Key messages

+ Powell's shift: he suggested a delay in rate cuts due to
persistent inflationary pressures.

+ US interest rate cut outlook: rate cuts are being pushed
out including into 2026. We expect only one 25bps cut
in 2024. We still expect four cuts in 2025 and two in
2026.

»  We see a risk for higher bond yields in the very short
term. On a 12-month horizon, we forecast lower bond
yields with a new target of 4.25% for US govies.

+ We remain Positive US government bonds: we
currently prefer shorter maturities (3-5 years), and
aim to lengthen maturities as the 10-year yield moves
to our short-term target of 4.75%.

+ For the EURUSD, we revise our 12-month target from
1.15 to 1.12. The same is true for our USDJPY 3- and
12-month target. The new targets are 150 and 140
respectively (value of one US dollar).

The Federal Reserve

There has been a notable shift in Federal Reserve Chair
Jerome Powell's communication style. Following the
March inflation report, he indicated that persistently
elevated inflation would likely delay any Fed interest rate
cuts until later in the year. Consequently, we believe that
a June rate cut is no longer likely. We believe that the
Federal Reserve still intends to implement rate cuts this
year. Such a move would be an "insurance cut" for risk
management purposes, as there are risks to cut rates too
early, but also risks to cut rates too late since the Fed aims
to engineer a soft landing of the economy.
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Inflation remains hot and tricky to assess. Some parts
have been accelerating (Core Services ex Shelter,
accelerating for the third month in a row), while others
have decelerated (wage growth). We still expect
inflation to moderate this year, but more resilient non-
shelter services is likely to make this moderation more
gradual. Our projection is for inflation to reach 3.05%
in 12 months' time, which is higher than the market
pricing of 2.8%.

Meanwhile, economic growth continues to expand,
despite a slight deceleration evidenced by the March
Purchasing Managers' Index (PMI) readings.
Nevertheless, robust March retail sales underscore the
resilience of consumer spending.

The geopolitical tensions in the Middle East add
another layer of complexity to the economic landscape,
with the possibility of rising energy prices and
increased volatility in inflation expectations, prompting
the Fed to adopt a more cautious approach.

In summary, we believe that the Fed will be more
cautious this year than the market is pricing in (1.7
rate cuts). We expect only one 25bps cut this year, at
the FOMC meeting on 18 September. Admittedly, it is
very unusual for the Fed to initiate a rate cut cycle so
close to an election (5 November), as this has only
happened once since the 70s, in 1984. However, rate
cuts have been expected for so many months that it is
unfair to say that they will interfere with the election.
Looking ahead, we anticipate more rate cuts than
what's priced in, with a total of four cuts in 2025 and
two in 2026. This would result in an end-of-cycle rate
of 3.75%.
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Outlook for bond yields

Bond yields could rise modestly over the next few
months as a result of a number of factors. First, the
appetite for government bonds has diminished, as
evidenced by the recent weak Treasury auctions
across all maturities. Second, we believe that the
market will continue to scale back its expectations for
policy rate cuts. Third, given the increased volatility
in expected inflation and concerns about the US
deficit, the term premium should rise. Note that the
term premium has moved back to zero, and it was
close to 50 bps in October 2023 when there were
concerns about the fiscal deficit. Conversely, we
expect bond yields to decline on a 12-month horizon.
We forecast lower bond yields with a new target of
4.25% for US government bonds. This projection is in
line with historical patterns, where bond yields fall
when the Fed actually cuts rates.

We therefore remain Positive on US government
bonds. Tactically, we prefer shorter maturities (3-5
years) for the time being due to the short-term risk of
higher yields. We are looking for increasing maturities
as the 10-year yield moves to our 4.75% target.

Outlook for currencies

The outlook for the EURUSD is highly sensitive to the
interest rate differential and the outlook for future
monetary policy changes. As mentioned, we now see
the Fed cutting only once this year and only in
September, while our outlook for the ECB remains
unchanged. The ECB should start cutting rates in June,
with 75bp cuts this year. Thus, the new expected
policy rate differential justifies a lower depreciation
potential for the USD over the next 12 months. We
revise our target from 1.15 to 1.12 (value of one
euro).

We also revise our targets for the Yen. We keep the
view that the end of Japan's negative interest rate
policy in March should gradually increase the
attractiveness of the Yen but the fact that the US Fed
will cut less over the coming year reduces the
potential for Yen strengthening. We adjust our
USDJPY 3-month target from 145 to 150 and our 12-
month target from 134 to 140 (value of one US
dollar).

-

18/04 In3 In12 In3 In12 In3 In12
2024 months months months months months months

5.50% 5.50% 5.00% 5.25% 4.50%
Siilﬁ'year 4.99% 4.80% 4.60% 5.00% 4.25% 4.50% 4.00%
UsS 10-
g 4.63% 4.65% 4.65% 4.75% 4.25% 4.00% 4.00%
year yield
Source: LSEG Datastream, BNP Paribas WM
THE INVESTMENT STRATEGY TEAM
NS NS NS
FRANCE BELGIUM LUXEMBOURG
Edmund SHING Philippe GIJSELS Guy ERTZ
Global Chief Investment Officer Chief Investment Advisor Chief Investment Advisor - Deputy Global CIO
Jean-Roland DESSARD Alain GERARD Edouard DESBONNETS
Chief Investment Advisor Senior Investment Advisor, Equities Senior Investment Advisor, Fixed Income
Isabelle ENOS Xavier TIMMERMANS ASIA
Investment Advisor Senior Investment Strategist, PRB —
Prashant BHAYANI
ALY GERMANY Chief Investment Officer, Asia
Luca IANDIMARINO Stephan KEMPER Grace TAM
Chief Investment Advisor Investment Strategist Chief Investment Advisor, Asia

Stefan MALY

L = BNP PARIBAS

WEALTH MANAGEMENT

The bank
for a changing
world



CONNECT WITH US

in}w J=0

wealthmanagement.bnpparibas

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
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.

L = BNP PARIBAS

* .

WEALTH MANAGEMENT

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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