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Highlights

The coronavirus epidemic

Isolation measures, implemented to curb the coronavirus epidemic, are having a major direct
impact on economic activity in affected countries. Our base-case assumption is that the
contraction in activity will be transitory (Q1 in China, Q2 in other impacted countries), and the
recovery will be confirmed in the second half of the year, and will continue in 2021.

Strong stimulus from economic policies on the rise

Strong stimulus from economic policies in the wake of this exogenous shock are multiplying.
Central banks, (including the Federal Reserve with its surprise rate cut on 3 March) are using all
the tools at their disposal. Other measures (including fiscal policy) will follow.

A spike in volatility and tensions on the financial markets

Fears over the economic climate have had a negative impact on the financial markets, with
bond yields dropping sharply, and rising tensions on equities, which fell by more than 10% over
10 trading sessions.

We stick to our "buy on dips" strategy

We maintain our positive view on risky assets and our "buy on dips" strategy on equity markets.
No change to our preferences: we like the eurozone, the United States, the United Kingdom and
the Emerging Markets.
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Editorial

Coronavirus: latest update

In China, where the virus originated, the number of new cases of infection is tailing off. It appears that the
epidemic is reaching a peak in this country. On the other hand, the epidemic is spreading to numerous countries
where the number of new cases is constantly on the rise. At the time of writing, there were more than 93,000
reported cases and more than 3,200 deaths in 81 countries (South Korea, Italy and Iran are severely affected).
Isolation measures are being taken everywhere in a bid to stem contagion.

Economic recovery delayed but not derailing

Isolation measures are having a significant direct impact on the economy of affected countries. In China, for
example, the manufacturing sector and certain regions were paralysed in February with activity coming to a near
standstill. The impact will hurt first quarter figures. However, the recovery started to take shape in early March. In
other countries, the same pattern is beginning, with a likely slowdown in activity in the second quarter and then a
subsequent recovery.

We have revised down our economic growth forecasts for the first half of the year, especially for China (Q1) and in
other countries (especially Q2). The key assumption is that the contraction in activity will be transitory, and the
recovery will be confirmed in the second half, and continue in 2021.

A “complicated” situation in the financial markets
Fears over the economic climate took their toll on bond markets in the initial stages.

The fall in interest rates was rapid, especially in the United States, where 30-year rates reached all-time lows in
mid-February. On 3 March, for the first time in history, the yield on 10-year US bonds fell below 1%! The whole US
yield curve plummeted to record lows (in yield terms); expectations of a cut in Fed fund rates were so strong that
the Fed decided to cut it by 50 basis points on 3 March prior to its scheduled meeting of 18 March. In Europe, bond
markets reacted less dramatically: admittedly, rates fell but did not set new records (e.g. in Germany). Dollar-
denominated assets therefore served as a safe-haven, hence the strength of the greenback in February. The dollar
has bucked its trend lower in recent days on the back of expectations (and then the announcement) of a Fed rate
cut.

During 10 trading sessions as of 19 February, equities followed suit, posting a sharp downward movement. Volatility
indices (VIX and V2X) surpassed 40, reflecting extremely high tensions on the markets, with losses of more than -
10% on most stock markets.
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We stick to our "buy on dips" strategy on stock markets
We maintain our positive view on risky assets and our "buy on dips" strategy on equity markets.

» Coronavirus is an unforeseeable exogenous risk. It will have far-reaching consequences but the impact will be
temporary. In China, where the virus originated, the recovery is already taking shape, and it will be the first
country in which the V- or U-shaped recovery scenario will be confirmed.

« Reactions of economic policies to this exogenous shock are increasing. Central banks are using all the tools at
their disposal to limit the impact of isolation measures. For example, the Fed surprised the markets with a rate
cut on 3 March. In the coming weeks, there will be multiple initiatives (nearly worldwide), including rate cuts,
liquidity injections and loans to companies with serious cash problems. Fiscal policies may be more
expansionary going forward.

+ Interest rates are very low, setting new records on almost all parts of the yield curve. Real rates are negative,
which is a new phenomenon on US long-term bonds (30-year). TINA (“There is no alternative”) remains a strong
argument over the long term. To hedge against inflation, investors will be need to take on more risk and invest
outside fixed-income markets.

« Equity market valuation is favourable. No doubt, earnings forecasts for the next few months will be revised
down. That said, valuation ratios remain very cheap in Europe, and have tumbled below historical averages in
the US (stocks relative to interest rates). The equity dividend yield on the S&P500 is 2%. By comparison, the 30-
year US rate is 1.57%.

In the short term, the lows on the equity markets have probably not yet been reached, although the bulk of price
declines seem to be behind us. Against this economic backdrop (described above) we expect an extended period of
volatility and remain bullish during downturns. The best way of judging when the window of opportunity to buy is
about to close is to watch transactions that are showing increasing insensitivity to bad newsflow. Historically,
purchases made when volatility is at 40%, or even at the levels reached by stock market indices when volatility was
previously at 40%, are winning bets, as long as investors are patient.

Changes this month

Changes this month

The main changes this month relate to monetary policies that will be more accommodative than expected. Given
the economic impact of isolation measures to curb the spread of the Coronavirus epidemic, monetary and fiscal
policies will be relaxed again in the coming weeks and perhaps G7 countries will take concerted actions. Since the
Fed's surprise rate cut, we have been reviewing our scenario. A paper providing more details will be published
shortly.

We remain positive on gold and raise our target to $1535/1735 per ounce. Gold remains a safe-haven investment,
which is very volatile, like all risky assets at the moment.
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Summary of our main recommendations

Take advantage of volatility to buy on dips. The coronavirus outbreak delays but does not derail the
outlook for improving growth and earnings trends.

