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Summary

1. Peak policy rates? Eurozone and US central bankers
have been softening their stance as growth has
weakened sharply. Their ambition to continue hiking
rates seems to have translated into maintaining rates at
restrictive levels for a sustained period. We think that
both the ECB and the Fed have finished hiking rates and
will maintain rates at current levels for several quarters
(3.75% for the ECB deposit rate and 5.50% for the Fed).
We expect rate cuts in Q2 2024 for the Fed and in Q3
2024 for the ECB.

2. German government bonds: we expect German rates to
remain range-bound over the next 12 months. Our 12-
month target for the 10-year yield is 2.50%. We keep a
Neutral view on German government bonds.

3. US assets: the good ones and the dangerous one. Ve
think that we are at the end of the range for US long-
term interest rates. This opens up opportunities given
that the main driver for expected returns is the yield's
starting point. Plus, we expect long-term rates to drop as
the economy weakens. We thus see value in US
government bonds, including maturities up to 10 years,
US inflation-linked bonds, Agency Mortgage-Backed
Securities and US investment grade corporate bonds.
However, we do not recommend US high yield corporate
bonds as valuations are stretched.

4. Other opportunities in Fixed Income: we are Positive
on UK gilts, as well as European and US investment grade
corporate bonds with a duration of up to 5 years in EUR
and 10 years in USD. We are also Positive on Emerging
Market bonds in hard and local currency.

Writing completed on 7 September.
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OUR STUDY OF THE HISTORIC SPREAD RANGE
UNDER THREE ECONOMIC REGIMES
SUGGESTS THAT THE SPREADS OF HIGH
YIELD CORPORATE BONDS ARE TOO TIGHT
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Central banks
Restrictive policy for longer

European Central Bank (ECB)

A tough spot: the ECB is in a tricky situation, having to
deal with persistent high inflation (headline and core
inflation above 5%) and weak economic growth at the
same time.

Dovish: several dominant ECB members softened their
stance recently, citing risk for growth and arguing that
inflation should slow in coming months for both goods
and services.

No more rate hikes: we think that the ECB will keep
rates on hold from now on, at 3.75% for the deposit
rate and 4.25% for the main refinancing rate. We
believe that the ECB will achieve its inflation goal by
maintaining rates at current restrictive levels for
several quarters as policy transmission is working.

No rate cuts this year: we do not envisage any rate
cuts before Q3 2024.

US Federal Reserve (Fed)

Soft landing? The economy has not collapsed despite
the massive increase in policy rate. The labour market
has only just started to cool. Inflation has dropped to
4.2% (July Personal Consumption Expenditure data).

The key question is no longer about how much
tightening is needed but rather for how long the policy
rate should remain high. Most policymakers appear
confident that the current policy stance is sufficiently
restrictive to lower inflation to target.

Peak rate has been reached is our view: we think
that the Fed is done with its rate tightening cycle and
will keep rates on hold for several quarters.

No rate cuts this year: we don't see any rate cuts
before Q2 2024 as the Fed will want to avoid a
loosening of financial conditions.

ECB POLICY TRANSMISSION IS WORKING:
THE COST OF BORROWING FOR NEW LOANS
HAS SURGED

THE FED USUALLY HIKES UNTIL REAL FED
FUNDS RATE TURNS POSITIVE
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INVESTMENT CONCLUSION
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Eurozone and US central bankers have been softening their stance as growth has weakened
sharply. Their ambition to continue hiking rates seems to have translated into maintaining rates at

restrictive levels for a sustained period. We think that both the ECB and the Fed have finished
hiking rates and will maintain rates at current levels for several quarters (3.75% for the ECB deposit
rate and 5.50% for the Fed). We expect rate cuts in Q2 2024 for the Fed and in Q3 2024 for the ECB.
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Bond yields
Long-term rates at cycle highs

Big moves: long-term rates have surged in the past
two months, especially in the US, due to the
combination of resilient economic growth, elevated
supply coming to market in the summer when

liquidity is thinner, and less demand for US Treasuries Maturity 12-month
. . . 06/09/2023
from Japanese and Chinese investors. (in years) target
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Peak? It seems to us that the 10-year yield has
reached a cyclical high in the US and perhaps as well
in Germany. Further bond supply and/or an
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INVESTMENT CONCLUSION

