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The Fed backpedals

Central Bank communication adjusts to the reality of strong growth in the United States and a more
uncertain disinflation trajectory. A Fed funds rate cut in March has been ruled out even if a cutback in the
pace of QT is under study. Employment is upbeat whilst wages remain inconsistent with the 2 % inflation
objective, especially as the prices of goods are now affected by a rebound in energy and the rise in freight
prices. In the Eurozone, it is also the question of salaries which dominates the debates within the ECB. The
historically low level of unemployment is fueling wage demands in a context of weak productivity gains.
Domestic inflation thus persists despite flat growth for 5 quarters. The warming of global manufacturing
activity nevertheless portends a recovery during the year.

Despite the favorable economic backdrop, the Fed may opt to lower rates 4 times in 2024. The ECB will
follow with 3 25-bp cuts. Cutting interest rates in parallel with quantitative tightening will, however, be
difficult. The ECB is navigating through troubled waters given the heterogeneity of the euro area. As for
Japan, the exit from negative rates remains hypothetical, hence the weakness of the yen.

US bond yields are likely to plateau as long as the Fed continues to project monetary relief. In the euro
area, the sovereign primary market activity since the start of the year was well absorbed. Spreads are
narrowing, perhaps beyond what fundamentals would suggest. Credit benefits from low spread volatility.
High yield spreads continue to rally. European stocks lack a catalyst capable of reviving international flows.
The adjustment in margins is nevertheless more than offset by an increase in valuation multiples.
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ECONOMIC VIEWS

Three themes for the markets

1- Monetary policy

Central bankers have moderated investors' expectations of aggressive rate cuts.

Jerome Powell ruled out cutting Fed Funds rates in March.

The ECB said wages were an important catalyst for the zone's inflation outlook, pushing against expectations of
imminent rate cuts.

China adopted a turning point in its monetary policy by announcing a surprise 50-bp reduction in the required
reserve ratio, to 10% for large banks.

2- Inflation

Inflation, in particular core inflation, persists despite monetary heavy lifting from the major central banks.

In the United States, inflation decelerated to 3.1% in January. Core inflation has stabilized at 3.9% since October,
due to the persistent rise in rents.

In the euro area, inflation slowed to 2.8%, but service inflation stabilized at a high level reflecting wage pressures.
Conversely, in China, inflation was -0.8% for the month of January, as pork prices kept going down.

3- Growth

The US economy is accelerating again at the start of the year.

The euro area is escaping recession, but the European Commission lowered its growth forecast for 2024 to
0.8% from 1.2% in October. Japan and the United Kingdom are in recession.

The global manufacturing sector is showing signs of recovery at the start of the year, particularly in the United
States.

In China, activity is stabilizing, thanks to the service sector and a rebound in exports.
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United States

United states 2023 2024
ql Q2 Q3 Q4 a1l Q2 Q3 a4 2023 2024

GDP (QoQ ar)

Ostrum 22 21 1.9 1.5 1.0 1.0 23 25 1.9 2.1

Consensus b2 0.6 0.4 0.9 BIAS, 14 A3
Inflation

Ostrum 5.8 41 3.6 3.3 3.0 2.7 25 2.8 4.2 2.8

Consensus 3.2 2.9 2.8 2.5 2.3 4.4 2.6
Care inflation

Ostrum 5.6 5.2 4.4 4.0 3.4 2.7 2.6 2.6 4.8 2.8

e US growth remained strong at the end of the year with 3.3% growth in the 4™ quarter. Consumption
and public spending support demand. Investment (equipment, R&D) is up slightly. GDP expansion in the
15t quarter should be around 2%.

e The federal deficit remains under discussion but is expected to be around $1,600 billion in 2024. There
is a risk of a government shutdown at the beginning of March. The Republicans killed the budget bill in
the Senate which did not provide sufficient funds for securing the Mexican border. Immigration will be
the main issue of the November Presidential election.

® The risks of financial crisis appear contained. Household balance sheets remain healthy. Be careful,
however, with the poorly regulated non-banking sector. The NYCB episode is a ripple from the Signature
Bank event and not a harbinger of a banking crisis.

e The unemployment rate remains below its equilibrium level (4-4.5%). The Fed would probably “like” to
see unemployment rise towards 4.5% to ease wage pressures. The increase in the active population is,
however, a boon for the economy.

e Disinflation continues. Underlying inflation should decrease towards 2.4% at the end of 2024. Housing
and energy are two key items for inflation, but the Fed will focus on the PCE deflator which has a lower
weight on housing. The Fed will also facilitate the refinancing of the Treasury.

Euro area
Euro Area 2023 2024
a1 (o] 3 o4 a1 Q2 a3 Q4 2023 2024

GDP (QoQ)

Ostrum 0.1 0.1 -0.1 0.0 0.1 0.2 03 0.4 0.5 0.5

Consensus 0.1 0.2 0.3 0.4 a.5 0.5
Inflation

Ostrum 8.0 6.2 5.0 2.7 3.0 2.8 2.6 25 55 2.7

Consensus 2.5 2.4 2.0 2.2 5.5 23
Careinflation

Ostrum 5.5 5.5 5.2 37 325 2 2.8 A5 5.0 3.0

e Growth remained sluggish in the Eurozone in the 4" quarter and was only 0.5% on average in 2023.
Domestic demand is affected by the strong monetary tightening of the ECB and high inflation while
foreign trade suffers of weak global demand.

e Surveys carried out among business leaders reveal an improvement in activity indices since October.
The composite PMI index from the global S&P survey nevertheless remains below 50, signaling a
contraction in activity at a more moderate pace.
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China

The improvement in surveys comes from peripheral countries, Spain and Italy in particular, thanks to
notable increases in order books. France, on the other hand, has not found a source of stimulus and
Germany remains penalized by the consequences of the energy shock and its strong past dependence
on Russian energy, as well as by China's disappointing growth which is weighing on exports.

