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STRATEGY FOCUS

Inflation : Different risks either side of the Atlantic

After a decade of modest price growth, most big economies have seen inflation rebound in
recent months. United States inflation has been running above the Fed's target rate of 2%
since March (chart 1) and hit a post-2008 high of 6.2% in October. Euro area inflation has taken
off since May (4.1% in October) and is now also running above the European Central Bank's
(ECB) 2% target (chart 2). Leading emerging economies outside Asia have also been under
severe inflationary pressure since March, with rates in Brazil, Turkey and Russia reaching
double digits.

For the moment, inflationary pressures in the developed world look to be temporary,
“temporary” here meaning inflation that falls back to central bank policy targets in 2022
without them needing to take pre-emptive action. Much of the rise seen in developed
economies can be put down to a low comparison base and the havoc wreaked by Covid in
2020.

However, markets, and some central bankers, are increasingly starting to question just
how temporary the inflationary blip is. For one thing, the temporary factors feeding it are
clearly persisting longer than expected. For another, the Covid crisis has seriously distorted
labour markets, raising fears we could be in a new and more inflationary regime. This risk
looms larger in the US than in Europe.

We think the Fed will start tightening monetary policy in December by cutting asset purchases
and will start raising interest rates at end-2022/start-2023. The ECB on the other hand will
probably maintain its asset purchase programme until 2023 and then go on to raise rates.
Given this scenario we remain Underweight sovereign debt and Overweight the dollar vs.
the euro. This scenario is still bullish for equity markets.

If inflationary pressure does turn out to be long-lasting, and particularly if we start seeing
heavy upward pressure on wages, the effect would be more severe in the US than Euro area.
Under this alternative scenario, the Fed would hike rates faster and harder, negatively
impacting growth, and the key risk for the ECB would then be a rise in sovereign rates with
spreads once again opening up between member states. This alternative scenario would still
be good for the dollar and offer little upside for sovereign debt. But it would be less good
for equities which would feel the effects of higher real interest rates.

In accordance with the applicable regulation, we inform the reader that this material is qualified as a marketing document. CA25/H1/21
Unless otherwise specified, all statistics and figures in this report were taken from Bloomberg and Datastream on 16/11/2021
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UNITED STATES: TEMPORARY COULD LAST
SOME TIME

The US is feeling the strongest inflationary pressure of any developed economy. Core
inflation?, the Fed's preferred measure, breached 2% in March and hit 4.6% in October.
Inflation also broke 2% by various definitions of “average inflation over time”?2 tracked by Fed
members: average over 182 or 24% months.

Much of the recent acceleration in inflation is attributable to the return to normal after Covid
restrictions and the specific aftershocks of the US economic bounceback from the pandemic.
The various shocks, all temporary, are as follows:

#1 Energy prices #2 Value and production chains

Energy prices have recently risen by The Covid crisis disrupted production processes
30%. This was driven in part by prices for many industrial goods, some services, and
reverting to normal after their 2020 low logistics chains. The most obvious example is
and the economy's fast strong rebound. semi-conductors. Production is still depressed
If energy prices stabilise as expected by part-closures of Asian factories. Likewise,
this should allow to bring inflation back measures to counter the pandemic are still
down toward 2% in 2022. hampering transport of goods, as is evident
from the log-jams in US ports. Pandemic effects
are also being seen in the labour market, with a
“labour shortage” reflecting the fact that many
people are unable or unwilling to return to their
previous jobs. Assuming the health situation
returns to normal as expected, this source of
price pressures should also ease during 2022.

#3 Changing patterns of household consumption

The Covid crisis and the US government's fiscal response have prompted a change in
household consumption. Temporary fiscal transfers resulted in a leap in household income
(+7% in 2020 despite the drop in GDP) and a sharp rebound in consumption (to 3% above its
pre-Covid level). What is more, with Covid restrictions in place, the consumption boom was
massively skewed toward goods (chart 3). And as goods prices tend to be more flexible than
service prices, strong demand has helped drive the price of goods up sharply since the start
of the year. A normalisation of household consumption, by which we mean people buying
more services again, should therefore help take the heat out of goods prices.

