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FX VOLUMES

G10 FX Volumes have reverted to pre-Covid levels
Crisis Over ?
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FX SPREADS

Not quite yet
Spreads remain elevated especially in EM FX
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FX VOLATILITY

Significant drop in realised volatility, but still
higher than pre-Covid levels
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FX - Q3 Lookback
BNP Paribas FEER – USD still overvalued**

The USD has weakened broadly
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*The USD G10 trade-weighted index is calculated using the weights in the Fed broad USD TWI

with the weights adjusted proportionally, so that the USD is only weighted versus the nine other
G10 currencies. **FEER is our model’s estimate of fair value. The shaded area indicates -/+ 1
standard deviation. Sources: BNP Paribas, Bloomberg

While the USD has weakened in 2020, the move was not large
relative to history and the USD remains broadly overvalued
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FX - Q3 Lookback
The alleviation of USD funding stress
removed a bullish USD catalyst

Majors performance vs. USD since start of Q3
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The USD sell-off represents a delayed reaction to a shift in
fundamentals
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FX - Q3 Lookback
EU recovery fund – gross receipts, gross contributions and net receipts (% GDP)
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Tighter peripheral spreads provide positive backdrop for EUR

Eurozone peripheral spreads tightened in anticipation of the EU
recovery fund, keeping EUR supported
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FX - Q3 Lookback

US real yields continue to move against the USD

Cost to hedge away USD FX risk at 5y lows

Real yields and tight nominal spreads both weighed on the USD
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FX - Q3 Lookback

EURUSD positioning

Japanese investor debt outflows have kept USDJPY supported
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Stretched EURUSD positioning creates risks of short-term
positioning squeezes

9

FX – Q4
US accumulated portfolio flows, since Q4 2014,
excluding US corporate retained earnings

1.2
0.7

Foreign investor buying US debt
(less US corporate retained earnings)
Foreign investor buying US equity
US investor buying foreign debt

USD, trillion

1.7

Eurozone accumulated portfolio flows, since Q4 2014

US investor buying foreign equity

0.2
-0.3
-0.8
2014

2015

2016

2017

Source: BNP Paribas, Macrobond, Federal Reserve

2018

2019

2020

Source: BNP Paribas, Macrobond, ECB

Foreign investor buying of USD fixed income, less corporate retained earnings, totals
over USD 1 trn since Q4 2014.
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FX – Q4
Japanese Life Insurer Hedge Ratios*

EUR debt outflows, by destination
Total debt outflows from the eurozone from Q4
2014 through to Q2 2019, split by destination
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Sources: BNP Paribas, Macrobond, Bloomberg, Japanese MoF
*Average of 9 of the largest life insurance firms that report hedge ratios in
annual reports. Bloomberg CIX: .JINSFXHR G Index

Eurozone foreign debt purchases: approximately USD 550bn to the US.
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FX - Q4

Spot skew correlation re-normalises, back to multi-year highs
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FX – Q4
Forward Volatility Risk Premium (1m1m vs 1m realised, 3m3m vs 1y realised, 6m6m vs 5y realised)
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Options market pricing a significant increase in volatility in the near term
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FX – Q4

Implied volatility higher due to focus on specific events rather
than a general increase
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FX – Q4

GBPUSD CLEER

FX investors are neutral on GBP heading into Q4
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GBPUSD has converged towards its CLEER. The ‘no deal’ fair
value of 1.20 suggests no deal risk premium in FX is light.
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FX – Q4

The narrowing in the Biden-Trump lead has coincided with
election vol premium rising
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US election impact on EM

