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EDITORIAL

TOCUT OR NOT TO CUT (SIMULTANEQUSLY)?

economic-research.bnpparibas.com

US inflation March figure, again higher than expected, put an end to our scenario of a simultaneous first rate cut by the Fed, the ECB, and the BoE
in June. We now expect only two rate cuts by the Fed this year, the first in July and the second one in December: The possibility is even rising that
the Fed will not cut rates at all this year. On the ECB's side, we maintain our expectation that the first cut will occur in June, but we have ruled
out our back-to-back cuts forecast (i.e. June, July and September), favouring a more gradual easing of one cut per quarter (in June, September and

December). The ECB would end up cutting rates before the Fed.

Until early April, our expectations of policy rate cuts converged on a
first synchronous move by the Federal Reserve, the European Central
Bank and the Bank of England in June (depending on meeting dates,
6 for the ECB, 12 for the Fed, and 20 for the BoE). Such a synchro-
nicity, though unsurprising, was, however, uncertain given the hi-
gher-than-expected January and February 2024 US inflation figures,
some desynchronization of business cycles, and the uncertainty inhe-
rent in any forecast. Developments during the week of 8 April led us
to revise our Fed and ECB call and the BoE scenario may have to be
adjusted too in the near future. With US inflation (as measured by the
CPI) again surprising on the upside in March?, we now expect only two
rate cuts by the Fed this year, the first one in July and the second one
in December (instead of three previously). For the ECB, we keep our fo-
recast of a first rate cut in June, but we have ruled out our back-to-back
cuts forecast (i.e. June, July and September), favouring a more gradual
easing of one cut per quarter (in June, September and December), more
in line with the ECB's cautious stance so far.

For the United States, the main argument for lower policy rates - to
accompany lower inflation - is becoming more difficult to advocate,
owing to limited disinflation progress, if at all. The argument that the
Fed could lower rates despite the current resilience of growth - on the
grounds that this strength would primarily benefit from a non-inflatio-
nary supply-side recovery (supported by investment efforts, producti-
vity gains, and an immigration-induced boost to labour force) - also
seems to be weakened. Monetary easing can however respond to more
negative signs which are emerging in the labour market, that put into
perspective the robustness of non-farm payrolls gains until March. But
these warning signs remain limited for now. Looking ahead to 2025, the
US economy'’s expected soft landing scenario (which combines a return
to potential growth and a continued slow decline in inflation to the 2%
target) does not require nor permit rapid rate cuts 3.

The situation in the euro area is different and the case for rate cuts
from June onwards is more compelling. True, on an annual average
basis, we see Eurozone growth significantly increase between 2024
(0.7%) and 2025 (1.7%), while US growth would decrease also signifi-
cantly (1.8% after 2.8% “). But Eurozone starting position is much less
favourable than the US one. The recovery remains to be confirmed on
this side of the Atlantic while growth is stronger footed in the US. In
other words, Eurozone growth needs support, while US growth needs
to be restrained. ECB interest rate cuts would help support the recove-
ry of the economy against a background of falling inflation. These cuts
would also facilitate the necessary fiscal consolidation efforts.

1 All expected cuts are 25 bp.

Allin all, and as Christine Lagarde heralded it during the press confe-
rence early March®, the ECB knew a little more at its meeting on 11
April about the data conducive to starting its monetary easing cycle,
but not enough to act and cut. It should have gathered enough infor-
mation and therefore “know a lot more” by the next meeting on 6 June
to make the first rate cut. Then, according to our forecasts, the eco-
nomic conditions would allow only a very gradual easing of monetary

policy. It will be a matter of accompanying the recovery without trig-
gering a rebound in inflation, while the stickiness of some of its com-
ponents prevent it from falling more significantly, not to mention the
possible inflationary effects of the recent tensions on oil and gas prices.
If it claims to be independent of the Fed, the ECB cannot completely
ignore another possible source of imported inflation, if acting before
and possibly with more cuts than the Fed led to a marked depreciation
of the euro-dollar.

