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WEEKLY UPDATE

Central bank independence under fire

Over the past three decades or so, central bank independence was deemed a prerequisite for effective monetary policy - i.e.
low inflation. Washington-based institutions such as the IMF and World Bank have long been fierce advocates of independent
monetary policies. In many developing countries, financing of the public deficit through money printing has frequently been
the recipe for high inflation and a currency or balance of payments crisis.

In Europe, European Central Bank (ECB) independence is enshrined in the Maastricht Treaty and established in accordance to
the German Bundesbank’s institutional framework, which cannot receive or take any instruction regarding the conduct of its
missions. Legislation in the eurozone was adjusted to help national central banks comply with this provision. Elsewhere,
central bank independence was already a tradition and well established in the UK, the US, and Japan, where the executive
traditionally appoints central bank officials, but cannot instruct them.

Monetary policy objectives can differ between banks. In the euro area, the ECB target has only an inflation mandate, while the
Fed has a dual mandate to maintain stable prices and reach maximum sustainable employment. However, how these
objectives are achieved depends solely on each central bank.

Theirindependence is now under fire for several reasons. In most countries, inflation is now inexistent and no longer perceived
as a risk. While curbed inflation was achieved through credible monetary policies in the initial phase (1980-90s), the emergence
of global trade of emerging countries, offshoring, deunionization and lower commodity prices played a more significant role in
the second phase (2000-10s). Central bank independence is thus no longer considered key to ensure low and stable inflation.
The Great Financial Crisis fuelled a dramatic increase in public debt, mostly in developed economies. In the eurozone, ECB had
to step in by buying government bonds on the secondary market (allowed by the Treaty, when purchase on the primary market
is prohibited) to preserve the eurozone. This basically implies burden sharing and money financing through the back door. In
the US, the Fed has already acknowledged that its balance sheet - mostly invested in US Treasuries — will now be significantly
higher than it was before 2008. Fiscal dominance is unfolding, implying that a country’s fiscal stance weighs on monetary
policy decisions.

Populist governments are accusing central banks” monetary policies for their country’s economic woes. In the US and Italy, the
Fed and the ECB have been strongly criticized by the executive power. Trump is demanding a more lenient monetary policy and
threatening to appoint political buddies instead of recognized experts at the FOMC. The Italian government has challenged the
ECB on several occasions about the bank’s position on its budget slippage or the handling of Italian banks’ difficulties.

Bottom line. Central banks are under attack by populist governments, or parties, given their independence from the executive.
This is not good news for markets or investors. Monetary stability is at the core of economic expansion, and greater political
interference would only lead to short gains at the expense of much bigger losses longer term.

Central bank independence and inflation US inflation perception
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OUR MACRO-COMMENTS

This week and next

o After improving for three straight months, April flash consumer
confidencefell from-7.2t0-7.9, i.e. worse than the expected -7.0.

e According to the Confederation of British Industry (CBI), 49% of
retailers recorded a rise in sales volumes in the year to April, whilst
36% posted a decline, sending the balance up from -18to +13, i.e. a
5-month high. The report highlighted a support from stockpiling.
This trend may continue as 38% of all respondents expect sales
volumes to increase next month, versus 15% expectations of a
decrease.

EUROZONE

e In Germany, the Ifo survey revealed a deterioration for both current
and expectations for business conditions, with the headline release
falling from 99.7 t0 99.2, against 99.9 expected.

UNITED KINGDOM

e The French manufacturing business climate worsened according to

the INSEE index, slipping from 103 to 101 in April - the lowest since
June 2016. e Publicsector net borrowing (ex. state-owned banks) stood at £1.7bn

in March, or £0.9bn higher than in March 2018, i.e. the lowest March
borrowing since 2006. Debt at the end of March (ex. Bank of
England) rose £28.1bn YoY to £1617.6bn (or 74.6% of GDP) but
decreased by 1.0 percentage point of GDP.

e Spain'sunemployment rate rose from 14.45% in Q4 2018 to 14.7% in
Q1. In recent years, the rate tended to rise at the beginning of the
year. It remains the second highest rate in the European Union.

