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Central banks
Synchronised monetary easing (for now)

European Central Bank (ECB)

US election impact: Following the US election result,
the market has revised expectations towards more
rate cuts, now pricing a terminal rate around 2% by
late 2025.

Macro data: The eurozone economy is stagnating, with
risks of further slowing, while disinflation remains on
track, and inflation expectations have dropped
markedly.

Increasing dovishness: Recently, policymakers have
clearly pivoted towards prioritising economic growth.
Most advocate a return to a neutral rate, while some
argue for lowering rates below neutral to stimulate the
economy. There is consensus that monetary policy
should leave restrictive territory next year.

Our view: With the eurozone likely impacted by
potential US tariffs and possible similar retaliation
from the eurozone, we foresee a further slowdown in
economic momentum by H2 2025. We now anticipate
five 25bp rate cuts until the policy rate reaches 2% by
September 2025.

US Federal Reserve (Fed)

US election impact: The market has adjusted its
expectations to fewer rate cuts (4.6 of 25bp in this
cycle), a shift that began before the election due to
consistently strong macro data and continued after the
results, as Trump’s policies are seen as inflationary.

Fed reaction: The Fed bases its decisions solely on
incoming data and does not forecast the impact of new
administrative policies. It refrains from speculating on
political changes.

Macro data matters: Economic activity has continued
to expand at a solid pace. Inflation has advanced
toward the 2% goal but remains elevated, while the
labour market shows signs of gradual softening.

Our view: With inflation likely to rise by late 2025, we
have removed two rate cuts from our previous
forecast. We expect the Fed to cut rates in December
and then at a quarterly cadence in 2025, pausing with
a policy rate at 3.75% in September 2025.

THE MARKET HAS BEEN PRICING IN MORE
RATE CUTS IN THE EUROZONE

THE MARKET HAS BEEN PRICING IN LESS
RATE CUTS IN THE US
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The Fed likely to slow its rate-cutting cycle while the ECB accelerates its own. We have
revised our forecasts to account for possible economic changes following the US election

results. We now anticipate the Fed will cut rates in December and at a quarterly cadence
in 2025, pausing at a 3.75% policy rate in September 2025. In the eurozone, we expect five
25bp cuts, reaching a 2% policy rate by September 2025.
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Bond yields

The Trump trade: higher nominal yields, higher real
yields, higher inflation breakevens, higher term
premiums, and steeper curves. A massive repricing has
occurred in the US, as Trump's policy approach
includes tariffs, reduced immigration, and tax cuts—
measures that are inflationary and involve increased
fiscal spending.

Change in bond yield targets: In the US, we expect
fewer rate cuts from the Fed and a higher term
premium, reflecting increased uncertainty around
inflation. Thus, while the US 10-year yield may
decline in the coming months, we anticipate it will rise
again as the macroeconomic landscape shifts in H2
2025, prompting us to revise our 12-month target
upwards. By contrast, we have maintained our bond
yield targets in Germany, where the central bank is
expected to stay on course and disinflation continues.

Our recommendation: We maintain a Neutral view on
US Treasuries and German government bonds, with a
short duration bias in the US (under 5 years) over a
12-month horizon, and a neutral duration bias in
Germany (around 7 years).
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Theme in Focus

What a Red sweep could mean for bonds

The recent US presidential election has had significant
implications for financial markets, particularly in
central bank policies, bond yields, and bond markets.

Central banks: We anticipate monetary divergence,
with the Fed likely to slow its rate-cutting cycle due to
anticipated higher inflation in late 2025, while the ECB
accelerates its cuts given a slowdown in economic
momentum.

Government bonds: We expect the US 10-year yield to
drop in the coming months and then rise in H2 2025
as the macroeconomic landscape evolves. Although
there is an opportunity to lock in current yields, we
believe other opportunities will arise in late 2025. As
such, we remain Neutral on both US Treasuries and
German government bonds with a 12-month outlook.

