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L Topic of the week: The Fed vs. Donald Trump
by Axel Botte

° The Fed has cut interest rates a second time this year to 4.75%. Further rate reductions and the end of QT should be
implemented in the coming months.

° The Fed believes that its current policy stance is restrictive but strong domestic demand growth and somewhat elevated
inflation could be seen as evidence of the contrary. There is also considerable uncertainty regarding the level of the
neutral rate.

° Inflation is top of mind for US households. The Fed’s inflation targeting framework is out of synch with the people’s
experience with prices. Donald Trump will use every opportunity to attack the Fed’s inflation record, even as his trade
and fiscal policies are likely to spur inflation.

° For now, rates will keep falling towards 4% by March, and then 3.75% as the neutral rate debate heats up. But the Fed’s
job will be harder under a Trump presidency.

] Market review: Red sweep, US equities all green
by Axel Botte

o Markets reacted to the election outcome with gains in US equities, higher yields and a stronger dollar.
e  China unveils a CNY 10 trillion plan to restructure local government plan.
e  European equities underperformed, as markets expect further cuts by the ECB.

e  Euro swap spreads continue to narrow.

° Chart of the week
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China approved a 10 trillion yuan package for local authorities to bring off-

balance-sheet debt onto the books. Local debt resolution is a critical aspect

of policy support.
Source: Bloomberg
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® Topic of the week

The Fed vs. Donald Trump

The Fed cut interest rates further by 25 bps last week and stands ready to bring rates
down to around 4% by March 2025, which is still slightly above the Fed’s estimate
of a neutral rate. Likewise, the Fed may soon put an end to QT. In the short run, the
Fed thus appears to be on autopilot. But the pressure on the Fed will build under
Trump. The incoming Administration’s policies will materially change the outlook
for growth, inflation and public finances.

The Fed’s 50-bp cut Monetary easing amid fiscal largesse, be careful what you wish

in September was for
followed by a bond
market crash.
Since the Federal Reserve cut interest rates by 50 bps in September, long-term bond yields

have moved higher by around 70 bps from 3.61% to 4.36% at present. Higher long-term
interest rates were clearly unintended and unhelpful for a central bank aiming at a less
restrictive monetary policy stance. The larger-than-usual reduction in the Fed funds rate
had been leaked through newspapers during the pre-FOMC blackout period. Days before
the September FOMC it became increasingly likely that the Fed would go big to make up
for ‘lost time’ after a string of weaker job reports. This was poor communication to say
the least, but it was not the only factor behind the resulting steepening in the US yield
curve. Fiscal responsibility must be restored in the US and neither candidate to the White
House took the issue seriously. The forecasted public debt trajectory keeps adding to bond
market angst. Treasury bond swap spreads to SOFR OIS indeed dipped below -50 bps on
10-Yr notes and -80 bps on 30-Yr bonds. In other words, investors in US bonds are now
demanding a sizeable term/credit premium to hold Treasury securities. This is unusual.
Can a ‘Liz Truss’ moment occur in the World’s largest and most liquid bond market? Still
unlikely, but a bond crash is a non-zero probability event.

The US repo market sent some bad signals at the turn of the September quarter. The repo
market is essential to the functioning of the US Treasury bond market. Repurchase
agreements enable primary dealers to make markets and arbitrageurs to provide liquidity
via basis trades. Two weeks after the Fed’s 50-bp shocker, repo lending rates hit an
intraday high at 5.45%. The Fed’s $500 billion standing repo facility should have prevented
repo rates from shooting through the ceiling of the Fed funds range, but somehow it
failed. Maybe, the marginal borrower did not have access to the Fed’s facility, or the
transaction was too small to matter. But, it shows that the repo market squeeze of
September 2019 can be repeated. And the fiscal situation makes disruptive market events
all the more likely.

US households Has the Fed misunderstood main street’s inflation concerns?
remain unsatisfied
with the higher cost

£ livi The need for easier monetary conditions at this juncture is debatable. Fiscal policy has
of living.

been extremely supportive for years. The US economy grew by 2.8% in the third quarter,
significantly above trend. The unemployment rate is near equilibrium at 4%. Core PCE
inflation is above the Fed’s comfort zone at 2.7% in September.
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Monetary easing seems rooted in the Fed’s belief that current rates are at restrictive
levels. Yet bank credit remains readily available. Financial market conditions are
supportive with 20%+ gains in US equities this year and tight credit spreads. Against this
backdrop, the Fed should rather focus on risks to financial stability and lean against rising
delinquency rates in credit cards, car loans or commercial real estate loans. Tighter policy
instead may be a better strategy to mitigate the risk of a financial meltdown and a hard
landing.