While the conditions for the ECB to cut rates seem about to be achie-
ved, the possibility is rising that the Fed will not cut them at all - or
even that it will have to raise them again - given the resilience of
growth and inflation. What could be the consequences? On the one
hand, this could undermine financial markets and economic agents,
whose current risk-on mood and upturn in confidence are partly driven
by rate cuts expectations. If the latter were to be disappointed, this
could precipitate a correction in the financial markets and a business
cycle downturn. On the other hand, a Fed's monetary status quo would
not necessarily be bad news if it is, partly, the result of the solid per-
formance of the US economy: if the real world is doing well, it is a good
sign for the financial world.

In our scenario, the ECB would end up cutting rates before the Fed,
which would be noteworthy news and a well-founded move according
to our forecasts. It should be noted that several emerging market cen-
tral banks have already started cutting rates and that the Swiss Natio-
nal Bank (SNB) paved the way for developed country central banks in
March. The Bol continues however to stand out from its peers, starting
only to embark on a process of monetary tightening. After the "big
tightening” in 2022, when rate hikes were the rule, the time for a syn-
chronous "big easing” has not yet come. Starting in 2023, the rate cuts
would remain scattered in 2024.

Héléne Baudchon

2 For more details, see INFLATION TRACKER - APRIL 2024 | INFLATION REMAINS ON A DOWNWARD TREND, EXCEPT FOR THE UNITED STATES (bnpparibas.com), 12 April 2024.

3 For more details on our analysis and forecasts per country, see the April issue of EcoPerspectives, coming soon

4 This elevated figure for 2024 GDP growth benefits from a vey positive carryover effect

5 Christine Lagarde said that, if the ECB was on track to meet its in{lation[tar%et, more s}atistics chﬁu‘[dt‘be rﬂeedeéi before it could
ement and press conference, Christine Lagarde,

we will know a lot more in June” (source: ECB, Monetary policy sta
ECB, Frankfurt am Main, 7 March 2024).

> be sure: “we will know a little more in April, but
resident of the ECB, Luis de Guindos, Vice-President of the
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MARKETS OVERVIEW

Week 5-4 24 to 12-4-24 Interest Rates highest 24 lowest 24 Yield (%) highest 24 lowest 24
N CAC 40 8061 » 8011 06 % €ECB 450 450 at 01/01 450 at 01/01 €AVGS5-7y 264 264 at01/01 264 at 01/01
.~ . Eonia -051 -0.51 at 01/01 -0.51 at 01/01  Bund2y 296 306 at11/04 253 at 01/02
¥ Sep 5_00 52040 5123 18 % g horam 392 397 at 18/01 3.86 at 03/04 Bund10y 234 246 at 11/04  2.02 at 03/01
2 Volatility (VIX) 160 » 173 +13 pb puborioM 375 376 at 19/03 351 at 01/02 OAT10y 285 297 at11/04 247 at 01/01
7 Euribor 3M (%) 389 > 392 +38 bp ¢ppp 550 550 at 01/01 550 at 01/01 CO'P.BBB 384 406 at28/02 375 at 01/01
7 Libor $ 3M (%) 556 » 559 +34 bp |ipor3m 559 560 at 27/02 553 at 01/02 $Treas.2y 497 504 at 10/04 422 at 15/01
N OAT 10y (%) 292 » 285 -6.3 bp Libor12M 6.04 604 at 01/01 604 at 01/01  Treas.10y 452 457 at 11/04  3.86 at 01/02
§ Bund 10y (%) 238 » 234 -38 bp £BoE 525 525 at 01/01 525 at 0101 HighYield 808 810 at 0501 773 at 13/03
2 US Tr. 10y (%) 4.40 » 452 +12.4 bp Libor3M 530 533 at 06/03 530 at 22/03 E£gilt.2y 463 476 at 11/04  3.98 at 01/01
) [ v il 108 » 106 -17 % _ Lboriam 081 081 at 01/01 081 at 01/01 __gilt. 10y 414] 422 at13/02 360 at 01/01
. . At12-4-24 At12-4-24
2 Gold (ounce, $) 2323 » 2413 +39 %
2 0il (Brent, $) 916 » 916 +01 %
le= highest 24 lowest 24 2024 Spot price, $ highest 24 lowest 24 2024 2024(€)
USD 106 110 ai01/01 106 at 12/04 -3.8% 0il, Brent 91.6 916 at 12/04 758 at 08/01 +17.9% +22.5%

