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Inflation — will it never rise”?

Recent market exuberance has much to do with the lack of price pressures. Below-target inflation has
encouraged the major central banks to think twice before tightening policy. While the US Federal Reserve
has raised its key interest rate to 1.5%, short-term rates remain negative, as they do in the eurozone and
Japan. This means cheap financing, helping boost real investment but also asset prices.

At a time when most asset valuations are stretched, inflation figures are of critical importance. Any upside
surprises could prompt central banks to speed up monetary policy normalization, with potentially significant
market impact. Conversely, if price pressures ease, policymakers will remain dovish meaning continued
tailwinds for risky assets.

In the eurozone, although inflation has been on the rise since early 2015, it still remains very low. Headline
inflation reached 1.4% in December but the core index (excluding volatile items) has been stuck around 1%
for two years (0.9% YoY in December). Even the European Central Bank (ECB) expects headline inflation to
stay below 2% until 2019,

Inflation prospects will depend on a range of structural and cyclical factors.

e Structural factors: Globalization has enabled the emergence of more efficient supply chains and
productivity gains in [T, driving goods inflation down. Also, at a domestic level, fiercer competition and
sector deregulation have helped put a lid on prices.

o Cyclical factors: Inflation is closely linked to the output gap. Price pressures are subdued in the eurozone,
given that the gap remains negative — because of low growth following a double-dip recession. Also,
despite some improvement in labour data, wage pressures are unlikely in the short term as
unemployment is still 8.7%. Even in Germany, where activity is buoyant and unemployment is at its lowest
level since 1990, European immigration has mitigated wage pressures. According to Bundesbank data,
there are around 2.7 million workers from other Europeans countries in Germany, the highest in the
eurozone. Finally, ol and commodity prices remain well below 2014 levels, favouring disinflation.

What are the risks? As growth gains traction, inflation will continue to firm in the eurozone — but only very
gradually. In Germany, price pressures will be heavily dependent on the outcome of current wage talks.
Although these could deliver significant purchasing power gains to workers, it may not be enough to drive
inflation up across the whole eurozone. Moreover, the further strengthening in the euro that we forecast
should also dampen imported inflation. All in all, inflation risks will mostly lie overseas and more especially
in the US, where the tax boost, softer dollar and higher oil prices could increase inflation pressures,
prompting investor expectations to converge with the US Federal Reserve's rate hike projections.

Inflation is closely linked to the output gap
Eurozone output gap vs CPl inflation rate (% YoY)

German price pressure — much will depend on current wage talks
German CPl vs German wage infiation (% YoY)
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This week and next

e After a decline in October 2018, the eurozone trade surplus
rebounded in November to reach €26.3bn.

EUROZONE

e Consumer prices came out at 1.4% YoY in December or 0.9% YoY
excluding volatile items. Inflation remains below the European
Central Bank's 2% target.

Next week's key events Per.  Prev.  Cons.
23 Jan Consumer confidence Jan 05 0.6
- 24 Jan Markit manufacturing PMI Jan  60.6 60.3

25 Jan German IFO Business climate Jan 1172 117

e Industrial production rose 0.9% MoM in December and is almost
back to its mid-2014 year-on-year pace at 3.6%.

e Headline consumer price inflation eased from 2.2% to 2.1% YoY

UNITED STATES

in December, while core inflation edged up from 1.7% to 1.8%
YoY.

Next week's key events Per.  Prev.  Cons.
25Jan  New home sales Dec 733k 675k
26 Jan  Real GDP QoQ ann. Q4A 32% 29%

19 January 2018
% e The consumer price index (CPI) slipped back from November's
8 six-year high to 3% YoY while core inflation slowed from 2.7% to
% 2.5% YoY in December. Overall, consumer inflation seems to
@ have peaked but this remains to be confirmed. On the other
% hand, producer prices rose 3.3% YoY in December.
Next week's key events Per.  Prev. Cons.
23 Jan  CBI Business Optimism Jan -1 --
24 Jan Jobless Claims Change Dec 5.9k --

ASIA & EMERGING COUNTRIES

¢ In December, the Japanese producer price index printed down
for the first time since mid-2016, faling from 3.6% YoY in
November to 3.1%.

e Chinese GDP surprised on the upside, staying unchanged at
6.8% YoY in Q4 while expectations were for only 6.7%.

Next week's key events Per, Prev. Cons.
24 Jan Japan: Trade Balance Dec 113.b 540.0b
24 Jan  Japan: Nikkei manufacturing PMI Jan 54.0

Sources: Datastream, Bloomberg, 19 January 2018, Note: YoY = year-on-year; QoQ = quarter-on-quarter; MoM = month-on-month, P = preliminary
figure, A = advanced figure, F = final figure, seasonally adjusted, ECB = European Central Bank

Our 6-month targets

Thursday close 6mth target

@ EUR/USD 1.21 1.25
g GBP/USD 1.36 1.28
% USD/RUB 57.0 60
< AUDUSD 0.79 0.72
@ EurcCHF 1.18 1.18
O No change to our 6-month
é USD/CNY 6.49 71 targets this week.
L UsSD/CAD 1.25 1.37
© USD/JPY 118 118

Brent $68.1 $55

Gold $1318 $1225

Forecast figures are not a reliable indicator of
future performance
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Question time

Past performance should not been seen as a guarantee of future returns.

