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Investors are rightly used to seeing the US dollar follow a downward trend. Indeed, most
business cycles are reasonably synchronised, which means that in general the USD funding rate,
which is set by the Fed for the US economy, is broadly consistent with the needs of the outer-world
that is funded in US dollars. As these countries tend to exhibit higher paces of growth, their assets
end up offering more attractive returns relative than those on USD ones for most of the lifetime of
the business cycle. This is the reason why whenever the sky gets clearer for the world economy, the
US dollar usually heads South, and assets outside the US tend to outperform their US peers. If one
adds the fact that the US economy has been structurally weak since the burst of the “New
Economy” bubble in 2001-2003, the experience of most market participants over the past 15 years
was that of a consistently weak greenback.

In our view, this might explain the current reluctance of most investors to look at the US dollar
from the radically different perspective we are in today. First, the balance sheet excesses of the US
private sector, generated during the “New Economy” bubble by companies and extended to
households during the “housing bubble”, have finally been cleansed. From that metric, the period of
structural headwinds to US growth is behind us. This means that US trend growth is finally allowed
to flourish. The poor productivity trend of the recent past is being replaced by capital deepening
through a genuine investment cycle. The fiscal impulse currently in place until mid-2019 together
with the loosening of regulations that should support banking credit supply in 2019 are expected to
further affirm US growth over the next two years. The cyclical supremacy of US growth of late is
highly likely to continue into 2019, while the seeds for a structural outperformance have also been
planted. Strong growth and higher inflation are natural outcomes of the business cycle phase the US
finds itself in. Expect a full policy normalisation from the Fed towards an equilibrium real rate, which
itself will normalise to higher levels than generally believed.

Another particular feature of today’s situation is that regions are fully desynchronised in terms
of their respective positions in the business cycle. Japan is close to the US, while EMU countries
follow the US path with a longer-than-usual delay of two to three years due to the euro crisis of 2011.
This group though shares clean private sector balance sheets and sizeable pent-up domestic
demands, which puts their next recession at a distant future. This is the group where a full
investment cycle is still to be experienced and where the private sector has plenty of room to
express its optimism through more leverage. Initial conditions for future growth are extremely
sound for these countries, from both a cyclical and structural point of view.

Since 2003 the rest of the world has experienced very contrasting dynamics of ever
growing leverage of private balance sheets, with no pause during the 2008 recession’, putting it in
quite an unsafe position with regards to future growth. The collapse in commodity prices from mid-
2014 to early 2016 has already revealed such macroeconomic vulnerability, plunging commodity-
producing countries into one of the deepest recessions of their history. As private leverage now
comes to a halt, these countries find themselves stuck in a long period of slow growth, balance
sheet repair and poor investment dynamics. The largest countries in this group are Brazil, Argentina
and Russia. In 2017, they have exited two years of very deep recession. However, do not expect too

! Similar to Asia’s unabated private leverage from 1985 to 1997 without a pause even during the recessions of the
developed countries in the early 90s.
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much from them. Argentina suffers from twin deficits generated by years of monetary financing of
the public deficit. Brazil is plagued with an unsustainable public debt dynamic that a very favourable
external position has put on the background until recently. Slow growth, higher rates and a very
uncertain electoral year should soon reveal in plain sight how close Brazil is to a sovereign debt crisis.
Russia’s fate is balanced between international sanctions and higher oil price, with not much bearing
on the world economy. These countries have been the first to suffer from the passing of the peak in
global USD liquidity in 2013-14.

As USD global liquidity is now being drained down further by higher policy rates and the
decrease in the Fed’s balance sheet, the pressure is expected to continue to grow slowly but surely,
eventually reaching those USD-funded countries where, contrary to commodity producing ones,
private leverage grew without interruption up to now. This sub-group is mostly made of Asian
countries. This is the region where a huge macroeconomic risk is concentrated in the world today.
Excessive leverage comes out of a good run gone too far. QEs in US, Japan and Europe, lower
commodities prices, and stronger domestic demand in G3 countries proved a succession of positive
shocks for Asia over the last decade. This incredibly long run has led to extremely stretched balance
sheets, which makes this region awfully sensitive to higher interest rates today. From a balance
sheet perspective, Asia is over-extending into the final stage of its business cycle, while the US has
just past its mid-point. These two regions are on a collision course, replicating exactly the same
situation as in 1996 before the Asian crisis. Eventually, what would look like a benign hike by the Fed
is going to matter for the marginal borrower in Asia, subsequently exposing the whole balance
sheet to a turn around. Bear in mind that private-sector-driven balance sheet adjustments are
extremely convex. What initially looks like a local slowdown tends to degenerate into a deep
recession when balance sheet dynamics are at play.

