FUNDING YOUR

Ostrum: TOMORROW

ASSET MANAGEMENT

ECB monetary policy meeting— Coming this week (Jan 20-26)
and
What to keep in mind from last week (Jan 13 — Jan 19)

PHILIPPE WAECHTER
CHIEF ECONOMIST

Twitter: @phil_waechter

Blog: ostrum.en.philippewaechter.com
Soundcloud: phil_waechter

Instagram: economic_dynamics
https://www.facebook.com/philwaechter/

An affiliate of: VNAT'X 1S

NNNNNNNNNNNNNNNNNN



HIGHLIGHTS

e ECB meeting on monetary policy (Jan.23) BoJ meeting on monetary policy (Jan.21)
The relative stabilization in the economic activity will not create incentives for the ECB to adopt a more accommodative monetary
policy. The strategic review that was announced by Christine Lagarde in December will be discussed as will be the negative impact
of the negative rates on consumers' behavior.
Nothing expected in Tokyo for the BoJ meeting. .

e The Markit survey for January in the Euro Area, Japan, UK and the US (Jan.24)
The flash estimate for January will probably continue to show the manufacturing recession in most countries. In the US there is a
strong divergence between the Markit index and the ISM. The last one shows a deep recession in the manufacturing sector.
The main support for the economic activity is the services sector.

e ZEW survey for January (Jan.21)
The ZEW index, measured as the average of the current situation and of the expectations indices, recovered strongly but remains in
the negative territory at the end of 2019. Its level is still too low to be consistent with a reversal in the economic activity.

¢ French Climat des Affaires for January (jan.22)
The French business cycle index is robust. The impact of the strike mainly on transportation will be limited and transitory.

e ECB Bank survey for the first quarter of 2020 (jan.21)
The survey will be interesting on companies' side. We will be focused on their demand for credit and the reasons mentioned for it.
At the end of 2019, the main reasons were fixed investment and mergers. At the same time, the demand to expand the current
business cycle was weak

e Employment in the UK (Jan.21)
The lower momentum in the UK economy will conclude, sometime in the future, by a lower dynamics on the labor markets.

e Other statistics: The Chicago Fed National Activity Index (CFNAI) for December (Jan.22), the trade balance in Japan( 23), the EA
consumer confidence index (23), the CPI in Japan (24) and the CBI survey on the business cycle in the UK (22)

e Last week : The US industrial production, the US Chinese trade agreement and the Chine GDP
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NEXT WEEK'S MAIN DATA AND EVENTS PAGE 1

e ECB meeting on monetary policy (Jan.23) BoJ meeting on monetary I Euro Area - Interest rates |
pOIicy (Jan-21) =—=ECB (refi) Euribor 3m ===2Y <=<=ECB (Deposit Facility) ===Synthetic 10Y EA
The relative stabilization of the economic activity doesn't create incentives for
the ECB to accommodate further. We don't expect a rapid change in the
economic outlook for the Euro Area. This means that we expect the ECB to
maintain the current economic policy throughout 2020 (and 2021).

A change may arrive if we have a negative shock at the global level (recession
in the US or oil shock), if the German economy remains as weak as in 2019
implying a strong risk of recession or if the risk of deflation increases. The
probability of each of these shocks is not null.

From this meeting and Christine Lagarde press conference, we expect more

Sources: Datastream; Ostrum AM; ostrum.en.philippewaschter.com

details on the strategic review. The ECB president announced it after the last i |kt indes for the Manutactring Sector]
ECB meeting on monetary policy. This review will probably end at the end of g L e [ S e lid begien
2020 and may add a climate dimension in the ECB monetary policy. The other N o i o
point that was mentioned in the minutes of the last ECB meeting is to really 0|,
know how the ECB members are attentive to the side effects of the negative 50
rates associated with its monetary policy. How consumers' behavior are 520
negatively affected by these rates ? ol
Meeting of the Bank of Japan, nothing is expected. b
¢ The Markit survey for January in the Euro Area, Japan, UK and the “0 : Aciity accelefates aboue 0and contryctsbelow
US (Jan.24) R I
This will the first flash estimate for 2020. At the end of 2019, the outlook was P —————CT - —
weak in the Euro Area, in Japan and in the UK when looking at the syattistio tdex
manufacturing sector. The US was stronger but this positive perception was S ————
counterbalanced by a bleak ISM survey for the manufacturing sector. " AN M
We do not expect a rapid improvement in these data and probably the US level A WA |
is overestimate. ' v i '
The improvement is only linked with the service sector. But this appears to be a °° B f
kind of lagging indicator that doesn't create impulse on growth. w4 ¥ \({ [ L
e ZEW survey for January (Jan.21) v e —

The recent improvement in the synthetic index is not strong enough to expect a
U Turn on the German economic activity. e
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NEXT WEEK'S MAIN DATA AND EVENTS PAGE 2

French Climat des Affaires for January (jan.22)

This survey and others, like the Markit's, show that the French economic activity
remains robust at the end of 2019. As the graph shows, the INSEE index on the
Climat des Affaires is still way above its historical average at 100. This suggests
that the growth outlook will marginally above 1% at the beginning of 2020.

