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Market review: back to school!

After the summer break, MyStratWeekly is back. For this first issue we
offer a detailed review of the summer markets. The thematic part will
be back next week.

Jackson Hole’s date was obviously in everyone’s head. J. Powell has
so far distilled evidence of an upcoming decline in the monthly asset
purchase program, which could start in Q4 2021. A linear decline seems
to be the assurance of minimal impact on market volatility.

The ECB is at cruising speed with a QE that continues and has helped
to maintain very stable Bund and peripheral rates. The Board of
Governors is also considering the post PEPP period, a major topic,
although information on the issue should not be expected in the
coming months, with the decision to take place in March 2022.

In this environment of crushed volatility, risky assets performed well,
equities are up and credit spreads were very stable.

However, still waters run deep, the signs of nervousness, or at least
caution, of the market are accumulating. With tense valuations, even
extremely tense in some cases, and growth that has clearly passed its
peak, it is indeed difficult to find reasons for a second wind of the
markets.

Chart of the week

ETF Equity Flows (Eurozone 102 ETFs with 86 EURbn AuM)
0 The rebalancing of the portfolios towards interest
i rates took place in July. The purchase of the
L “Eurozone Fixed Income” ETFs has been

~1.000 000 000 significant since April.

Nevertheless, the purchase of European shares
continues. As often, Europe is lagging the United
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Figure of the week

The 10-year real interest rate have declined after
Jackson Hole and are comfortably below -1%.

Financial repression is alive and well.

Source : Ostrum AM
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Topic of the week

After the summer break, MyStratWeekly is
back. For this first issue we offer a detailed
review of the summer markets. The thematic
part will be back next week.

Over the summer, fixed income markets moved further away
from economic fundamentals. The yield on US T-note
remains anchored below 1.4% by a Fed that is desperately
seeking a smooth way out of an accommodative monetary
policy that is now clearly out of line with economic reality.
Inflation above 5% is starting to weigh on household
confidence. The transitory nature of the rise in prices is being
debated while the tensions in the global supply chains do not
seem to be easing. Strong growth in the United States is
barely disturbed by the emergence of the delta variant. Asset
prices are generally seen as excessive.

The Jackson Hole symposium was obviously on every
market participant's mind. Several non-voting FOMC
members (including Bullard, George, Kaplan) already called
for an early reduction in monetary support. The Fed still buys
$ 80 billion in Treasuries and $ 40 billion in mortgages each
month. Jerome Powell has so far distilled hints of an
upcoming decrease in the monthly asset purchase program.
The tapering of Fed asset purchase could start in 4Q 2021.
A linear decline in market operations may be needed to
ensure that that the impact on market volatility turns out to
be minimal. Indeed, the surprise announcement by Ben
Bernanke in May 2013, although well upstream of the
effective reduction in quantitative easing, had caused a
sharp rise in rates from 1.6% to 3% on the US 10-year bond.
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The inevitable language precautions helped to keep the term
premium very low in the US interest rate markets. At the end
of August, the US bond term premium had even turned
negative again by 17bp according to the estimates of the
New York Fed. The Afghan crisis partly explains the reach
for security expressed by the buybacks of Treasuries.
However, it also seems that the Fed is struggling to convince
stakeholders of its medium-term Fed Funds rate projections.
Implied short-term forward rates peak at 1.75% while the
Fed maintains a projection of 2.5%. At the same time, the
fiscal situation is not without impact on the fixed income
markets. The suspension of the debt ceiling ended on July
31. The borrowing capacity of the US federal government is
constrained. The Treasury is forced to draw on its cash
holdings to fund federal spending worth around $ 600 billion
per month. The Treasury account stood at $ 310 billion at
the end of August. The objective is to maintain a cash flow
of around $ 800 billion in growth speed from now on. The
Treasury is resorting to extraordinary measures to finance
its spending ... but will no longer have visibility beyond mid-
October. The specter of a technical default will resurface.
The use of cash reserves thus reduces the outstanding T-
bills available to market participants and consequently
generates a massive excess of liquidity in MMFs and banks.
These funds are naturally placed on risk-free assets or
return to the Federal Reserve through the Fed’'s reverse
repo facility. The amounts redeposited are considerable so
that the search for collateral totals, at the end of August,
more than $ 1.135 trillion. This is the main pitfall of
quantitative easing programs, which together create both
excess liquidity and asset shortages and long-lasting
valuation distortions.

