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THECIOLETTRE 2
How high?

A classic dilemmma in an economic recovery phase: economic policy must not be tightened
too quickly at the risk of endangering a convalescent recovery, it must not be tightened too
late at the risk of creating activity overheating or financial bubbles. We are at the heart of
this dilemma, particularly with the debate on the U.S. stimulus package, an additional $1.9
trillion, which some people think is exaggerated. How far should we go in terms of economic
stimulus? The authorities have chosen their side, they prefer the risk of doing too much to
the risk of doing too little.

Markets have moved in the direction we expected, rising rates, good performance of risky
assets. However, they did so more quickly than expected, so that signs of overheating
appeared. The rise in interest rates has led to a correction in certain "high-duration” equities,
such as tech, which are benefiting from the economic recovery. It is the market equivalent of
the economic policy dilemma: rates that rise because the horizon clears and it is positive for
all assets, rates that rise too fast out of fear of overheating or inflation, and markets
stumble. How high can the rates go without destabilizing?

Ibrahima Kobar
CIO Ostrum

For the time being, the central banks, the Fed and ECB, guarantee very favorable monetary
conditions. Risky assets should remain well-oriented even if valuations are already
anticipating a lot of good news. But hesitations between too much and too little could end up
awakening volatility.
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ECONOMIC VIEWS
THREE THEMES FOR THE MARKETS

o OVERHEATING

The Biden plan, while the US
economy appears resilient, raises
concerns about the potential risk
of overheating.

The very generous fiscal stimulus
could then prove oversized.

€) CENTRALBANKS

Central banks are increasingly
“tested” by markets. Rate hiked
are gradually priced-in.

This could lead to even more
movement on long rates.

2021 expectations

Growth (yearly average)
Bloomberg Consensus Ostrum
3 month Gap to

Forecast
change consensus

Forecast

o INFLATION

Between fiscal stimulus and very
lax monetary policy, fears of
inflation are rising.

There is a short-term risk
associated with the surge of
commodities. And a medium-term
risk if anticipation stabilizes at a
high level.

Inflation (CPI)

Bloomberg Consensus Ostrum

3 month Gap to

Forecast Forecast

Change consensus

Source : Bloomberg & Ostrum
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KEY MACROECONOMIC SIGNPOST .

The health crisis continues to dominate macroeconomic dynamics. Uncertainty leads to excess savings behaviors.

However, the situation is beginning to change due to the rate of vaccination in several countries. This is the case in the United Kingdom, where
the government plans to relax sanitary constraints and containment. In the US, the combination of vaccines and health measures imposed by

Biden is changing the profile of the epidemic.
Europe is lagging vaccination and is still causing caution in behavior.

The pace of economic activity is robust in the manufacturing sector (cf. world trade). The services sector is strong in the USA but weak in the
Eurozone. This translates into rather strong prospects across the Atlantic and less dynamic in Europe.

However, macroeconomic dynamics are still insufficient to be self-sufficient on both sides of the Atlantic. Economic policies will have to
remain active in the coming months to compensate for the prudent behavior of economic actors.
The measures implemented in France, for example, will have to be extended even if their effectiveness decreases.

China, moreover, has a more selfish behaviour since its growth does not cause a strong impulse on the world economuy. It exports a lot, but it
doesn't matter. Western countries buy Chinese products, but they sell very little of them. Given the size of Ching, it's a drag on the recovery of
the rest of the world.

|Vaccination - Number of people with at least 1 dose‘ [Markit Survey: Composite Indices for the whole economy|
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KEY MACROECONOMIC SIGNPOST .

e Inflation will accelerate in the coming months due to higher oil prices. The underlying indicators of inflation, the labour market in particular, do
not suggest a rapid acceleration. The Biden Plan can alter this balance.

e Active economic policy will require central banks to remain very accoommodative and interventionist in order to maintain low interest rates to
ensure debt sustainability.

