


Widening performance gaps post lockdown easing
The persistence of COVID-19 pandemic has benefited growth stocks and “safe assets”

Eurozone large caps have performed within a 10% range The concentration of the _US market has accelerated
since June (3100-3400) over.the summer, with the GAFAM stocks _
representing over 23% of the US market (vs. 17% in
- 1000 8 - December 2019)
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Investors’ sentiment has improved
Sentiment indicators are neither too optimistic nor too pessimistic

Sentiment indicators show a mixed picture A majority of strategists in surveys now believe that
the bull market is not over
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Can some gaps be filled?

Conditions for a rotation

Economic momentum

Covid-19:
Vaccine Vs. Second
Wave

US elections
uncertainty

Direction of interest
rates

The pace of positive surprises is likely to slow down
towards the end of 2020, following a V-shaped recovery in
Q3. High-frequency data will also continue to drive
markets over the short term.

A new wave of infections in economically vital countries
leading to lockdowns would make a strong negative
impact. A vaccine made available would be a strong
positive factor.

Volatility around the uncertain outcome of the US
elections is a negative factor. Expansionary Macro
alignment: higher spending (Biden) vs. lower taxes
(Trump) in an accommodative Fed context.

Real rates have reached a trough (positive), modest
steepening could continue. New FOMC policy framework
is more negative (lower rates for longer).

Strong momentum and Growing valuation (and performance) gap between

relative valuation

Sources: Candriam Cross-Asset Strategy
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After a strong rebound in Q3, economic indicators should stabilise in Q4
Economic surprises indices have rolled over, high frequency data to drive short-term performance

High frequency indicators can be used to assess the

speed of recovery
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Waiting for a vaccine or an efficient treatment
Markets remain caught between the threat of the second wave and hope for a vaccine

While the US situation is improving, Europe is now Three COVID-19 vaccines could be approved by the
facing a rapid rise in COVID-19 cases end of 2020

Daily new confirmed cases of COVID-19 per million people

The line is blue when the rate of positive tests in a country is low — this means a country performs many tests
relative to the size of the outbreak.

Red indicates a high positive rate of tests. This suggests that the true number of infections may be far higher than
the number of confirmed cases.

Figure 1. COVID vaccine timelines across candidates
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Note: Only countries for which testing data is available are included. Details about this data can be found at
OurWorldInData.org/coronavirus-testing.
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US Elections, another game changer?

Uncertainty around the US election results is largely priced in

Futures Curve on expected volatility of the S&P 500
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Vote counting and audits of elections results could
prolong the uncertainty until the end of the year

US political timeline

Nov 3, 2020
Election Day
which will likely
become Election
week(s)
Sep 29, 2020
Presidential
debate

Oct 15, 2020
Presidential
debate

O OmQummm

Oct 22, 2020
Presidential
debate

Oct 7, 2020
Vice Presidential
debate
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Dec 14, 2020

Electors

of

Electoral College
cast ballots for

president and
vice president

o __o__ |

Jan 3, 2021

117th Congress  Jan 20, 2021
convenes Inauguration Day

OmOmmmmn

Dec 23, 2020

Deadline for the
receipt of ballots

Dec 8, 2020

Jan 6, 2021
Congress counts
electoral votes
and declare
winner

« Safe harbor » deadline in
which states must resolve

any controversy over

appointed electors or other

election disputes
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Who will be President? What kind of Congress? Unity or devision?
The impact on the global economy and markets is an equation with several unknowns

Election of Jewem Re-election of

Joe Biden I} Donald Trump
His programme may produce significant On the basis that his election
reversals on the domestic market. programme is the same as in 2016

Election
programme

s also a major divergence
the move rds deregulation is
likely to stop

although
mand as

What

impacts
can we
anticipate
on the
markets?

e-election of
uction in the
and healthcare

On the US don ket, th
Donald Trump L
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A blue wave would first make an impact with the domestic market
Equity sector impact of a blue wave Vs. continuity of current policy

Trump Obama last

mandate mandate
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Alternative Energy (2trn USD investment in
renewables) Vs. Old Energy

Biden to expand Medicaid and ACA, lower
Medicare eligibility age — impact will depend
on the composition of Congress. Major
Pharma have 50% exposure outside the US.

A potential Democratic victory has raised
concerns about taxes and regulations, and
would have the strongest impact on that
sector (banks, brokers, asset managers).

Support anti-trust legislation
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s there any impact outside the US?