Next week’s key events Per. Prev. Cons. Next week’s key events Per. Prev. Cons.
30Apr  GDPQoQ Q1 0.2% 0.3% 1 May Manufacturing PMI Apr 551 53
30Apr  Unemployment rate Mar 7.8% 7.8% 2 May BOE bank rate May 0.75% 0.75%
3 May Headline inflation YoY Apr(P)  1.4% 1.5% 3 May Services PMI Apr 489 502
(%]
& e Durable goods new orders outperformed expectations, rising 2.7% @ e Unsurprisingly, the Bank of Japan maintained rates unchanged
o
E MoM in March, up from a revised -1.1%. E at -0.1%.
o]
@ e The Richmond Fed manufacturing index missed expectations and 8 e The South Korean economy contracted -0.3% QoQ in Q1, down
% declined from 10 to 3in April, i.e. a 3-month low. % from 1.0% in Q4 - its slowest GDP growth rate since the financial
* Existing home sales fell -4.9% MoM in March to 521 million aftera &  Crisis.
strong 11.2% MoM boom in February. Meanwhile, new home sales S e Taiwan export orders fell -9% YoY in March, after-10.9% in February
w
rose 4.5% MoM to 692k (16-month high) after +5.9% in February. o3 whileindustrial output fell -9.9% - its sharpest slowdown in 7 years.
<
o Last week, initial jobless claims reached 230,000, up 37,000 over the Z) e The Russia annual GDP growth rate slowed from 1.5% in February
week and a 10-week high. t00.6% in March, i.e. a 16-month low.

e Mexican retail rales rose for the second consecutive month from
0.9% YoY to 1.8% in February.

Next week’s key events Per. Prev. Cons. Next week’s key events Per. Prev. Cons.
1 May Fed funds target rate 1May 2.25-2.5% 2.25-2.5% 30 Apr China: Official manufacturing PMI Apr 505  50.7
1 May ISM Manufacturing Apr 55.3 55.0 30 Apr China: Official non-manuf. PMI Apr 548 550
3 May Chg in Nonfarm Payrolls Apr 196k 185k 2 May China: Caixin manufacturing PMI Apr 508  51.0

Sources: DataStream, Bloomberg, 25 April 2019. Note: YoY = year-on-year; QoQ = quarter-on-quarter; MoM = month-on-month, P = preliminary
figure, A=advanced figure, F =final figure, seasonally adjusted, PMI = Purchasing Manager’s Index.

Our 3-month targets for currencies and commodities

Thursday close 3mth target

EUR/USD 1.11 1.11

GBP/USD 1.29 131

EURTCE ™ - Changes made to our

/ : : 3-month targets this week.

USD/JPY 111.6 110

Brent §75.2 S78

Gold (oz.) $1280 §1250 Forecast figures are not a reliable indicator of future performance.
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THIS WEEK'’S Q&A

The economic backdrop in Turkey

26 April 2019

Municipal election results suggest the ruling AKP party won the majority of the votes but lost the political and economic capitals
as well as several Mediterranean coastal cities. The results reflect concerns among voters about the deteriorating economic

backdrop.

This first setback, after a long series of political victories,
could make the AKP to take more drastic measures. The party
could either promote nationalism and populism, ie. a
breakdown of the truce with the Kurds, another political
purge, a stand-off with the West, or focus on austerity and
economic reforms.

How did Turkey turn from arising star to a troubled nation?
Decade-long policies of growth-at-all-cost, credit expansion,
monetary complacency eventually led to a financial crisis and
a recession.

There will be no quick fix to Turkey’s imbalances: recent
evidence of low currency reserves revived concerns of
another financial crisis ahead of the $120bn external debt
maturing mid-year; the economy entered a technical
recession in Q4; and the TRY depreciation is crippling
companies, many of which are highly dependent on imports.
As a result, bankruptcies have surged, along with
unemployment and inflation rates (with a double-digit rise in
food prices). The budget deficit as of Q4 2018 remains at -2%
in ppt of GDP, but monthly data point to further slippage.

However, the current account deficit has improved since last
summer, while corporate confidence, retail trade, PMls are
also more encouraging.

