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GLOBAL APPROACH -2 MAJOR CONCERNS

i. A negative shock on world trade — Asia is the major source of this slowdown.
The change of trend is rapid and is observed since the end of last summer (implying the rapid forecasts' revisions). This
mainly reflects the effects of Trump's trade policy. Strong impact in Europe notably in Germany as Asia and China are
major source of trade momentum. This shock penalizes the manufacturing sector and handicaps services whose
dynamism is conditioned by the industry . It creates uncertainty leading to a more wait-and-see behavior. This is the
beginning of a vicious circle that is penalizing for all. This is reflected in the trajectory of the Chinese manufacturing sector,
whose progress is penalized by the pace of global trade fueling the idea of a stronger slowdown than expected from
China.

ii. Productivity gains are lower than they used to be, especially in industrialized countries. This has the effect of
limiting endogenous rebound of growth. As a result, the response to a negative shock is lower than in the past and
suggests that trend growth is weaker than in the past. As a result a negative shock has more persistence, severely
penalizing growth prospects.

iii. The reaction of the economic policy is essential
The absence of inflation and the shock on the activity suggest accommodative stance on monetary policy side.
The ECB can not really do more than what was announced in early March. The Fed stops all programs that could
constrain its behavior => no commitments on the rates' rise and on the reduction of the balance sheet (the Fed wants to
be agile) The other central banks have a rather accommodating tone.
Difference is on the fiscal policy side. Comparing the US and the Euro Area, it is restrictive in the Euro zone and flexible in
the USA. This gap is noticeable for a long time. In China, fiscal policy accompanies structural changes and is not binding.
The consequence is that demand is less constrained in the US than in Europe and facilitates economic adjustment. It
allows for a more robust growth in the US than in Europe. In other words, the policy-mix is too restrictive in the Eurozone
and it weighs on growth prospects. The external shock, in the very open euro (it openness is much larger than in the US)
can not therefore be amortized by a counter-cyclical policy mix. ECB rates will remain low as long as fiscal policy remains
restrictive. It can last a long time

iv. Risk on Brexit that may add on the top of the current world trade shock. We are waiting for the proposal of
deadline, the reaction of the European Commission and the European governments' reaction which will have to validate
unanimously this postponement. A no deal would accentuate the already observable macroeconomic shock. A delay of 3
months would raise questions about the new content of the agreement, a longer delay (mentioned by Donald Tusk) would
look like a war of attrition in which, ultimately, everyone is losing.
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GRAPHS TO HIGHLIGHT EXPLANATIONS

[ Yoy growth in world trade in volume terms)|

6.00
Yoy growth in world trade

Last point — December 2018

3-month average vs. same 3 months a year earlier

5.00

4.00

3.00

2.00

Manufacturing sector

‘\ activity indicator in Markit
e world in_dex (RHS)
100 | 7V Last point — January 2019 l‘
\ \‘ 'l !
(Y
\" - A "
0.00 d -

Jan-13  Jul13  Jan-14  Julk14  Jan-15  Jul15  Jan-16 Jul16  Jan-17 Juk17  Jan-18  Jul18  Jan-19
Sources: CPB; Ostrum AM; philippewaehter.ostrum.com

55.0

54.5

54.0

53.5

53.0

51.5

51.0

50.5

50.0

Sources Markit, Ostrum AM; philippewaechter.ostrum.com

60

55

50 -3

45

40

Markit Indices for the manufacturing sector |

| e===World Index @50.6 ——Emerging @50.6 e

Markit-US@53 = = Japan @48.9

=m=Eurozone @49.3

[ ng?

“".\\ N )
] ,,’”:"\5?‘,{\1\ g g

= W’(

N PN
] L\

January 2012 - February 2019

Analysis: Above 50, economic activity
improves Below 50, it deteriorates

2012 2013 2014 2015 2016 2017 2018 2019

World trade has been slowing sharply since the beginning of last. It is Asia
which shows the most marked decline.

The Markit global indicator on activity in the manufacturing sector suggests a
further decline in trade at the beginning of 2019.

Average annual productivity growth over various periods

us Japan Germany France Italy Spain UK
1990 - 2007 2.3 25 23 1.6 0.9 0.9 23
2009 - 2018 1.0 1.4 12 0.9 0.4 14 0.4
2013 - 2018 0.9 0.8 1.0 0.8 0.1 0.5 0.4

Sources: Conference Board; Ostrum AM; philippewaechter.ostrum.com

Productivity gains have been more than halved since the 2008 crisis. This
limits the size of growth, the resilience of growth, while the rebound after a
shock is more limited.

It is this combination of a strong negative shock on economies with low
productivity gains that suggests the persistent nature of the shock. This is
why central banks do not want to take risks, they do not want to take risk on
the trajectory of the activity.
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Activity indicators around the world look less vivid. The excess seen in the

Eurozone at the end of 2017 was transformed first in a period of moderation

followed, since last fall, by a faster decline due to the trade shock.
The US index is solid but not excessive, while that of emerging countries is
close to equilibrium.
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Restrictive fiscal policy in the eurozone weighs on activity when a negative
shock occurs. This is a reason for the ECB to keep rates low in order to
offset this restrictive nature. The situation is very different in the US and
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ADDITIONAL NOTES
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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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