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ANALYST INSIGHT

Fed’s monetary policy: after the QE, the QT!

Wedneday December 18t The Federal Reserve (Fed) raised its main policy rate by 0.25% from 2.25%
to 2.50%, which was widely anticipated by markets. More importantly, Jerome Powell, the head of the
United States (US) central bank, qualified his intentions for future rate hikes in 2019. Thus the members
of the Federal Open Market Committee (FOMC) anticipate only two rate increases next year and no more
than three, as previously planned. It had been ten years since the Fed's main policy rate had reached that
level. The FOMC members believe that we are now approaching the level of “neutrality” of monetary
policy, defined by a key rate that does not stimulate, nor curb activity. Turning to the Fed's mandate, it is
true that with an unemployment rate that has fallen since September 2018 to 3.7%, its lowest level in
fifty years, aninflation of around 2%, and an estimated growth in the fourth quarter of 2018 of nearly 3%,
the Federal Reserve has largely achieved its goal of full employment in a stable price environment.

However, the US economy is threatened by a risk of inflationary acceleration of wages because of the
labor shortage that is rife in many sectors. The high growth is also the result of tax cuts implemented
since January whose effects will fade from 2019, while the tariffs imposed by the Trump Administration
to virtually all its trading partners may adversely affect price stability and growth prospect in the short
term. In addition, the international economic environment is not very buoyant: the worrying slowdown in
European growth and the Chinese slowing down of activity are also negative factors for the US economy,
which the Fed must take into account.
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The Fed's monetary policy tightening is also reflected in the Gentral Bank’s balance sheet
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Behind the successive rate increases that started at the end of 2015 is a reality less commented by the
markets. Indeed, since October 2017, the central bank started a reduction in its balance sheet. The Fed
had deliberately inflated it from 2009 by accumulating debt to fight deflation and keep rates artificially
low. For more than a year, the Washington, D.C. based financial institution has allowed USD 50 billion of
debtinstruments to go unrenewed every month. But this return to normal has a restrictive effect on the
credit markets. We have moved from Quantitative Easing (QE) to Quantitative Tightening (QT). The QT
has a significant effect on credit markets as central banks in Europe and Japan also cease to accumulate
debtrecently.

Among the endogenous causes of economic cycles, the role of central banks has often been singled out.
It is true that if the Fed continues to raise rates, the recessionary effects may outweigh the desired
effects of such a monetary policy. Donald Trump could take advantage of the situation to attribute the
responsibility for a cycle reversal and therefore a recession during the race to his succession from 2020.
Fears of arecessionin the world's largest economy are not expected to wane in 2019, quite the contrary,
suggesting a less abrupt end of cycle than in 2008 after the gloabl financial crisis..

Julien Moussavi, Head of Economic Research Sources: Beyond Ratings, Datastream
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Shutdown becomes the longest in United States’ history

The shutdown that paralyzes some of the federal administrations of the United States (US) government
has become the longest in the history of the country on the night of Friday January 11 to Saturday
January 12, entering its 22nd day, exceeding the 21st of shutdown during the Clinton era in 1995-1996.
In Congress and Senate, no compromise is on the horizon; the consequences are very real. For the first
time on Friday, the 800,000 federal employees affected by the shutdown did not receive their salary.
Since December 22, half of them, considered "non-essential”, have been placed on unpaid leave, while
the other half have been requisitioned. If most, paid fortnight, had received their pay check in late
December, they will not touch their pay this Friday.

300,000

The House of Representatives, however, overwhelmingly passed a law passed by the Senate on Friday
January 11, guaranteeing federal employees that they will be paid retroactively once the shutdown is
over. [tis now up to the president to promulgate it. This type of measure is common in the United States
when the country goes through such budget impasses. But it does not concern the millions of contract
workers also affected.

Prolonged paralysis by the federal government would "have a noticeable effect" on the world's largest
economy, warned US Central Bank chief Jerome Powell.

To be continued..

Julien Moussavi, Head of Economic Research Source: Beyond Ratings
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Dear European mink, we wish you a happy new year...it could be your
last one

End of 2018, the International Union for Conservation of Nature (IUCN) released its updated Red List of
Threatened Species™. It is the world's most comprehensive inventory of the global conservation status
of plant and animal species that evaluates the extinction risk of thousands of species.

Figures are quite alarming. 25% of mammals and 40% of amphibians are threatened with extinctions
and it happens everywhere. In Ecuador, 2,372 critically endangered, endangered and vulnerable species
have beenidentified, 1,858 in Madagascar (known for its endemic populations) and no less than 1,300 in
Malaysia and Indonesia. With the exception of humankind (for the moment), at the very top, all levels of
the food pyramid are concerned. From the top (sharks, etc) to the very bottom (stick insect, reef corals,
etc), no one is spared.

Red List of Threatened Species summary

More than 26,500 species
are threatened with extinction

That is more than 27% of all assessed species.
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Several reasons explain this huge worldwide loss of biodiversity and they all are related to human activity:
overfishing, hunting and poaching (elephants, rhino, gorillas, fishes ..), deforestation and other loss of
natural habitats to develop agriculture (palm oil, soya ..), soil artificialization and waterproofing that
breaks green and blue corridors, pollution and, finally climate change that impacts all ecosystems
(unsuitable flora, lack of food for fauna, ocean'’s acidification and deoxygenation, major changes in the
food supply chains) and will probably trigger a terrible vicious circle.

That being said, the worst is never certain (though it does occur frequently) and situations are getting
better for some endangered species. For instance, the Fin Whale has improved in status from
Endangered to Vulnerable following bans on whaling, while the Mountain Gorilla subspecies has moved
from Critically Endangered to Endangered thanks to collaborative conservation efforts.

S0, dear European mink, happy new year and hang in there!

Emeric Nicolas, Head of Data Science Sources: Beyond Ratings, IUCN
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Carbon/Climate Change

The oil trade balance of the major regions

In arecent report, IRENA shows that a massive shift from fossil fuels to renewable energies would also
have significant geopolitical implications ("A New World: The Geopolitics of the Energy Transformation").
The figure below, which is taken from this report, shows the net fossil fuel exports and imports of each
region as a percentage of GDP and reveals major differences between countries and regions.
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Europe, China and Japan (3-5% of GDP) are currently heavily dependent on fossil fuel imports, but their
energy independence could increase as the share of renewables increases. China could particularly
benefit from this transformation given its current leading position in the manufacture, innovation and
deployment of renewables, as it accounted for more than 45% of the global production in 2017.

The United States is in a different position, as it is in the process of completing energy self-sufficiency
while, at the same time, the entire American continent has an almost zero trade balance. This move
towards energy self-sufficiency is largely due to the recent exploitation of non-conventional
hydrocarbons on the North American continent.

In contrast, the Middle East, North Africa and the CIS (Commonwealth of Independent States), of which
Russia is the main member, are regions where net fossil fuel exports account for more than 25% of their
GDP. Middle Eastern countries are highly dependent on fossil fuel rents and their economic
diversificationis limited. The Russian economy is larger and more diversified than that of all oil producers
in the Middle East, but it is exposed to a certain risk because oil and gas rents constitute an essential
component of the state budget, accounting for about 40% of tax revenues. Finally, African countries that
are heavily dependent on fossil fuel rents also have insufficient resilience (low GDP per capita and limited
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financial buffers..). This results in notable differences in terms of exposure to energy transition risks and
opportunities for each country and region. However, this matters for the analysis of all sovereign debt

issuers given the geopo | IEEEEE——
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