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Topic of the week: The dollar in the era of the Trump presidency.

by Zouhoure Bousbih

A weak dollar is Donald Trump's obsession to restore the glory of the American manufacturing sector. However, since his

election in November, the dollar has strengthened and is close to its historical levels.

American financial markets.

premiums.

Market review: The Elephant in the room

by Axel Botte

The strong dollar of 2025 bears similarities to the first term of R. Reagan (1981-1985), which led to significant global
financial instability and the famous Plaza Accord.

The significant deterioration of the United States' net investment position (80% of GDP) is a point of vulnerability for

A strong dollar is inconsistent with concerns about the sustainability of American debt, as reflected in the rising term

Lower US and UK inflation prints trigger a rally in bond yields;

US dollar eases as Waller signals that the Fed’s easing bias is intact;

e  Credit and stock markets perform in the wake of lower long-term rates;

e  Euro sovereign spreads tighten as Bund yields fall.

Chart of the week
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The producer prices in the U.S. continue to rise at a steady pace.

The prices of US-made consumer goods have already erased the
decline resulting from the improvement of supply chains in 2023 and
are up 6.4%y in December 2024.

The prices of trade services, indicative of the evolution of retailers'
margins, have increased less and are expected to adjust upward,
especially as the expected tariffs will raise the cost of imports. This
increase in retailers' margins will translate into a rise in consumer
prices.

China has achieved its growth target of 5% this year, thanks to the upward
revision of GDP growth for Q3 from 0.9% to 1.3% quarter-on-quarter, as well

as a growth of 1.6% quarter-on-quarter in Q4. The stimulus is heading in the
right direction.

Source: NBS
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® Topic of the week

The dollar in the era of Trump presidency

Today, D. Trump is seeking a second term in the White House that promises to be more
radical than the first. This is reflected in his universal tariff policy, financial deregulation,
and his willingness to deport illegal migrant workers. While his tariff policy has sparked
considerable debate since his election in November, the American president has also
repeatedly expressed his obsession with weakening the dollar during his campaign.
However, at the beginning of this year, the opposite has actually occurred.

The strong dollar of 2025 resembles that of R. Reagan (1981-

1985)...
The dollar is close to Trump and his vice president JD Vance have cast doubt during their campaign on the benefits
its peaks of March of a strong dollar for the American economy. Both believe that a devaluation of the dollar
1985... would restore the former glory of the American manufacturing sector. A weak dollar would, all

else being equal, enhance the competitiveness of the American manufacturing sector and
create jobs.

Since his election last November, a Real trade weighted US dollar index
contrary trend has emerged: the 10

dollar has strengthened against all
currencies, reaching levels close to

the peaks of March 1985, as

illustrated in the accompanying
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chart. This appreciation is largely i«
attributed to his tariff and
budgetary policies, which favor the
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greenback. The budgetary policy he 1673 1983 103 2003 2013 02
intends to implement is expected to worsen the U.S. budget deficit, leading to inflationary
pressures.
_.which had led to The current strengthening of the dollar recalls the period from 1981 to 1985 when Ronald
global financial Reagan was in power.
instability and the His term was marked by tax cuts and increased military spending (notably through the Star
Plaza Accord. Wars initiative), resulting in a budget deficit. To contain inflationary pressures, the U.S. Federal

Reserve maintained high interest rates, thereby attracting foreign capital and strengthening
the dollar. Between January 20, 1981, and its peak in March 1985, the dollar gained over 40%
of its value. However, this strength of the dollar harmed the competitiveness of the American
manufacturing sector, worsening the trade deficit.

Moreover, the robustness of the dollar created tensions for emerging countries indebted in
dollars, contributing to sovereign debt crises, particularly in Latin America, with repercussions
on the global economy. Speculation surrounding fluctuations in the dollar has also increased
volatility in financial markets, fueling overall financial instability.

To counter the appreciation of the dollar, which threatened the American economy, Ronald
MyStratWeekly — 20/01/25 - 2
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Reagan negotiated with France, the United Kingdom, Japan, and Germany an agreement to
intervene in the foreign exchange market and weaken the dollar, known as the Plaza Accord of
1985. This agreement allowed for a decrease in the value of the dollar, except for the Japanese
yen. For this reason, it was largely viewed as an ultimatum issued by Washington against Japan.
The appreciation of the yen harmed the competitiveness of Japanese exports, plunging the
Japanese economy into an economic slump from which it struggled to recover.

A similar agreement to the Plaza Accord is impossible today. China will never agree to weaken
its yuan for D. Trump’s objectives, considering that the Plaza Accord is responsible for Japan's
economic stagnation.

...But with a stronger destabilizing power

The accompanying chart shows the net international investment position of the United States

as a percentage of GDP. This Net International Investment Position of the United States

represents the difference (% GDP)
between the assets held by -
American residents abroadand . o~
the liabilities held by non- '
residents in the country. A =« TN

The negative net negative balance indicates an L

international increased dependence on =
investment position foreign financing. w0
of the United States
(80% of GDP)
constitutes a point

2010-07-01

Most assets held by non-

of vulnerability for residents are in the form of Foreign Net Transactions of US Treasury and corporate
. . bonds

American financial portfolio flows, meaning (cumulative 12 months, billions of dollars)

markets. transactions in  American  1°®

equity or bond markets. Since
the Fed began raising its rates s
in March 2022, speculative **
flows have intensified, as
illustrated by the a0
accompanying chart showing . s oo

net purchases of Treasuries 1978 1993 2008 2023
and corporate bonds by non-resident private sector investors.

