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Markets skyrocket on Biden win, vaccine progress

Key Points

e Biden wins elections, majority still uncertain in Senate

e Fed : monetary status quo prevails

¢ Risk assets (equities, credit, high yield) burst on vaccine progress

e Dollar plummets, gold and cryptocurrencies gain

The US elections set the tone for financial markets
throughout last week. As a Joe Biden victory became
more likely, equity market indices gained ending up
posting weekly advances in excess of 8%. Still the
balance of power is likely to restrain the room for
maneuver of the Biden Administration going forward.
US Treasury bond yields initially dropped before
strong employment data sent yields back above the
0.80% threshold on 10-year maturities.

In the euro area, Bunds remain somewhat insensitive
to US note yield gyrations as the German benchmark
closed last week virtually unchanged near -0.62%.
Monetary policy prospects keep a lid on European
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sovereign bond spreads. Italian spreads indeed are
now trading about 2020 lows.

Credit markets participated to the global risk rally.
High yield spreads tightened by more than 40bp in
the wake of the sharp outperformance of CDS indices
buoyed by lower volatility.

Renewed widespread dollar weakness goes hand in
hand with the risky asset rally, but also turns out to
be a boon for gold and cryptocurrencies. The
Australian dollar and Sterling appreciated despite
additional monetary easing measures in both
jurisdictions.

Government bond  markets
remain well oriented despite the
sanitary backdrop and political
risks.

Italian spreads hit new tights.
The spread on Italian BTPs
against Bunds is now about
125bp compared with 250-
300bp at the height of the
political crisis in 2018.

PEPP flexibility is fueling excess
demand for BTP securities.
Japanese accounts also have
initiated significant exposure to
BTP this year. In turn, Italy debt
agency is tapping household
savings (via BTP futura) and the
USD market. This will take BTP
supply pressure off markets.

www.ostrum.com


http://www.ostrum.com/

Ostrum

A Biden Presidency but risks of a
divided Congress

Joe Biden won the presidential election after a very
tight race and several days of indecision. Joe Biden
may have won the last four undecided states,
including Arizona and Georgia, two GOP
strongholds historically. Donald Trump still has not
conceded and threatens of multiple lawsuits on
alleged fraud. The popular vote, which yields a clear
4 million vote margin in favor of Joe Biden, does not
fully reflect the division of the country and the
difficulties that the incoming Administration may
face to implement its agenda. The democrat
majority in the House of Representatives will be
slimmer than two years ago. The Blue camp may
lose a total of 7 seats. Joe Biden, a centrist
politician, will have to work with the most
progressive wing of the Democratic Party. In
parallel, the elections of about one third of the
Senate probably did not lead to change in majority.
Two seats will be decided in run-off elections in
Georgia on January 5th. The next few weeks will be
extremely important to gauge the room for fiscal
maneuver of the Biden Administration. There is a
distinct possibility that Joe Biden will run into Mitch
McConnell’'s opposition to tax hikes, which may
force the Biden Administration to make trade-offs
on the spending side.

Fed: monetary status quo

In this context, Fed made no changes to its
monetary policy. Jerome Powell only eluded to
discussions regarding asset purchases, without
offering details. The monetary institution continues
to intervene to the tune of $120b a month, including
$40b worth of mortgage-backed securities. The Fed
may have to act if a Republican-led Senate reduces
the chances of a large fiscal stimulus. Monetary
policy is not a substitute for fiscal policy, but
financial markets may still react positively.

Bond markets have erased part of the earlier
steepening movement observed since the end of
summer. The yield on 10-year US notes rose towards
0.88% on election night in the wake of speculative
shorts on long-dated bonds. Initial election results
hinting at a Trump victory gave way to short covering
sending yields down towards previous technical levels
of 0.72%. Inflation breakeven have even been under
pressure in this context.

The quarterly refunding announcement of US Treasury
indicating a smaller than expected increase in long-
dated bond issuance also favored unwinding of short
positioning. Duration sold to the market in the current
quarter will be higher on maturities ranging from 2 to 7
years than on the back end of the yield curve.

Enhancing your
power to act

The upturn in yields towards the end of the week
appears traceable to Dbetter-than-expected
economic data releases. The US economy added
653k jobs in October and the unemployment rate
fell fully 1pp to 6.9%. The latest batch of activity
surveys point to continued activity growth this
quarter. The risk of a second wave in the wake of
Europe where lockdowns have resumed remains
the main downside risk fto the economic outlook.

Markets ignore double-dip recession
in Europe

The return of the recession in the euro area in the
fourth quarter is a certainty. Christine Lagarde
made it clear that monetary easing is on its way. All
policy tools will be recalibrated, which likely include
expanded asset purchase programs and easier
terms for long-term bank funding. Bunds have
remained mostly insensitive to volatility in US rates
and keep trading below the deposit rate. Sovereign
spreads are well oriented despite competition from
EU debt issuance as the second syndicated deal for
5- and 2+30-year bonds looms later this week. Italy
bond spreads shrank by 10bp last week.

Donald Trump’s defeat talks away the risk of
disorderly protectionist measures. The dollar
resumed its slide to the benefit of equity markets
most major currencies (euro, yen, yuan) and
substitutes to currency such as gold and
cryptocurrencies. The rise in equity markets started
among large-cap stocks leaving behind US small
capitalizations. However, hope for an effective
vaccine is truly a game changer and most sectors
hit hardest by the coronavirus crisis were flying on
Monday. European markets also reacted very
positively to the vaccine news.

