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Last dash before the elections

Key Points

Trump hospitalization ignite volatility bout

ECB: negative inflation may lead to PEPP extension

Steepening pressure in US bond markets

Spreads tighten in sovereign and credit spaces

Encouraging data out of the US have sparked a
rebound in US equities until news of Donald Trump’s
positive test hit the wires limiting weekly gains on the
S&P 500 to 1.5%. The upturn in stocks put some
pressure on US yields. T-note are now trading
around 0.75%some 10bp higher than a week ago
and 30-year bond yields top 1.50%. In the euro area,
Bund yields remain below -0.50%. Sovereign
spreads keep narrowing. Italy’s BTP spreads traded
down towards 130bp vs. Bunds.

Chart of the week

The S&P 500 and the US yield curve in

Credit markets have benefited from the equity
rebound. Spreads narrowed by 5bp in investment
grade space and by 20bp in high yield. US credit
markets offered similar returns.

A slightly weaker dollar was evident across the
board. The euro is creeping higher towards $1.18.
The yen pulled back to some extent. Sterling ($1.29)
proves resilient despite the obvious impasse on
Brexit negotiations.

The relation between the US
yield curve and stock prices is
quite complex.
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A different economic equilibrium in the
us

The US economy picked up through the third quarter
after an unprecedented contraction of 31.7%qa in the
three months to June. Activity surveys are well oriented
(manufacturing ISM stood at 55.4 in September) and
household confidence is reassuring as regards the
outlook for private consumption. Car sales are back to
pre-crisis levels.

Nevertheless, trends in labor markets reveal the
various dynamics currently at play in the US economy.
The drop in the unemployment rate, down to 7.9% last
month, is largely traceable to a reduction in temporary
employment. Meanwhile, the rise in number of
bankruptcies, much faster in 2009, imply a continued
uptrend in  permanent job losses. Duration of
unemployment stands at a 2012 high. Monthly mass
layoff plans observed in transportation, leisure and
entertainment and real estate are 4 to 5 times their two-
year averages. Hence, the minimum sustainable
unemployment rate may have risen from 3.5% before
the pandemic to more than 6%. The new economic
equilibrium will be achieved at a higher rate of
unemployment. Productivity will be higher though. The
post-Covid economy will be characterized by changing
demand dynamics and supply constraints requiring
great labor market flexibility to avoid a prolonged period
of mass unemployment. Fiscal policy has a role to play,
beyond automatic stabilizers, to foster structural
transformation in the economy. Execution risk is likely
to be material given the prevailing partisanship in
Washington.

Euro area: inflation opens the door for
PEPP extension

In the euro area, the latest PMI surveys highlight a
degree of unevenness in the recovery. Germany is best
positioned to benefit from improving world trade whilst
activity in services shows signs of weakness especially
in Spain and France. Furthermore, annual inflation in
the euro area came in at -0.3%y in September.
Renewed price weakness argues for maintaining the
current hyper-expansionist monetary policy, which is a
direct consequence form increased government
borrowing needs. The ECB may soon rephrase its
definition of price stability along the lines of that of the
Federal Reserve. Hence, in all likelihood, PEPP will be
extended.

A steeper US curve

Discussions regarding the US fiscal stimulus have so
far made little progress. An agreement on fiscal
stimulus may not be agreed before the elections and
one cannot rule out that Donald Trump’s hospitalization
further delayed a potential deal between the
Democratic-led House and the Republican-led Senate.
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Despite status quo, curve steepened last week. The
yield on 30-year bonds moved higher above 1.50%.
Speculative accounts reinforced their short positions on
long-dated bonds. As at September 29", 2020,
leveraged funds had a short position worth 418k
contract-equivalents on US (20y) futures. The short
position doubled since April and short positioning
accelerated further since the Fed moved to average
inflation targeting. Market participants likely doubt the
Fed’s commitment to zero interest rates when inflation
will revert to normal. Against this backdrop, exposure
to Treasury inflation-protection securities and
steepeners on 5s30s and 10s30s curve segments look
warranted. Duration positioning is harder at present but
low volatility on US rates make carry strategies on
intermediate-term bonds attractive. Bunds fail to follow
on from US steepening. The German benchmark bond
is indeed anchored below -0.50% by negative inflation
readings and the ECB commitment to easy monetary
conditions. The expected PEPP extension contributes
to narrowing in ltalian and other peripheral spreads.
Italian BTPs trade near 130bp, within 10bp of February
tights. A majority of euro area government bond
investors maintain overexposure to both duration and
peripheral spreads.

