The real
estate situation requires restructuring of the financial sector. About forty banks, made
non-viable by bad real estate loans, have been hastily merged. In this context, the PBoC
has no choice but to lower its interest rates. Inflation near zero leaves little doubt about
the continuation of this trend. On the contrary, market participants anticipate a rate hike
by the BolJ, perhaps as early as Wednesday, to consolidate the rebound of the Japanese
currency towards 153 yen to the dollar.

In the U.S. bond markets, the yield curve steepening, initially associated with the
possibility of a second Trump presidency, has resumed amid expectations of Fed rate cuts.
Jerome Powell will likely prefer to wait until September for a first cut of 25 bps. The
Treasury refinancing announced on Wednesday is not expected to change the issuance
profile. The extension of the Treasury debt maturity may be postponed until 2025. The T-
note (4.20%) is thus supported by the expected monetary policy stance and the weakness
in equity markets. In the euro area, the Bund struggles to break through the 2.40%
threshold despite poor economic surveys. Sovereign spreads are on the rise. The rumour
of a repeal of the pension reform in France has led to selling pressure on the OAT (71 bps),
which seems to be spilling over to the eurozone government bonds.

Stocks end the week sharply lower. The earnings reports from Tesla and Google
disappointed, as did those from luxury giants in Europe. The S&P has dropped 4% since
July 16. This correction resembles that of April, with more pronounced rotation
movements and a noticeable increase in implied volatility, leading to position unwinding.

Axel Botte
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Additional notes
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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 29/07/2024

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.

In the E.U. (outside of the UK and France): 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. ltaly: Natixis Investment Managers S.A.,
Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via San Clemente
1, 20122 Milan, ltaly. Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB
88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis
Investment Managers, Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands.
Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office).
Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en Espafia. Serrano
n°90, 6th Floor, 28006, Madrid, Spain. Belgium: Natixis Investment Managers S.A., Belgian Branch, Louizalaan 120 Avenue Louise,
1000 Brussel/Bruxelles, Belgium.

In France: Provided by Natixis Investment Managers International — 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.

In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sarl, Rue du Vieux Collége 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 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
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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 discretionary asset management business and investment
advisory and agency business as a Financial Instruments Business Operator. Registered address: 1-4-5, Roppongi, Minato-ku, Tokyo.
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 (company registration no. 199801044D) to distributors and
institutional investors for informational purposes only.

In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional investors 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 Inve stment
Managers Australia Pty Limited is not a registered financial service provider in New Zealand.

In Latin America: Provided by Natixis Investment Managers S.A.

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 Colombia: Provided by Natixis Investment Managers S.A. 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 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
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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.

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. Past performance information presented is not indicative of future
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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.
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