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Vaccines remain the best stimulus
Key Points
•

Political tensions in both the US and Europe

•

Yield curves flatten, yields move lower again

•

Credit continue to rally, sovereign spreads at year tights

•

Historic rally in European equities and high yield in November
(10s30s spread (-6pb). Inflation breakevens were hit
by the decline in nominal rates despite solid demand
at TIPS auction. In the euro area, sovereign spreads
have stabilized near year lows (BTPs at 122bp).

Equity markets ended last week on a softer note.
Discord between the Treasury and the Fed, the Brexit
impasse and the evolution of the pandemic
contributed to profit taking. The S&P 500 lost 0.7%
last week over five trading sessions, despite a
bounce in technology stocks. Europe was up (+1%
on Euro Stoxx 50) thanks to banks, cyclicals and
energy amid higher oil prices ($45 Brent).

Credit continued to outperform in both dollar and euro
markets. European IG corporate bonds tightened by
20bp so far in November. Spread compression
benefits high yield considerably (-91bp in November).
In turn, iTraxx XO closed at 282bp.

T-note yields drifted lower towards 0.82% last week
whilst Bunds (-0.58%) dipped further below the
deposit rate. Yield curves have flattened out in
particular at the back end of the US Treasury curve

Dollar depreciated slightly last week. The euro
appears to be leveling off about $1.185.

Chart of the week

Fed UST holdings: % held per issue vs.
asset swap spreads
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Financial markets bet on a
lengthening of maturities bought
by the Federal Reserve. The
Fed rolls maturing bonds at
auctions and purchases $80b
Treasuries per month. Current
asset purchases imply little
curve bias. A twist would weigh
on long-term interest rates. The
decline in yields would entail
limited support at a time when
demand for mortgage is indeed
very elevated. The Fed is
unlikely to act before Congress
strikes a stimulus deal.
However, investors may position
for a twist scenario by owning
securities under-owned by the
Fed and relatively cheap on the
asset swap spread curve. This
may
include
2042-2045
maturities and the 2048 area.

A rocky road to recovery
Financial markets seem to be acknowledging that
the path to an economic recovery, now envisaged
thanks to vaccine progress, remains a mine field.
Political risk is now making headlines again ahead
of Thanksgiving. The chaotic transition of power in
the US is now having an impact on economic policy.
Treasury Secretary Steven Mnuchin announced
that five Fed facilities funded by Treasury equity
stakes will expire at year-end. These financing
vehicles, most of which remain little used, were
designed to provide backstops to credit markets,
municipalities funding and financing for small
businesses hit hard by the pandemic and expand
the Fed’s lender of last resort duties. Similar Fed
SPVs had been set up in the 2008 financial crisis to
help restore the flow of credit into the economy. The
pandemic has so far had a relatively muted impact
on the financial sector. A financial crisis at this
juncture would however be a catastrophe. The
pullback of these insurance schemes is quite
revealing of the willingness of the outgoing
Administration and the Republican majority in the
Senate to hamper President-elect Biden’s ability to
act swiftly in the context of a pandemic. In Europe,
Brexit negotiations have made no progress. France
and Belgium are calling for preparation for a no-deal
exit on December 31st, 2020. Political rift is ongoing
also among the remaining 27 EU member states.
Veto by Poland and Hungary to the European
recovery fund is just another example. The fund
may start being deployed in the second half of 2021,
hence there should be enough time to iron out
disagreements or get around them.

Flatter curves
Besides the tense political backdrop, the
deterioration in the epidemic imposes new curfew
and lockdown measures across Europe and an
increasing number of US cities. Activity is set to
return to contraction in Europe. GDP may fall by
anywhere between 4 and 6% in the three months to
December. In the US, the inevitable downturn
induced by lockdown measures may be visible in
the first quarter.
The stop-and-go recovery pattern underpins safehaven assets. Bond yields have fallen back to
0.82% at weekly close in the US and -0.58% on
Bunds. We have observed a sharp flattening in the
US. The narrowing in the 10s30s spread (-6pb last
week) may reflects expectations of some form of
Fed easing in December. Another bout of operation
twist (lengthening of average maturities bought by
the Fed) is being discussed according to several
bank researches… at a time when the consolidated
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balance sheet of primary dealers show net
positioning of $54b on Treasury securities with
maturities above 11 years, the largest exposure
since May. The idea that the Fed may be able to
make up for inaction by Congress is however
dubious. Firstly, residential investment which is
most sensitive to long-term interest rates needs no
stimulus at present. Homebuilders’ confidence is at
all-time highs (NAHB at 90 in November) and
mortgage refinancing is very buoyant. Secondly,
the Fed rolls maturing securities at auction. The
reintroduction of the 20-year bond in the issuance
program already raised the average maturity of Fed
purchases. That said, political, economic and health
care should fuel flatteners.
In the euro area, the drop in German yields had little
impact on sovereign debt spreads. The November
spread tightening reflects expectations of QE
extension announced by Christine Lagarde. There
could be a case a for ‘buy the rumor, sell the news’
pattern around the ECB announcement. Indeed,
profit taking around the December 10th ECB
meeting could occur although net liquidity added via
the upcoming TLTRO-III should limit any spread
widening.
The stellar performance of credit markets is
paradoxical as fund outflows continue since
September. Institutional accounts struggle to invest
on maturities within 7 years whilst primary market
deals are oversubscribed with new issue premiums
close to zero. The scarcity of positive-yielding
bonds displaces investor demand onto European
high yield, which benefits from low default rates.
The European default rate is indeed limited to 1.5%
in 2020.