Non-US assets could benefit from more constructive and less chaotic politics

Performance TR

Eurostoxx 50
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Europe suffered the most during Trump’s

mandate
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Direction of interest rates, key for a possible rotation
Acceleration of “momentum” trades supported by the historical decrease of US real rates

Rise in inflation expectations and
compression of nominal rates led to a
historical decrease in US real rates
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This powerful trend in US real rates has
benefited gold...
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A possible comeback of unloved stocks?
There is a risk of reversal in the life “after COVID-19"...
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home”) and companies that are severely hit (“back
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Equity valuations not excessive if we discount a cyclical rebound
Valuations remain correlated to profit growth

Equity Valuations: Price to Book Value compared to

last 20 years data
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Sources: Bloomberg, Candriam Cross-Asset Strategy
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US equities have done best this year, while
Eurozone equities were the most negatively

impacted
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Credit and equity valuations are now close to their historical median
The upside of Eurozone equity valuations dependant on the decrease of the (political) risk premium

Credit spreads are close to their median historical
levels (over the last 20 years)
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Equity relative valuation to bonds now closer to its

median since 2008

14% Eurozone 2021 earnings yield — 10Y bond yield
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Cross-Asset views
Q4 key messages

0 Momentum or Rotation?

v US real rates falling to all-time lows this
summer helped “growth” stocks

v There is no consensus today: we can find
arguments for or against a possible rotation.

v Could early-September Nasdaq correction be a
wake-up call and trigger a rotation?

v How far can the wash-out on Momentum stocks

go?

0 Economic recovery is broadening out
but the momentum could stall towards

year-end

v" Economic recovery on track

The combination of low visibility
opened an ever-widening gap
between perceived winners and
Are the conditions met to have a

rotation?

The development of the epidemic
and uncertainties around US

v Fewer positive economic surprises expected after hitting
historical highs earlier in 2020

v' Real rates have stopped their decline

v High frequency data (mobility, job market, services,
consumer comfort,...) are holding up so far

v A new US fiscal stimulus would be a significant support

Sources: Candriam Cross.Asset Strategy
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and massive liquidity support has

losers in the COVID-19 pandemic.

elections will be key to tip the scales

COVID-19 and US election result will be the
key drivers to tip the scales
v' The new wave of infections in economically vital
countries leading to lockdowns would be a strong
negative factor
v A rapid vaccine announcement would be a strong
positive factor
v Volatility around US election date is discounted by
markets
v Once the election dust settles: there is a macro
alignment on expansionary policy: higher spending
(Biden) vs. lower taxes (Trump) in a context of an
accommodative Fed

m Portfolio implications (tactical)

We hedge our equity positions through options

We maintain our Gold and Yen exposures as portfolio
hedges

We retain our exposure to a structural reduction of the
Eurozone risk premium: Overweight Eurozone VS. US
equities.

We remain neutral on UK equities, which have lagged the
rebound and should benefit from better economic data and a
better control of the epidemic

We maintain our Chinese A-Shares equities exposure and
remain overweight emerging markets and underweight
Japan.

We start looking at contrarian trades: market impact of a
vaccine / treatment / rapid tests.
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Important Disclosure

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 investors in Spain: Candriam Luxembourg Sucursal en Espafia has its registered office at C/ Pedro Teixeira, 8, Edif. Iberia
Mart I, planta 4, 28020 Madrid and is registered with the Comisiéon Nacional del Mercado de Valores (CNMV) as an European Economic Area
management company with a branch. The following collective investment institutions (IIC) are registered with the CNMV:

Num. Reg. Forma Num. Reg. Domicilio Forma
Nombre de IIC CNMV Domicilio de IIC Legal Nombre de IIC CNMV deliC Legal
Candriam Absolute Return (657 Luxembourg |UCITS| SICAV Candriam Diversified Futures 1532 |France UCITS |FCP
Candriam Bonds 266 Luxembourg |UCITS| SICAV Candriam Global Alpha 1563 |[France  |UCITS |FCP
Candriam Equities L 233 Luxembourg |UCITS| SICAV Candriam Index Arbitrage 707 France UCITS |FCP
Candriam GF 1352 Luxembourg |UCITS| SICAV Candriam Long Short Credit 758 France UCITS |[FCP
Candriam Money Market [644 Luxembourg |UCITS| SICAV Candriam Monétaire SICAV 1472 |France UCITS [SICAV
Candriam Quant 347 Luxembourg [UCITS| SICAV Candriam Risk Arbitrage 711 France UCITS [FCP
Candriam SRI 1453 Luxembourg |UCITS| SICAV Candriam Sustainable 470  |Belgium |UCITS |SICAV
Cleome Index 275 Luxembourg |UCITS| SICAV )
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