The impact of excessively accommodative monetary policy
was undoubtedly amplified by a widespread bearish
consensus, no doubt motivated by the frantic rise in the
stock markets and the improvement in the economic
situation. Final investors, caught wrong-footed, had no other
option but to hedge their losses in the rising market by
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buying back their short positions. We are also observing a
bounce in the US dollar visible through a clear resurgence
of buying interest in Treasuries from the non-resident official
sector. The dollar held up well over the summer ($ 1.175 as
of August 26), perhaps also because of the delay in adopting
the fiscal programs that the Biden Administration is pushing
for. Infrastructure spending will be split into two separate bills
to accommodate the complexities of the US budget process.
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Inflation deemed transitory by the Fed remains a central
theme for US bond markets. Rising prices for durable goods
are now clearly weighing on consumer confidence. The cost
of housing, which has been rising steadily for 18 months,
reduces access to homeownership and, ultimately,
increases rents. Pressure on energy prices (natural gas) is
also returning. While inflation likely peaked at 5.4% in July
(CPI), corporate behavior is changing so that selling prices
are now adjusting to continued cost pressures. Market
break-even rates have changed little but remain at the top of
the range observed since the spring. Indeed, 10-year
inflation swaps hover above 2.5% in August.

The US T-note rally also set the tone for Bunds over the
summer. Balanced fund managers also largely reallocated
the profits made on the equity markets in the first half of the
year into bond markets. The German Bund returned to very
low levels close to the deposit rate set at -0.50%. However,
the German debt agency was the only one active in August
in a primary market largely deserted by sovereign issuers.
Admittedly, Bund yields did not plummet to its deadly
summer 2019 levels (below -0.80%) but this drop is
inconsistent with evidence of the continued economic upturn
and higher inflation recently (2.2 % in July). Early fears
related to the delta variant have proven misplaced according
to surveys. Despite the favorable backdrop, the ECB
continues to hammer out its accommodating rhetoric. Chief
economist Philip Lane promptly pointed out the ECB'’s
capacity to intervene if the much-anticipated Fed tapering
spills over to euro area bond markets. The attractiveness of
European fixed income markets has deteriorated, as non-
resident investors seem to be fleeing negative euro yields
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mainly in favor of Treasuries. The concern is measured
given the very low level of rates and spreads.

The reformulation of the inflation target, now symmetrical
around 2%, also suggests an extension of the
accommodative policy over the course of several years. The
Board of Governors is also reflecting on the post-PEPP. The
inclusion of climate-related risks and its potential impact on
prices and financial stability should materialize through a
new asset purchase plan and a reorientation of the
redemption payments from credit holdings, particularly
towards green bond issues.

Apart from the Bund rally, sovereign debts performed well
this summer despite a reduction in the long consensus on
peripheral debts. Excess liquidity keeps squeezing risk
premiums, so that Greece, for example, trades at spreads
close to those of Spain on long maturities.

The first disbursements of the European recovery program
have been made. Only ltaly and Greece will require the full
amount of loans and grants, but other countries (Portugal,
Poland, Cyprus...) will borrow part of the amounts offered by
the EU. Spain is leaving itself until 2023 to apply or not for
these European loans. Spreads remained broadly flat over
the summer. ltalian 10-year BTPs traded within a narrow
range between 100bp and 110bp in July-August. With the
delta spread apparently under control, the resumption of
growth should result in an improvement in public finances
and thus a reduction in future borrowing needs. Sovereign
issuers are generally well advanced in their annual programs
as EU funds and improved tax revenues reduce the risk of
stress on bond spreads. Credit ratings could improve as
well, with Greece in particular likely to see its rating raised a
notch in the fall. However, the ECB will have to review its
criteria for inclusion in the APP to maintain its purchases of
GGBs beyond March 2022. We can bet that the institution
will find a way to maintain favorable financial conditions.

ltaly BTP -10-Yr spread vs. Germany
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ECB action continues to keep credit spreads under wraps.
The European investment grade premium has remained
virtually unchanged since June around 85bp. With the
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primary market coming to a virtual standstill during the
summer, the ECB was able to reduce its purchases in
August. However, the phenomenon of the scarcity of
available bonds remains and will tend to worsen in the latter
part of the year. Negative yields remain a major brake on
investment in credit by a majority of institutional investors.
The flow of debt repayments from non-financial companies
should be higher than bond issues over the last four months
of the year.

