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1. GLOBAL ECONOMY
An unprecedented contraction
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Industrial production has contracted sharply

Industrial production
(January 2019 = 100, manufacturing)

Advanced Emerging Asia
110 110 Malaysia 1o ‘/“\ [ﬁ’Chma
100 100 <ET TWF Koreal  100<7
tes V
90 rea 90 7 india| 90
80 80 80
Philippines
70 70 70
60 60 60
19 20 19 20 19 20
Emerging Europe Latin America
110 A—n 110
Turkey
1001~ \F 5
‘V vRussia Polan

|

80 ]

70 '

60 A\

October 2020 Sources: Refinitiv Datastream, Candriam 19 20 CA N D RI A M @

ANEW YORK LIFE INVESTMENTS COMPANY



2. China
Relying on its own strength
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If the epidemic remains under control, GDP should be back to its previous trend by the end of 2020

GDP trajectory GDP growth in 2020 Memo:
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Daily number of new Covid cases
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A pick-up in activity is clearly underway

Weekly economic indicator

(% year on year)
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The household saving rate is however still well above its pre-crisis level

Personal saving
(year on year change, annual rate,
$ billion, January 2019 - July 2020)
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Social distancing continues to curb high income earners’ consumption

Consumer spending tracker by type
(% change compared with January 2020)
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Consumer spending tracker by income
(% change compared with January 2020)
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The return of consumption to “normal” will depend on the spending behavior
... and on access to consumer credit for the rest of US households

of high income earners

Shares in income per quintile
(%, 2016, Survey of Consumer Finance,

income before taxes)

Q1

(%, 2
40
30
20
10

0
-10

Q2 Q3 Q4 Q5 D9 D10

Saving rate per decile
018, Consumer Expenditure Survey)

Q1-Q4 Q5 D9 D10

October 2020 Sources: BEA, Candriam

9000

8000

7000

6000

Consumption

of the 5th quintile
(billion dollars)

Reference

Wage bill

of quintiles 1 to 4
(%, against the reference)

Consumption

of quintiles 1 to 4
(billion dollars)

10

9000

VE A
Expenditure
201

8000

/

7000

307

20

5000

6000

40
21

Saving of the 5th quintile
(billion dollars)

4000

Cumulated saving ~

pd

3000
2000

yd

1000

v

ﬁ Flow of saving

20 21

20

400
200

-200
-400
-600

21

20 21

Saving of quintiles 1 to 4

( billion dollars)

Requires households

T RUNNNENENE to have access to

consumer credit

20

CANDRIAM

ANEW YORK LIFE INVESTMENTS COMPANY



Unfortunately banks have tightened their lending conditions for consumer credit
while lower rates are supporting mortgage borrowing by high credit score households

Banks credit standards

(Loan officer survey, %)
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Mortgage applications for house purchase

Mortgage applications:

purchase index [R.H.S]

Mortgage interest rate (%)\
T T T T T T

17

18 19 20

Mortgage refinancing

7000

Refinancingﬂ'ndex

6000

Tl \ 50

5000

4000
3000

20007

Nl LN 45

1000

Mortgage interest rate (%y{R.H.S]

— '

I|I||

i I"l

||||||||||......|I||I||.||||II||||||II||||||I|II .

03 05 07 09 11 13 15 17 19

17 18

Refinancing mainly concernéd borrowers
with high credit scores.

Mortgage origination by credit score

| w

760+

660-719

CANDRIAM €

ANEW YORK LIFE INVESTMENTS COMPANY




The Paycheck Protection Program (PPP)
has lowered the risk of a deep contraction in business investment

Equipment investment
(% year on year, nominal)
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Moreover, the sectors most affected are not those that invest the most:
their share of investment in intellectual property products in particular is rather low

Industry share in investment and shock size by industry*

Equipment investment

—
D

o

—_
N

° Information

7% of equipment /

° Finance and insurance
\m/

R; Pg%f%sgional...

o

°Adm|n|%trat|ve and waste...
o o M;r?athgﬁw%%rt\/iocfe csom anies

Education 2 P

Industry share in equipment investment
(2019)
oo

o
il

\ J |

Rai@d Transit...

