Summary

The dollar continued to move higher in a context of
rising expectations for the Fed terminal rate and
global risk aversion. The DXY index increased by
around 5% over September and by around 20%
since the beginning of the year.

Faced with the decline of their currencies, some
central banks had to intervene like the Bank of
Japan which defended the yen by selling the dollar
or the Bank of England which bought long-term
debt.

Market expectations are quite high for the Fed and
we think that this is exaggerated. For the EURUSD,
we now target parity over 3-month due to
sustained uncertainty in the short-term. We have a
12-month target of 1.08.

In the UK, the Prime Minister’s new plan is making
markets nervous as it generates new uncertainties
and fears regarding debt sustainability. We lower
our targets for the EURGBP and we now forecast
0.90 both at 3 and 12 months.

The Bank of Japan still did not raise its target rate.
There could be more downside for the currency in
the short-term. We are lowering our targets on the
YEN.

The AUD and NZD are affected by recession fears
and the Chinese slowdown. The CNY is also under
pressure from the US rate hikes. We are changing
our targets on these 3 currencies.
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Risk aversion as a key driver

The global uncertainty remains at a multi-year
high. The reasons are obvious. The conflict in the
Ukraine has led to an energy crisis and the fear of a
broader geopolitical crisis. Supply chain disruptions
and high energy prices have led to very high
inflation rates of the type not seen for several
decades. Central banks have been obliged to reverse
longstanding low interest rate policies. Nearly all
major central banks (except China and Japan) have
embarked on a series of rate hikes, to curb demand
and bring down inflation. This environment has
been beneficial for safe heaven currencies like the
dollar and the Swiss franc. The dollar index which
is a weighted average of six currencies has been
recording major gains this year. Currencies of
countries with a high dependency to Chinese
growth like the AUD and NZD have suffered
somewhat more compared to others (CAD). The
euro is down sharply against the dollar but much
less against other currencies.

The risk aversion has led several currencies to trade
much weaker than suggested by fundamental
drivers such as the interest rate differential and the
purchasing power parity. We are looking for a
gradual improvement in uncertainty due to a trend
change in inflation, a gradual fall in uncertainty
regarding energy prices and more visibility
regarding Chinese growth. Let's have a closer look.
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FLASH: LESSONS FROM THE CURRENCY TURBULENCES

Dollar overvalued against the euro

For the Fed, we now expect a terminal rate of 4.5%
to be reached by the end of the year. The market
expectations suggest an even higher rate but that
seems exaggerated. For the ECB, we expect a
terminal rate of 2.75% and the ECB will speed up
the processes in the coming months. The interest
rate differential as measured by the difference
between the 2-year yields, should gradually move
more in favor of the euro. In the medium-term, the
key driver will remain the Purchasing Power Parity
(PPP). It measures the exchange rate that equalizes
the price of a representative basket of goods when
calculated in dollars. The estimated long-term fair
value for one euro (“Purchasing Power Parity” or
PPP) provided by the OECD is around 1.37 dollars
(based on Germany's figures). Deviations from PPP
can be seen over a long period. Some academic
studies suggest that a more relevant approach
would be the so-called notion of half-life. Following
Craig (2005) “a half-life represents the amount of
time that elapses before a discrepancy between the
PPP level and the current exchange rate is half its
current size”. He found that for large differences
that period could be around 12 to 18 months.
Currently, the notion of half-life would be the time
needed to move back to around 1.20. We maintain
our 12-month target at 1.08 (value of one euro).
Short-term, the euro should move closer to parity.

The Sterling under massive pressure

The UK is facing key challenges and the currency
(GBP) lost almost 5% against the EUR in September.
The new Prime Minister has presented a budget
plan to address the energy crisis, which has pushed
up sovereign yields and weakened the pound.
Indeed, markets are very concerned regarding the
sustainability of the debt. The credit default swaps
were up sharply suggesting that investors perceive
a higher sovereign risk. The Bank of England had to
revise its quantitative tightening and started
quantitative easing by buying long-term debt to
limit the rise in rates. The market is now pricing a
terminal rate of 5.5% compared to more than 6%
anticipated at the end of September. At its
November meeting, the Bank of England should
raise rates by 100bps which would bring the
current target rate to 3.25%. The main fear is
regarding economic activity. In September, the PMI
Composite reached a 20-year low. Companies
highlight the negative impact of high prices and the
darkened economic horizon that weigh on customer
spending. All in all, we think that most of the bad
news are now priced. It will however take quite
some time before markets are confident that the
inflation will come down and that economic activity
stabilizes. We revise our targets 3 and 12 months
from 0.86 to 0.90 (value of one euro). Against the
dollar we expect 1.11 and 1.20 (value of one GBP).