Since 2018, the net international investment position of the United States has become
significantly negative, representing 80% of American GDP in Q4 2024. This poses a point of
vulnerability for American financial markets. If confidence erodes regarding fiscal and monetary
conditions (threatening the independence of the Fed), it could lead to capital outflows from
the United States, potentially creating a dislocation in global financial markets.
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This episode of a strong dollar is inconsistent with concerns about
the sustainability of American debt.

The rise in long-term U.S. sovereign bond yields observed at the beginning of this year is led by

The surge in U.S. real interest rates and term premiums, rather than an increase in inflation expectations. The
long-term rates is rise in term premiums reflects concerns about the sustainability of American debt, which is
related to the incompatible with the recent appreciation of the dollar.
increase in real rates
Z::n:z:s The decline in dollar reserves held Foreign Official dolla.r reserves ($ bn)and 10 year US

by foreign official institutions also interest rates

seems to exert upward pressure on
long-term interest rates (Ahmed
and Rebucci 2024, A ‘reverse

...But also to the conundrum’ and foreign official o
decline in dollar demand for US Treasuries), as ‘o
reserves held by shown in the accompanying chart. " 2

official institutions,
such as central
banks.

Since September, these
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dollar reserves, coinciding with the rise in 10-year sovereign bond yields. They may have turned
to gold, whose prices have increased by nearly 30% over the year, despite the rise in real U.S.

rates and the appreciation of the dollar.

Thus, a slight decrease in the share of U.S. Treasuries in the reserves of foreign official
institutions, such as central banks, could have a significant impact on the U.S. Treasury markets
in the short term and ultimately on the dollar.

Conclusion

A weak dollar is Donald Trump's obsession to restore the glory of the American
manufacturing sector. However, since his election in November, the dollar has
strengthened, showing similarities to the period (1981-1985) when Ronald Reagan was
in power. Its destabilizing power is heightened due to the significant deterioration of the
United States' net international investment position (and the large speculative flows). If
confidence erodes regarding fiscal and monetary conditions, capital outflows could
create dislocations in the financial markets. One can find reassurance in the fact that
such a scenario has never occurred so far, but who knows... The decline in dollar reserves
held by official institutions in favor of gold could also have a significant impact on the
U.S. Treasury markets and ultimately on the dollar.

Zouhoure Bousbih
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® Market review

The elephant in the room

Donald Trump’s inauguration day comes as tensions ease in the bond markets,
thanks to somewhat better inflation data. Risk assets, particularly in the credit
sector, are benefiting from the decline in interest rates.

The recent surge in bond yields has come to a halt following the release of economic
indicators suggesting a moderation in inflation. The yield on the 10-year T-note, now at
4.60%, fell by 15 bps as the December CPI revealed an improvement in core inflation,
which slowed to 3.2%. The adjustment predominantly reflects a downshift in real yields.
Several members of the FOMC have highlighted the price data, reaffirming their intention
to cut rates later this year. Consequently, the U.S. dollar has depreciated by 0.5% last
week, benefiting European equities, which rose by 3%, as well as credit markets.
Nonetheless, the rebound in crude oil, industrial metals, and gold underscores the
persistent inflationary risks, particularly in light of announced tariff increases.

From an economic perspective, U.S. growth remained above potential towards the end of
the year. Industrial production rebounded by 0.9% in December following autumn strikes,
while retail sales excluding volatile items rose by 0.7%, indicating robust consumer activity
last month. However, the imminent increase in tariffs likely prompted consumers to bring
forward their spending. A pullback seems likely in the first quarter, especially with rising
gasoline prices. In China, the growth target of 5% appears to have been met, supported
by an increase in the trade surplus at year-end. The real estate and retail sectors are also
showing signs of recovery from very depressed levels.

The release of the CPI has prompted a reassessment of Treasury bond positioning, as
yields closed the week at 4.60%, 20 bps off January’s high. The unwinding of short
positions in Treasuries was significant. Comments from Governor Christopher Waller hint
at a scenario of three to four Fed rate cuts in 2025. Uncertainty regarding the Fed's actions
this year remains significant. The decline in British inflation has magnified the rally in long-
term yields, allowing Gilts to recover from their underperformance since the beginning of
the year. Meanwhile, the 10-year Bund approaches 2.50%. The easing of risk-free yields is
benefitting all sovereign spreads. Francois Bayrou's general policy speech has been
positively received by the markets, with the 10-year OAT spread falling below 80 bps,
while Italian BTPs stand at 110 bps. The tightening of swap spreads continues for the 10-
year sector, which helped covered bonds and supranational debts to rally. In emerging
markets, dollar bond spreads remain close to their lows.

Credit demand remains robust, keeping spreads around 90 bps over swaps. The primary
market is oversubscribed, as new issue premiums shrink. credit fund inflows remain
strong in |G space but are weakening in the high-yield sector. Nonetheless, spreads on
speculative-grade bonds have narrowed by one bp over the week. Intrum's exit from the
XOVER index caused the bulk of the tightening of the CDS index spread. Equities are firmly
regaining upward momentum, fueled by falling rates that are rekindling the
outperformance of growth stocks. US banks’ earnings releases are also driving stock prices
higher, with Europe participating in the upward trend.

Axel Botte
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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 20/01/2025

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.

All amounts shown are expressed in USD unless otherwise indicated.
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