GBP 0.85 0.87 al02/01 085 at 13/02 -1.4%
CHF 097 098 al04/04 093 at 08/01 +4.2%
JPY 16259 164.83 al04/04 155.33 at 02/01 +4.4%

Gold (ounce) 2413 2413 at 12/04 1989 at 14/02 +16.8% +21.4%
Metals, LMEX 4122 4122 at 12/04 3558 at 09/02  +9.6% +13.9%

AUD 164 167 al28/02 162 at 02/01 +1.5% Copper (ton) 9333 9333 at 12/04 8065 at 09/02 +10.3% +14.6%
CNY 7.69 7.88 al08/03 7.69 at 12/04 -1.8% wheat (ton) 201 2.3 at 01/01 191 at 15/03 -13.4% -10.0%
BRL 5.47 550 al03/04 531 at 13/02 +1.9% Corn (ton) 161 1.7 at 01/01 148 at 23/02 -0.7% -3.8%
RUB  99.40 102.67 ai23/02 9572 at 19/01 +0.6% ati0-4-24 Change
INR 88.68 91.92 alt01/01 88.68 at 12/04 -3.5%
At 12-4-24 Change
EQUITY INDICES PERFORMANCE BY SECTOR (Eurostoxx50 & S&P500)
Index  highest 24 lowest 24 2024  vear 2024 to 12-4, € Year 2024 to 12-4, $
World «147% [ cer +18.7% 0il&Gas
MSCI World 3351 3438 at 29/03 3114 at 04/01 +5.7% +12.4% - Banks +18.3% Retail
North America +11.3% - Technology +17.5% I Technology
S&P500 5123 5254 at 28/03 4689 at 04/01 +7.4% +10.0% - 0il & Gas +15.5% - Construction
Europe +9.8% [ ] Media +13.7% [ ] Insurance
EuroStoxx50 4955 5083 at 28/03 4403 at 17/01 +9.6% +8.6% Industry +12.4% . Commodities
CAC 40 8011 8206 at 28/03 7319 at 17/01 +0.6% +5.8% ' Retail +11.2% . Index
DAX 30 17930 18492 at 28/03 16432 at 17/01 +7.0% +5.7% I Health +10.1% . Financial services
IBEX 35 10686 11111 at 27/03 9858 at 19/01 +0.6% +5.5% Insurance +10.1% Industry
FTSE100 7996 7996 at 12/04 7446 at 17/01 +0.3% +5.5% . Index +9.4% ' Banks
Asla +4.5% [ ] Travel & leisure +8.1% Travel & leisure
MSCl, loc. 1389 14154t 22/03 1242 at 03/01 1% .a0% [ ] Construction +5.9% 1 Utilities
Nikkei 39524 40888 at 22/03 33288 at 04/01  +181%  ,pgy ] Consumption Goods +5.6% ] Health
Emerging +21% ] Chemical +5.5% | Chemical
MSCI Emerging ($) 1042 1058 at 10/04 958 at 17/01 +0.2% £0.9% commodities +5.2% I Telecoms
China 54 56 at 10/04 49 at 22/01 -1.2% on II Telecoms 13.4% I Media
India 990 1001 at 10/04 915 at 03/01  +7.7% ) % Household & Care
Brazil 1582 18002t 001 1582 at 12/04  -69% 5% ‘ Food industry e Food industi
T Change  84% Utilities _21'50/“ c Y
7% I Real Estate s Il ar

SOURCE: REFINITIV, BNP PARIBAS
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ECONOMIC PULSE

TRENDS IN UNCERTAINTY INDICATORS IN MARCH: SOME DIVERGENCE

= US: Economic Policy Uncertainty Index —— US Business Uncertainty: Sales Revenue Growth