As during the Summer 2015 when the attention of investors was monopolised by a remote
Grexit risk, soon to be followed by the real risk that was China’s devaluation, markets are today
overly concerned with an even more remote tail event in Italy, while the big risk lies with the
consequences of an upward US dollar trend in the context of out-of-phase business cycles between
the developed and the rest-of-the-world markets. As in 2015, the attractive risk premiums offered
by the recent panic on EMU assets (GIPS bonds, EMU bank equities and bonds in particular) present
a great opportunity not only to generate future returns, but also to balance portfolios with an eye
on the real looming risk that comes with a stronger US dollar. The macro framework is clear: prefer
assets in G3 countries where the business cycle has a lot more to go, especially when they are cheap
for transitory reasons as are EMU assets today; at the same time, go short assets exposed to
continuous USD strength. The more that can be done of the former, the more protection can be
accumulated on the latter. This is the true opportunity provided by the Italian drama these days: to
be able to build a portfolio that can perform in the future by making the most of over-estimated
EMU risks, while protecting it from the underestimated US dollar risk.
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Additional notes

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): 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. France:
Natixis Investment Managers Distribution (n.509 471 173 RCS Paris). Registered
office: 43 avenue Pierre Mendés France, 75013 Paris. Italy: Natixis Investment
Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset
Management Companies no 23458.3). Registered office: Via Larga, 2 - 20122, Milan,
Italy. 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: World Trade Center Amsterdam, Strawinskylaan 1259, D-Tower, Floor 12,
1077 XX Amsterdam, 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. In Switzerland: Provided for information purposes only by Natixis
Investment Managers, Switzerland Sarl, Rue du Vieux College 10, 1204 Geneva,
Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zirich. In
the U.K.: Provided by Natixis Investment Managers UK Limited which is authorised
and regulated by the UK Financial Conduct Authority (register no. 190258). This
material is intended to be communicated to and/or directed at persons (1) in the
United Kingdom, and should not to be regarded as an offer to buy or sell, or the
solicitation of any offer to buy or sell securities in any other jurisdiction than the
United Kingdom; and (2) who are authorised under the Financial Services and
Markets Act 2000 (FSMA 2000); or are high net worth businesses with called up
share capital or net assets of at least £5 million or in the case of a trust assets of at
least £10 million; or any other person to whom the material may otherwise lawfully
be distributed in accordance with the FSMA 2000 (Financial Promotion) Order 2005
or the FSMA 2000 (Promotion of Collective Investment Schemes) (Exemptions)
Order 2001 (the "Intended Recipients"). The fund, services or opinions referred to
in this material are only available to the Intended Recipients and this material must
not be relied nor acted upon by any other persons. Registered Office: Natixis
Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. 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 as defined by the DFSA. Registered office: Office
603 - Level 6, Currency House Tower 2, PO Box 118257, DIFC, Dubai, United Arab
Emirates. 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: 16F-1, No. 76,
Section 2, Tun Hwa South Road, Taipei, Taiwan, Da-An District, 106 (Ruentex
Financial Building 1), R.0.C., license number 2017 FSC SICE No. 018, Tel. +886 2 2784
5777. In Singapore: Provided by Natixis Investment Managers Singapore (name
registration no. 53102724D) to distributors and
informational purposes only. Natixis Investment Managers Singapore is a division
of Ostrum Asset Management Asia Limited (company registration no. 199801044D).
Registered address of Natixis Investment Managers Singapore: 5 Shenton Way, #22-
05 UIC Building, Singapore 068808. In Hong Kong: Provided by Natixis Investment
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Managers Hong Kong Limited to institutional/ corporate professional investors only.
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN
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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 Investment 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, oficina 102B,
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 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. 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 to operate within Mexico
as an investment manager in terms of the Mexican Securities Market Law (Ley del
Mercado de Valores). Any use of the expression or reference contained herein to
“Investment Managers” is made to Natixis Investment Managers and/or any of the
investment management subsidiaries of Natixis Investment Managers, which are
also not authorized by or registered with the CNBV or any other Mexican authority
to operate within Mexico as investment managers.

The above referenced entities are business development units of Natixis
Investment Managers, the holding company of a diverse line-up of specialized
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
with the
The provision of this material and/or reference to specific securities, sectors, or
markets within this material does not constitute investment advice, or a

clients complies relevant national law.

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.