USDTRY remains largely undervalued
FX Spot rates, TRY per USD
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Source: SGPB, Macrobond, data as of 24/04/2018

Past performance should not be seen as a guarantee of future returns.
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Have geopolitical issues improved?

In the region, Turkey might scrap its ambitions to establish a
neutral zone in Northern Syria in an attempt to prevent the
emergence of a Kurdish State, given the controversy this is
creating with Russia and Syria.

Elsewhere, Turkey’s support to Venezuela’s government and
its S400 missile deal with Russia have led to tensions with the
US, which could be harmful to the country should the US
decide to impose economic sanctions.

The relationship with Europe has not improved either.
However, Turkey cannot afford to jeopardize investments
and trade flows from Europe, while Europe needs Turkey to
manage the incoming refugee flows.

However, we expect the geopolitical risk premium to
gradually ease now the elections are over.

Is now the right time to buy cheap Turkish assets?
Turkish assets are cheap. The TRY is largely undervalued and
the main price-to-earnings ratio is below 5. Unlocking assets
potential hinges on the country’s willingness to restore
Turkey's economic and financial balances.

The government has pledged economic reforms, such as a
public debt reduction, and a $5bn government debt package
to support national banks. The finance minister also
mentioned several reforms targeting taxes, the agricultural
and the financial sectors. However, we will remain on the
sidelines until these announcements turn into actions.

What should investors do?

With four years to go before the next elections, the
government is likely to act to prevent foreign economic and
financial oversight.

Forlong-term investors able to sustain elevated volatility, we
think most Turkish assets could recover substantially once
the appropriate reforms are implemented, so would wait for
evidence of this. Within Turkish asset classes, we favour FX
carry and sovereign over equities.
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MARKET PERFORMANCE

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

Interest rates - 1wk 3mth YTD 12mth Government bonds* 1wk 3mth YTD 12mth
EONIA (EUR) 37bp  0b -lbp  0b United States (3-7yr) 0.2% 18% 16% 51%
3mth Libor (USD) 258bp  0b = -17bp -23bp  22bp Germany (3-7yr) 0.1% 0.5% 0.6 % 2.1%

10-year US Treasurybond ~ 253bp 2bp &  -22bp  -16bp  -49bp

_-- (tbe [sbe [eaba | quities - Wk omh Do

10-year French bond 37bp 0b =  23bp -34bp -49bp MSCIAC World 0.1% = 85% 155% 57%
12,283 0.5% 8.9% 163% -11%

w s —-- o e oo
BAML EURO Corp. IG 0.3% 32% 38% 32% S&P 500 2,926 0.7% 10.4% 17.5% 13.1%
BAML GBP Corp IG 0.4% 3.9% 5.0% 4.9% 1.6% 113% 17.8% 14.4%
BAML US HY 0.1% 4.6 % 8.7% 6.8% IBOV Brazil 96,552 2.1% -1.2% 9.9% 13.5%
MSCI EM 1,077 -1.4% 4.7% 120% -29%

Exchangerates  [[last| mk  amn v 2w —-- % Te% nTw
EUR/USD 111 -09% 25% -3.0% -85% Hang Seng (H-K) 29,550 -1.4% 76% 148% 09%

GBP/USD 1.2 -0.8% 23%  11% -1.4%

—-- VRN ] commocities [ s mo
USD/BRL 3.9 0.7 % 4.9% 1.9% 13.5% Brent $75.2 4.5% 22.2% 41.5% 1.8%
USD/RUB 1.2% 20% -7.2%  3.6% Copper $6,359  -1.6% 53% 69% -8.8%

Source: DataStream, on 25 April 2019.

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 return for MICEX equity index. Equities; total
return in local currency. Government bonds = 3-7-year returns. Figures are rounded.
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IMPORTANT INFORMATION - PLEASE READ

Societe Generale Private Banking (“SGPB”) is a division of the group Societe Generale S.A., 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” brand, and which distribute this document.