400 6,5
350 6,0
55

300
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45
200 4,0
150 35
100 3,0
50 2,5

2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2017 2018 2019 2020 2021 2022 2023 2024
Sources : Economic Policy Uncertainty, BNP Paribas Sources: Atlanta Fed/Chicago Booth/Stanford Survey of Business Uncertainty (SBU), BNP Paribas

In the United States, economic policy uncertainty, based on media coverage, resumed rising modestly in The uncertainty felt by US companies about their sales growth continued to fall in
March, following a marked decline in February. This increase can be attributed, in part, to the February March, for the third month in a row, probably thanks to the strength of the US economy.
inflation figure (3.2% year-on-year according to the BLS consumer price index). By exceeding consen-
sus expectations (3.1%), this negative surprise further pushes back the prospect of Fed policy easing.

500 ——Geopolitical Risk Index (7-day moving average) ——US Business Uncertainty: Employment Growth
6,5
430 ——March 2024 (Average) 6,0
400
55
350
300 50
250 45
200 40
150 35
100 3,0
50 2,5
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2017 2018 2019 2020 2021 2022 2023 2024
Sources: GPR Index (MATTEOIACOVIELLO.COM), BNP Paribas Sources: Atlanta Fed/Chicago Booth/Stanford Survey of Business Uncertainty (SBU), BNP Paribas

The geopolitical risk index, also based on media coverage, fell in the last two weeks of March aftera  Similarly, the uncertainty felt by US companies about the employment outlook declined again in March,
remarkable increase in the second week (from 110 to 156). Despite this volatility, the average index for erasing its slight increase in February, benefiting from the continued robustness of the US economy

March remains lower than in January and February. and labour market.
—— Dispersion* Eurostoxx 50 ——Dispersion* S&P500 — Eurozone: Uncertainty Indicator ——Building
5 —T YN Retail
70 10
Services ——Consumers [rhs]
60 5
4
50
0
40
3
30 -5
20 -
2 10
10
-15
0
1 10 -20
0 20 25
y y y § y § y y y y 2019 2020 2021 2022 2023 2024
2006 2008 2010 2012 2014 2016 2018 2020 2022 2024
Sources: Refinitiv, BNP Paribas Sources: European Commission , BNP Paribas

The stock market-based uncertainty index* has been on an upward trend since mid-January 2024 inthe ~ In the Eurozone, the European Commission's economic uncertainty index fell again in March (black

euro area. In the United States, it fell in late March after an increase since the beginning of the month. Une).)This reduction in uncertainty is broad-based across all sectors, except in retail trade (yellow
curve).

* dispersion of the daily returns of stock market index components
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UNITED STATES

The US economy showed surprising vigour in 2023, illustrated by the +0.8% g/q
advance in Q4 GDP and a +2,5% yearly annual growth driven by the resilience of
household consumption and the good figures of business investment. Thus, we have
gradually ruled out the event of a recession induced by the cumulative monetary
tightening. Our baseline scenario implies a +2.8% rate of growth for 2024, enabled
by the very positive carryover effect from 2023 and an expected increase in real
incomes. H1 growth is expected to remain strong before a slowdown in H2. While
the inflation peak was reached in mid-2022, Q1 2024 data have not allowed to gain
more confidence regarding a rapid return of the CPI to its target. We forecast inflation
to stand at +3.2% y/y in Q4 2024. This picture paves the way for a modest easing of
its monetary policy by the Fed, which could start cutting rates progressively as from
July 2024, with two rate cuts in 2024.