Credit markets have also greatly benefitted from the
supportive vaccine news and the general upbeat
tone across risky markets. ECB credit buying
accelerated in October adding up to €11b in gross
terms. The dubious hypothesis that bank debt may
be added to the pool of bonds eligible to ECB
purchase programs is resurfacing in broker
research. This has helped the performance of the
banking sector. The primary market is expected to
be active with 40b worth of issuance over the
coming weeks. In parallel, the rebound in stock
markets triggered a steep decline in volatility and a
concomitant reduction in demand for CDS
protection. The iTraxx Crossover raced through the
300bp threshold. High yield bonds also enjoyed a
significant rally in Europe (about -40bp last week)
and the US markets (-70bp).
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Main Market Indicators

G4 Government Bonds 09-Nov-20 -1wk (bp) -1m (bp) YTD (bp)
EUR Bunds 2y -0.74 % +6 -3 -14
EUR Bunds 10y -0.55%
USD Treasuries 2y 0.17% -140
USD Treasuries 10y 0.92 % -100
GBP Gilt 10y 0.36 %
JPYJGB 10y 0.02 % -2 -2 +3
€ Sovereign Spreads (10y) 09-Nov-20
France 26 bp -3 0 -5
Italy 127 bp -12 +2 33
Spain 70 bp -6 0 +5
Inflation Break-evens (10y) 09-Nov-20 -1wk (bp) -1m (bp) YTD (bp)
EUR OATi (9y) 48 bp +10 -3 -
USD TIPS 171 bp -1 -3 -8
GBP Gilt Index-Linked 311 bp -1 +4 -1
EUR Credit Indices 09-Nov-20 -1wk (bp) -1m (bp) YTD (bp)
EUR Corporate Credit OAS 108 bp -8 -5 +15
EUR Agencies OAS 47 bp -2 +1 +3
EUR Securitized - Covered OAS 37 bp -1 +3 -5
EUR Pan-European High Yield OAS 437 bp -43 -13 +133
EUR/USD CDS Indices 5y 09-Nov-20 -1wk (bp) -1m (bp) YTD (bp)
iTraxx IG 50 bp -13 -2 +6
iTraxx Crossover 286 bp -71 -31 +80
CDXIG 50 bp -14 -4 +5
CDX High Yield 318 bp -101 -47 +38
Emerging Markets 09-Nov-20 -1wk (bp) -1m (bp) YTD (bp)
397 bp 24 24 +107
Currencies 09-Nov-20 -1wk (%) -1m (%) YTD (%)
EUR/USD $1.191 +2.39 +0.68 +6.03
GBP/USD $1.319 +2.22 +1.2 -0.54
USD/JPY ¥104.83 +0.02 +0.75 +3.58
Commodity Futures 09-Nov-20 -1wk ($) -1m ($) YTD ($)
Crude Brent $42.7 $3.8 -$0.6 -$18.1
Gold $1878.1 -$15.6 -$52.3 $355.3
Equity Market Indices 09-Nov-20 -1wk (%) -1m (%) YTD (%)
S&P 500 3509 7.32 0.93 8.63
EuroStoxx 50 3427 13.49 4.70 -8.50
CAC 40 5355 14.15 8.25 -10.43
Nikkei 225 24 840 8.11 517 5.00
Shanghai Composite 3374 4.61 3.11 10.61
VIX - Implied Volatility Index 23.80 -35.90 -4.80 72.71

Source: Bloomberg, Ostrum Asset Management
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Legal Information

This document is intended for professional clients 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, and in particular anything relating to
the description of the investment process, which under no circumstances constitutes a commitment from 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. 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. Italy: Natixis Investment
Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via Larga, 2 - 20122, Milan,
Italy. 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. 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 Zirich. In the U.K.: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial
Conduct Authority (register no. 190258). This material is intended to be communicated to and/or directed at persons (1) in the United Kingdom, and should not to
be regarded as an offer to buy or sell, or the solicitation of any offer to buy or sell securities in any other jurisdiction than the United Kingdom; and (2) who are
authorised under the Financial Services and Markets Act 2000 (FSMA 2000); or are high net worth businesses with called up share capital or net assets of at least
£5 million or in the case of a trust assets of at least £10 million; or any other person to whom the material may otherwise lawfully be distributed in accordance with
the FSMA 2000 (Financial Promotion) Order 2005 or the FSMA 2000 (Promotion of Collective Investment Schemes) (Exemptions) Order 2001 (the "Intended
Recipients"). The fund, services or opinions referred to in this material are only available to the Intended Recipients and this material must not be relied nor acted
upon by any other persons. Registered Office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. 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: Office 603 - Level 6, Currency House
Tower 2, PO Box 118257, DIFC, 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 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 2018 FSC SICE No. 024, Tel. +886 2 8789 2788. In Singapore: Provided by Natixis Investment Managers Singapore (name registration no.
53102724D) to distributors and institutional investors for informational purposes only. Natixis Investment Managers Singapore is a division of Ostrum Asset
Management Asia Limited (company registration no. 199801044D). Registered address of Natixis Investment Managers Singapore: 5 Shenton Way, #22-05 UIC
Building, Singapore 068808. 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 Investment 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,
oficina 102B, 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 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. 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 to operate within Mexico as an investment manager in terms of the Mexican Securities
Market Law (Ley del Mercado de Valores). Any use of the expression or reference contained herein to “Investment Managers” is made to Natixis Investment
Managers and/or any of the investment management subsidiaries of Natixis Investment Managers, which are also not authorized by or registered with the CNBV or
any other Mexican authority to operate within Mexico as investment managers. 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 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.
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