Biden = bullish EM ?
Trump = bearish EM ?
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this document, each recipient hereby confirms that it has expressly requested that it be drawn up in the English language only. Pour les résidents du Québec, par la réception de ce document, chaque destinataire
confirme par les présentes qu’il a expressément exigé que celui-ci soit rédigé en anglais seulement. THIS DOCUMENT IS CONFIDENTIAL AND IS BEING SUBMITTED TO SELECTED RECIPIENTS ONLY WHO
QUALIFY, AS REQUIRED UNDER APPLICABLE LAW IN CANADA, AS CANADIAN “PERMITTED CLIENTS” [as defined in Section 1.1 of National Instrument 31-103 Registration Requirements, Exemptions and
Ongoing Registrant Obligations, "NI 31-103")], as a “QUALIFIED PARTY” (as defined in the Alberta Securities Commission BLANKET ORDER 91-507, or its successive blanket order or its equivalent as applicable to
another Canadian province in which the recipient is resident), as an “ACCREDITED INVESTORS” [as defined in Section 1.1 of National Instrument 45-106 Prospectus and Registration Exemptions, or, if resident in
Ontario, Section 73.3(1) of the Securities Act (Ontario)] or as an “ACCREDITED COUNTERPARTY” (if resident in Quebec as defined in Section 3 of the Quebec Derivatives Act, chapter I-14.01 or its equivalent as
applicable to another Canadian province in which the recipient is resident) (all the above National instruments, Blanket Order and Acts specified in this paragraph collectively, the "Specific Canadian Texts"). The
information contained herein is not, and under no circumstances is to be construed as, a prospectus, an advertisement, a public offering, an offer to sell Securities (as defined in the Specific Canadian Texts) described
herein, or solicitation of an offer to buy Securities described herein, in Canada or any province or territory thereof. Any offer or sale of any Securities described herein in Canada will be made only under an exemption
from the requirements to file a prospectus with the relevant Canadian securities regulators, or, alternatively, pursuant to an exemption from dealer registration requirements in the relevant province or territory of Canada
in which such offer or sale is made, as per the provisions of the above Specific Canadian Texts. The information contained herein is under no circumstances to be construed as investment advice in any province or
territory of Canada and is not tailored to the needs of the recipient. To the extent that the information contained herein references Securities of an issuer incorporated, formed or created under the laws of Canada or a
province or territory of Canada, any trades in such securities must be conducted through an investment dealer (as defined in Section 1.1 of NI 31-103) registered in Canada. No securities commission or similar
regulatory authority in Canada has reviewed or in any way passed judgment upon these materials, the information contained herein or the merits of the Securities described herein, and any representation to the
contrary is an offence.
Canada: BNP Paribas (Canada) Securities Inc./ Bnp Paribas (Canada) Valeurs Mobilières Inc. Is a corporation governed by the Canada Business Corporations Act, and owned by BNP Paribas. It is headquartered at
1981 MCGILL COLLEGE AVE, 4th floor, MONTREAL, Quebec, H3A 2W8, and is registered in Alberta, British Columbia, Manitoba, New Brunswick, Newfoundland and Labrador, Nova Scotia, Ontario, PEI and
Saskatchewan as an Investment Dealer, and in Quebec as both an Investment Dealer and Derivatives Dealer. It is equally registered as an IIROC Dealer Member. Any offer or sale of any Securities described herein in
Canada will be made only under an exemption from the requirements to file a prospectus with the relevant Canadian securities regulators, or, alternatively, pursuant to an exemption from dealer registration
requirements in the relevant province or territory of Canada in which such offer or sale is made, as per the provisions of the above Specific Canadian Texts. The information contained herein is under no circumstances
to be construed as investment advice in any province or territory of Canada and is not tailored to the needs of the recipient. To the extent that the information contained herein references Securities of an issuer
incorporated, formed or created under the laws of Canada or a province or territory of Canada, any trades in such securities must be conducted through an investment dealer (as defined in Section 1.1 of NI 31-103)
registered in Canada. No securities commission or similar regulatory authority in Canada has reviewed or in any way passed judgment upon these materials, the information contained herein or the merits of the
Securities described herein, and any representation to the contrary is an offence. Financial instruments of the type described herein may involve a high degree of risk and their value may be highly volatile. Such risks
may include, without limitation: (i) variations in interest rates, exchange rates, correlation, prices or levels of securities, commodities, funds and/or indices, indicators of creditworthiness or perceived creditworthiness of
one or more underlying entities; (ii) default or insolvency of one or more underlying entities; (iii) adverse or unanticipated market events or developments, political developments or adverse corporate events involving an
underlying security or entity; (iv) risk of illiquidity; (v) sovereign risk; and (vi) legal risk. In addition, where the Transaction involves leverage, it must be recognized that whilst leverage presents opportunities to increase
profit, it also has the effect of potentially increasing losses and doing so in a relatively short period of time. Such losses may significantly diminish the performance of the Transaction or result in loss for you. You may be
required to post margin or collateral at levels consistent with the internal policies of BNP Paribas. The risk of loss in trading derivatives can be substantial and, accordingly, derivatives are not suitable for every person.
Brazil: This report was prepared by Banco BNPP Brasil S.A. or by its subsidiaries, affiliates and controlled companies, together referred to as "BNPP", for information purposes only and do not represent an offer or
request for investment or divestment of assets. Banco BNPP Brasil S.A. is a financial institution duly incorporated in Brazil and duly authorized by the Central Bank of Brazil and by the Brazilian Securities Commission
to manage investment funds. Notwithstanding the caution to obtain and manage the information herein presented, BNPP shall not be responsible for the accidental publication of incorrect information, nor for investment
decisions taken based on the information contained herein, which can be modified without prior notice. Banco BNPP Brasil S.A. shall not be responsible to update or revise any information contained herein. Banco
BNPP Brasil S.A. shall not be responsible for any loss caused by the use of any information contained herein.
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DISCLAIMER
IMPORTANT DISCLOSURES by producers and disseminators of investment recommendations for the purposes of the Market Abuse Regulation:
Although the disclosures provided herein have been prepared on the basis of information we believe to be accurate, we do not guarantee the accuracy, completeness or reasonableness of any such disclosures. The
disclosures provided herein have been prepared in good faith and are based on internal calculations, which may include, without limitation, rounding and approximations.
BNPP and/or its affiliates may be a market maker or liquidity provider in financial instruments of the issuer mentioned in the recommendation.
BNPP and/or its affiliates may provide such services as described in Sections A and B of Annex I of MiFID II (Directive 2014/65/EU), to the Issuer to which this investment recommendation relates. However, BNPP is
unable to disclose specific relationships/agreements due to client confidentiality obligations.
Section A and B services include A. Investment services and activities: (1) Reception and transmission of orders in relation to one or more financial instruments; (2) Execution of orders on behalf of clients; (3) Dealing
on own account; (4) Portfolio management; (5) Investment advice; (6) Underwriting of financial instruments and/or placing of financial instruments on a firm commitment basis; (7) Placing of financial instruments without
a firm commitment basis; (8) Operation of an MTF; and (9) Operation of an OTF. B. Ancillary services: (1) Safekeeping and administration of financial instruments for the account of clients, including custodianship and
related services such as cash/collateral management and excluding maintaining securities accounts at the top tier level; (2) Granting credits or loans to an investor to allow him to carry out a transaction in one or more
financial instruments, where the firm granting the credit or loan is involved in the transaction; (3) Advice to undertakings on capital structure, industrial strategy and related matters and advice and services relating to
mergers and the purchase of undertakings; (4) Foreign exchange services where these are connected to the provision of investment services; (5) Investment research and financial analysis or other forms of general
recommendation relating to transactions in financial instruments; (6) Services related to underwriting; and (7) Investment services and activities as well as ancillary services of the type included under Section A or B of
Annex 1 related to the underlying of the derivatives included under points (5), (6), (7) and (10) of Section C (detailing the MiFID II Financial Instruments) where these are connected to the provision of investment or
ancillary services.
BNPP and/or its affiliates do not, as a matter of policy, permit pre-arrangements with issuers to produce recommendations. BNPP and/or its affiliates as a matter of policy do not permit issuers to review or see
unpublished recommendations. BNPP and/or its affiliates acknowledge the importance of conflicts of interest prevention and have established robust policies and procedures and maintain effective organisational
structure to prevent and avoid conflicts of interest that could impair the objectivity of this recommendation including, but not limited to, information barriers, personal account dealing restrictions and management of
inside information.
BNPP and/or its affiliates understand the importance of protecting confidential information and maintain a “need to know” approach when dealing with any confidential information. Information barriers are a key
arrangement we have in place in this regard. Such arrangements, along with embedded policies and procedures, provide that information held in the course of carrying on one part of its business to be withheld from
and not to be used in the course of carrying on another part of its business. It is a way of managing conflicts of interest whereby the business of the bank is separated by physical and non-physical information barriers.
The Control Room manages this information flow between different areas of the bank where confidential information including inside information and proprietary information is safeguarded. There is also a conflict
clearance process before getting involved in a deal or transaction.
In addition, there is a mitigation measure to manage conflicts of interest for each transaction with controls put in place to restrict the information flow, involvement of personnel and handling of client relations between
each transaction in such a way that the different interests are appropriately protected. Gifts and Entertainment policy is to monitor physical gifts, benefits and invitation to events that is in line with the firm policy and
Anti-Bribery regulations. BNPP maintains several policies with respect to conflicts of interest including our Personal Account Dealing and Outside Business Interests policies which sit alongside our general Conflicts of
Interest Policy, along with several policies that the firm has in place to prevent and avoid conflicts of interest.
The remuneration of the individual producer of the investment recommendation may be linked to trading or any other fees in relation to their global business line received by BNPP and/or affiliates.
IMPORTANT DISCLOSURES by disseminators of investment recommendations for the purposes of the Market Abuse Regulation:
The BNPP disseminator of the investment recommendation is identified above including information regarding the relevant competent authorities which regulate the disseminator. The name of the individual producer
within BNPP or an affiliate and the legal entity the individual producer is associated with is identified above in this document. The date and time of the first dissemination of this investment recommendation by BNPP or
an affiliate is addressed above. Where this investment recommendation is communicated by Bloomberg chat or by email by an individual within BNPP or an affiliate, the date and time of the dissemination by the
relevant individual is contained in the communication by that individual disseminator.
The disseminator and producer of the investment recommendations are part of the same group, i.e. the BNPP group. The relevant Market Abuse Regulation disclosures required to be made by producers and
disseminators of investment recommendations are provided by the producer for and on behalf of the BNPP Group legal entities disseminating those recommendations and the same disclosures also apply to the
disseminator.
If an investment recommendation is disseminated by an individual within BNPP or an affiliate via Bloomberg chat or email, the disseminator’s job title is available in their Bloomberg profile or bio. If an investment
recommendation is disseminated by an individual within BNPP or an affiliate via email, the individual disseminator’s job title is available in their email signature.
For further details on the basis of recommendation specific disclosures available at this link (e.g. valuations or methodologies, and the underlying assumptions, used to evaluate financial instruments or issuers, interests
or conflicts that could impair objectivity recommendations or to 12 month history of recommendations history) are available at https://globalmarkets.bnpparibas.com/gmportal/private/globalTradeIdea. If you are unable
to access the website please contact your BNPP representative for a copy of this document.

