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Topic of the week: Three major risks for 2025
by Axel Botte, Zouhoure Bousbih & Aline Goupil-Raguénés

° In 2024, the U.S. stock market just recorded its fourth year of 20%+ return in the past six years. A handful of stocks, the
Magnificent 7, now represent about a third of the market capitalization of the S&P 500.

° This situation of extreme concentration draws comparisons to the TMT bubble, which bursts in 2000 causing large losses
at lenders, a credit crunch and tipped the economy into a recession.

° Trump's goals of weakening the dollar to reduce the U.S. trade deficit while maintaining the dollar's privilege seems very
complicated to achieve. However, the critical question for 2025 will revolve around China's choice.

° In France, the risk is an escalation of the political crisis leading President Emmanuel Macron to resign. This would create
a real shockwave in the financial markets, with a high risk of recession and an intervention by the ECB to ensure the
transmission of monetary policy.

Market review: The market review will resume next week

by Axel Botte

The market review will resume next week.
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A curve. The spread typically foreshadows shifts in the economic cycle
W and inflation risks.

N U While market participants have increasingly focused on the 2-10 year

" L | \ | spread, economists have long favored the 3-month to 10-year

v | spread, which is seen as a more representative gauge of monetary

I J A\ policy transmission to the real economy. This spread has turned

positive for the first time since 2022. A rapid steepening of the curve
is generally associated with an impending recession.

827 billion dollars: the represents the contraction in the Fed’s balance sheet
in 2024. The Fed’s total assets have shrunk to 6.89 trillion dollars at the end

of last year.

Source: Federal Reserve
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Topic of the week

Our main scenario is for modest global growth, some further disinflation and
monetary easing. But there are risks to this central scenario that could dampen the
growth outlook and materially change the outlook for financial markets. We have
identified three major risks for 2025. In this piece, we discuss the fallout of a
potential Minsky Moment in U.S. equity markets, a significant decline in the US
dollar, and the resignation of French President Emmanuel Macron.

Clearly, the direction of the S&P 500, Wall Street’s key equity benchmark and the global
proxy for risk, will depend on Trump policies. Forecasting equity returns is not easy to say
the least. Forecasters tend to pencil in price annual returns in the 0-10% range. The mode
of the distribution is 5-10%. The actual distribution of yearly returns since 2000 is much
more uniform than the bell-shaped distribution of forecasts. Tails of equity are much
fatter than generally expected. S&P 500 returns exceeded 25% five times in the past 25
years whilst the S&P 500 lost 15% or more on three occasions. Wall Street forecasts have
been too pessimistic in four of the last five years. In sum, forecasters may get the market’s
direction right, but the magnitude of the price changes is often understated.

At first glance, the earnings picture looks pretty good for the S&P 500 in 2025. Top-down
analysts forecast EPS growth in the vicinity of 12.3% on average. The most pessimistic
forecaster penciled in flat earnings for next year (+0.5%) whilst the most optimistic
forecast is for 19.4% EPS growth. That’s good enough for a consensus price target of 6,508
for the S&P 500 by the end of the year although the range of price forecasts is much larger
than that of EPS from -25% to 19%. That stems from the valuation multiple assumption.

For 2025, the starting point for valuations is indeed in focus. The price to earnings ratio of
the S&P 500 has increased significantly through 2024 to 24.8 times using 12-month trailing
earnings. The valuation bar is thus high for the market to make further progress.
Furthermore, the valuation overhang is concentrated in a handful of mega-cap stocks that
now account for fully a third of the market capitalization. Tesla is trading at absurd
multiples of 150 times. This is reminiscent of the TMT bubble of the late 1990s which then
Fed Chair Alan Greenspan described as irrational exuberance... 4 years before the bubble
eventually popped. Valuations are not necessarily a signal of near-term weakness. High
price-to-earnings ratios go together with the bullish sentiment evident in individual
investors’ surveys and current institutional investors’ positioning. In other words,
investors are willing to pay up for stocks as they anticipate a continuation of the bull
market.

Bear in mind that high multiples potentially increase the magnitude of market downturn
when negative shocks derail the economic cycle. What is more, the macro-market
causality may work in reverse. A Minsky moment, or a sudden drop in equity markets, is
always possible. Given the sheer size of the U.S. equity market, market participants would
incur losses which could undermine their financial health. A deleveraging cycle would
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ensue with fire sales of assets creating a self-fulfilling market panic.

The market crash in the 2000s hit a very strong U.S. economy and tipped it into a short-
lived recession that nevertheless had very profound and lasting economic consequences.
The balance sheet recession meant that financial institutions were no longer able to
extend credit. The ensuing credit crunch forced corporate restructurings, a wave of
defaults with very low recoveries (as fire sales dampen asset values) and soaring
unemployment even as economic activity eventually stabilizes.

Donald Trump has been elected the 47" President of the United States. His second term
is expected to be more radical than the first. The Republicans have gained control of both
chambers, giving him the latitude needed to implement his agenda. While his tariff
policies have generated significant discussion since his reelection, the weakening of the
dollar is also a crucial aspect of his economic agenda and could represent the second
phase of his industrial policy. The president has frequently indicated during his campaign
that the strength of the dollar hampers the competitiveness of American companies, thus
advocating for a weaker dollar. However, the policies he intends to implement may
produce the opposite effect by strengthening the greenback. His tariff policy creates
uncertainty and paradoxically enhances the appeal of the dollar as a safe haven. The
corporate tax cuts he aims to introduce will also attract foreign capital to the United
States, further bolstering the value of the dollar.

