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Peace, trade deal and rate cut : the expected winning mix

The end of the Israel-Iran war, a relapse in oil prices, the expected positive outcome of trade
negotiations and an anticipated cut in Fed interest rates. That was all it took to push the US stock
market to a new record high... and the dollar even lower.

Macroeconomic Environment & Financial Markets
Key points

e Like the S&P 500, which has just set a new record, the financial markets welcomed the ceasefire between
Israel and Iran (see the Qil section), but that's not all. Optimism seems to be growing as the deadline for
trade negotiations with the US approaches. No one seems to have any interest in seeing things get worse.
Canada has just abandoned its digital tax that would have hit large US tech companies and threatened to
derail negotiations. The EU is optimistic that it will be able to reach a deal before 9 July. The situation is
more complicated with Japan. As for China, there is still time. The final factor fuelling market optimism,
especially after the fall in oil prices, is the hope that the Fed will cut interest rates. Members of the Trump
administration are stepping up their attacks on Jerome Powell. Rumours of an early pick to replace the
Fed chair are growing, with the aim of undermining his influence. In a way, this is already working, as US
bond yields are falling, despite the dire forecasts for the public deficit surrounding the Senate debates on
Donald Trump's One Big Beautiful Bill. According to the CBO, US debt could swell by $3.3tn over the
next 10 years. For the moment, the facts seem to prove Jerome Powell right in refusing to rush into rate
cuts, as the US core PCE deflator accelerated again to +2.7% yoy in May. However, the economy is
showing some signs of slowdown: consumer confidence fell again in June according to the Conference
Board, and spending declined in May. The construction sector is also facing a downturn.

e The decline in US bond yields contrasts with the rise in European rates. There are two main reasons for
this: firstly, the ECB's rate cuts are almost over, and the initial euro area inflation data for June suggest
that it could rise slightly, which would justify a pause. Second, EU countries agreed to a sharp increase in
defence spending at the last NATO summit. The aim is to increase this spending to 5% of GDP by 2035
(3.5% in pure military spending and 1.5% in infrastructure and related services). However, among the
major EU countries, only Germany seems to have the means to achieve this ambition. How can these
commitments be met? In the meantime, the narrowing of the bond yield spread is weighing further on the
USD. The EUR/USD exchange rate has exceeded 1.17.

Financial Markets

27-Jun  7-day change 27-Jun  7-day change
EQUITIES % FIXED INCOME %
Euro Stoxx 50  5325.6 9214 18 US 10y (%) 4.28 0108  -2.2
FTSE 100 8798.9 24.3 Ap 0.3 US 2y (%) 3.75 -0.16 W -4.1
S&P 500 6173.1 205.2 Ah 34 US 3m (%) 4.29 -0.01= -01
Nikkei 225 40150.8 17476 ff 4.6 Germany 10y (%) 2.59 0.08 #n 3.0
Hang Seng  24284.2 753.7 fh 3.2 Germany 2y (%) 1.86 0.01 A 0.5
Shanghai com.  3424.2 64.3 fh 1.9 Euribor 3m 1.94 -0.09 W 47
VOLATILITY & CREDIT SPREADS
VIX 16.32 43 ¥ -209 Italy-Ger. 10y (%) 0.88 -0.10 s -10.1
iTraxx Crossover 5y 286.7 -16.9% 56 France-Ger. 10y (%) 0.67 006 -76
CURRENCIES INFLATION EXPECTATIONS
EUR/USD  1.1718  0.0195 #p 1.7 US 5y5y 2.30 -001¥ -06
USD/JPY  144.65 144 -1.0 Germany 5y5y 2.15 0024 08
GBP/USD 1.3716 0.0265 #p 2.0 COMMODITY PRICES
EUR/GBP 0.8542  -0.0024 ¥ -0.3 Brent 1N ($/b) 67.77 9.2¢ -120
USD TWI 97.40 -1.31 W -1.3 Gold ($/o0zs) 3274.3 -94.1 W -2.8
EURTWI  102.13 0.71 A 0.7 Copper ($/) 9878 244.5 fh 2.5
XBT/USD 107169.8 3447.9 A 3.3 Corn ($c/bsh) 4175 -11.3 W -2.6
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The week ahead

The first week of the month is traditionally when the
two main indicators of US economy are released: the

US job market (mom)

manufacturing ISM index and the job report. They are g Jobless claims, 000's Job creation, 000's

particularly important in the current context, where it is
difficult to identify a trend among the many indicators
affected by unusual volatility fuelled by events related -15
to the trade war over the past three to four months.
The ISM has fallen since February and is now well
below 50 (48.5 in May). Regional indices suggest that
this decline will continue, leading to raising pessimism
in US industry, which is facing higher import costs due -5

-10

to tariff increases.