Investment grade corporate bonds: Credit spreads are
already tight, particularly in the US, and may tighten
further. With deregulation and corporate tax cuts to
15% (from 21%) on the Trump agenda, potentially
boosting corporate net income by 6-7%, spreads are
likely to remain tight.

Sectors with higher tax rates, including telecoms,
banks, energy, and consumer cyclicals, stand to
benefit the most from potential tax cuts. For Europe,
while tariffs and geopolitical concerns are credit
negative, strong technical factors and expected
declines in bond yields should support positive
returns. We remain Positive on USD/EUR investment
grade bonds.

High yield corporate bonds: Credit spreads could
reach new cycle lows in the US, supported by
deregulation and tax cuts. However, we prefer not to
chase the rally and stay Neutral on this asset class, as
valuations are already very tight. Sectors likely to
benefit most from tax cuts include telecoms, consumer
cyclicals, and energy.

Emerging Market bonds: Fundamentals are positive,
the carry is attractive, and EM central banks are
expected to continue cutting rates in 2025. However,
risks have increased with expected higher bond yields
and a stronger dollar. Additionally, tariffs and trade
tensions will harm EM exporters. Consequently, we
have revised our stance from Positive to Neutral on EM
bonds in both hard and local currency.

IG SPREADS TEND TO TIGHTEN UNLESS
BOND YIELDS RISE OR DECREASE SHARPLY

EM VALUATIONS ARE TIGHT
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The US election results triggered a massive knee-jerk reaction in the US, with higher bond
yields and fewer Fed rate cuts expected. We believe the major impacts will be: 1) the Fed
will be forced to pause its rate-cutting cycle in September 2025 with a policy rate at 3.75%,
2) US bond yields will rise in H2 2025, 3) credit corporate spreads will remain tight and
may tighten further, and 4) risks will rise for EM bonds, prompting us to shift from
Positive to Neutral on Emerging Market bonds.
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Our Investment Recommendations

Asset class Zone Our opinion

Germany = Neutral on German sovereign bonds.

Peripheral countries Neutral on peripheral debt (Portugal, Italy, Spain, Greece).

Government bonds . o
We tactically move to Neutral from Positive on US government

bonds. We intend to re-enter the asset class with a better

United States = starting yield in a few months as we remain constructive on US
Treasuries strategically. We also move to Neutral from Positive
on US TIPS.
Eurozone « Eurozone and US: Positive opinion. Prefer short maturities
Corporate bonds N th d i th
Investment Grade . + n t_ e US and up to_lO years in the eurozone
United States + Positive on convertible bonds in the eurozone.
Corporate bonds Eurozone and - + Neutral on HY bonds.
High Yield United States « Positive on fallen angels and rising stars.
_ We turn Neutral from Positive on EM hard currency bonds
In hard currency = .
(sovereign and corporate).
Emerging bonds

We turn Neutral from Positive on EM local currency
government bonds.

In local currency

Market Data

Spread Spread
Spread change . o Spread change
(bp) 1 month pER@ (bp) 1 month
(bp) (bp)
L 430 Global 3.61 34 -2
States
Corporate bonds }
Germany 2.33 IG EUR 3.18 99 10
) Corporate bonds )
France 3.08 75 2 1G USD 5.09 74 7
) Corporate bonds :
Italy 3.59 127 2 HY EUR 5.81 318 17
. ) Corporate bonds )
Spain 3.05 73 2 HY USD 7.12 256 38
Emerging
O 283 51 0 government bonds in 6.89 255 -23
hard currency
Girseee 3.22 89 8 Emerging corporate
bonds in hard 6.34 198 -10
11/11/2024 currency
Source: Refinitiv Datastream
Emerging
government bonds in 6.32 213 7
local currency
11/11/2024
Source: Refinitiv Datastream, Bloomberg
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Returns
OVER ONE MONTH SINCE 01/01/2024
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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
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

X

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.

© BNP Paribas (2024). All rights reserved.
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