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ACT

We turn tactically moderately LONG (vs. NEUTRAL before). We
recommend accumulation in the 4.60-4.70% area (10Y). However,
given that the UST curve is heavily inverted and the term premium is Chiara Cremonesi
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negative, we prefer shorter maturities, specifically 5 years. Ivestment Research

Although further upward revision of monetary policy expectations
are not negligible, we find current levels appealing for the following
reasons:

1. Carry offers good protection in the event of sell-offs, provided
yields (5Y/10Y) remain within 5.10-5.20% (higher than the peaks
in October). To get there, the market should at least price out rate
cuts entirely for 2024 (not our baseline).

2. The recent FFR repricing-led sell-off appears to be overpriced.
Beta between FFR future Dec24 and 10Y/5Y UST vields surged
to 80% (the highest since November and above LT average of
60%).

3. Breakeven rates are close to this cycle's highs owing to geopolitical
tensions. Unless tensions escalate further, current levels look
stretched.

Meanwhile, we increase the threshold to 4% (from 3.8%) for taking
profitin case of a rally.

Strategically, we remain OVERWEIGHT for the following reasons:

1. The labor market continues to re-balance, which should ease
underlying inflationary pressure.

2. Assuming shelter and core goods price momentum does not
accelerate again (our baseline), returning supercore momentum
to the pre-COVID level may not be as out of reach as headline
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data would suggest.

3. We remain of the opinion that the Fed will cut rates this year by
50bp starting in H2.

4. We expect the Fed to slow down QT already from HZ2, a factor that
will contribute positively to the demand/supply balance of USTs.

Against this backdrop, we continue to expect yields at the end of 2024
to be lower than current levels. However, we remain of the opinion
that the scope for a decline appeatrs to be limited.
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We turn tactically moderately LONG (vs. NEUTRAL before)

Following the recent sell-off, we turn tactically moderately LONG and we recom-
mend continuing accumulate gradually inthe 4.60-4.70% area. However, given the
UST curve is heavily inverted and the term premium is negative, we prefer shor-
ter-maturities, notably 5Y.

Odds of further upward revision of monetary policy expectations is non-negli-
geable. However:

A. All things considered, USTs are appealing.
Table 1 shows what would the P&L of a long position on 5Y UST be under different
market scenarios, assuming we enter the trade at the time of writing (4.60-4.70%)

and keep the position until year-end.

According to our calculation, yields should sell-off 75bp from current levels to re-
gister aloss.

TABLE 1.
P&L of long 5Y position under several market scenarios

~_Delta Yield (bp)

vield (%) [PH 50 60 75 100
4,65 19% 0.8% 0,3% -0,4% 1,6%

Source: Anima Research

Meanwhile, to breakeven, yields should surge 60bp from current levels (which
would send yields well above last October’s highs). To reach those levels we think
that markets would have to at least price out all the remaining cuts for 2024 (Figu-
re 1) and possibly even price in a toughening of the Fed’s rhetoric.

Further reinforcing our view:

» Our analysis assumes pass-through between the FFR future Dec24 and
5/10Y vyields is close to 1, very high by historical standards (see next para-
graph).

» Even allowing for some overshooting, 60bp of yield increase look like a size-
able sell-off if markets does not start pricing rate hikes again. If the Fed were
to keep rates unchanged this year, real yields would have only around 10-
15bp to the upside according to our fair value model (Figure 2).
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FIGURE 1.
What if markets price out all rates cuts for 20247
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Source: Bloomberg, Anima Research

FIGURE 2.
Realyields have little upside according to our model, even if markets price out
Fed's rate cuts
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*Themodelregresses 10Y UST realyields on potential growth, the Fed Fund rates and the Fed’s holdingsof USTsasa
percentage of marketable debt. The model isestimated ona sample of quarterly datagoingfrom 2003 until present.
Source: Bloomberg, CBO, Anima Research
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B. USTyields have overreacted to change in monetary policy expectations.

Figure 3 shows that in the last month or so the sensitivity of UST yields to mone-
tary policy expectations has sharply increased and it now stands at the higher end
of the last year range (around 80%) and not too far from the highs back in October.
However, back in October, markets were still expecting that the Fed could deliver
a further rate hike by year-end as the Fed had not yet pivoted, a very different sit-
uation from the current one.

FIGURE 3.
UST yields have become overly sensitive to monetary policy expectations
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The line shows the 1-month rolling beta between daily changes in 10Y UST vyields and Fed Fund future Dec24.
Source: Bloomberg, Anima Research

C. Breakeven rates are near this cycle highs.

In response to geopolitical tensions in the Middle-East, oil prices rose, leading to
a rise in breakeven. The movement has been particularly pronounced in the US,
where concerns of second round effect from the geopolitical tensions in the Middle
East added to concerns about the sustainability of the deflation process.

We think that unless tensions escalate further, current breakeven levels look a bit
stretched and we certainly do not see further upside potential from here. Indeed,
Figure 4 shows that current levels of 10Y breakeven rates are moderately higher
than our model’s fair value and should decline further if the disinflation process
continues (as per our baseline) and inflation expectations moderate (which we ex-
pect to happen unless geopolitical tensions escalate).
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FIGURE 4.
Breakeven are a tad too high according to our model
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*The model regresses 10Y US breakeven rates on PCE core inflation, oil prices and consumers’ inflation expecta-
tions in the next 5-10 year as captured by the U-Mich survey. The model is estimated on monthly data in a
sample going from 2003 until present.