Other transport @) 8% of GDP
oUtites Z/
o o Agriculture
4 Construction........ @ Accommodation™

ir transportation

[ [
Mildly affected industries

More affected industries

(*) Bubble size is proportional to each industry’ shock in 2020

Industry share
in intellectual property products investment

(2019)

Intellectual property products

35
)
30
25 ., Information
20
15 3% of IPP /
o Professional... 8% of GDP
10 S"Finance /
t?é?fé[mn Management
5 Other 0 M)Igpdlllca
services G W)
RE%;E;&%%WMW&H ir transportation
0A:gricultureons uct "

\

J |

f
Mildly affected industries

More affected industries

N.B. Adding health and rental & leasing, the most affected industries would weigh 23% in equipment investment,
5% in intellectual property products and 18% of GDP.

October 2020

Sources: BEA, Refinitiv Datastream, Candriam

CANDRIAM €

ANEW YORK LIFE INVESTMENTS COMPANY




State and local government receipts

While the CARES Act federal transfers boosted state and local governments’ receipts in Q2,
many S&L governments are now in a difficult financial position
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In the short term, the change in the Federal Reserve's inflation target
will lead to a more accommodative policy

Over the years, forecasts from FOMC participants and
private-sector analysts routinely showed a return to 2%
inflation, but these forecasts were never realized on a
sustained basis.

Change in consumption deflator projections (%)
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October 2020 Sources: Federal reserve, Candriam

2021

Our longer-run goal continues to be an inflation
rate of 2 percent. Our statement emphasizes
that our actions to achieve both sides of our dual
mandate will be most effective if longer-term
inflation expectations remain well anchored at 2
percent. However, if inflation runs below 2
percent following economic downturns but never
moves above 2 percent even when the economy
is strong, then, over time, inflation will average
less than 2 percent.

Therefore, following periods when inflation
has been running below 2 percent,
appropriate monetary policy will likely aim to
achieve inflation moderately above 2 percent
for some time.

Jerome Powell, New Economic Challenges and the
Fed's Monetary Policy Review, August 27, 2020
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In the longer term, the change in the Fed full employment target
could make monetary policy more discretionary

The characterization of our maximum
employment goal as broad-based
and inclusive clarifies that the
Federal Reserve seeks to foster
economic conditions that benefit
everyone. It also stresses the
importance of understanding how
various communities are
experiencing the labor market when
assessing the degree to which
employment in the economy as a
whole is falling short of its maximum
level.

The Committee considers a wide
range of indicators in making these
assessments.

Federal reserve, Review of Monetary
Policy Strategy, Tools, and
Communications.

October 2020
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KEEP AMERICA GREAT!

TRUMP
2020

* ok ok ok ok

BUILD BACK
BETTER

BID-N

3.2 United States
On a tight rope...
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Despite political and health uncertainties,
our central scenario still assumes a return of the economy to its long-term trend by the end of 2021

GDP growth %lggullateg Central scenario assumptions
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By end of September, it seemed rather unlikely that the future President will have
a large majority in Congress, allowing him to implement quickly its program

Democrat The main risk is that of an election
majorit Central scenario trajectory, or whose result would be contested
Large majority "J even a little above either by the losing party or by the
population.
Joe Biden Republican
Senate The resulting political and social
I Despite a possible guerilla instability would hamper activity.
warfare in Congress, the economy =~
""""""""" Democrat | could” more “or” [ess “be on™ our -
Hous central scenario trajectory. . _ _ ,
"A We built a series of war games [...] A landslide
for Joe Biden resulted in a relatively orderly
transfer of power. Every other scenario we
Donald Trump looked at involved street-level violence and
largs mm Republican Central scenario trajectory or a political crisis.
majorit little below if the Republicans
||d become more fiscally In What's the worst that could happen? Rosa Brooks,
conservative Washington Post, September 3 2020.
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4. Euro area
Activity recovers... unevenly!

Germany takes over
EU presidency
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In some countries, the epidemic seems about to run out of control
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During the second quarter, the fall in activity was spectacular

GDP growth in the euro area
(%)
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The fall in investment was deeper than in the United States

Contribution to GDP growth
(%, cumulated since Q4 2019)
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Like in the United States, the household saving rate rose,
but the magnitude and the reasons of the increase were somewhat different
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Google's real-time data suggests that euro zone GDP
was about 4% below the reference trend in September

Google mobility trend

in the euro area
(% compared to January 2020,
moving average over 7 days)
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Loans to nonfinancial corporations
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State guarantees have given firms access to credit,
but French and Spanish banks are now expected to tighten their credit standards
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Without additional support, it may be hard for business investment to fully recover...
in Spain in particular!

Nonfinancial corporations’ gross operating surplus

(% of 2019 GDP)
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Short-time working schemes have prevented an excessive rise in unemployment rates
and have greatly mitigated households income losses

Employees in short-time work schemes

(up to mid-May 2020)
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In some countries, though, the decline in hours worked has been particularly deep...