We think that US long-term rates are at cycle highs. We see new opportunities in US government

bonds, including maturities up to 10 years. We stick to a Neutral view for German government
bonds as we expect German interest rates to remain range-bound over the next 12 months.
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Theme in Focus

US assets: the good ones and the dangerous one

The rate backdrop: US long-term rates have surged
in the past two months, and reached a 14-year
high. With both inflation and the labour market
cooling, and economic growth weakening, US long-
term rates are set to drop. We do not expect a
spectacular drop since the Fed is unlikely to cut
rates aggressively. Still, some long-term US assets
will benefit.

The first good one: US government bonds. We see
new opportunities in US government bonds,
including maturities up to 10 years. The main driver
for expected return is the yield starting point. With
a 10-year yield at 4.3% and the potential for it to
drop, we see some value in US Treasuries.

The second good one: US TIPS. We also like US
inflation-linked bonds (TIPS). With the real 10-year
yield currently trading at 2.0%, a level last seen 14
years ago, TIPS investors can finally earn income
while holding a hedge against a potential surprise in
inflation.

The third good one: US Agency mortgages. We see
an opportunistic buying opportunity as valuations
are cheap. The average spread trades wide
compared to history. Those bonds yield 5.2%, are
government-guaranteed and have defensive
features: low historic volatility and less correlation
with equities than corporate bonds.

The fourth good one: US corporate investment
grade (IG) bonds. The average spread is tight but
we are not worried at this stage because bond
supply is being well absorbed. As time passes and
the economic slowdown is felt more, investors will
increase their exposure to IG corporate bonds to the
detriment of high yield.

The dangerous one: US corporate high yield bonds.
The average spread has tightened to very low
levels, inconsistent with the economic cycle in our
view. It no longer compensates for the increasing
risks ahead such as the expected economic
slowdown and defaults moving back to historical
averages.

ASYMMETRY IN 12-MONTH EXPECTED TOTAL
RETURNS FOR US GOVERNMENT BONDS

MANY DEFENSIVE BONDS OFFER ELEVATED
YIELDS IN THE US

Expected 12-month total return given a change in
interest rates
no change +0,25%
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4.4% 3.3%
6.3% 4.3% 2.3%
8.7% 4.4%
Source: LSEG Datastream, BNP Paribas WM
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INVESTMENT CONCLUSION

10% -
8% -
6% -

a5 N

2% -

0%

2% - . . . . . . . . .
04 06 08 10 12 14 16 18 20 22
—— US Treasuries e US TIPS
—— US MBS —— US IG corporate bonds
Source: LSEG Datastream, 08/09/2023

We think that we are at the end of the range for US long-term interest rates. This opens up
opportunities given that the main driver for expected returns is the yield's starting point. Plus, we

expect long-term rates to drop as the economy weakens. We thus see opportunities in US
government bonds, including maturities up to 10 years, US inflation-linked bonds, Agency MBS and
US investment grade corporate bonds. However, we do not recommend US high yield corporate
bonds as valuations are stretched.
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Our Investment Recommendations

Germany = Neutral on German sovereign bonds.

Government bonds Perlphgral - Neutral on peripheral debt (Portugal, Italy, Spain,
countries Greece).
United States + Positive on US government bonds.

« Eurozone: Positive opinion. Prefer a duration

Eurozone lower to that of the benchmark (5 years)
Corporate bonds Lo e .
+ + US: Positive opinion. Prefer duration up to 10
Investment Grade .
United States years
+ Positive on convertible bonds in the eurozone.
Corporate bonds Eurozone and - + Neutral on HY bonds.
High Yield United States « Positive on fallen angels and rising stars.

Positive on EM hard currency bonds (sovereign

In hard currency + and corporate).

Emerging bonds
In local currency + Positive on local currency government bonds.