Source: Bloomberg, Anima Research

We raise the bar for profit taking at 4%

Meanwhile, we increase the bar for taking profit in case of arally in USTs to 4%
(from 3.8% previously).

The rationale is that more evidence is emerging that the neutral level of the Fed
fund rate might indeed be higher than previously thought for the following reasons:

A. Financing conditions continue to indicate that the Fed’s monetary policy is
not that restrictive (Figure 5).

B. The Congressional Budget Office has revised up potential growth in the US
and it now stands at 2.2%, rising from 1.9% in 2021 (Figure 6). The reason
behind the upgrade is two-fold: 1) An increase in the labor force mainly due
to arise in immigration 2) Anincrease in productivity.

C. Our Taylor Rule shows that allowing for a natural rate of interest at 1.5% (vs.
0.75% estimated by Laubach and Williams), the neutral rate for the Fed fund
rates would stand at around 3.5%; allowing for an inflation target at 2.5%
would lift the neutral terminal rate above 4% (Table 2).
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FIGURE 5.
Financing conditions are not that restrictive on growth
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FIGURE 6.
10Y UST-FF future Dec24 (LHS)
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TABLE 2.
FFRin 2024, assuming areal natural rate at 1.5%

‘:‘*::_L‘Jnemployment

_ rate
T 35 4,0 4,5
35 6.3 58 5.3
3,0 5,5 50 45
25 4.8 43 3.8
20 40 3,5 30

Source: Bloomberg, Anima Research

We remain strategically OVERWEIGHT

For the following reasons:

1. The labor market continues to re-balance and this should help ease underly-
ing inflationary pressure.

2. Assuming shelter and core goods prices momentum do not re-accelerate
(our baseline), returning supercore momentum to pre-COVID level may not
be that out of reach; at least not as much as headline data would suggest.

3. We remain of the view that the Fed will cut rates this year, by 50bp, starting
inH2.

4. Weexpectthe Fedtoslowdown QT already from May/June, afactor that will
contribute positively to the demand/supply balance of USTs. Indeed, since
QT started in 2022, the Fed has been contributing negatively to demand for
USTs (Figure 7) and it will contribute negatively also this year, although at a
slower pace (we expect the Fed to lower the cap on UST redemptions from
USD 60bn to USD 30bn in May-June). We expect that from 2025 the Fed
will stop contributing negatively to flows into USTs, removing a source of
increase in net supply.

Against this backdrop, we continue to expect yields to end 2024 lower than cur-
rent levels. However, we remain of the view that the scope for a decline looks
limited.
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FIGURE 7.
Buyers and sellersin USTs
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Important information.

The information contained in this document does not constitute invest-
ment research pursuant to article 36 of Commission Delegated Regula-
tion (Eu) 2017/565 of 25 April 2016

This is a marketing communication.

The information may only be used for your internal use, may not be re-
produced or redisseminated in any form. None of the information is in-
tended to constitute investment advice or a recommendation to make
(or refrain from making) any kind of investment decision and may not be
relied on as such.

The analysis should not be taken as an indication or guarantee of any
future performance analysis, forecast or prediction. The information is
provided on an “asis” basis and the user of this information assumes the
entire risk of any use made of this information. In the European Union,
this document is only for the attention of “Professional” investors as
defined in Directive 2014/65/EU dated 15 May 2014 on markets in
financial instruments (“MIFID”), to investment services providers and
any other professional of the financial industry, and as the case may be
in each local regulations. In no event may this material be distributed in
the European Union to non “Professional” investors as defined in the
MIFID or in each local regulation. This document is solely for informa-
tional purposes.

It does not constitute an offer to sell, a solicitation of an offer to buy, or a
recommendation of any security or any other product or service.

ANIMA )

Furthermore, nothing in this document is intended to provide tax, legal,
or investment advice and nothing in this document should be construed
as a recommendation to buy, sell, or hold any investment or security or
to engage in any investment strategy or transaction. There is no gua-
rantee that any targeted performance or forecast will be achieved. Un-
less otherwise stated, all information contained in this document is as
of 13 May 2022. Anima accepts no liability whatsoever, whether direct
or indirect, that may arise from the use of information contained in this
material. Anima can in no way be held responsible for any decision or
investment made on the basis of information contained in this material.
The information contained in this document is disclosed to you on a con-
fidential basis and shall not be copied, reproduced, modified, translated
or distributed without the prior written approval of Anima, to any third
person or entity in any country or jurisdiction which would subject Ani-
ma or any of “the Funds”, to any registration requirements within these
jurisdictions or where it might be considered as unlawful.

Accordingly, this material is for distribution solely in jurisdictions where
permitted and to persons who may receive it without breaching appli-
cable legal or regulatory requirements. The information contained in
this document is deemed accurate as at the date of publication set out
on the first page of this document. Data, opinions and estimates may be
changed without notice.

April 2024 10/10

Marketing document for Professional Clients and Qualified Investors only