Crédit IG en euros (spread contre Bund,
pb)
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The high yield primary market remained more active
compared to investment grade. Quarterly earnings releases
tend to occur later than in the investment grade universe and
investor appetite for yield seems insatiable. Primary market
activity is also much higher than in previous years and,
despite outflows from high yield funds, new issues continue
to be placed. The total issues this year could reach 100bn €,
a historic record. It appears that the ECB's CSPP has the
collateral effect of shifting institutional demand towards
riskier ratings. This is made possible by the recovery in cash
flows and a particularly low default rate coming out of an
unprecedented recession. The 12-month default rate on
high yield issuers remains below 2%. Spreads on
speculative-grade bonds remain within 300bp vs. German
Bunds with, however, more buoyant momentum on the
highest ratings (BBs) most likely to regain an investment
grade rating as the economic recovery unfolds. A form of
decompression in risk premiums continues slowly, but the
backdrop remains solid overall in the high yield segment.

The results of the two summer months are quite positive for
all the world stock exchanges. The MSCI World is earning
more than 3% and the majority of the world stock exchanges
are up.
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Fundamentals continued to support markets with economic
data confirming the recovery even though they were much
less upbeat than in previous months. The results season
was also very good, on the EuroStoxx index the turnover is
4.5% above expectations while profits are 31% higher.

It is interesting to note that the margins held up very well,
which explains the surprises on profits. This is despite the
increase in input prices for companies that should have
played in the opposite direction. It is therefore a sign that
companies could have pass this increase on their finished
products and that they therefore have enough pricing power.
It is also a sign that inflationary pressures are spreading and
are having an impact on the final consumer.

The exception comes of course from China, where the
indexes have slipped, especially as a result of regulatory
decisions on tech giants. It should be noted, however, as the
chart below shows, that the underperformance of this sector
started before.
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However, we think it is appropriate to present also the
opposite of this somewhat idyllic picture. If the markets, on
the surface, seem positive, in a very «risk-on» atmosphere,
some details show a much more nervous attitude.

Let’s start with a number of investment positions that should
normally perform well in a "risk-on" period. The chart below
shows that all of these positions performed very well in the
first quarter of this year, they returned almost zero in the
second quarter, and they all had a negative performance
since early July. It seems, therefore, that these markers of
market psychology send a much more measured, even
anxiogenic, message.
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Performance of several "risk-on" trades
during the 3 quarters of 2021
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Similarly, while the equity markets performed well, the
typology is much more “risk-off’. The two styles “low-
volatility” and “quality” had a very marginal relative
performance over this year's Q2 but they have been in high
demand since July. A clear symptom of a market that seeks
safety. On the other hand, the value stocks that the market
applauded during the upswing phases of economic recovery
or optimism, experienced the opposite path with a relatively
negative performance over the past two months. This is also
a sign that the market penalizes the most risky stocks.

Relative performance of MSCI Europe's styles
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Finally, volatility remained very low during the summer. The
VIX has passed the 20% mark but is rapidly decreasing and
the volatility achieved on all asset classes is significantly
lower than its long-term average (with the notable exception
of commodities where the volatility recorded over the last
three months is close to normal).

However, here too, a careful reading gives a more
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contrasting picture. While the VIX remained very calm, the
SKEW hit a record high at the end of June and remains at
unusually high levels. The VIX measures the expected
volatility on the S&P 500, the SKEW is an extreme volatility
price. The market is therefore positioned both for a calm
market (hence the central scenario is very encouraging), but
also for a significant correction risk (the negative alternative
scenario is increasingly likely). The zen-attitude of the
market is therefore only true on the surface.

Level of the SKEW depending on VIX bracket
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The markets remained rather calm during the summer. The
major event, as expected, was J Powell’s speech at Jackson
Hole. Successful to the extent that it confirmed the
imminence of tapering without creating a “taper tentrum”. At
the same time, the ECB remains on a very accommodative
policy, which has helped to stabilize the Bund as well as the
peripheral gaps.

In this environment of crushed volatility, risky assets
performed well, equities up and credit spreads were very
stable. However, still waters run deep, the signs of
nervousness, or at least caution, of the market are
accumulating. With tense, if not extremely tense,
volarisations in some cases, and growth that has clearly
passed are high points, it is indeed difficult to find reasons
for a second breath of markets.

Axel Botte, Stéphane Déo
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e Main market indicators
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Crude Brent
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5
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18.18
20.58
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Source: Bloomberg, Ostrum Asset Management
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Additional notes

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 —

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 30/08/2021

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 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 Espafa. 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 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 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
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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.

www.ostrum.com

An affiliate of: V’ NATIXIS

i ASSET MANAGEMENT INVESTMENT MANAGERS

MyStratWeekly — 30/08/21 - 9