1 - Inflation adjusted for energy, food, alcohol and tobacco prices

2 - The Fed announced a modification to its price and employment stability targets at the end of 2019. It is now
targeting 2% inflation “on average over time” and “maximum employment”

3 - Definition of inflation over time used by Richard Clarida, member of the Fed's Governing Board

4 - Definition of inflation over time used by Lael Brainard, member of the Fed's Governing Board
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UNITED STATES: TEMPORARY COULD LAST
SOME TIME

Some recent demand-side trends have confirmed the temporary nature of these inflationary
shocks. We are seeing household disposable income growing more slowly and durables
consumption declining from its all-time high in March 2021. However, supply-side distortions
seem to be more persistent and could take longer than expected to resolve.

All in all, the risk the abovementioned temporary shocks may outlast expectations has
grown, meaning the risk US inflation could stay above 2% for longer has also risen.

There is also the risk that the Covid-19 crisis in the US has structurally altered the labour
market, embedding a more lasting inflationary tendency. Although employment and the
labour participation rate are both still below pre-Covid levels, the gap between vacancies and
hires is at a high. What is more, US salary costs are growing faster than in 2019 even though the
jobs market is not yet fully back to normal. The Covid crisis may have permanently reduced the
number of active participants in the labour market, as older workers have retired early and
youngsters stayed on longer at college. This would boost salaries over the long term, on
unchanged margins and productivity, strengthening the price-wage spiral which had been very
weak pre-Covid. The re-emergence of this spiral would shift the economy toward a more
inflationary economic regime.

Besides this jobs market risk, Covid could also lead to more restrictions on trade in the
medium term. US/China trade tensions are still running high and the debate over relocation of
industrial production is gaining ground in the US. Any such de-globalisation trend would also
shift the US economy toward a more inflationary regime.

For now, employment market tensions are restricted to certain sectors and hence unlikely to
produce a structurally more inflationary environment. Wage costs in the US are mostly rising in
low-wage sectors like hospitality and transport/logistics (chart 5). Additionally, it is likely that
the end of Federal support payments and normalisation of health conditions will increase the
participation rate in the next few months. Furthermore, productivity continues to improve at a
healthy pace, limiting inflationary pressures. Having said all that, this is still a risk that will be
closely watched by the Fed in its analysis of inflationary trends and weigh on any decision to
speed up policy tightening.
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EURO ZONE: INFLATION IS BEING DRIVEN
MAINLY BY ENERGY PRICES

Euro zone inflation has picked up sharply over recent months, to an underlying rate of 2.1% in
October, its highest since 2008. In the zone’s leading economies, inflation is also above the
monetary authority target: 4.6% in Germany, 3.2% in France and Italy, and 5.5% in Spain.

As in the United States, euro zone inflation is explained by base effects following the end of
Covid restrictions and in some countries like Germany by tax effects also. The specific
temporary shocks affecting the euro zone are:

#1 Energy prices #2 Value and production chains

Energy prices are up sharply in most  As in the United States, production and logistics
euro zone countries reflecting the  chains have been affected by the Covid crisis,
jump in oil and gas. In some, such as putting pressure on the prices of some industrial
Spain, most of the rise in inflation goods. As the health situation returns to normal, we
can be traced back to rising energy  should see these pressures too diminish in 2022.
costs. Measures taken by European
governments - tax cuts in Spain,
price freezes and targeted subsidies
in France - and an expected
reversion toward more normal
pricing should ease these pressures
in 2022.