Since his reelection in November, the ICE Dollar Index has increased by 4.5%, in
anticipation of the implementation of his electoral program. The Fed's trade-weighted
dollar index has risen by 41% since its low in August 2011. Several factors explain the
strengthening of the dollar

Real trade weighted US dollar index since that date, such as the

European sovereign debt crisis
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Saurces; Bloombert, Ostrum AM of the end of October). It is the
e e o o % privilege of the dollar as an
international reserve currency that attracts capital flows globally, leading to its
appreciation. The dollar represents 57% of global foreign exchange reserves, compared to

20% for the euro, 5.8% for the yen, and 2.17% for the yuan.

Trump does not wish to challenge the dollar's privilege, as its loss would signify the end of
the United States' hegemonic power. R. Lighthizer, who was responsible for the tariffs
during Trump's first term, aims, much like Reagan in 1985, to impose or threaten tariffs
on the United States' trading partners if they do not take initiatives to appreciate their
currencies against the dollar. The Plaza Accord of 1985 was an ultimatum from
Washington directed at Japan. The United States negotiated with France, the United
Kingdom, Japan, and Germany to intervene in the foreign exchange market to weaken the
dollar, which worked except for Japan. The appreciation of the yen against the dollar
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hampered the competitiveness of Japanese exports, plunging the Japanese economy into
deflation from which it struggled to recover. (This context helps explain the current
reluctance of the Bank of Japan to significantly raise interest rates to avoid appreciating
the yen). China will never accept a new Plaza Accord, as China is not Japan. Chinese
authorities will never agree to a significant appreciation of the yuan to reduce the
American trade deficit.

Trump's goals of weakening the dollar to reduce the U.S. trade deficit while maintaining
the dollar's privilege seems very complicated to achieve. However, the critical question
for 2025 will revolve around China's choice. Will Chinese authorities try to buy time by
allowing Trump to remain in his contradictions? Or will they decide to create a sort of new
Bretton Woods with the BRICS, where the yuan could replace the dollar as the centerpiece
of the BRICS zone, similar to how Bretton Woods positioned the dollar at the heart of its
system? Such an initiative would mark the irreversible end of the dollar's hegemony.
Trump has understood this well, as evidenced by his warning directed at the BRICS via his
social media platform, Truth Social, should they consider an alternative currency to the
dollar. China has yet to make this decision, but who knows...

The year 2024 was marked by the outbreak of a political crisis in France, resulting in the
appointment of four Prime Ministers within a year. In 2025, the risk is a significant
intensification of this crisis, leading to an unmanageable political situation and the
resignation of President Emmanuel Macron. This could create a real shockwave in the
financial markets and trigger an economic crisis.

The announcement of the dissolution of the National Assembly and the results of the early
legislative elections led to the formation of a highly divided Parliament: three major blocs,
none of which holds a majority. During the discussions on the 2025 budget, no bloc
deviated from its red lines, resulting in the collapse of Michel Barnier's government. He
aimed for a reduction of the deficit to 5% of GDP this year, following a significant fiscal
slippage in 2024: 6.1% of GDP, the highest among Eurozone countries. As discussions on
the 2025 budget resume this week, it will be just as difficult for Frangois Bayrou's
government to reach compromises to pass the budget. The latter aims for a deficit
between 5% and 5.5% of GDP, based on €50 billion in savings, compared to €60 billion for
the previous government. This new government is indeed still subject to the risk of a no
confidence vote, just like Michel Barnier's government was. In this context, the probability
of another dissolution of the National Assembly in July 2025 is quite high. The early
legislative elections that would follow are likely to lead again to a highly fragmented
Parliament and, consequently, to prolonged political paralysis.

On December 5%, due to the increasing calls for his resignation, the President of the
Republic declared that he would continue to serve his term until the end. However, if the
political situation became unmanageable, Emmanuel Macron could decide to resign. This
would significantly increase uncertainty, which has already grown since the
announcement of the dissolution. Political risk has manifested itself in a noticeable
widening of the French spread relative to Germany (the difference between the 10-year
French and German rates), which rose from 48 basis points (bp) before the announcement
on June 9™, to 82 bp on June 27th, and peaked at 83 bp this Monday. In the event of the
President's resignation, fears of the rise to power of a party likely to pursue economic
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policies that would exacerbate the imbalance in public finances would significantly
increase tensions on the French spread, likely pushing it well beyond 100 bp. This rise in
uncertainty and interest rates would further undermine the confidence of households and
business leaders, negatively impacting consumption and investment, with a high risk of

recession.
The ECB would To ensure the transmission of monetary policy across all Eurozone countries in the event
intervene to ensure of "unjustified and disorderly market dynamics," the ECB should use its Transmission
the transmission of Protection Instrument (TPI) in this context. Never used before and with an unlimited
monetary policy amount, it would allow the ECB to purchase French bonds on the secondary market to
acrosts _""” Eurozone reduce tensions on OATSs, provided that France meets four criteria, including its budget
countries

commitments to the European Commission.

Axel Botte, Zouhoure Bousbih & Aline Goupil-Raguénés
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® Market review

The market review will resume next week
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Main market indicators
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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 06/01/2025

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 Zirich.

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.
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