CHINA

The post-Covid rebound in economic activity proved to be weaker than initially
expected. Domestic demand has remained held back by a significant loss in private
investor and consumer confidence. The crisis in the property sector has persisted,
with the continued fall in sales, defaults of developers and growing difficulties of
certain financial institutions. These constraints to economic growth have persisted
since the beginning of 2024. However, activity has strengthened slightly, driven by
the manufacturing export sector, and helped by fiscal stimulus measures. In the
short term, exports are likely to continue to gain strength. Moreover, the authori-
ties are expected to continue to ease their economic policy mix, which is a prereq-
visite for reaching the official real GDP growth target of “about 5%" that has been
set for 2024. Consumer price inflation will remain low. Yet the policy leeway of the
government and the central bank is still being constrained by the debt excess of
the economy and the weak financial situation of local government.

EUROZONE

The euro area GDP slightly contracted in the second half of 2023 according to the lat-
est Eurostat data. Annual growth was only 0.5% in 2023 The negative effects of mon-
etary tightening are expected to diminish in 2024. Activity is expected to inch higher
in the first quarter of 2024, before a more pronounced recovery from spring onwards.
This would also be underpinned by a first rate cut by the ECB, which we expect to hap-
pen inJune. Two subsequent rate cuts would follow by the end of 2024. This monetary
easing would accompany the inflation decline, which is expected to come close to the
2% target during the second quarter. That said we expect continued stickiness in the
more wage-sensitive parts of the inflation basket , Like services. The disinflation pro-
cess, along with the dynamism of wages, is expected to support household purchasing
power and consumption. Growth should also be boosted by NGEU disbursements and
its deployment on the ground.

FRANCE

France experienced 0% g/q growth in Q3 and 0.1% g/q growth in Q4 2023 after a
short-lived acceleration in Q2 2023 (+0.6% t/t, driven by exceptional factors, such
as aeronautics). In Q4, corporate investment has decreased for the first time (after
significant growth). In parallel, household consumption was stable and household
investment decreased markedly. Disinflation is now visible (the harmonized index
grew by 2.4% y/y in March 2024, compared to 5.7% y/y in September 2023), but the
impact of higher interest rates should continue to be felt. As a result, we except
0.1% growth g/q during the Q1 2024. Going forward, we expect no clear growth
acceleration this year (0.7% in 2024 after 0.9% in 2023).

RATES AND EXCHANGE RATES

2024 should be the year of the start of the easing cycle by the Federal Reserve, the
ECB and the Bank of England. However, the timing of the first cut remains uncertain,
as does the number of expected cuts. The ECB seems closer than the Fed to getting
the data and necessary confidence to estimate that inflation is moving towards the
2% target on a sustainable basis. We expect a first ECB (and BoE) rate cut in June but
have pushed back the first Fed's rate cut from June to July. This would be followed
by three more for the BoE, two more for the ECB and only one more for the Fed
(presumably 25 basis points cut each). On both sides of the Atlantic, policy rates in
real terms and the degree of monetary restriction would remain about unchanged.

The induced decline in long-term rates should be limited by the impor-
tance of bond issuance against a background of quantitative tightening.
The Bank of Japan (Bol) was the first central bank among G7 economies to act in
2024. The Bol jointly announced the end of its negative interest rate policy and yield
curve control policy at the March meeting. As a result, the policy rate target was
raised from a corridor of -0.1-0.0% to 0.0-0.1%, although the volume of JGBs pur-
chases remains broadly unchanged. We expect monetary policy to normalise very
gradually in the country, with only one additional hike envisaged by the end of 2024.
We remain fundamentally bearish regarding the US dollar, but the still
strong US growth pushes back and moderates its expected depreciation, es-
pecially versus the euro. The yen is expected to strengthen more signifi-
cantly versus the USD, based on the combination of the start of Bol tighte-
ning and of the repatriation by Japanese investors of their foreign holdings.