Importantly, unlike the US, demand-side pressures are much less significant in euro zone
inflation. Price pressures in the euro zone are therefore likely to remain weaker and allow a
quicker fall-back in inflation. The various support schemes in place during the crisis have not
boosted household disposable income to the same extent that in the US. Households'
disposable income has actually fallen in some economies, including Italy. The trend in
household consumption is also different from the US, with goods consumption barely back to
pre-Covid levelsin Q3 2021 (chart 4).

Wage pressures are also weaker in the euro zone. If there are effectively some tensions in the
labour market, with some sectors reporting problems hiring, these are less severe than in the
US and latest salary figures show no strong wage pressures (chart 6). Overall, less strong
demand and more modest wage pressures mean inflation should fall back quicker in the zone
than in the US.

SOCIETE GENERALE STRATEGY FOCUS
Private Banking co|4



FED LEADS THE ECB IN POLICY TIGHTENING:
GOOD FOR THE DOLLAR

The US and euro zone are at different stages of economic recovery and facing different kinds of
inflationary pressure, so we can expect different approaches to policy tightening either side of
the Atlantic. The US monetary authority has already announced it is to tighten policy. The ECB is

taking a more patient approach. A combination that continues to buoy the dollar.

The Fed embarked on its policy tightening against
a backdrop of robustly recovering activity and
high inflation. The Fed will start shrinking its
USD 120 billion (bn$) net asset purchase
programme by 15 bn$ per month from
December. Specifically, the Fed will be buying 10
bn$ less Treasuries a month (currently 80 bn$)
and 5 bn$ less MBS (currently 40 bn$). Under this
plan, its balance sheet would then plateau in
June at 8,400 bn$. The Fed has also clarified that
this pace of reduction could accelerate or slow
depending on the economy.

As for the start of the rate hike, the Fed remains
vague on this subject despite the fact that the
markets are already starting to bet on rate hikes
as early as 2022 (chart 7). While recognising that
demand factors are helping feed current
pressures, the Fed is sticking to the transitory
inflation line, expecting supply problems to sort
themselves out in Q2 2022. Nor does it see signs
of a wage-price spiral in the US economy. On this
point, the Fed reminded its “maximum
employment” target, stressing that jobs are not
bouncing back as vigorously as activity.

#2 ECB

The ECB should only start tightening policy
considerably later and any actions will
likely be more modest in scale. At its October
meeting, the ECB decided to maintain its
pandemic emergency purchase programme
(PEPP), declaring that “as things stand” net
purchases under the programme would end in
March 2022. Other asset purchase
programmes were left unchanged with no
end-date set. With markets betting the ECB
too will have to start hiking rates (chart 8),
central bank members stepped up to say they
believe the inflationary trend as transitory and
mainly a symptom of energy prices. The ECB
has further stressed that the conditions for
starting to raise rates - i.e. two-year inflation
over 2% and remaining at this level in the
ECB's long-term projections, and underlying
inflation compatible with medium-term
headline inflation of 2% - are unlikely to be
met in 2022.

Ultimately, we expect the Fed will start its cycle of rate hikes sometimes between Q2 2022 and
early 2023, and proceed gradually once the labour market recovery is well under way, while the
ECB should keep policy rates unchanged for at least the next two years.

Our scenario thus continues to see inflation as transitory. Monetary tightening is likely to be
very gradual, with the Fed acting ahead of the ECB. Given this scenario we remain Underweight
sovereign debt and Overweight the dollar vs. the euro. This scenario is still bullish for equity
markets.

