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IN A WORD:

2019 was marked by a reversal of monetary policy on the part of the main central banks, with
rate cuts and the return of bond buying programmes. 2020 should be the year of the rate pause
for the Fed and the ECB.

Bond yields are expected to tighten slightly in the US by the end of the year, and remain
relatively stable from current levels in Germany. We forecast 2% and -0.25% respectively for
10 year yields. Debt supply dynamics and the ECB's bond buying programme are downward
pressure on eurozone yields.

We maintain our preference for short dated US sovereign bonds, euro and US dollar Investment
Grade credit, eurozone convertibles, emerging market sovereign bonds in local currency and
emerging market corporate bonds denominated in hard currency.

BNP PARIBAS The bank

WEALTH MANAGEMENT 1 | for a changinﬁ
worl




Chart of the month: The high price of the bond market

Bonds are expensive by historical standards, particularly US Investment Grade and emerging
market sovereign bonds denominated in hard currency.

Richeness of the bond market
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Central banks: On pause

2019 was marked by a reversal in monetary policy on the part of the major central banks, with
rate cuts (131 rate cuts vs. 21 rate increases worldwide!), and the return of bond buying
programmes (Quantitative Easing). 2020 should be the year of the rate pause.

e US Federal Reserve
o Leadingindicators of activity are holding up, domestic consumption is doing well
and the job market is strong. The Fed is likely to keep rates unchanged in 2020,
an election year, despite political pressures (Trump is constantly calling for rate
cuts) and markets (one rate cut is expected).
o To watch: Manufacturing and business investment, which are the two weak
spots in the US economy.

e European Central Bank

o The eurozone is showing signs of economic recovery and inflation is expected to
remain below the 2% target.

o Several of the governing council's heavyweights are opposed to more easing
measures. More negative rates could prove counterproductive.

o The ECB is expected to maintain its rates in 2020: 0% for the main rate and
-0.50% for the deposit rate.

o To watch: Core inflation.
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Bond yield targets

The decline in geopolitical risk (signing of the Phase 1 trade agreement between China
and the United States, a move away from the prospect of the United Kingdom leaving
the European Union without an agreement) lowers the risk premium.

We are adjusting our 12-month yield targets upwards, by around 25 basis points, in

Germany and the US.

The central bank bond buying programme, the abundance of liquidity ready to be
invested and the relatively low level of net supply of eurozone sovereign bonds this year,
are downwards pressure on bond yields.

Bond yields Maturity (years) 15/01/2020 12-month targets
2 1.57 1.50
US 5 1.63 1.75
10 1.82 2.00
30 2.28 2.50
2 -0.60 -0.50
Germany 5 -0.51 -0.40
10 -0.20 -0.25
30 0.31 0.00
2 0.53 0.80
5 0.56 0.85
UK
10 0.77 1.20
30 1.26 1.65

Euro area credit view
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Improving economy allows companies to improve their financial ratios.
The ECB buys corporate bonds irrespective of price.

Low interest rate monetary policy limits the risk of default.
Valuations are high, but are likely to remain so.

Expected returns for 2020 are expected to be limited, but positive.
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Our views
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We are negative on German govies, whatever the maturity, and on
long-term US govies.

We are positive on the front-end of the US yield curve for USD-
based investors as short-term yields have a limited upside.

We stay neutral on the periphery debt (Portugal, Italy, Spain).

We prefer corporate bonds over government bonds.

We like EUR and US IG bonds with duration below benchmark,
with focus on quality credits.

We are neutral on eurozone convertible bonds.

We are neutral on both US and eurozone High Yield.

We are positive on EM sovereign debt in local currency and
corporate debt in hard currency. We are neutral on EM
government debt in hard currency.

Fixed Income returns

Strong performance in 2019!

Performance Fixed Income 2019

Since 31 December 2019

Performance Fixed Income YTD
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DISCLAIMER

This marketing document is provided by the Wealth
Management business of BNP Paribas, a French public limited
company with a capital of € 2,499,597,122, registered office 16
bd des Italiens 75009 Paris - France, registered at RCS Paris
under number 662,042,449, authorised in France, under the
number 662,042,449, approved in France by the Autorité des
Marchés Financiers (AMF). As a marketing document, it has not
been produced in accordance with regulatory constraints to
ensure the independence of investment research and is not
subject to the prior transaction ban. It has not been submitted
to the AMF or other market authority. This document is
confidential and intended solely for use by BNP Paribas SA, BNP
Paribas Wealth Management SA and companies of their Group

('BNP Paribas’) and the persons to whom this document is issued.

It may not be distributed, published, reproduced or revealed by
recipients to other persons or reference to another document
without the prior consent of BNP Paribas.

This document is for informational purposes only and does not
constitute an offer or solicitation in any State or jurisdiction in
which such offer or solicitation is not authorised, or with persons
in respect of whom such offer, solicitation or sale is unlawful. It
is not, and should under no circumstances be considered as a
prospectus. The information provided has been obtained from
public or non-public sources that can be considered to be
reliable, and although all reasonable precautions have been
taken to prepare this document, and, in the event of any
reasonable precautions, the accuracy or omission of the
document shall not be recognised. BNP Paribas does not certify
and guarantees any planned or expected success, profit, return,
performance, effect, effect or profit (whether from a legal,
regulatory, tax, financial, accounting or other point of view) or
the product or investment. Investors should not give excessive
confidence in theoretical historical information relating to
theoretical historical performance. This document may refer to
historical performance; Past performance is not a guide to future
performance.
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The information contained in this document has been drafted
without taking into account your personal situation, including
your financial situation, risk profile and investment objectives.
Before investing in a product, the investor must fully understand
the risks, including any market risk associated with the issuer,
the financial merits and the suitability of such products and
consult its own legal, tax, financial and accounting advisers
before making an investment decision. Any investor must fully
understand the characteristics of the transaction and, if not
otherwise provided, be financially able to bear the loss of his
investment and want to accept such risk. The investor should
remember that the value of an investment as well as the income
from them may fall as well as rise and that past performance is
not a guide to future performance. Any investment in a product
described is subject to prior reading and to an understanding of
the product documentation, in particular that which describes in
detail the rights and duties of the investors and the risks
inherent in an investment in that product. In the absence of any
written provision, BNP Paribas does not act as an investor's
financial adviser for its transactions.

The information, opinions or estimates contained in this
document reflect the author's judgement on the day of his
drafting, they must not be considered as authority or be
substituted by anyone in the exercise of his or her own
judgement and subject to change without notice. Neither BNP
Paribas nor any BNP Paribas Group entity will be liable for any
consequences that may arise from the use of the information,
opinions or estimates contained in this document.

As a distributor of the products presented in this document, BNP
Paribas may receive distribution fees on which you can obtain
further information on specific request. BNP Paribas, its
employees or Directors may hold positions in or relationship
with their issuers.

By receiving this document you agree to be bound by the above
limitations. © BNP Paribas (2020). All rights reserved
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