Historical month in equities
Outflows from credit funds is at odds with increasing
volumes hitting equity markets. After an
encouraging earnings season, the European stock
market rally (+17% on Euro Stoxx 50) is mostly
driven by cyclicals hit by the pandemic fallout at the
expense of quality stocks. Markets anticipate higher
dividend payments over the 2022-2023 horizon.
The rebound in crude oil prices (45$ Brent) favored
by the likely postponement of OPEC supply
increases spark a sharp outperformance from the
oil sector. Consolidation in the European banking
sector remains a major investment theme, notably
in Spain, but the ECB will be cautious before it
authorizes payments to shareholders again. That
said, it is worth noting that growth stocks performed
slightly better towards the end of last week.
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Main Market Indicators
23-Nov-20

-1wk (bp)

-1m (bp)

YTD (bp)

EUR Bunds 2y

-0.75 %

-3

+1

-15

EUR Bunds 10y

G4 Government Bonds

-0.58%

-3

0

-39

EUR Bunds 2s10s

17 bp

0

-1

-24

USD Treasuries 2y

0.16 %

-2

+1

-141

USD Treasuries 10y

0.85 %

-6

+0

-107

69 bp

-4

0

+34

0.32 %

-3

+4

-50

USD Treasuries 2s10s
GBP Gilt 10y
JPY JGB 10y
€ Sovereign Spreads (10y)
France
Italy
Spain
Inflation Break-evens (10y)
EUR OATi (9y)
USD TIPS
GBP Gilt Index-Linked
EUR Credit Indices

0.01 %

-1

-3

+2

23-Nov-20

-1wk (bp)

-1m (bp)

YTD (bp)

23 bp

0

-4

-7

121 bp

+1

-12

-39

64 bp

0

-13

-1

23-Nov-20

-1wk (bp)

-1m (bp)

YTD (bp)

52 bp

-2

+1

-

169 bp

-4

-6

-10

304 bp

+0

-6

-8

23-Nov-20

-1wk (bp)

-1m (bp)

YTD (bp)

EUR Corporate Credit OAS

96 bp

-3

-16

+3

EUR Agencies OAS

43 bp

+0

-6

-1

EUR Securitized - Covered OAS
EUR Pan-European High Yield OAS
EUR/USD CDS Indices 5y
iTraxx IG
iTraxx Crossover
CDX IG
CDX High Yield
Emerging Markets
JPM EMBI Global Div. Spread

34 bp

+1

-3

-7

389 bp

-14

-64

+85

23-Nov-20

-1wk (bp)

-1m (bp)

YTD (bp)

51 bp

+1

-4

+7

277 bp

-8

-51

+71

56 bp

+4

-1

+11

340 bp

+12

-35

+60

23-Nov-20

-1wk (bp)

-1m (bp)

YTD (bp)

381 bp

+3

-29

+91

23-Nov-20

-1wk (%)

-1m (%)

YTD (%)

EUR/USD

$1.187

+0.27

+0.12

+5.74

GBP/USD

$1.338

+1.35

+2.58

+0.84

Currencies

USD/JPY
Commodity Futures
Crude Brent
Gold
Equity Market Indices

¥103.78

+0.73

+0.9

+4.63

23-Nov-20

-1wk ($)

-1m ($)

YTD ($)

$46.0

$2.2

$3.9

-$14.9

$1 870.6

-$18.9

-$31.5

$347.8

23-Nov-20

-1wk (%)

-1m (%)

YTD (%)

S&P 500

3 558

-0.77

2.66

10.11

EuroStoxx 50

3 497

0.90

9.33

-6.62

CAC 40

5 539

1.24

12.82

-7.34

25 527

0.56

8.55

7.91

Shanghai Composite

Nikkei 225

3 414

2.02

4.16

11.95

VIX - Implied Volatility Index

23.41

4.14

-15.14

69.67

Source: Bloomberg, Ostrum Asset Management

C2 - Inter nal Natixis

www.ostrum.com

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 España.
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 Mendès France, 75013 Paris. In Switzerland: Provided for
information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its representative office in
Zurich, Schweizergasse 6, 8001 Zürich. 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.: DirectorGeneral 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 Representación (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 Comisión 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
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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,
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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
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