If inflationary pressure does turn out to be long-lasting, particularly if we start seeing upward
pressure on wages, the effect will likely be more significant in the US than Europe. Under this
alternative scenario, the Fed would hike rates faster and harder, weighting on economic activity. The
key risk for the ECB in this scenario would be a rise in sovereign yields with spreads opening up again
between different member states. This alternative scenario would still be good for the dollar and
offer little upside on sovereign debt. But it would be less good for equities which would feel the
effects of higher real interest rates.
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ANNEXES

C1. US: inflation and main items contributions
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C2. Euro area: Inflation and main items
contributions
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ANNEXES

C5. US: Wage growth by quartile
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C6. Euro area: Negotiated wages growth
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IMPORTANT INFORMATION - PLEASE READ

Societe Generale Private Banking is a division of the Societe Generale Group operating through its head office within Societe
Generale S.A. and its network (subsidiaries, branches or departments of Societe Generale S.A.) located in the countries
mentioned hereafter which use the “Societe Generale Private Banking” and “Kleinwort Hambros” brands, and which distribute
this document.

Subject of the document

This document has been prepared by experts of the Societe Generale Group, and more particularly of Societe Generale Private
Banking division, to provide you with information relating to certain financial and economic data. The names and functions of the
people who prepared this document are indicated on the first pages of the document.

This document is a marketing communication that has not been prepared in accordance with legal requirements designed to
promote the independence of investment research and the investment service provider is not subject to any prohibition on
dealing ahead of the dissemination of investment research.

In order to read and understand the financial and economic information included in this document, you will need to have
knowledge and experience of financial markets. If this is not the case, please contact your advisor so that you no longer receive
the document. Unless you do this, we shall consider that you have the necessary skills to understand this document.

Please note that this document only aims to provide simple information to help you in your investment or disinvestment
decisions, and that it does not constitute a personalised recommendation. You remain responsible for any liabilities that arise.
You remain responsible for the management of your assets, and you take your investment decisions freely. Moreover, the
document may mention asset classes that are not authorised/marketed in certain countries, and/or which might be reserved for
certain categories of investors. Therefore, should you wish to make an investment, as the case may be and according to the
applicable laws, your advisor within the Societe Generale Private Banking entity of which you are a client will check your
eligibility for this investment and whether it corresponds to your investment profile.

Should you not wish to receive this document, please inform your private banker in writing, and he/she will take the appropriate
measures.

Conflicts of interest

This document contains the views of Societe Generale Private Banking’s experts. Societe Generale Private Banking trading desks
may trade, or have traded, as principal on the basis of the expert(s) views and reports. In addition, Societe Generale Private
Banking’s experts receive compensation based, in part, on the quality and accuracy of their analysis, client feedback, revenues of
their entity of the Societe Generale Group and competitive factors.

As a general matter, entities within the Societe Generale Group may make a market or act as a principal trader in securities
referred to in this report and can provide banking services to the companies mentioned in that document, and to their subsidiary.
Entities within the Societe Generale Group may from time to time deal in, profit from trading on, hold on a principal basis, or act
advisers or brokers or bankers in relation to securities, or derivatives thereof, or asset class(es) mentioned in this document.

Entities within the Societe Generale Group may be represented on the supervisory board or on the executive board of such
persons, firms or entities.

Employees of the Societe Generale Group, or persons/entities connected to them, may from time to time have positions in or
hold any of the investment products/ asset class(es) mentioned in this document.

Entities within the Societe Generale Group may acquire orliquidate from time to time positions in the securities and/or
underlying assets (including derivatives thereof) referred to herein, if any, or in any other asset, and therefore any return to
prospective investor(s) may directly or indirectly be affected.

Entities within the Societe Generale Group are under no obligation to disclose or take into account this document when advising
or dealing with or on behalf of customers.
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In addition, Societe Generale Private Banking may issue other reports that are inconsistent with and reach different conclusions
from the information presented in this report and are under no obligation to ensure that such other reports are brought to the
attention of any recipient of this report.

Societe Generale Group maintains and operates effective organisational and administrative arrangements taking all reasonable
steps to identify, monitor and manage conflicts of interest. To help the Societe Generale Private Banking Entities to do this, they
have putin place a management of conflicts of interest policy designed to prevent conflicts of interest giving rise to a material
risk of damage to the interests of Societe Generale Private Banking’s clients. For further information, Societe Generale Private
Banking’s clients can refer to the management of conflicts of interests policy, which was provided to them by the Societe
Generale Private Banking entity of which they are clients.

