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We Don’t Believe You

® The 5-year/5-year overnight indexed swap (OIS) Financial markets (stocks and bonds) sold off in response to a
captures investors’ expectations of the terminal or more hawkish Fed scenario than what had been anticipated. The
peak fed funds rate in the business cycle. When long notorious “dot plot” now shows two 25 basis point tightenings in
rates were selling off earlier this year, the 5y/5y OIS 2023, compared to none before. This more aggressive tightening
rose to just under 2.40%. At the time, market  traiactory has further galvanized discussion of when the Fed will
participants were assuming that this next tightening 4556 jts $120 billion per month in bond purchases ($80 billion in
cycle would look broadly like the last tightening cycle. treasuries and $40 billion in mortgages). The futures market is

Rates would rise from zero up to 2.40%. But since ushing back aqainst this policy narrative
April, the 5y/5y OIS has sharply fallen, down to P 9 9 P y ’

1.86% last week. Following the FOMC statement, the
futures market sold off, but only mildly. The 5y/5y
OIS is currently yielding 1.94%. This is where the
instrument was trading last Wednesday before the
bond market had rallied to intra-quarter lows.

"  To be sure, the futures market is telling us that it % 5YS5Y OIS %
does not believe in a more aggressive Fed. Recent

history has sided with the market, not policymakers. 3.5 1 35
Witness the last tightening cycle in terms of duration
and extent. It took seven years from the last rate cut 3.0 - 3.0
(December 2008) to the first rate hike (December
2015) and then it took another year for the second 25 L 25
rate hike (December 2016). In addition, the FOMC
had to keep revising down its estimate of the long-
run equilibrium funds rate, which was initially thought 2.0 20
to be around 4%. The future markets led, and the
Fed followed. Given the uncertainty regarding the 1.5 - 1.5
contours of another potentially large federal
spending bill upwards of $4 trillion, investors are 1.0 L 1.0
right to question whether the Fed can soon taper
let alone bring forward the timing of tightening.
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Recent history tells us Fed actions will occur later
rather than sooner. Stay a tune to fiscal policy
developments. We are.
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Sources: Natixis, Bloomberg

®  Natixis launched its mid-year outlook survey
earlier this month. It provides keen market insights.
The link to the survey is provided here. We thank you
greatly in advance for your participation.

Joseph Lavorgna
”" Tel. +1 212 698 3328
- joseph.lavorgna@natixis.com

www.research.natixis.com O ‘ RESEARCH

IR
Distribution of this report in the United States. See important disclosures at the end of this report BY NATIX S



https://eu.surveymonkey.com/r/35QL2CR
http://mailto:joseph.lavorgna@natixis.com/
http://www.research.natixis.com/

2 NATIXIS

BEYOND BANKING

Disclaimer

This marketing communication and the information contained in this publication and any attachment thereto is exclusively intended for a client base consisting of professionals, eligible counterparties and qualified investors.

This document and any attachment thereto are strictly confidential and cannot be divulgated to a third party without the prior written consent of Natixis. If you are not the intended recipient of this document and/or the attachments, please delete
them and immediately notify the sender.

Reference prices are based on closing prices (if mentioned in this document).

Distribution, possession or delivery of this document in, to or from certain jurisdictions may be restricted or prohibited by law. Recipients of this document are required to inform themselves of and comply with all such restrictions or prohibitions.
Neither Natixis, nor any of its affiliates, directors, employees, agents or advisers or any other person may be deemed liable to any person in relation to the distribution, possession or delivery of this document in, to or from any jurisdiction.
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Natixis shall not be liable for any financial loss or any decision taken on the basis of the information disclosed in this presentation and Natixis does not provide any advice, including in case of investment services. In any event, you should request for
any internal and/or external advice that you consider necessary or desirable to obtain, including from any financial, legal, tax or accounting adviser, or any other specialist, in order to verify in particular that the transaction (as the case may be)
described in this document complies with your objectives and constraints and to obtain an independent valuation of the transaction, its risk factors and rewards.

All of the views expressed in this report accurately reflect the author’s personal views regarding any and all of the subject securities or issuers. No part of author compensation was, is or will be, directly or indirectly related to the specific
recommendations or views expressed in this report.. The personal views of authors may differ from one another. Natixis, its subsidiaries and affiliates may have issued or may issue reports that are inconsistent with, and/or reach different
conclusions from, the information presented herein.

[Natixis may have Conflicts of Interest : Natixis may from time to time, as principal or agent, be involved in a wide range of activities globally, have positions in, or may buy or sell, or make a market in any securities, currencies, financial instruments
or other assets underlying the instruments to which the Information relates. Natixis activities related to those instruments may have an impact on the price of the relevant underlying asset and may give rise to conflicting interests or duties. Natixis
may provide services to any member of the same group as the recipient of the Information or any other entity or person (a Third Party), engage in any transaction (on its own account or otherwise) with respect to the recipient of the Information or a
Third Party, or act in relation to any matter for itself or any Third Party, notwithstanding that such services, transactions or actions may be adverse to the recipient of the Information or any member of its group, and Natixis may retain for its own
benefit any related remuneration or profit. In addition, Natixis may, whether by virtue of the types of relationships described in this paragraph or otherwise, from time to time be in possession of information in relation to a particular instrument that is
or may be material in the context of that instrument and that may or may not be publicly available or known to you. Our providing you an indicative price quotation or other information with respect to any such instrument does not create any
obligation on the part of Natixis to disclose to you any such information (whether or not confidential).]

The stocks/companies mentioned might be subject to specific disclaimers. Please click on the following link to consult them: https://www.research.natixis.com/GlobalResearchWeb/main/globalresearch/DisclaimersSpecifiques
Natixis is supervised by the European Central bank (ECB).

Natixis is authorized in France by the Autorité de Contréle Prudentiel et de Régulation (ACPR) as a Bank -Investment Services Provider and subject to its supervision.

Natixis is regulated by the Autorité des Marchés Financiers in respect of its investment services activities.

Natixis is authorized by the ACPR in France and regulated by the Financial Conduct Authority (FCA) and the Prudential Regulation Authority in the United Kingdom. Details on the extent of regulation by the FCA and the Prudential Regulation
Authority are available from Natixis’ branch in London upon request.

In Germany, NATIXIS is authorized by the ACPR as a bank — investment services provider and is subject to its supervision. NATIXIS Zweigniederlassung Deutschland is subject to a limited form of regulation by the Bundesanstalt fiir
Finanzdienstleistungsaufsicht (BaFin) with regards to the conduct of its business in Germany under the right of establishment there. The transfer / distribution of this document in Germany is performed by / under the responsibility of NATIXIS
Zweigniederlassung Deutschland.

Natixis is authorized by the ACPR and regulated by Bank of Spain and the CNMV (Comisién Nacional del Mercado de Valores) for the conduct of its business under the right of establishment in Spain.

Natixis is authorized by the ACPR and regulated by Bank of Italy and the CONSOB (Commissione Nazionale per le Societa e la Borsa) for the conduct of its business under the right of establishment in Italy.

Natixis - 47, quai d'Austerlitz 75013 Paris - France ANDROID ACECi Available on the
) GROUPE BPCE G > G B
G Tel.: +33 158 32 30 00 - www.natixis.com L/ O v Google play D App Store



https://www.research.natixis.com/GlobalResearchWeb/main/globalresearch/DisclaimersSpecifiques