e Theimportant point will be on the American recovery. Joe Biden's idea is to leave no one on the side of the road. The middle class has been
affected by globalization but also by the pandemic. This broad policy could have an impact on the global economy as a whole. Domestic
demand will accelerate across the Atlantic and increase imports.

e Europeans can take advantage of it as they did after the Reagan revival in the early 1980s. The situation is not directly comparable because
the instruments are not the same and also because Reagan'’s policy brought the world into financial globalization. That had been a source of
acceleration of trade. That is not the pattern that currently works.

e Europe must do everything to take advantage of this impetus in order to emerge from this crisis quickly.

l Oil Price (Brent) in 2020 and 2021 . [USA - Inflation Rate (CPI) and the ISM Price Index - |Euro Area - Will to save in the next 12 months|
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BUDGETARY POLICY

Too much of a good thing

) THE AMERICAN DEBATE

The Biden package would add 1,200 billion dollars in stimulus. This would bring the
deficit to nearly 4 trillion and would therefore constitute an extraordinary stimulus. It
should also be noted that the deficit does not disappear afterwards; there is almost
$1trillion a year on average over the next five years. In total, this means a cumulative
deficit of S9 trillion over six years. Crazy figures, to give an order of magnitude recall
that the GDP of the United States in 2020 was 241,000 billion.

Therisk is, therefore, also to push the economy into overheating.

) EUROPE MORE « REASONABLE »

In the Eurozone, the governments adopt new support measures (32 billion euros in
Italy in particular) and present recovery and resilience plans to the European
Commission in order to benefit from the st installments of the European recovery
plan (2nd semester).

It is becoming increasingly clear that the deficit will not go away next year. The debate
is focused on the indefinite postponement of fiscal consolidation.

@) FUNDED WITH VERY LOW YIELDS

The maintenance of very low interest rates, accentuated by the massive purchases of
bonds by central banks, allows countries to benefit from a clear reduction in debt
service and thus reduce fears about sustainability.

The analyses and opinions mentioned represent the point of view of the author(s] referenced.
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MONETARY POLICY 7

Central banks to remain very accomodative
Central banks assets

average annual growth

) BCE:QEAND TLTRO REINFORCED

The current pace of purchases is consistent with the increase of the PEPP from €500
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@) INFLEXION POINT

In the rest of the world, central banks maintain a very lax policy. However, we are 5
beginning to see debates about an exit from this policy, even though this is very 1871 1874 2073 2012 21711
prem(‘]ture at the moment Sources : Ostrum & Bloomberg
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Exuberance

Synthetic market views: a market that gives the benefit of the doubt

The announcement of vaccines and the US election in early November cleared the horizon.
Biden's U.S. stimulus package and the extremely accommmodative policy from central banks have
provided a boost to the markets. The expected scenario is quite positive, despite growth figures,
which remain tepid. If the momentum is undeniable, it seems to us that the level of the markets
calls for a pause and on a number of asset classes our expectations for the end of March are
close to current prices.

We maintain a risk bias on our portfolios (momentum required) but a performance in March
similar to that seen since the beginning of the year, would place the markets on unreasonable
valuations. We are expecting a trend that continues but that calms down.

Allocation recommendations: choosing your risks

With markets that seem very optimistic, we remain cautious about allocations. Peripherals
should tighten, especially on long maturities. For credit, we favor IG as well as ABS and fear a
deviation of the HY. The equity market should stabilize, so we must come back to some
promising themes in the long term. On emerging markets, the stabilization of the EMBIGD at 350
bp offers an attractive yield, even with a hedged currency risk.
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Other sovereigns

Inflation

©

After the very rapid and simultaneous rise in
rates in all OECD countries, central banks began

to give voice. The increase is expected to subside.

©

Action by central banks should also affect prices.

In Europe in particular, after two months of
positive net issuance, the rest of the year will be
negative when QE is accounted for.