General Warning
This document, which is subject to modifications, is provided for information purposes only and has no legal value.

This material has been prepared for information purposes only and is not intended to provide investment advice nor any other
investment service. The document does not constitute and under no circumstances should it be considered in whole or in part as
an offer, a personal recommendation or advice from any of the Societe Generale Private Banking entities, regarding investment
in the asset classes mentioned therein.

Some products and services might not be available in all Société Générale Private Banking entities. Their availability in your
jurisdiction may be restricted depending on local laws and tax regulations. In addition, they have to comply with Societe
Generale Group Tax Code of Conduct. You should be aware that the investment to which this material relates may involve
numerous risks. The amount of risk may vary but can expose you to a significant risk of losing all of your capital, including a
potential unlimited loss. Accordingly these products or services may be reserved only for a certain category of eligible investors
such as those who are sophisticated and familiar with these types of investment and who understand the risks involved.
Furthermore, accessing some of these products, services and solutions might be subject to other conditions, amongst which is
eligibility. Your private banker is available to discuss these products, services and solutions with you and to check if they can
respond to your needs and are suitable for your investor profile. Accordingly, before making an investment decision, a potential
investor, as the case may be and according to the applicable laws, will be questioned by his or her advisor within the Societe
Generale Private Banking entity, of which the investor is a client, regarding his eligibility for the envisaged investment, and the
compatibility of this investment with his investment profile and objectives.

Before any investment, the potential investor should also consult his own independent financial, legal and tax advisers in order to
obtain all the financial, legal and tax information which will allow him to appraise the characteristics and the risks of the
envisaged investment and the pertinence of the strategies discussed in this document, as well as the tax treatment of the
investment, in the light of his own circumstances.

Prior to any investment, a potential investor must be aware of, understand and sign the related contractual and informative
information, including documentation relating to risks. The potential investor has to remember that he should not base any
investment decision and/or instructions solely on the basis of this document. Any financial services and investments may have
tax consequences and it is important to bear in mind that the Societe Generale Private Banking entities, do not provide tax
advice. The level of taxation depends on individual circumstances and such levels and bases of taxation can change. In addition,
this document is not intended to provide, and should not be relied on for, accounting, tax or legal purposes and independent
advice should be sought where appropriate.

Investment in some of the asset classes described in this document may not be authorised in certain countries, or may be
restricted to certain categories of investors. It is the responsibility of any person in possession of this document to be aware of
and to observe all applicable laws and regulations of relevant jurisdictions. This document is not intended to be distributed to
people or in jurisdictions where such distribution is restricted orillegal. It is not to be published or distributed in the United
States of America and cannot be made available directly or indirectly in the United States of America or to any U.S. person.

The price and value of investments and the income derived from them can go down as well as up. Changes in inflation, interest
rates and exchange rates may have adverse effects on the value, price and income of investments issued in a different currency
from that of the client. The simulations and examples included in this document are provided for informational and illustration
purposes alone. The present information may change with market fluctuations, and the information and views reflected in this
document may change. The Societe Generale Private Banking entities disclaim any responsibility for the updating or revising of
this document. The document’s only aim is to offer information to investors, who will take their investment decisions without
relying solely on this document. The Societe Generale Private Banking entities disclaim all responsibility for direct or indirect
losses related to any use of this document or its content. The Societe Generale Private Banking entities do not offer no implicit or
explicit guarantees as to the accuracy or exhaustivity of the information or as to the profitability or performance of the asset
classes, countries and markets concerned.
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Societe Generale Private Banking entities disclaim all responsibility for direct or indirect losses related to any use of this
document or its content. The Societe Generale Private Banking entities do not offer no implicit or explicit guarantees as to the
accuracy or exhaustivity of the information or as to the profitability or performance of the asset classes, countries and markets
concerned.