The question remains on the impact of the strike seen mainly on transportation
(railways for France and metro in Paris) The Banque de France has an impact
estimate of this strike at -0.1%. To have a comparison, the INSEE measured the
impact estimate for the 1995 strike at -0.2% but the perception of the strike was
more important than the current one. Moreover the situation has changed as
many people in Paris are now able to work from home. The technology didn't
allowed that in 1995. The other remark associated with the strike is that its
impact is not persistent. The strike may have end this day (January 20). We may
have a kind of catch up effect in February.

ECB Bank survey for the first quarter of 2020 (jan.21)

The survey that will be released on Tuesday reflects the bank's behavior on
credit supply and how the demand for credit from companies (large and small)
and households. My preferred graph reflects the question on companies'
demand for credit. The demand can come from investment, from the business
cycle needs, from mergers and acquisitions or from debt restructuring. At the
end of 2019, there is no debt restructuring and needs to fund the business cycle
is contracting. There are needs for investment and for mergers and acquisitions.

Employment in the UK (Jan.21)

The business cycle is weaker in the UK and this may, at the end, have a
negative impact on the labor market. The main question will be on regular pay.
We see on the graph that in 2019 there was a real improvement in purchasing
power reflecting higher wages and a lower inflation pattern. This may change
after the effective Brexit.

Other statistics: The Chicago Fed National Activity Index (CFNAI) for
December (Jan.22), the trade balance in Japan( 23), the EA consumer
confidence index (23), the CPI in Japan (24) and the CBI survey on the business
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France - INSEE Business Climate Index and
GDP annual growth
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ECB Survey: Companies - Factors Affecting demand for
loans and Credit Lines - January 2013 - October 2019
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HAT TO KEEP IN MIND FROM LAST WEEK (JANUARY 13- JANUARY 19)

° Industrial Production in the US USA - Excess Capacity in the Industrial Sector and
Unemployment Rate

The index was down in December (-0.3%) while the manufacturing index was up by bl PR N
0.16%. On a YoY comparison the industrial production is 0.9% lower than a year

ago and the manufacturing sector was down by -1.2%.

Recession

The interesting point on the US economy is the strong divergence between the "
excess capacity index and the unemployment rate. Since 2015, there is a
divergence between the two. Before, they each represented the US business cycle &l <

with a reversal of the cycle that was first seen in the excess capacity. Now a change
in the excess capacity is no longer linked with a change in the unemployment rate.

The question may be on the importance of the manufacturing sector in the US i , = Unempioymes o
business cycle or may be on the change on the US labor market that makes it less Soucs Do A el <0 0 %0 R0 W B
sensitive to the business cycle ?

wms Excess Capacity (100-Production Capacity Utilization Rate)

==Unemployment Rate (Right Scale)

|Proportion of Chinese exports to the US|

22

[ ] The US _— China trade agreement As a % of total exports (average over 12 months)
The US trade policy has had an important impact on the Chinese exports' profile as 21
it is shown on the graph. The Chinese exports to the US are almost at their lowest -
level. 19
The trade agreement is mainly based on the 200 bnUSD that China will purchase to "

the US during 2020 and 2021 (the reference to measure these 200 bn is 2017). It
will be mainly agriculture products, commodities (oil) and industrial products. Three

remarks i
1 - AS It IS a bllateral framework’the Chlnese purChaseS WI” be done at the 152002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
expense of other countries (Brazil on soybean). It reflects the US idea that a Bolrmes kst et il oot il e

multilateral world is costly for the US. This is not necessarily WTO compatible.
2 — The impulse effect on the world economy will be close to 0. It will lower
uncertainty and this may be a boost for growth. -
2 — There are no prices associated with these purchases. How things will work ? | m N
3 — It's an incentive for China to develop its business outside the US e | UL, n _i,iimge
4 — This doesn't end the trade conflict between the two countries. The technological [ |
leadership which is the heart of the trade dispute was not directly discussed.

¢ The Chinese growth was at 6.1% in 2019 after 6.7% in 2018. o n Il

[China - Annual GDP growth|

The Chinese growth will continue to slow in coming years as the services sector is 2 fft
more and more important providing less and less productivity gains.

Sources: Datastream; Ostrum AM; ostrum.en.phillppewaechter.com
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ADDITIONAL NOTES

Ostrum Asset Management

Registered Office: 43, avenue Pierre Mendés-France — 75013 Paris — Tel. +33 1 78 40 80 00
Limited Liability Company, Share Capital €50,434,604.76

Regulated by AMF under n°GP 90-009

Company Trade Registration (RCS) Number 329 450 738 Paris

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.
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