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Central banks
Reducing emergency measures soon

European Central Bank (ECB)

Reasonably optimistic tone on the ECB's side: While the
challenges against Covid are still there, the vaccination
campaign is accelerating and the economic recovery is
expected to be strong.

New economic projections to come in June. They will
probably be better than those of March.

As a result, ECB hawks -members advocating tighter
monetary policy- will certainly renew their calls for
the ECB to reduce the amounts it buys in bond markets
each week through its Pandemic Emergency
Programme (PEPP).

We believe that they will be listened to and that the
ECB will reduce its purchases very gradually from June,
while insisting on the flexibility of the PEPP tool and
therefore the possibility of increasing purchases if
necessary.

We expect the ECB to exhaust the 1850 billion euros
PEPP envelope and not to extend the programme
beyond March 2022.

US Federal Reserve (Fed)

The Fed remains on its line of thought: Inflation will be
temporary, the economy is improving, employment
too, but not enough to justify the start of a withdrawal
of monetary support. The Fed wants the labour market
to improve for all Americans. However, 20% of
workers in the lowest wage bracket are still
unemployed after a year since last February. The
latest job report was not as good as expected, so the
Fed is comforted in its idea to be patient.

Therefore, the Fed will continue to buy $120 billion per
month of securities in the market. Tapering is not the
order of the day.

Tapering: The debate is likely to be launched in June,
after several strong employment reports and 70% of
the adult population vaccinated against Covid.

We expect a tapering announcement in September,
with implementation in early 2022, and a first rate
hike when the effects of the pandemic have dissipated,
in Q3 2023.
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The Fed and the ECB are expected to gradually reduce their emergency measures in the

coming months. Monetary policies, however, will remain very accommodative. Even if
net buying flows stop, reinvestment of matured bonds will continue for years. The
huge stock of bonds held by central banks guarantees substantial reinvestment.
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Bond Yields
Short-term pause in a bear market

The Fed's cautious and concerted messages have borne
fruit: The US 10-year yield fell close to 1.55% after
hitting a high of 1.74% at the end of March.
Conversely, long term German Yyields rose slightly N - "
following a series of better than expected economic Maturity |- 7/05/2021 “mont
) . . (in years) targets
figures. The German 10-year yield returned to its pre-

pandemic level (-0.20%). The average 10-year yield of 2 0,15 0.40

the eurozone countries (weighted by their GDP)
returned to positive territory (0.12%).
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CONCLUSION

The divergence between recent developments in US and German long-term yields is not
the beginning of a trend. Long term rates are expected to rise again from June onwards.
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Theme in Focus
Treasury Inflation Protected Securities (TIPS)

The pandemic has caused major breakthroughs in
global supply chains. Now that the economic recovery
is beginning in most developed countries, commodity
prices are soaring. Oil and metals have gained between
3 and 30% since the beginning of the year (except for
gold, which lost 3%). The same applies to the prices of
agricultural products, with increases of 10-20% and
even up to 60% for corn.

Inflation is noticeable in the aggregate data, especially
in the United States, where the Consumer Price Index
was 2.6% in March (1.3% in the euro area).

Market participants expect higher inflation in the
coming years than today, while expecting temporary
overheating (see chart). They forecast annualised
inflation of 2.68% over the next five years in the US,
the highest level since the 2008 financial crisis.
Expectations are more moderate in the eurozone:
1.28% in Germany, 1.37% in France and 1.34% in
Italy.

As a result, US inflation linked bonds (TIPS) have
experienced significant buying flows since the
beginning of the year. They offer coupons adjusted for
inflation and capital at maturity also adjusted for
inflation (or initial capital in the event of deflation).

Today, TIPS seem to us to be fairly valued after the
sharp rise in inflation expectations.

The indicator to be followed is the evolution of real
rates. The 2013 tapering (reduction in the Fed's asset
purchases) pushed real rates higher, causing the TIPS
valuation to fall by around 8% in a few months (see
graph). History should not, however, repeat itself with
the same magnitude, given the Fed's great caution. We
expect tapering to be announced in September.

Until then, we are neutral on TIPS due to valuations.
In relative terms, we believe they will outperform
nominal bonds.

INFLATION-LINKED SWAP CURVES.
TEMPORARY OVERHEATING IN THE US
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CONCLUSION

PERFORMANCE OF TIPS AND REAL RATES

125 - - 1,5

120 -

ey
>
o
|
o
o

N
-
o

N
o
)]

b o
o o
o)el |eal Jeak-0l SN

-
o
o

TIPS returns (rebased in 2013)
P

©
(&)

©
o

' ' ' ' ' ' ' — -1,5
13 14 15 16 17 18 19 20
Source: Refinitiv Datastream, 10/05/2021

The upside potential of US inflation linked bonds (TIPS) is limited in our view. Inflation
could continue to rise in the coming months, but real rates are likely to rise. We prefer
to remain neutral on TIPS. In relative terms, they should outperform nominal bonds.
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Our Investment Recommendations

——— e

Negative on German sovereign bonds, irrespective of

G ) their maturity.
Peripheral - Neutral on peripheral debt (Portugal, Italy, Spain,
Government bonds countries Greece) with a “buy on dips” strategy.

- Positive on short-term debt for dollar-based
United States = investors.
» Negative on long-term debt.

« We prefer corporate bonds to sovereign bonds.
»  We favour EUR and US bonds with a similar

Corporate bonds Eurozone and .
Investment Grade United States + duratlop to the benchmark (5 and 9 years
respectively).
+ Positive on convertible bonds in the eurozone.
Corporate bonds Eurozone and - + Neutral on HY bonds.
High Yield United States  Positive on fallen angel and rising starsbonds.
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
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Italy 0.92 114 +12 el Lot 2.90 292 7
Spain 0.49 71 +4 ﬁ‘g%‘ggte Lot 3.91 289 -1
Emerging government )
Portugal 0.51 73 +16 ponds in hard currency 4.34 292 15
Greece 1.01 123 +5 Emerging corporate 3.74 294 -5
bonds in hard currency
7/05/2021 Emerging government 4.89 412 7
Source: Refinitiv Datastream bonds in local currency ’
7/05/2021
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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 France as 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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