Downside risks are limited. Too many investors are looking for opportunities to raise their equity
exposure, among others in front of a lack of alternatives in the fixed income space (TINA).

No end in sight for US outperformance: the trend is your friend. Most liquid market with a deep
breadth of opportunities, particularly in areas with secular growth potential.

Positive on the Euro Area as a play on a graduval improvement in the global growth outlook.
Attractive dividend yield of 3.2%.

Good relative potential for the UK: improving corporate sentiment, attractive dividend yield.
Positive on Emerging Markets, based on a sharp recovery in the second half.

Globally: positive on Energy and Financials (ex EU banks).

In Europe: positive on Technology and Construction Materials.

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

We prefer corporate bonds over government bonds.

We like EUR and US 1G bonds with a duration at benchmark (5 and 8 years, respectively). We focus
on quality credit in the US and do not make that discrimination in the eurozone.

We are positive on eurozone convertible bonds.

We are neutral on both US and eurozone High Yield.

We are positive on EM local currency bonds, for both USD and EUR based investors, and EM hard
currency corporate bonds. Neutral on EM hard currency.

We revised our 3-month EURUSD target to 1.10 (from 1.12) as the environment should remain
supportive for the greenback short term. The 12-month target remains unchanged (1.14).

We see the USDCNY sliding towards 6.80 (from 7.00) over the next 12 months supported by the
expected economic rebound in China. We keep the 3-month target unchanged at 7.0.

Positive drivers should help the USDRUB to fall to 62.0 from 64.0 (stronger RUB) over the next 12-
months.

Excessive pessimism linked to the corona virus (around $50/b for the WTI) offers a buying opportunity.
Expected lower US shale supply growth, OPEC+ restraint and better economic momentum later this
year should help a price recovery in the 2nd half of 2020. We expect Brent prices to go back in the
$60-70 range.

We keep our positive stance on Gold and upgraded our trading range to 1450-1650 for the coming 6 to
12 months.

Strong price fall due to the Coronavirus. A rebound could be limited until we see a more decisive
pickup of the world economy and more notably China

Positive for a ‘value-added’ commercial investment strategy, executed by first-class asset managers.
Positive for a “value-added” commercial investment strategy, executed by first-class asset managers.
We are Positive on value-added strategies across emerging markets.

Positive on Event-Driven (upgraded last month), Macro, Long-Short equity. Cautious on relative-value
strategies.
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Disclaimer

This marketing document is communicated by the Wealth Management Métier of BNP The information contained in this document has been drafted without prior knowledge of your
Paribas, a French Société Anonyme, Head Office 16 boulevard des Italiens, 75009 Paris, personal circumstances, including your financial position, risk profile and investment
France, registered under number 662 042 443 RCS Paris, registered in France as a bank with objectives.Prior to entering into a transaction each investor should fully understand the
the French Autorité de Controle Prudentiel et de résolution (ACPR) and regulated by the financial risks, including any market risk associated with the issuer, the merits and the
French Autorité des Marchés Financiers (AMF). As marketing material, it has not been suitability of investing in any product and consult with his or her own legal, tax, financial and
prepared in accordance with legal and regulatory requirements aimed at ensuring the accounting advisors before making his or her investment. Investors should be in a position to
independence of investment research and is not subject to any prohibition on dealing ahead fully understand the features of the transaction and, in the absence of any provision to the
of its dissemination. It has not been submitted to the AMF or any other market authority. contrary, be financially able to bear a loss of their investment and willing to accept such risk.
This document is confidential and intended solely for the use of BNP Paribas SA, BNP Investors should always keep in mind that the value of investments and any income from
Paribas Wealth Management SA or their affiliates (“BNP Paribas") and the persons to whom them may go down as well as up and that past performance should not be seen as an
this document has been delivered. It may not be distributed, published, reproduced or indication of future performance. Any investment in a product described herein is subject to
disclosed by any recipient to any other person, nor may it be quoted or referred to in any the prior reading and understanding of the legal documentation concerning the product, and
document, without the prior consent of BNP Paribas. in particular the one which describes in details the rights and obligations of investors as well
This document is provided solely for information and shall not constitute an offer or as the risks inherent to an investment in the product. Save as otherwise expressly agreed in
solicitation in any state or jurisdiction in which such an offer or solicitation is not writing, BNP Paribas is not acting as financial adviser or fiduciary of the investor in any
authorized, or to any person to whom it is unlawful to make such offer, solicitation or sale transaction. The information, opinions and projections expressed herein reflect the opinion of
It is not, and under no circumstances is it to be construed as, a prospectus. their author at the time of writing they are not to be relied upon as authoritative or taken in
Although the information provided herein may have been obtained from published or substitution for the exercise of judgment by anyone, and are subject to change without notice.
unpublished sources considered to be reliable and while all reasonable care has been taken Neither BNP Paribas nor any BNP Paribas Group entity accepts any liability whatsoever for
in the preparation of this document, BNP Paribas does not make any representation or any consequences that may arise from the use of information, opinions or projections
warranty, express or implied, as to its accuracy or completeness and does not accept contained herein

responsibility for any inaccuracy, error or omission. BNP Paribas gives no warranty, As distributor of the products described herein, BNP Paribas may receive distribution fees on
guarantee or representation as to the expected or projected success, profitability, return, which you can obtain more information upon specific request. BNP Paribas, their employees
performance, result, effect, consequence or benefit (either legal, regulatory, tax, financial, or administrators may hold positions in these products or have dealings with their issuers
accounting or otherwise) of any product or transaction. Investors should not place undue By accepting this document, you agree to be bound by the foregoing limitations

reliance on any theoretical historical information regarding such theoretical historical © BNP Paribas (2018). Tous droits réservés
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