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Central banks
Fighting inflation at all costs?

European Central Bank (ECB)

The ECB's analysis: inflation is too high and risks to
growth are high.

April meeting decisions: the net asset purchase
programme could end in Q3 and a rate hike could
occur “some time” after.

Our view: the ECB appears hawkish in order to calm
long-term inflation expectations. The risk of high
inflation for longer is not insignificant in view of the
Russia-Ukraine conflict. Several ECB members argue
for a rate hike as early as July. However, there is no
wage-price spiral in the euro area (see chart) but a
wage catch-up is possible in 03-Q4. In our view, the
ECB will complete its net asset purchase programme in
early Q3 and then make two rate increases later in the
year (September and December). We expect 3 rate
hikes next year, taking the deposit rate to 0.75% and
the main refinancing rate to 1% by the end of 2023.
The market is expecting a deposit rate of 1.2% at the
end of 2023, which seems unlikely given the risks
already weighing on growth.

US Federal Reserve (Fed)

The Fed's analysis: inflation is far too high and the
economy is strong with full employment.

May meeting decisions: the Fed will tighten monetary
policy with i) a series of rate hikes (+50 bps in May,
already done) and ii) a reduction in liquidity as the Fed
will reduce the size of its balance sheet in a non-
aggressive way (no active sales of Treasuries or MBS)
from 1 June onwards (see chart).

Our view: the Fed's objective is to avoid a wage-price
spiral and to calm long-term inflation expectations as
they are too high (2.8%). The Fed appears hawkish
and is promising more rate hikes. However, inflation is
expected to start slowing down in the second half of
the year and economic growth is set to be less robust
next year. The Fed may therefore not deliver as many
rate hikes as the market expects (185 bps more by the
end of the year and a Fed funds rate of 3.0% at the end
of 2023). We expect 150 bps of additional rate hikes,
including 50 bps in June and July and a Fed funds rate
of 2.75% at the end of 2023.

EURO AREA NEGOCIATED WAGES, YEAR-ON-
YEAR CHANGE (%)

THE FED IS TIGHTENING MONETARY POLICY
VIA TWO TOOLS
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CONCLUSION

The Fed and the ECB want to fight inflation and calm long-term inflation expectations.
The market is anticipating an aggressive upward move in policy rates. However, it is
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likely that central banks will be able to settle for fewer rate hikes than expected as
inflation is set to decelerate from the second half of the year and growth should slow

down next year.
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Bond yields
Massive moves

Interest rate volatility is high, close to levels seen at
the beginning of the pandemic.

Nominal 10-year rates continued to tighten in the US
and the euro area (see chart), driven by real rates.
Inflation expectations, on the other hand, have fallen,
suggesting that central banks are credible in their fight
against inflation.

Our 10-year targets in 12 months are 2.50% in the US
and 0.75% in Germany. We believe rates could tighten
further as inflation will remain high and financial
conditions are not yet restrictive. That said, inflation is
expected to decelerate in the second half of the year
due to base effects and growth may show signs of
weakness. As a result, long-term rates are likely to fall
from current levels over the next 12 months.

We are Neutral on long-term bonds and Positive on
short-term Treasury bonds for dollar-based investors.

10-YEAR RATES
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CONCLUSION

Maturity 11/04/2022 12-month
(in years) targets
2 2.63 2.25

5 2.88 2.40
United
States
10 2.92 2.50
30 3.04 2.60
2 0.15 0.25
5 0.67 0.50
Germany
10 1.00 0.75
30 1.16 0.85
2 1.30 1.60
5 1.45 1.75
United
Kingdom
10 1.83 2.00
30 2.07 2.40

Source: Refinitiv Datastream, BNP Paribas WM

The upward movement continues on rates, with high volatility. However, the momentum has
changed as inflation expectations seem to have peaked while real rates continue to rise
following the monetary tightening initiated by central banks. Our 10-year targets are 2.50% in

the US and 0.75% in Germany.
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Theme in Focus
Credit view

The credit cycle is in an advanced stage. The recovery
phase is behind us and we are entering the late cycle
expansion phase. This is generally associated with
negative returns and greater volatility.

Strong fundamentals. On average, companies have
strong balance sheets thanks to economic growth and
good results achieved last year (see chart), as well as
lower debt. In addition, companies massively
refinanced themselves at extremely low rates last
year.

Deteriorating technicals. The bond supply is expected
to remain strong for Investment Grade issuers but
lower for High Yield issuers. Demand should fall in line
with central bank withdrawals (end of the ECB's net
purchases, and the start of the Fed's quantitative
tightening).

Deteriorating macroeconomic environment. The
geopolitical risk has increased.

Financial conditions are less favourable than before.
Higher production costs should weigh on margins over
time.

Credit spreads could widen further due to
supply/demand dynamics and the more challenging
macroeconomic environment, which could lead to
some payment defaults among the most fragile
companies. On the other hand, the good financial
health of companies on average should prevent a
significant wave of defaults and therefore a massive
widening of credit spreads.

Valuations have become more attractive, but are not
yet cheap (see chart), following the rise in bond yields
and the widening of credit spreads.

We have a Neutral view on credit. We are rather
defensive in this more challenging environment and
favour Investment Grade over High Yield.

NET PROFIT MARGINS IN THE US AND IN THE
EUROZONE (%)

GLOBAL CORPORATE BOND VALUATIONS
RETURN TO THEIR HISTORICAL AVERAGE
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The macroeconomic environment has deteriorated but companies are, on average, in
good financial health. There should therefore be no significant rise in default rates. Yet,
credit spreads could widen further. Valuations have become more attractive, but not
yet cheap. We are Neutral on corporate bonds, with a preference for Investment Grade
bonds.
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Our Investment Recommendations

Asset classes Our opinion

Germany = We are Neutral on German sovereign bonds.
Peripheral _ Neutral on peripheral debt (Portugal, Italy, Spain,
Government bonds countries - Greece).

» Positive on US short-term Governement bonds
United States for USD-based investors.
» We are Neutral on long-term debt.

+ We prefer corporate bonds to sovereign bonds.
+ Neutral view on corporate bonds. Focus on
Corporate bonds duration below benchmark for EUR bonds (5
Investment Grade " years). We increase duration to benchmark in the
United States
US (8 years).

» Neutral on convertible bonds in the eurozone.

Eurozone

Corporate bonds Eurozone and - * Neutral on HY bonds.
High Yield United States  Positive on fa/len angel and rising stars.
Positive on EM hard currency bonds (sovereign and
In hard currency +
corporate).
Emerging bonds
In local currency + Positive on local currency government bonds.

Market data

10-year . o Spread
rate (%) Yield (%) (bps)
United
States 2.92 s Global 2.60 50 7
Germany 1.00 Icé’?[j’;ate D9 2.31 169 39
Corporate bonds
France 1.55 54 4 1G USD 4.34 139 20
Italy 2.91 191 27 ﬁ‘g%‘{}”gte Epaih 6.78 496 111
Spain 2.11 111 17 El‘;{r%";gte SORES 7.51 441 89
Emerging government
Portugal 2.11 111 21 bonds in hard currency 7.17 422 59
Emerging corporate
Greece 3.52 252 46 ponds in hard currency 6.92 406 46
11/04/2022 Emerging government 437 149 9
Source: Refinitiv Datastream bonds in local currency ;
11/04/2022

Source: Refinitiv Datastream, Bloomberg Barclays
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Returns

OVER ONE MONTH
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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 Italiens, 75009 Paris,
France, registered under number 662 042 449 RCS Paris,
registered in Frances a bank with the French Autorité de
Contrdle 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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