As regards its inflation record, the Fed appears convinced that past interest rate hikes
have ‘worked’ so that it can take the foot off the brakes without causing inflation. We fear
that the Fed could be overly confident on inflation prospects. With hindsight, the average
inflation targeting (AIT) framework, once championed by Jerome Powell, would have
called for an extended period of monetary tightening. But we know that AIT went out the
window as the Fed would never aim at lower prices. However, 2% inflation after more
than three years of 5% inflation on average just cements outsized purchasing power losses
for US households. In the past, former Fed chair Ben Bernanke had advocated for
temporary price-level targeting (however in the context of residual deflation risks). This
objective could have been helpful to quell the perception of a higher cost of living.
Households’ inflation experience is influenced by their memory of prices on staples and
other non-discretionary goods. The Fed is clearly missing this point. And Trump will use
every opportunity to criticize the Fed’s inflation record.

The Fed on autopilot for now, then comes Trump
The Fed may go

neutral and then
assess the impact of As expected, the Fed funds rate was lowered by 25 bps on November 7t to a 4.50-4.75%

Trump policies. range. The Federal Reserve is likely to proceed with 25-bp rate cuts to 4% by March 2025.
Beyond March 2025, monetary policy will have to take into account the expected impact
on inflation and growth of Donald Trump’s trade and fiscal policies. There is also
considerable amount of uncertainty surrounding the neutral level for interest rates. FOMC
policymakers firmly believe that current policy rates are in restrictive territory, but their
own estimates for the long run policy rate fall within a wide range of 2.375% to 3.75%. We
expect Fed rates to settle around 3.75 % in the second quarter of next year. In parallel,
the central bank will put an end to quantitative tightening, possibly before March 2025.
The Fed currently rolls over at auction the principal payments from its Treasury bond
holdings that exceeds a monthly cap of $25 billion. MBS proceeds to the extent that they
exceed 35 billion per month are reinvested into US government bonds. This policy will be
amended to roll all maturing holdings into new Treasury securities. The decision will ease
financing conditions for the US government by $ 300 billion per annum, roughly one sixth
of the expected annual federal deficit. However, given long-term fiscal challenges, the Fed
may choose to reinvest in short-term bonds only, to avoid being accused of facilitating
fiscal irresponsibility. The maximum maturity of bond reinvestments could be set at 5
years.

Powell can’t be Donald Trump and his allies will surely try to undermine the independence of the Federal

demoted under the Reserve. In his first term as President, Donald Trump frequently interfered and criticized
law... but Trump the Fed’s decisions. The monetary institution stands ready to defend its independence.
may undermine Fed Jerome Powell made it clear that he will not resign, and he cannot be demoted under the
independence. law. But fiscal irresponsibility could result in a loss of independence. The danger for

monetary authorities is always fiscal dominance. Once deficits and debt get out of control,
central bankers are forced to monetize the debt.
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Likewise, a Trump administration may try to deregulate the financial sector. The lack of
mid-sized bank regulation played a role in the demise of Silicon Valley Bank. Changing the
asset threshold below which lighter regulation applies could be pushed to Congress by the
new Administration sometime next year. It could make the Fed’s financial oversight task
harder.

Conclusion

The Fed is gradually dialing back monetary tightening even with above-target
growth and inflation above the Fed’s comfort zone. Gradual rate cuts should
continue into the first half of 2025 as the Fed aims at a more neutral monetary
stance. In the meantime, the election of Donald Trump will make the Fed’s job
harder. Trade and fiscal policies proposed by Donald Trump could worsen
imbalances and add to inflation.

Axel Botte
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® Market review

Red sweep, US equities all green

Trump’s win ignites fiscal responsibility debate, as Fed cuts rates and S&P500 sets
new record highs.

The US Presidential race was not nearly as tight as the polls had predicted. Donald Trump
will be the 47t President of the US with a Republican majority in both the House and the
Senate. Markets have reacted as predicted to the Red sweep. US equities outperformed
European stock markets by 5 to 7% last week with a sharp drop in volatility indices.
Somewhat surprisingly, Chinese markets fared well with Shanghai gaining 5%. US bond
yields increased even as the Fed cut interest rates to 4.75% as planned. A strong bid at the
30-Yr bond auction last Wednesday capped T-bond yields at around 4.60%. The US
greenback remains quite strong against all currencies. Swap spreads continue to shrink
fast in the euro area. The ECB may react to Trump’s trade policy by lowering rates.

The US election was obviously the main event, but there were some noteworthy data. The
service ISM confirmed the solid growth environment at the start of the fourth quarter.
The employment component increased to 53 reflecting a recover from port strikes and
hurricanes. The strike at Boeing ended with an improved pay package for workers. This
should add 44k jobs to the next non-farm payroll report. As concerns credit flows,
consumer credit rose a modest $6 billion in September which may signal some cooling in
October retail sales. Some slowdown in consumer spending looks overdue. In the euro
area, PMI were rounded higher from advanced estimates. If anything, growth surprised
on the upside in the third quarter. In France, the decline in corporate investment and
employment (-0.1%) in the third quarter points to weaker growth towards the end of the
year. China finally unveiled a 10 trillion CNY resolution plan for off-balance sheet local
government debt totaling more than 14 trillion CNY. Local governments will issue 6 trillion
CNY to swap hidden distressed debt held by financing vehicles over the next 3 years. The
central government will provide additional support afterwards.