EURUSD: LOOK FOR A GRADUAL EURO RECOVERY

EURGBP: STABILIZATION AFTER THE FALL
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FLASH: LESSONS FROM THE CURRENCY TURBULENCES

The Yen should finally recover

The Bank of Japan (BOJ) maintained its key interest
rate at -0.1% and kept the same rhetoric that it
would not change rates until inflation is
structurally above 2%. In addition, the Bank of
Japan will maintain its pandemic relief loan
program until March although it was supposed to
stop in September. In fact, according to the BOJ, the
current macroeconomic situation presents downside
risks for Japan and the BOJ thus maintains an
accommodative monetary policy.

The BOJ intervened to sell 19.7 billion dollars and
buy yen at the end of September in order to defend
its currency. This had only a temporary effect and
the YEN then depreciated again.

The Japan Composite PMI reached 51 in September
versus 49.4 in August driven by new orders and
employment. Businesses continue to highlight
increasing inputs costs.

We downgrade our outlook on the Yen. We now
target 145 (value of one dollar) on a 3-month
horizon compared to 140 previously and 135 on a
12-month horizon compared to 130 previously.
Compared to current levels, we are thus neutral
at 3 months and positive on the Yen over the next
12 months.

Chinese currency should gradually recover

The Chinese currency lost around 3% against the
dollar over September due to the monetary policy
expectations and the risk-off environment.

China is still penalized by its zero-Covid policy
which limits its exports and therefore its current
account. Moreover, the Chinese manufacturing PMI
further deteriorated from 49.5 in August to 48.1 in
September. New orders and exports were at their
lowest levels in several months.

After slightly lowering rates in August, the People’s
Bank of China is expected to pause in further
declines. Rates are more attractive in the US which
has led to outflows on Chinese debt and continue to
add downward pressure on the Chinese currency.

The party congress in mid-October should announce
a change in the Covid policy. We also expect more
economic stimulus measures. This should lead to a
gradual improvement later this year.

We remain positive at a 12-month horizon. We
now target 7.1 (value of one USD) at 3 months
compared to 6.8 previously and 6.7 at 12 months.

USDJPY: RECOVERY AHEAD

USDCNY: POSITIVE OUTLOOK
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FLASH: LESSONS FROM THE CURRENCY TURBULENCES 4

Australian dollar with less upside potential

The AUD lost 4.27% against the dollar over the last
30 days penalized by global recession fears.

At the meeting on October 4th, the Reserve Bank of
Australia (RBA) raised its rates by 25 bps, bringing
the cash rate to 2.6%. The market was expecting
50bps and the AUD depreciated initially before
recovering. The RBA justifies this decision by the
fact that the economy needs rates to rise gradually.
The terminal rate is expected to be reached only in
August 2024 and to be slightly above 4%.

Inflation should reach 7.75% in 2022 in Australia.
This is mainly due to the global environment,
although strong domestic demand also contributes.
The unemployment rate is indeed very low reaching
only 3.5%.

The weak growth in China, highlighted by the latest
PMI figures, continue to weigh on the AUD. We
believe that the Chinese Communist Party on
October 20th will help boost Chinese growth. This
should be beneficial for the AUD. The
macroeconomic environment over the next year
should be more risk-on. This will also benefit the
AUD. The upside is however lower due to the lower
terminal rate.

We are thus less bullish on the AUD. We revise
our 3-month target from 0.72 to 0.66 (value of one
AUD) and our 12-month target from 0.74 to 0.70.

Gold with target forecast range 1750-1900

Gold has had a tumultuous year, rallying close to a
record in March after Russia invaded Ukraine, then
slumping as the Fed toughened its approach to
quelling the fastest inflation in decades. The non-
interest-bearing metal suffered from the strong rise
in real yields (the US 10-year real yield rose from
-1% in March to +1,3%). The record strength of the
US currency was also a major headwind.

Despite its recent weakness, the bullion has proven
to be a good diversifier, up 5% in euros year to date.

In the immediate future, gold could remain
vulnerable to the hawkish rhetoric of Fed Chair
Jerome Powell who pledged to crush inflation even
if it is painful for the economy and to a further
strengthening of the US currency. From a technical
view, gold is approaching oversold territory.

We expect the gold price to rebound as the US
economy weakens, yields stabilize, and the dollar
starts to weaken. Gold should regain its lustre as a
hedge against stagflation risks when the real rates
and strong USD headwinds will abate. Demand from
Emerging countries central banks should increase
while the post-COVID recovery of the jewellery
sector in China and India should also help.

Gold remains our preferred hedge against tail
risks. Our 12m target range is $1750-1900.

AUDUSD WITH LESS UPSIDE POTENTIAL

GOLD: APPRECIATION POTENTIAL
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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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