The historical data, information and opinions provided herein have been obtained from, or are based upon, external sources that
the Societe Generale Private Banking entities believe to be reliable, but which have not been independently verified. The Societe
Generale Private Banking entities shall not be liable for the accuracy, relevance or exhaustiveness of this information.
Information about past performance is not a guide to future performance and may not be repeated. Investment value is not
guaranteed and the value of investments may fluctuate. Estimates of future performance are based on assumptions that may not
be realised.

This document is confidential. It is intended exclusively for the person to whom it is given, and may not be communicated or
notified to any third party (with the exception of external advisors, on the condition they themselves respect this confidentiality
undertaking). It may not be copied in whole or in part without the prior written consent of the relevant Societe Generale Private
Banking entity.

Specific warnings per jurisdiction

France: Unless otherwise expressly indicated, this document has been issued and distributed by Societe Generale, a French bank
authorised and supervised by the Autorité de Contréle Prudentiel et de Résolution, located at 4, Place de Budapest, CS 92459,
75436 Paris Cedex 09, under the prudential supervision of the European Central Bank (“ECB”), and under the control of the
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Further details are available on request or can be found at www. http://www.privatebanking.societegenerale.fr/.

Luxembourg: This document has been distributed in Luxembourg by Societe Generale Bank & Trust (“SGBT”), a credit institution
which is authorised and regulated by the Commission de Surveillance du Secteur Financier (“CSSF”) under the prudential
supervision of the European Central Bank (“ECB”), and whose head office is located at 11 avenue Emile Reuter - L 2420
Luxembourg. Further details are available on request or can be found at www.sgbt.lu. No investment decision whatsoever may
result from solely reading this document. SGBT accepts no responsibility for the accuracy or otherwise of information contained
in this document. SGBT accepts no liability or otherwise in respect of actions taken by recipients on the basis of this document
only and SGBT does not hold itself out as providing any advice, particularly in relation to investment services. The opinions, views
and forecasts expressed in this document (including any attachments thereto) reflect the personal views of the author(s) and do
not reflect the views of any other person or SGBT unless otherwise mentioned. SGBT has neither verified nor independently
analysed the information contained in this document. The CSSF has neither verified nor analysed the information contained in
this document.

Monaco: The present document has been distributed in Monaco by Société Générale Private Banking (Monaco) S.A.M., located
13,, 11 Avenue de Grande Bretagne, 98000 Monaco, Principality of Monaco, governed by the Autorité de Contréle Prudentiel et de
Résolution and the Commission de Contréle des Activités Financiéres. The Financial products marketed in Monaco can be
reserved for qualified investors in accordance with Law No. 1339 of 07/09/2007 and Sovereign Ordinance No 1.285 of 10/09/2007.
Further details are available upon request or on www.privatebanking.societegenerale.mc.

Switzerland: This document has been communicated in Switzerland by Société Générale Private Banking (Suisse) SA (« SGPBS
»), whose head office is located at rue du Rhone 8,, CH-1204 Geneva. SGPBS is a bank authorized by the Swiss Financial Market
Supervisory Authority (“FINMA”). Further details are available on request or can be found at
www.privatebanking.societegenerale.ch.

This document (i) does not provide any opinion or recommendation about a company or a security, or (ii) has been prepared
outside of Switzerland for the « Private banking ». Therefore, the Directives of the Swiss Bankers Association (SBA) on the
Independence of Financial Research do not apply to this document.

This document has not been prepared by SGPBS. SGPBS has neither verified nor independently analyzed the information
contained in this document. SGPBS accepts no responsibility for the accuracy or otherwise of information contained in this
document. The opinions, views and forecasts expressed in this document reflect the personal views of the relevant author(s) and
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This document is not a prospectus within the meaning of articles 652a and 1156 of the Swiss Code of Obligations.
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