This document not constitute and under no circumstances should it be considered in whole or in part as an offer, a solicitation, or a
contract from any of the Societe Generale Private Banking entities. It is intended to be used by the recipient only and may not be
passed on or disclosed to any other persons and/or in any jurisdiction that would render the distribution illegal.

Itis the responsibility of any person in possession of this document to inform himself or herself of and to observe all applicable laws
and regulations of the relevant jurisdictions. This document is in no way intended to be distributed in or into the United States of
America nor directly or indirectly to any U.S. person.

Financial Promotion
This document is a financial promotion.

Limitation

Information herein is believed to be reliable but the SGPB does not warrant its completeness or accuracy and it should not be relied
on or acted upon without further verification. SGPB disclaims any responsibility to update or make any revisions to this document.
Opinions, estimates and expressions of judgment are those of the writer and are subject to change without notice. As such, SGPB,
Societe Generale and its other subsidiaries shall not be held liable for any consequences, financial or otherwise, following any action
taken or not taken in relation to this document and its contents.

Past Performance

Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations and
the price and value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you
may not get back the amount you invest. Changes in inflation, interest rates and the rate of exchange may have an adverse effect on
the value, price and income of investments.

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 implicit or explicit guarantees as to the
accuracy or exhaustiveness 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.

Specific warnings per jurisdiction

France: Unless otherwise expressly indicated, this document is issued and distributed by Societe Generale, a French bank authorised
and supervised by the Autorité de Controle Prudentiel et de Résolution, located at 4, place de Budapest, 75436 Paris Cedex 09 under
the prudential supervision of the European Central Bank- ECB, and registered at ORIAS as an insurance intermediary under the
number 07 022 493 orias.fr. Societe Generale is a French Société Anonyme with its registered address at 29 boulevard Haussmann,
75009 Paris, with a capital of EUR 1,009,897,173.75 and unique identification number 552 120 222 R.C.S. Paris. Further details are
available on request or can be found at www.privatebanking.societegenerale.fr/.

The Bahamas: This document has been distributed in The Bahamas to its private clients by Societe Generale Private Banking
(Bahamas) Ltd., an entity duly licensed and regulated by the Securities Commission of the Bahamas (the “Securities Commission”).
This document is not intended for distribution to persons or entities that are Bahamian citizens or that have been designated as
residents of The Bahamas under the Exchange Control Regulations, 1956 of The Bahamas. This document is not, is not intended to
be, and under no circumstances is to be construed as a distribution of any securities in The Bahamas. Neither the Securities
Commission nor any similar authority in The Bahamas has reviewed or in any way passed upon this document or the merits of the
securities described, or any representations made herein.
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Belgium: This document has been distributed in Belgium by Societe Generale Private Banking SA/NV, a Belgian credit institution
according to Belgian law and controlled and supervised by the National Bank of Belgium (NBB) and the Financial Services and
Markets Authority (FSMA), and under the prudential supervision of the European Central Bank- ECB. Societe Generale Private Banking
SA/NV s registered as an insurance broker at the FSMA under the number 61033A. Societe Generale Private Banking SA/NV has its
registered address at 9000 Ghent, Kortrijksesteenweg 302, registered at the RPM Ghent, under the number VAT BE 0415.835.337.
Further details are available on request or can be found at www.privatebanking.societegenerale.be.

Dubai: The present document has been distributed by Societe Generale, DIFC Branch (SG DIFC). Related financial products or services
are only available to clients having signed a DIFC Client Agreement with SG DIFC and qualifying as professional clients with liquid
assets of over $1 million, and who have sufficient financial experience and understanding to participate in the relevant financial
markets, according to the Dubai Financial Services Authority (DFSA) rules. SG DIFC is duly licensed and regulated by the DFSA to
provide arranging and advisory services. SG DIFC does not provide certain products and/or services (such as discretionary portfolio
management, managed advisory services, Prime Market Access), but the branch’s clients can if necessary have access to these
products and/or services at the Societe Generale Private Banking entity holding the client’s bank account. The DFSA has neither
reviewed nor approved this document. Further details are available on request or can be found at
www.privatebanking.societegenerale.ae

Luxembourg: 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 Surveillance du Secteur Financier, 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 Commission de Surveillance du Secteur Financier has neither verified nor analysed the information contained in this
document.