Market Data

Spread A Spread
Yield (%
(bp) T (op)
ez 430 Global 4.05 19 1
States
Germany 2.66 Corporate bonds 4.44 156 7
IG EUR
_ Corporate bonds
France 3.19 54 3 1G USD 5.81 120 2
Corporate bonds _
Italy 4.41 175 7 HY EUR 7.99 429 1
. ) Corporate bonds )
Spain 3.71 105 1 HY USD 8.56 371 19
Emerging
Roed 341 76 0 government bonds in 8.29 376 4
hard currency
Gt 3.99 133 3 Emerging corporate
bonds in hard 7.81 306 -9
06/09/2023 currency
Source: LSEG Datastream
Emerging
government bonds in 6.51 207 16
local currency
06/09/2023
Source: LSEG Datastream, Bloomberg
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Returns
OVER ONE MONTH SINCE 01/01/2023
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DISCLAIMER

This marketing document is communicated by the Wealth
Management Métier of BNP Paribas, a French Société
Anonyme, Head Office 16 boulevard des lItaliens, 75009 Paris,
France, registered under number 662 042 449 RCS Paris,
registered in France as a bank with the French Autorité de
Controle Prudentiel et de résolution (ACPR) and regulated by
the French Autorité des Marchés Financiers (AMF). As
marketing material, it has not been prepared in accordance
with legal and regulatory requirements aimed at ensuring the
independence of investment research and is not subject to any
prohibition on dealing ahead of its dissemination. It has not
been submitted to the AMF or any other market authority.

This document is confidential and intended solely for the use
of BNP Paribas SA, BNP Paribas Wealth Management SA or
their affiliates (“BNP Paribas”) and the persons to whom this
document has been delivered. It may not be distributed,
published, reproduced or disclosed by any recipient to any
other person, nor may it be quoted or referred to in any
document, without the prior consent of BNP Paribas.

This document is provided solely for information and shall not
constitute an offer or solicitation in any state or jurisdiction in
which such an offer or solicitation is not authorized, or to any
person to whom it is unlawful to make such offer, solicitation
or sale. It is not, and under no circumstances is it to be
construed as, a prospectus.

Although the information provided herein may have been
obtained from published or unpublished sources considered to
be reliable and while all reasonable care has been taken in
the preparation of this document, BNP Paribas does not make
any representation or warranty, express or implied, as to its
accuracy or completeness and does not accept responsibility
for any inaccuracy, error or omission. BNP Paribas gives no
warranty, guarantee or representation as to the expected or
projected success, profitability, return, performance, result,
effect, consequence or benefit (either legal, regulatory, tax,
financial, accounting or otherwise) of any product or
transaction. Investors should not place undue reliance on any
theoretical historical information regarding such theoretical
historical performance. This document may contain or refer to
past performance; past performance is no guarantee for future
performance.
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The information contained in this document has been drafted
without prior knowledge of your personal circumstances,
including your financial position, risk profile and investment
objectives.

Prior to entering into a transaction each investor should fully
understand the financial risks, including any market risk
associated with the issuer, the merits and the suitability of
investing in any product and consult with his or her own legal,
tax, financial and accounting advisors before making his or her
investment. Investors should be in a position to fully
understand the features of the transaction and, in the absence
of any provision to the contrary, be financially able to bear a
loss of their investment and willing to accept such risk.
Investors should always keep in mind that the value of
investments and any income from them may go down as well
as up and that past performance should not be seen as an
indication of future performance. Any investment in a product
described herein is subject to the prior reading and
understanding of the legal documentation concerning the
product, and in particular the one which describes in details
the rights and obligations of investors as well as the risks
inherent to an investment in the product. Save as otherwise
expressly agreed in writing, BNP Paribas is not acting as
financial adviser or fiduciary of the investor in any transaction.
The information, opinions and projections expressed herein
reflect the opinion of their author at the time of writing; they
are not to be relied upon as authoritative or taken in
substitution for the exercise of judgment by anyone, and are
subject to change without notice. Neither BNP Paribas nor any
BNP Paribas Group entity accepts any liability whatsoever for
any consequences that may arise from the use of information,
opinions or projections contained herein.

As distributor of the products described herein, BNP Paribas
may receive distribution fees on which you can obtain more
information upon specific request. BNP Paribas, their
employees or administrators may hold positions in these
products or have dealings with their issuers.

By accepting this document, you agree to be bound by the
foregoing limitations.
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