Employment and hours worked
(2019Q1=100)
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In Germany, the government has just extended the short-time
working scheme set up during the crisis until the end of 2021.
In Italy and France, a long-term (two-year) short-time working
scheme has been decided (in the case of France, companies
cannot reduce hours by more than 40%).

Spain has not yet extended its ERTE scheme, which is due to
end at the end of September.
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... and by the end of the year, job losses are likely to be severe in Spain
and probably in Italy

Expected fall in value added by industry in the euro area

(%, 2020)
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The support provided by national governments
is not always commensurate to the shock each economy is confronted with

Where will the €390 billions in grants of Next Generation EU go?

Fiscal support decided from March 2020 on g;gggg ]
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While the economic recovery has generally surprised on the upside,
the persistence of downside risks has lead us to keep our moderately optimistic scenario

GDP growth rate Cumulated
g GDP loss*
2020 2021 over 2020-21
Central scenario -7.5 8.8 5.0

(*) Loss compared to the baseline

Impact on GDP level in 2020

(% against the baseline)

March April  May June July Aug Sep Oct Nov Dec

Central scenario -12 -21 -16 -10 -8 -8 -8 -7 -6 -5

Source: Candriam
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Still, this scenario could prove to be too optimistic if private agents confidence is durably weakened

and governments are reluctant to add more support next year

A risk scenario

The behavior of all agents is becoming more cautious -
household saving rate is falling only slowly; firms are
reluctant to borrow to invest and banks are becoming
more cautious in their supply of credit.
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If, under these conditions, the support provided by the
States is too timid, the expected rebound will be
lessened... especially if the euro strengthen as the US

political situati
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In such a scenario, growth divergences between euro countries could seriously worsen

If social distancing behavior were to
continue, the Greek, Portuguese, and
Spanish economies would be much more
affected than those of the rest of the euro

Z0ne...

and the state of their public

finances would deteriorate as a result.
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In any case, it will be difficult for the ECB to provide much more support to the economy

Main measures taken by the ECB

Between June 2020 and June 2021, the
ECB will conduct targeted refinancing
operations (TLTROs) at interest rates
ranging from -0.5% to -1.0%.

Increase in net asset purchases by 120
billion euros until the end of the year (in
addition to the 20 billion euros per month
already planned), with a greater focus on
private credit.

Launch of a new 1350 billion euro
Pandemic Emergency Purchase Program
(PEPP).

This program is flexible: its size, duration
and composition can be adjusted.

October 2020

Sources: Refinitiv Datastream, Candriam
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This document is provided for information purposes only, it does not constitute an offer to buy or sell financial instruments, nor does it represent an
investment recommendation or confirm any kind of transaction, except where expressly agreed. Although Candriam selects carefully the data and sources
within this document, errors or omissions cannot be excluded a priori. Candriam cannot be held liable for any direct or indirect losses as a result of the use of this
document. The intellectual property rights of Candriam must be respected at all times, contents of this document may not be reproduced without prior written
approval.

Warning: Past performances of a given financial instrument or index or an investment service, or simulations of past performances, or forecasts of future
performances are not reliable indicators of future performances. Gross performances may be impacted by commissions, fees and other expenses. Performances
expressed in a currency other than that of the investor's country of residence are subject to exchange rate fluctuations, with a negative or positive impact on gains. If
the present document refers to a specific tax treatment, such information depends on the individual situation of each investor and may change.

The present document does not constitute investment research as defined by Article 36, paragraph 1 of the Commission delegated regulation (EU) 2017/565.
Candriam stresses that this information has not been prepared in compliance with the legal provisions promoting independent investment research, and that it is not
subject to any restriction prohibiting the execution of transactions prior to the dissemination of investment research.

Candriam consistently recommends investors to consult via our website www.candriam.com the key information document, prospectus, and all other
relevant information prior to investing in one of our funds, including the net asset value (“NAV) of the funds. This information is available either in English or
in local languages for each country where the fund’s marketing is approved.

Specific information for Swiss investors: The appointed representative and paying agent in Switzerland is RBC Investors Services Bank S.A., Esch-sur-Alzette,
Zirich branch, Bleicherweg 7, CH-8027 Zurich. The prospectus, the key investor information, the articles of association or as applicable the management rules as
well as the annual and semi-annual reports, each in paper form, are made available free of charge at the representative and paying agent in Switzerland..
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