On the job front, the upward trend in jobless claims i ,/\ ¢

also seems to point to a further slowdown in job 0 v

creation. On average over 12 months, they have not

been this low since the Covid crisis. The market is 5 -

expecting 116,000 jobs to have been created in June,
after 139,000 in May. If this is the case, pressure for
the Fed to cut rates in July would intensify and the
release of June's inflation figures (on 15 July) would be
eagerly awaited. Note that due to the Bank Holiday, the 15

10

employment figures will be released on Thursday. J24 S24 N-=24 J25 M-25 M-25
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Also worth watching... Main indicators & events
All PMIs will be published, along with the ISM services Indicator Cons. T-1
index in the US. The Bank' of Japan's quarterly Tankan  30,06/2025 cH Manufacturing PMI 197 A 495
survey is also worth keeping an eye on. _ . 01/07/2025 JN Tankan Large Mfg Index ~ 10.0  12.0
In Europe, inflation data and some figures on industrial
.. EC Eurozone Manuf. PMI 49.4 49.4
activity for May are expected at the end of the week. X
EC CPI Estimate YoY 1.9% -
US ISM Manufacturing 48.8 485
03/07/2025 EC Eurozone Services PMI 50.0 50.0
US Change in Nonfarm Payrc 120k 139k
US ISM Services Index 50.8 49.9

Source: Bloomberg, EGM Economic Research
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Oil Market

Key points

After peaking following the US strikes, oil prices plunged on Monday in the wake of Iran's moderate
response, which appeared above all to be an admission of weakness. The ceasefire, which was quickly
accepted by Israel and Iran, appears fragile but sustainable, with the Iranian authorities' priority being to
stabilise the regime. Crude prices recorded their largest weekly loss in over two years, dropping 12%, as
the truce removed the geopolitical risk premium that was especially attached to fears of the Strait of
Hormuz closing and shipping disruptions, which boosted Middle East freight rates. Confusion continues to
reign over the extent of the damage caused by US strikes on Iran's nuclear program. While Donald Trump
continues to claim that it has been completely destroyed, the Pentagon and the IAEA head both estimate
that Iran could resume enriching its uranium stockpile within a few months.

With uncertainty prevailing, the market is focusing on the short-term situation, which is returning to calm.
Trump suggested that he might support lifting sanctions on Iran "if they can be peaceful." He had confusing
comments about Chinese imports of Iranian oil that could resume, but officially, the US policy to put the
“maximum pressure” on Iran has not changed. It is conceivable that this point will come up in the ongoing
trade talks with China, which is estimated to purchase 90% of Iran's oil.

In any case, Brent is trading below $68 per barrel, close to where it was before the June 13 conflict, as the
focus shifts back to supply and demand. OPEC+ is expected to increase production by 411,000 barrels per
day at the July 6 meeting. Saudi Arabia is leading the push, and Russia is open to the August increase after
opposing the previous one. Nevertheless, the market is expected to be oversupplied this year, particularly
after the summer in the Northern Hemisphere, which will drive oil prices down. The Israel-Iran conflict has
also exacerbated the imbalance between supply and demand, with Iran's oil production reaching a new
seven-year high and other Persian Gulf countries pumping more oil than they were a month ago.