Tighter credit spreads

The end the third quarter had sparked some profit
taking across credit markets. Spreads resumed
tightening since the quarterly close. In both investment
grade (-4bp at 117pb vs. Bunds) and high yield markets
(-20bp at 463bp vs. Bunds). Subordinated financials
and the auto sector have had a tendency to outperform.
Synthetic credit indices have been well oriented.
Indeed, iTraxx XO is trading below the 340bp mark. US
credit markets also performed positively with 6bp
tightening in high grade and 27bp narrowing in
speculative-grade bonds (510bp vs. USTs). Default
rates close to 9% in the 12 months to August appear
no obstacle to spread tightening in high yield space.

In turn, equity markets have undergone volatility whilst
trading essentially sideways in Europe. In the euro
area, the environment remains challenging for banks
despite consolidation effort in Spain and for cyclical
stocks faced with renewed sanitary constraints. The US
equity market environment can be summed up by one
trade opposing defensive utilities stocks to energy
stocks confronted with a relapse in oil prices.

Lastly the US dollar declined as risk aversion receded
last week. The euro crept higher toward $1.18. The
absence of progress in Brexit talks seems to have no
impact on Sterling which firmed up against the euro
under 0.91€. The Japanese yen hovers about 105.50
whilst the Australian dollar gained 1.5% in the past five
trading sessions.
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Main Market Indicators
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G4 Government Bonds 05-Oct-20 -1wk (bp) -1m (bp) YTD (bp)
EUR Bunds 2y -0.7 % +1 +0 -10
EUR Bunds 10y -0.51% +2 -4 -33
EUR Bunds 2s10s 19 bp Gl -4 -23
USD Treasuries 2y 0.14 % +1 0 -143
USD Treasuries 10y 0.75 % +10 +3 -117
USD Treasuries 2s10s 61 bp +8 13 +26
GBP Gilt 10y 0.28 % +8 +2 -54
JPY JGB 10y 0.03 % +0 -1 +4
€ Sovereign Spreads (10y) 05-Oct-20 -1wk (bp) -1m (bp) YTD (bp)
France 27 bp -1 -3 -3
Italy 131 bp -10 -18 -29
Spain 77 bp -1 -6 +11
Inflation Break-evens (10y) 05-Oct-20 -1wk (bp) -1m (bp) YTD (bp)
EUR OATi (9y) 46 bp +5 -7 -
USD TIPS 168 bp +6 -2 -10
GBP Gilt Index-Linked 307 bp +1 -4 -5
EUR Credit Indices 05-Oct-20 -1wk (bp) -1m (bp) YTD (bp)
EUR Corporate Credit OAS 117 bp -4 +3 +24
EUR Agencies OAS 48 bp +0 +0 +4
EUR Securitized - Covered OAS 34 bp +0 -3 -7
EUR Pan-European High Yield OAS 463 bp -20 +19 +159
EUR/USD CDS Indices 5y 05-Oct-20 -1wk (bp) -1m (bp) YTD (bp)
iTraxx IG 57 bp -3 +4 +13
iTraxx Crossover 333 bp -14 +9 +127
CDXIG 58 bp +1 -8 +13
CDX High Yield 395 bp -13 +28 +115
Emerging Markets 05-Oct-20 -1wk (bp) -1m (bp) YTD (bp)
431 bp 6 21 +140
Currencies 05-Oct-20 -1wk (%) -1m (%) YTD (%)
EUR/USD $1.179 +1.12 -0.25 +4.96
GBP/USD $1.297 +0.89 -1.57 -2.23
USD/JPY ¥105.67 -0.1 +0.6 +2.75
Comm odity Futures 05-Oct-20 -Twk ($) -1m ($) YTD ($)
Crude Brent $41.5 -$1.4 -$1.7 -$19.8
Gold $1916.8 $42.2 -$11.8 $394.0
Equity Market Indices 05-Oct-20 -Twk (%) -1m (%) YTD (%)
S&P 500 3398 1.40 -0.83 5.19
EuroStoxx 50 3221 -0.06 -1.21 -13.99
CAC 40 4872 0.60 -1.87 -18.50
Nikkei 225 23312 -0.85 0.46 -1.46
Shanghai Composite 3218 -1.88 -5.65 5.51
VIX - Implied Volatility Index 28.68 9.51 -6.73 108.13

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 Ziirich.

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.0.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 Comisién 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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