©

So we expect much lower growth over March.
And a steepening of the curve with intermediate
maturities at risk

©

Net issuance (post QE) will be negative in Europe
for the rest of the year, so peripherals should be
well supported. Spreads should tighten.

©

The implementation of the European recovery
programme during the year should also provide a
support element.

©

Much of the rise on CAD, AUD, NZD, SEK, NOK
and CHF rates seems to be behind us after the
strong movement recorded. We are globally
neutral.

©

The rapid rise in raw materials will push inflation,
albeit temporarily, to higher levels. The shock can
be quite large.

©

The inflation curve has therefore flattened
considerably (it is reversed in Europe and the
United States) and this movement could
continue.

©

Oil can continue to grow in the short term. The
sharp rise in other commodities, particularly
metals, will also support the asset class.
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Stock market

©

Fundamentals are improving on credit with the
economic recovery. Default rates are currently
lower than expected.

Attention, however, to the resumption of M&A
which is often harmful to bonds credit.

©

Technical factors are also an important support,
with in particular a volume of net emissions that
should remain very limited, especially after taking
QE into account.

©

Prudence on high yield, where valuations appear
tense after two months of tightening in 2021.

©

Immediate prospects are not encouraging.
Valuations are very tense. The market has
already stalled after a very good performance.

©

The fundamentals remain good, the season of
results has been supportive. It is also encouraging
for the future even if the expectations of analysts

seem too high.

©

With valuations that we expect to remain stable,
the market will mainly follow the evolution of
profits. We expect a performance of 0% at 3

months, and 5% by year-end.

©

We expect the EMBI to stabilize at 350 bps. This
is an interesting port for the investor, whereas the
risk profile seems moderate to us.

©

It should also be noted that currency hedging is
much less expensive than it was. We currently
estimate it to be close to 90bp, which leaves a

significant carry.

©

Nevertheless, it is necessary to be discriminating
in terms of investments. We are particularly
positive in Asia where the economic rebound is
stronger.
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MARKET VIEWS

Asset classes
Sovereigns
USA Fed Funds
10-year
UK 10-year
Japan 10-year
Euro Area BCE, deposit
Germany 2-year
10-year
30-year
France 10-year
Spread
ltaly 10-year
Spread
Spain 10-year
Spread
Portugal 10-year
Spread
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0.25
1.53
0.78
0.15
-0.50
-0.65
-0.23
0.24
0.03
23
0.80
118
0.48
61
0.37
56

Forecast
Mar-21 Dec-21
0.25 0.25
1.50 1.30
0.80 0.10
0.13 0.00
-0.50 -0.50
-0.60
-0.27 -0.30
0.20
0.03 -0.05
30 25
0.63 0.60
90 90
0.38 0.25
65 55
0.28 0.20
55 50
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Forecast
24-Feb-21 Mar-21 Dec-21
Credit / Spreads
Euro Inflation Swap 10-ans 1.32 1.25 1.21
Libor OAS Spreads
IG 59 57 60
HY 287 302 300
EMBI Spread 350 350
EUR/USD 1.22 1.25
Stockmarket
S&P 500 3830 3850
Euro Stoxx 411 430
FTSE 100 6652 6300
Brent Oil Prices 65.89 65.00 50.00
Gold 1770 1850 1900
VIX 29.92 20/35

M
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Additional notes

Ostrum Asset Management
Asset management company regulated by AMF under n® GP-18000014 — Limited company with a share capital of 48 518 602 €. Trade register n°525 192 753 Paris — VAT :

FR 93 525 192 753 — Registered Office: 43, avenue Pierre Mendés-France, 75013 Paris — www.ostrum.com

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.
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required by local regulation, only at their written request. This material must not be used with Retail Investors.
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3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office).
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In France: Provided by Natixis Investment Managers International — a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial
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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 Colleége 10, 1204 Geneva, Switzerland or its
representative office in Zurich, Schweizergasse 6, 8001 Zrich.

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
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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
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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.
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