CURRENCIES
What is your view on the South-African rand?

19 January 2018

The rand has rallied quite sharply following the election of a reformist
candidate at the ANC Elective Conference. With President Zuma under
growing pressure (official enquiry, growing political opposition), political
development will have significant impact on the currency in coming
months.

The key question remains the peaceful transfer of leadership and the
government’s ability to reform efficiently. On both fronts, uncertainty
remains high and we could see bouts of volatility.

The economic backdrop remains bleak although GDP growth is expected
torise to 1.4% in 2018 from 0.8% in 2017. With inflation around 5% and a
key rate at 6.756%, the South-African central bank has no room for
manoeuvre. A further rise in commoaodity prices would be a relief,

Against this background, we would not expect USD/ZAR to move far
away from current spot levels in the coming six months.
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Market performance

Past performance should not been seen as a guarantee of future returns.

Interest rates Last 1wk amth YD 12mth  Govemment bonds* 1wk 3mth  YID  12mth

EONA (EUR) -36bp Obp = Obp -1bp -1bp United States (3-7y1) 01% % -08% -02% 1.1%

3mth Euribor (EUR) -33bp Obp = 0 bp 0 bp -1 bp United Kingdom (3-7yr) -01% % 03% -02% 04%

3mth Libor (USD) 170bp 1bp == 36bp 1 bp 70 bp Germany (3-7yr) 00% = -05% -01% -10%

3mth Libor (GBP) 52bp Obp == 18bp 0 bp 15 bp Japan (3-7yr) 00% = 00% 00% 00%

10-year US Treasury bond  245bp 2bp #  13bp 4 bp 0 bp

10-year German bond 44bp 1bp A -2Dbp 1bp  26Dbp Fquities™ Last 1wk 3mth YTD  12mth

10-year French bond 66bp 3bp A -8 bp Obp -156bp MSCI AC World 523 19% #® 72% 20% 255%

10-year UK bond 127bp 4bp A -11bp 5Sbp -7 bp Eurostoxx 50 3669 13% 4 -04% 19% 11.2%

DAX 13168 15% ® 15% 19% 137%

Credit Twk 3mth  YID  12mth CAC 40 5414 14% #® 13% 19% 140%

BAML EURO Corp. IG 0.1% = 06% 01% 27% S&P 500 2724 14% ® 79% 19% 224%

BAML EURO Corp HY 05% ® 11% 05% 68% FTSE 100 76 10% #® 38% 01% 114%

BAML GBP Corp IG 02% ® 21% 01% 58% SMI 9509 11% ® 24% 14% 176%

BAML US IG -01% & 07% -083% 6.0% Topix 1864 25% 4 108% 25% 225%

BAML US HY 07% ® 10% 07% 76% IBOV Brazil 78647 29% ® 27% 29% 21.7%

JPM Global EM Sov. Plus 02% 4 10% 01% 116% MICEX Russia * 2198 45% ® 568% 42% -29%

MSCI EM 1193 34% 4 86% 30% 403%

Exchange rates Last 1wk 3mth  YID  12mth SENSEX 30 Indlia 33970 04% & 74% 05% 292%

EUR/USD 121 1.0% 4 26% 05% 151% Hang Seng (H-K) 30736 29% ® 86% 27% 443%

EUR/CHF 118 06% ® 26% 05% 9.8% Shanghai Com posite 338 27% ® 11% 24% 72%
GBP/USD 136 08% #® 23% 04% 10.0%

USD/JPY 118 -01% % 00% 01% -39% Commodities Last 1wk 3mth  YID  12mth

USD/BRL 323 -23% % 32% -23% 0.6% Brent $68 21% ® 214% 22% 216%

USD/CNY 649 -06% % -24% -02% -64% Gold $1318 18% 4 34% 11% 132%

USD/RUB 570 -10% & -13% -12% -56% Silver $172 22% ¢ B35% 12% 44%

Source: Datastream, on 18 January 2018. 1wk = 1-week change, 3mth = 3-month change, 12mth = 12-month change, YTD = year-to-date
change, YoY = year-on-year change, BAML = Bank of America Merrill Lynch, JPM = JP Morgan, IG = Investment Grade, EM = emerging markets.
* Price retumn for MICEX equity index. Equities; total retumn in local currency. Government bonds = 3-7 year returns. Figures are rounded.
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Important disclaimers

Kleinwort Hambros is the brand name of SG Kleinwort Hambros Bank Limited, which is authorised by the Prudential Regulation Authority and regulated by the
Financial Conduct Authority and the Prudential Regulation Authority. The firm reference number is 119250, The company is incorporated in England and Wales
under number 964058 and its registered address is 5th Floor, 8 St James's Square, London SW1Y 4JU.