Government bonds have been cheapening against swaps in the past few weeks as
investors worried about fiscal plans in France, the UK and lately the US. Yields drifted
higher to close to 4.50% on US 10-Yr notes before solid demand at the 30-Yr bond auction
put a ceiling on long-term yields. France also managed to attract strong demand at
auctions of long-dated securities. French bonds keep trading around 75 bps against
German Bunds. In Germany, Chancellor Scholtz dismissed Finance minister Lindner which
could result in early elections in March. The traffic light coalition looks more fragile than
ever. In the meantime, Donald Trump’s election will force Europe to rethink the situation
in Ukraine and defense spending. In credit markets, flows into managed funds continue
despite spread widening against swaps. CDS indices rallied in keeping with lower implied
volatility.

US equities outperformed their European peers considerably last week. Companies with
US revenue exposure fared better than German auto manufacturers, renewable energy
and utilities likely to be hit by Trump policies.

Axel Botte
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Main market indicators

G4 Government Bonds
EUR Bunds 2y
EUR Bunds 10y

USD Treasuries 2y
USD Treasuries 10y

GBP Gilt 10y
JPYJGB 10y

€ Sovereign Spreads (10y)

France
Italy
Spain
Inflation Break-evens (10y)
EUR OATI
USD TIPS
GBP Gilt Index-Linked
EUR Credit Indices
EUR Corporate Credit OAS
EUR Agencies OAS
EUR Securitized - Covered OAS
EUR Pan-European High Yield OAS
EUR/USD CDS Indices 5y
iTraxx IG
iTraxx Crossover
CDXIG
CDX High Yield

Emerging Markets

JPM EMBI Global Div. Spread

Currencies

EUR/USD
GBP/USD
USD/JPY

Commodity Futures

Crude Brent
Gold

Equity Market Indices
S&P 500
EuroStoxx 50
CAC 40
Nikkei 225
Shanghai Composite

VIX - Implied Volatility Index

12-Nov-24
2.15%
2.34%

4.33%
4.36 %

4.45%
1.02 %
12-Nov-24
76 bp
128 bp
74 bp
12-Nov-24
205 bp
237 bp
357 bp
12-Nov-24
99 bp
62 bp
49 bp
325 bp
12-Nov-24
54 bp
293 bp
47 bp
298 bp
12-Nov-24
326 bp
12-Nov-24
$1.062
$1.280
¥153.91
12-Nov-24
$72.0
$2 602.4
12-Nov-24
6 001
4 808
7 345
39376
3422
15.11

1wk (bp)

-1wk (bp)

+6

1wk (bp)

-1wk (bp)
-4
-16
-5
-31
-1wk (bp)
-8
-1wk (%)
-2.83
-1.83
-1.45
-1wk ($)
-$3.6
-$139.6
-1wk (%)
5.05
-1.29
-0.84
2.34
1.03
-26.26

-1m (bp)

-1m (bp)

+3

Am (bp)

-3
-12
-23

-1m (bp)

-2
-11

-5
-29

-1m (bp)
-28
-1m (%)
-2.58
-1.97
-2.59
-1m ($)
-$6.7
-$46.2
-1m (%)
3.20
-3.92
-3.08
-0.58
6.35
-26.15

YTD (bP)

EUR Bunds 2s10s 19 bp

USD Treasuries 2s10s 3 bp

+40

YTD (bp)

+19

YD (bp)

YTD (bp)

YTD (bp)
-58
YTD (%)
-3.79
+0.5
-8.36
YTD ($)
-$2.7
$539.5
YTD (%)
25.82
6.33
263
17.67
15.03
21.37

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 50 938 997 €. 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 12/11/2024

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. ltaly: 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 Espafia. 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 Mendes 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 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
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 nhumber 2020 FSC SICE No. 025, Tel. +886 2 8789 2788.
In Singapore: Provided by Natixis Investment Managers Singapore Limited (company registration no. 199801044D) to distributors and
institutional investors for informational purposes only.

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 Inve stment
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, 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, securities intermediary,
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. While shares
of certain ETFs may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public
offering of securities in Mexico, and therefore the accuracy of this information has not been confirmed by the CNBV. 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. Any reference contained herein to “Investment Managers” is made to Natixis Investment
Managers and/or any of its investment management subsidiaries, which are also not authorized by or registered with the
CNBV or any other Mexican authority.

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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