Monaco: The present document is distributed in Monaco by Societe Generale Private Banking (Monaco) S.A.M., located 13, 15 Bd des
Moulins, 98000 Monaco, Principality of Monaco, governed by the 'Autorité de Controle Prudentiel et de Résolution' and the
'‘Commission de Controle des Activités 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 details are
available upon request or on www.privatebanking.societegenerale.mc.

Switzerland: This document has been communicated in Suisse by Societe Generale Private Banking (Suisse) SA ('SGPBS’), whose
head office is located at rue du Rhone 8, CP 022, CH-1211 Geneva 11. SGPBS is a bank authorized by the Swiss Financial Market
Supervisory Authority FINMA. Further details are available on request or can be found at
http://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 Suisse by SGPB. 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 norindependently 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.

This document is not a prospectus within the meaning of articles 652a and 1156 of the Swiss Code of Obligations.
United Kingdom: This document has been distributed in the United Kingdom by 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 company is incorporated in England & Wales under number 964058 and its registered address is 5% Floor, 8 St. James’s Square,
London SW1Y 4JU (“SGPB Hambros”).
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Jersey: This document has been distributed in Jersey by SG Kleinwort Hambros Bank (Channel Islands) Limited (“SGH Cl Limited”),
which is regulated by the Jersey Financial Services Commission ("JFSC") for banking, investment, funds services and money services
business. The company is also authorised and regulated by the UK Financial Conduct Authority ("FCA") in respect of UK regulated
mortgage business. The firm reference numberis 310344. The company is incorporated in Jersey under number 2693 and its
registered address is PO Box 78, SG Hambros House, 18 Esplanade, St Helier, Jersey JE4 8PR. This document has not been authorised
or reviewed by the JFSC or FCA.

Guernsey: This document has been distributed in or from within the Bailiwick of Guernsey by SG Kleinwort Hambros Bank (Channel
Islands) Limited - Guernsey Branch, which is regulated by the Guernsey Financial Services Commission ("GFSC") for banking,
investment and money services business and by the Jersey Financial Services Commission ("JFSC") for banking, investment, fund
services and money services business. Its address is PO Box 6, Hambro House, St Julian’s Avenue, St Peter Port, Guernsey, GY1 3AE.

SG Kleinwort Hambros Bank (Cl) Limited (including the branch) is also authorised and regulated by the UK Financial Conduct
Authority ("FCA") in respect of UK regulated mortgage business. The firm reference number is 310344. The company is incorporated in
Jersey under number 2693 and its registered address is PO Box 78, SG Hambros House, 18 Esplanade, St Helier, Jersey JE4 8PR. This
document has not been authorised or reviewed by the JFSC, GFSC or FCA.

Gibraltar: This document has been distributed in Gibraltar by SG Kleinwort Hambros Bank (Gibraltar) Limited, which is authorised and
regulated by the Gibraltar Financial Services Commission for the conduct of banking, investment and insurance mediation business.

The company is incorporated in Gibraltar under number 01294 and its registered address is 32 Line Wall Road, Gibraltar.

Societe Generale Private Banking Hambros is part of the wealth management arm of the Societe Generale Group, Societe Generale
Private Banking. Societe Generale is a French bank authorised in France by the Autorité de Controle Prudentiel et de Résolution,
located at 4, place de Budapest, 75436 Paris Cedex 09, and under the prudential supervision of the European Central Bank - ECB. Itis
also authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential
Regulation Authority. Further information on the SGPB Hambros Group including additional legal and regulatory details can be found
on www.privatebanking.societegenerale.com/hambros

Notice to US Investors: This document is not intended for US Persons under the US Securities Act of 1933, as amended and under the
various laws of the States of the US of America.

http://www.privatebanking.societegenerale.com.

© Copyright Societe Generale Group 2019. All rights reserved. Any unauthorised use, duplication, redistribution or disclosure in whole
orin partis prohibited without the prior consent of Societe Generale.

The key symbols, Societe Generale, Societe Generale Private Banking are registered trademarks of SG. All rights reserved.
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