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 hereatter which use the “Societe Generale Private Banking”
rand, and which distribute this document.

Subject of the document

This document has been prepared by experts of the Group Societe Generale, and more particularty 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 non-independent research and is a marketing communication. It has not been prepared in accordance with legal requirements designed to
promote the independence of investment research and the investment senvice 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 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 e 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, entiies 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
dedl 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 supenvisory board or on the executive board of such persons, firms or entities.

Employees of the Societe Generale Group, or persons/entites 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.

Entiies within the Societe Generale Group may acquire or liquidate from time to time positions in the securiies and/or underlying assets (including derivatives
thereo) referred to herein, if any, or in any other asset, and therefore any retum 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 dedling with or on behalf of
customers.

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 is 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 put in 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 Waming
This document, which is subject to modifications, is provided for information purposes only and has no legal value.

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

Some products and services might not be avallable in al Société Générale Private Banking entities. Their availability in your jurisdiction may be restricted
depending on local laws and tax regulations. 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 senvices may
e 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
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the risks involved. Also, they have to comply with the Société Générale Group Tax Code of Conduct. Furthermore, accessing some of these products, services
and solutions might be subject to other eligibiity conditions. 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 €ligibility 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 rememiber that he should not base any investment decision and/or instructions solely on the basis of this document.
Any investment may have tax consequences and it is important to bear in mind that the Societe Generale Private Banking entiies, do not provide tax advice. A
potential investor should seek independent tax advice (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 dbserve dl 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 or ilegal. 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 llustration 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 am 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 concemed.

The historical data, information and opinions provided herein have been odbtained from, or are based upon, extemal sources that the Societe Generale Private
Banking entiies believe to be reliable, but which have not been independently verified. The Societe Generale Private Banking entiies shall not be liable for the
accuracy, relevance or exnaustiveness of this information. Information about past performance is not a guide 1o 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 extemal 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 wamings per jurisdiction

France: Unless otherwise expressly indicated, this document has been issued and distributed by Societe Generale, a French bank authorised and supenvised by
the Autonté de Controle Prudentiel et de Résolution, located at 61, rue Taitbout, 75436 Pans Cedex 09 under the prudential supervision of the European Central
Bank (‘ECB"), and under the contral of the Autorité des Marchés Financiers ("AMF’). Societe Generale is also registered at ORIAS as an insurance intermediary
under the number 07 022 493 onas.fr. Societe generale is a French Société Anonyme with its registered address at 29 boulevard Haussman, 75009 Paris, with
a capital of EUR 1,009,641,917.50 on 31 December 2016 and unique identification number 552 120 222 R.C.S. Paris. Further detalls are avallable on request
or can be found at www. http:/Amww. privatebanking.societegenerale.fr/.

Belgium: This document has been distributed in Belgium by Société Générale Private Banking SA/NV, a Belgian credit institution according to Belgian law and
controlled and supenvised by the National Bank of Belgium (‘NBB') and the Financial Services and Markets Authonty (‘FSMA?), and under the prudential
supenvision of the Furopean Central Bank- ECB. Société Générale Private Banking SA/NV is registered as an insurance broker at the FSMA under the number
61033A. Sociéte Générale Private Banking SA/NV has its registered address at 9000 Ghent, Kortriksesteenweg 302, registered at the RPM Ghent, under the
number VAT BE 04156.835.337. Further detalls are available on request or can be found at wwww. privatebanking.societegenerale.be.

Luxembbourg: This document has been distributed in Luxembourg by Societe Generale Bank and Trust ("SGBT), a credit institution which is authorised and
regulated by the Commission de Surveilance du Secteur Financier (“CSSF”) under the prudential supenvision of the European Central Bank (‘ECB”), and whose
head office Is located at 11 avenue Emile Reuter — L 2420 Luxembourg. Further detalls are available on request or can be found at vwwww.sgbtlu. 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, particularty in relation to investment senvices. 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.AM ., located 13, 15 Bd des Moulins, 98000
Monaco, Principality of Monaco, govemed by the Autorite de Controle Prudentiel et de Resolution and the Commission de Contrdle des Activites Financieres. 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 detalls are available upon request or on vwwwy. privatebanking. societegenerale. me.
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Switzerland: This document has been communicated in Switzerland by Société Générale Private Banking (Suisse) SA (« SGPBS »), whose head office s located
at rue du Rhone 8, CP 5022, CH-1211 Geneva 11. SGPBS is a bank authorized by the Swiss Financial Market Supervisory Authority (‘FINMAY). Further detaills
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 (i) 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 shall not engage SGPBS' liability.
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