Oil
27-Jun  7-day change 27-Jun  7-day change
CRUDE % PRODUCTS %
Brent 1m ($/b) 67.8 92y -120 Ice Gasoil ($/t) 675.0 835 -11.0
WTI ($/b) 65.5 94 ¥ -126 EBOB Gasoline ($/t) 669.2 -78.7 ¥ -10.5
SPREADS HFSO 3.5% ($/t) 407.6 588 -12.6
WTI-Brent ($/b) 2.2 1.1% -32.3 CRACK SPREADS
Brent-Dubai ($/b) -0.6 -0.8 ¥ -328.0 Gasoil-Brent ($/b) 20.8 -15¢% -6.6
Dated B.-Brent ($/b) 1.3 -05%  -28 EBOB-Brent ($/b) 14.6 09¥ 6.1
TIME SPREADS HFSO-Brent ($/b) -2.2 034 158
Brent 1-2m ($/b) 1.0 -0.6 ¥ -36.6 USINVENTORIES
Brent 1-12m ($/b) 2.9 -3.8¥ -565 Crude oil (mb) 415.1 58 -1.4
US PRODUCTION Distillate (mb) 105.3 418 3.7
Crude oil (mb/d) 13.4 0.0 = 0.0 Gasoline (mb) 227.9 21 W -0.9
Oil rigs 432 6% -14 Cushing (mb) 22.2 -05% -20
Source: Bloomberg
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Disclaimer
General
. Research produced by the Provider is not intended for distribution to, or use by, any person in any jurisdiction or country where such distribution

or use would be unlawful. It is your responsibility to ascertain the terms of access and usage of the contents of research comply with the local laws
and regulations that you are subject to.
Non independency of research

. Research produced by the Provider is non-independent research and a marketing communication. It has not been prepared in accordance with
legal requirements designed to promote the independence of research and is not subject to any prohibition on dealing ahead of the dissemination
of investment research. The Provider has policies in place to manage the conflicts of interests which may arise around the production of research.

Inducements

. Our analysts have not been, nor are or will be, receiving direct or indirect compensation in exchange for expressing any of the views or the specific
recommendation contained in our reports, and confirm that none of the compensation of our analysts was, is or will be, directly or indirectly,
related to the specific recommendations or views expressed in our reports.

Risk warning

. None of the research is intended to constitute any offer or solicitation to buy or sell any product or financial instrument, to make any investment,
or to participate in any particular trading strategy. This information is produced only for value added marketing and/or informational purposes and
no member of the Provider makes any representation or warranty, and assumes no liability, for the accuracy or completeness of the information
provided herein.

. The Provider has not taken into account the investment objectives, special investment goals, financial situation, and specific needs and demands
of any recipient and nothing herein is intended as a recommendation for any recipient to invest or divest in a particular manner. No member of the
Provider’s group assumes any liability for any recipient sustaining a loss from trading in accordance with a perceived recommendation.

. The prices of the investments referred to in this research and the related income from them may go down as well as up and investors may realize
losses on them. Neither past performance nor forecasts are a reliable indicator of future results. Neither the Provider nor any of its employees or
agents shall have any liability, howsoever arising, for any error, inaccuracy or incompleteness of fact or opinion in it or lack of care in its
preparation or publication.

Recording of communication

. To the extent permitted or as required by applicable law, the Provider may record conversations and communications (including e-mails, voicemail,
online chat conversations, telephone calls, faxes, documentation of face-to-face conversations and website usage records) between the Provider
and the Client or any of its Users in connection with this Agreement.

. Telephone conversations and electronic communications may be recorded without the use of a warning tone or other notification than set forth in
this Agreement. All records shall be and remain Provider's sole properties and held for a period of five years from the time of recording (a period
subject to any extension up to seven years if required by applicable law).

. A copy of the records may be made available to you on request. If required, they might be also at the disposal of the competent national
authorities or court in accordance with applicable law.
. For the purpose of the foregoing, when dealing with the Provider, the Client:

(i) consents to the recording of telephone conversations and other communications (including electronic communications) between the Parties in
connection with this Agreement

(i) agrees to obtain any necessary consent of (and give necessary notice of such recording to) its relevant personnel.

(iii) agrees that a copy of the recording of the conversations and communications referred to herein will be available upon request from the date of
the conversation or communication for a period of five years, and, where requested by a competent authority, for a period of up to seven years, and

(iv) agrees, to the extent permitted or required by applicable law, that recordings may be submitted as evidence in any dispute or other proceedings in
relation to this Agreement or any transactions, including in relation to any enquiry by any competent authority.
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