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Inflation

New vaccine brightens the horizon
for the economy

* Inthe US, the task for 46™ president of the United States will be complex in the context of rising
new Covid cases and uncertainties around the new recovery plan.

* Inthe Euro Area, the ECB reassured of its willingness to recalibrate the monetary policy, with a
possible increase in PEPP and more generous TLTRO.

* Inthe UK, Brexit is back on stage with its share of uncertainty that will weigh on rates and inflation
outlook.

Inflation Team

What'’s happening?

Inflation & Monetary Policy Inflation Linked Bonds Market

In the US, headline inflation printed at 1.2%

o .
and Core at 1.6%, remaining broadly stable. Headline 1.2% US TIPS performance was positive during the

Joe Biden has been elected 46t president of . . .
P (-0.2%) month in the context of risk-on sentiment,

h ni he transition of "
the U.Ited States, but the transition o Core 1,6% fueled by the positive news around the
power is expectedly stormy. The recovery of (-0.1%)

5yr Ry*-1,35%
10 yr Ry -0.96%
10 yr Be** 1,79%

. R vaccine.

the economic activity is slowed down due to

increasing new Covid cases.

In the Euro Area, inflation figures remained

unchanged during the month. Different

. _ Headline -

member countries announced restrictions, 03% (%) In the E A link ded it

Euro aiming to ensure economic activity while G n the turo Area, linkers recorded positive - 9
& y Core 0.2% performance, led by Italy. Indeed, the risk- S yrRy -1,47%

Area trying to keep the pandemic under control. (=%)
The ECB reassured of its willingness to
recalibrate the monetary policy, with a
possible increase in PEPP and more
generous TLTRO.

10 yr Ry -1,34%

on sentiment and ECB’s dovish tone were 10 yr Be 0,06%

beneficial for inflations-linked bonds.

In the UK, Brexit takes centre stage, again.

While higher uncertainty remains, the RPI10.3% UK linkers were the worst performers  5YrRy -2,90% V

UK hopes of a possible deal rose as the two (-0.4%) across all markets as the negotiations ona  10yrRy-2,94% V
parts agreed in a “constructive” call in CoreCPI1.1% post-Brexit deal are still ongoing and high 10yr Be 3.11%
coming days to reach an agreement before (-0.4%) uncertainties remain.

31 December.

*Ry : Real Yield
**Be : Breakeven
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Portfolio positioning and performance

Key Strategies

We keep our long duration bias at the front end of the US curve as we
expect the Federal Reserve to keep its accommodative stance in the

Real Yields context of political instability and lack of clear fiscal policy.
During the month, we added breakeven exposure in the US and the
Euro Area as a brand-new vaccine brightens the horizon for the
Breakevens economy and we believe that it will support breakevens in the medium

term.

US Fed balance sheet and gov. bond yields
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Performance

+ Long real duration position in in the
Us.

+ Long breakeven position in the US
and the Euro Area
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Demand for inflation-linked bonds
remains solid as the Federal
Reserve continues to purchase
large amounts of assets.
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The pace of asset purchases is
much faster than during previous
episodes of QE.

United Kingdom

The Federal Reserve & the US Treasury
continue their aggressive series of non-
conventional measures to support the
economy.

We believe that US real yields should
continue to move lower over the coming
months and favour long duration
positions.

The new increasing Covid-19 cases
and more restrictive measures
throughout Europe compromises the
economic rebound.

European inflation has gone in
negative territory and is expected to
remain quite low in the coming
months.
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In the UK, leading indicators declined
adding to the Brexit uncertainty.

Brexit should continue dominate the
headlines and add volatility to the rates
and inflation outlook.
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No assurance can be given that the Inflation strategy will be successful. Investors can lose some or all of their capital invested. The Inflation strategy subject to
risks including credit risk, liquidity risk, derivatives and leverage risk, contingent convertible bonds risk.
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This document is for informational purposes only and does not constitute investment research or financial analysis relating to transactions in financial
instruments as per MIF Directive (2014/65/EU), nor does it constitute on the part of AXA Investment Managers or its affiliated companies an offer to buy or
sell any investments, products or services, and should not be considered as solicitation or investment, legal or tax advice, a recommendation for an investment
strategy or a personalized recommendation to buy or sell securities.

Due to its simplification, this document is partial and opinions, estimates and forecasts herein are subjective and subject to change without notice. There is no
guarantee forecasts made will come to pass. Data, figures, declarations, analysis, predictions and other information in this document is provided based on our
state of knowledge at the time of creation of this document. Whilst every care is taken, no representation or warranty (including liability towards third
parties), express or implied, is made as to the accuracy, reliability or completeness of the information contained herein. Reliance upon information in this
material is at the sole discretion of the recipient. This material does not contain sufficient information to support an investment decision.

Issued in the UK by AXA Investment Managers UK Limited, which is authorised and regulated by the Financial Conduct Authority in the UK. Registered in
England and Wales No: 01431068. Registered Office: 7 Newgate Street, London EC1A 7NX. In other jurisdictions, this document is issued by AXA Investment
Managers SA’s affiliates in those countries.
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