GDP GROWTH AND INFLATION

GDP Growth Inflation

% 2022 2023 2024e 2025e 2022 2023 2024e 2025e
United States 19 25 28 18 8,0 41 34 28
Japan 0,9 19 0,4 0,9 25 32 29 23
United Kingdom 4,4 0,1 0,1 12 9,1 7,4 2,3 2,0
Euro Area 35 0,5 0,7 1,7 84 54 23 2,0
Germany 19 -0,1 0,0 1,4 8,7 6,1 2,5 2,3
France 2,5 09 0,7 14 59 5,7 2,3 18
Italy 4,2 1,0 0,9 14 87 6,0 11 18
Spain 5.8 2,5 2,0 2,1 83 34 2,8 2,0
China 3,0 52 4,5 4,3 2,0 0,2 -01 12
India* 7,2 7,5 81 71 6,7 6,7 55 438
Brazil 29 29 18 18 93 46 39 38

Source : BNP Paribas (e: Estimates & forecasts)
Last update: 15 April 2024
* Fiscal year from 1st April of year n to March 31st of year n+1

INTEREST AND EXCHANGE RATES

Interest rates, %

gl BNP PARIBAS

End of period Q22024 Q32024 Q42024 | Q22025 Q42025
Fed Funds

Us (UpperiLinit) 5.50 5725 5.00 4.50 425
T-Note 10y 425 4.20 4.20 4.20 4.20

Eurozone deposit rate 375 3.50 3.25 2.75 2.50
Bund 10y 235 195 2.00 2.25 2.50
OAT 10y 287 2.50 2.52 2.80 3.05
BTP 10y 370 335 345 3.80 4.00
BONO 10y 3.19 2.82 2.85 315 338

UK Base rate 5.00 450 425 3.75 3.25
Gilts 10y 4.00 3.80 3.70 3.55 3.65

Japan BoJ Rate 0.10 0.25 0.25 0.50 0.75
JGB 10y 0.90 1.00 120 1.40 135

Exchange Rates

End of period Q22024 Q32024 Q42024 | Q22025 Q42025

usb EUR /USD 110 110 110 112 114
uUsD /JPY 146 144 142 137 133
GBP /USD 131 133 133 135 137

EUR EUR / GBP 0.84 0.83 0.83 083 0.83
EUR/JPY 161 158 156 153 152

Brent

Quarter Average } Q22024 Q32024 Q42024 | Q22025 Q42025

Brent USD/bbl ; 80 85 83 81 82

Sources: BNP Paribas (Market Economics, Interest Rate Strategy, FX

Strategy, Commodities Desk Strategy)

Last update: 15 April 2024
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Inflation Tracker - April 2024 | Inflation remains on a downward trend

except for the United States 2RI L2 Gypil, A0
Saudi Arabia: better growth prospects EcoTV 11 April 2024
United States: don't fight the Fed! Chart of the Week 10 April 2024

March survey data: US resilience and Eurozone getting ready for a recovery in growth EcoWeek 10 April 2024
France: business insolvencies stabilised at a high level in Q1 2024 EcoBrief 8 April 2024
Business insolvencies in Europe: diverging trends EcoFlash 5 April 2024
Green energies increasingly competitive Chart of the Week 3 April 2024
United States: The Federal Reserve, inflation data and markets EcoWeek 3 April 2024
How ready is Latin America to meet the artificial intelligence (Al) challenge? Chart of the Week 29 march 2024
EcoPulse - March 2024 EcoPulse 29 march 2024
French trade balance: 2023 review and 2024-2025 projections EcoFlash 28 March 2024
E{;Qﬁg;?fgition: further disinflation expected in March, before 6 months of probable EcoBrief 98 March 2024
Shift in focus EcoTV 28 March 2024
The other terminal rate: how far will policy rates be cut? EcoWeek 27 March 2024

French economy Pocket Atlas - March 2024

Non-financial corporations: production taxes still account for 2.6% of French GDP

Inversion of the US yield curve and recessions: a leading signal, usually

The Fed's QT: are yesterday's sellers today’'s buyers?

French economy Pocket Atlas

EcoFlash

EcoTV

Chart of the Week

21 March 2024

21 March 2024

21 March 2024

20 March 2024

Canada: Running low on fuel EcoFlash 19 March 2024
Global economy | Cyclical outlook: known unknowns EcoWeek 19 March 2024
Inflation Tracker - March 2024 | Resistance to the downside EcoCharts 15 March 2024
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