A slow recovery should begin in 2024 and more particularly in the 2" half of the year as monetary policy
turns less restrictive, real incomes rise and world trade recovers. Fiscal policy will not be supportive.
Inflation slowed significantly compared to the peak of 10.6% in October 2022 to stand at 2.8% in January
2024. This was mainly linked to the negative contribution of energy prices. The continuation of
disinflation will be conditioned by the evolution of domestic prices and in particular those of services
which depend more on the evolution of wages.

In a context of low productivity growth, company margins have an essential role to play in absorbing
the increase in unit labor costs.

Will the Year of the Dragon be that of the return of China?

International investors remain cautious about Chinese equity markets due to political volatility.

The Chinese provinces have published their growth targets for 2024, the weighted average is around
5% as in 2023.

The official target will be announced in March, during the CCP meeting.

Inflation (-0.8% in January) has probably reached a low point, linked to the distortions of the Chinese
New Year.

The PBoC made a turning point in its monetary policy by announcing by surprise a 50-bp reduction in
the required reserve rates to 10% for large and 8% for small banks.

Furthermore, the PBoC continues to inject liquidity to reduce liquidity risk and support the real estate
sector.

Thus, recent monetary stimulus measures and prospects of further measures could mark a turning
point in investor sentiment as regards Chinese financial markets.

Investments in industry to the detriment of real estate remain robust, providing support for Chinese
growth.

The real estate sector is expected to stabilize, with social real estate absorbing excess capacity in the
sector.

Disinflationary pressures should subside, given the strengthening of measures to support activity.

In conclusion, we have not changed our forecasts which already included more proactive economic
policies for 2024.
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MONETARY POLICY

The Fed and the ECB facing continued pressure on domestic prices

1- The Fed is trying to temper expectations of rapid rate cuts...

After generating expectations of strong and rapid rate cuts from the Fed during the December 13 meeting,
Jerome Powell was forced to curb investors' enthusiasm. At the January 31 meeting, he ruled out a rate cut as
early as March, as the Fed needs to have greater confidence that inflation is moderating sustainably. On the
other hand, the Central Bank should probably announce in March the terms of a reduction in the rate of
contraction of its balance sheet (QT). The Fed anticipates 3 rate cuts in 2024. We expect the 1st in June, followed
by 3 others.

2- ... just like the ECB which calls for caution

The ECB left its rates unchanged for the third consecutive time in January. Christine Lagarde indicated that there
was a consensus within the Council of Governors that it was premature to discuss lowering key rates. The
disinflation process had to continue in order to strengthen the ECB's confidence in the return of inflation towards
2% in medium term. Christine Lagarde insisted on the importance of data concerning in particular wages and the
results of wage negotiations which will be held in the 1%t quarter in the Eurozone. The ECB is not expected to cut
rates before June. We anticipate 3 rate cuts over the year. At the same time, the contraction of the balance sheet
will accelerate from the 2" half of the year, with the Central Bank reinvesting only half of the PEPP reinvestments
from July (at the rate of 7.5 billion euros on average per month) before ending them at the end of 2024.
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Source: Bloomberg, Ostrum AM

® US rates: the return of the inflation theme and less accommodative Fedspeak are putting upward
pressure on long yields. The actual start of the monetary cycle should nevertheless bring the 10-year
yield below 4%.

e European rates: the Bund (2.40%) rose slightly beyond our short-term yield targets. The end-of-year
target is 2.30%.

® Sovereign spreads: spreads have tightened sharply with the rise in risk-free yields. Italy and France are
trading below their equilibrium levels, but offer relative value against swap.

® Eurozone inflation: breakeven inflation rates are in line with our targets.
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e Euro credit: swap spreads have continued to tighten through our target levels, as the shortage of
collateral has been reduced with the quantitative tightening. |G credit benefits from the low spread
volatility compared to bond markets.

® Change: the euro has depreciated towards $ 1.07. The contraction of the ECB's balance sheet may allow
a rebound towards $ 1.10.

e Equities: stock markets remain well oriented in 2024 despite expectations of falling margins. The
increase in valuation multiples should, however, offset the pressure on earnings.

® Emerging debt: emerging market bonds tightened to around 380 bps, i.e. our end-of-quarter targets.

Source: Ostrum AM. The analyses and opinions mentioned represent the point of view of the author(s) referenced.
They are issued on the date indicated, are subject to change and cannot be interpreted as having any contractual
value.
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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
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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.

Natixis Investment Managers

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. ltaly: 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: Natixis Investment Managers International, Nordics Filial

Convendum 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 International,
Zweigniederlassung Deutschland (Registration number: HRB 129507): 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 Collége 10,
1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zirich.

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, Level 4, Cannon Bridge House,
25 Dowgate Hill, London, EC4R 2YA. 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

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.
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In Singapore: Provided by Natixis Investment Managers Singapore Limited (NIM Singapore) having office at 5 Shenton Way, #22-
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