CIO VIEWS
After the recovery, what is the
outlook for the economy and the
markets?

Most major economies confirmed their recovery during the summer, proving that growth is
indeed back. Driven by an improved global outlook, strong liquidity supply from central banks
and the accumulation of excess savings, equity markets are showing exuberant health.
Nevertheless, there is a certain heterogeneity in this recovery, reflecting the various public
health strategies implemented to fight Covid.
After the restart though, tensions on the productive apparatus and in particular on supply chains are
likely to constrain the recovery in some industries. Considering the sharp drop-in interest rates,
central banks continue to use their balance sheets to stimulate recovery and avoid anchoring
inflation expectations at too low levels. As asset allocation choices must accommodate for the lack
of remuneration in interest rate markets, stocks providing healthy inflation protection and high-risk
premiums are the default choice.
Chart 1: Central Banks stimuli 1
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Source chart 1: Société Générale Private Wealth Management, Bloomberg, September 2021
Past performances are not a reliable indication of future performances

1

CIO VIEWS | SOCIETE GENERALE PRIVATE WEALTH MANAGEMENT | 09.2021

The recovery of economies, which began at the end of last year, has been especially robust. The
supply-side policies implemented by governments have made it possible to effectively protect
economies and ensure that they would be able to quickly rebound after the crisis. The IMF forecasts
a global growth of 6% in 2021 and 4.9% in 2022, well above the level of +4.2% reached in 2010 after
the great financial crisis. Consumption has been flourishing, which can partly be explained by the
level of household savings accumulated over the past 18 months. Indeed, the savings rate had
reached 35% of disposable income during the confinement and although it is normalizing, it remains
relatively high at nearly 10%. The accumulated savings surplus combined to low household debt,
particularly in the United States, are conducive to a strong recovery in real estate.
Chart 2: US personal savings 2

The outlook remains positive for the manufacturing sector, but supply is likely to be affected by
tensions in supply chains. It is already obvious in the semiconductor sector, where shortages led to
plant closures in the automotive industry, for example. At their highest level in more than 20 years,
leading indicators point to a very strong recovery landscape in Europe and the United States. The
sequential decline in PMI indicators, which had reached a high point at the beginning of the summer,
should therefore not be interpreted as a slowdown in activity, but rather as a sign that the pace of
growth is normalising.
There is a certain desynchronization of growth between regions. The way governments define their
public health strategies to combat the Covid epidemic clearly has an impact on growth. Asian
countries often apply so-called "zero Covid” policies, which consist in implementing targeted
containment measures as soon as the first cases of Covid are detected.
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Source chart 2: Société Générale Private Wealth Management, Bloomberg, September 2021
Past performances are not a reliable indication of future performances.
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Thanks to high vaccination rates, Europe may consider relaxing distancing measures despite the
high contagiousness of the delta variant. In August, China's manufacturing PMI came out in
contraction zone for the first time since April 2020 due to the lockdown measures the country
enforced over the summer. This desynchronization of growth is also linked to base effects. Indeed,
China had emerged earlier from the Covid crisis in 2020 and its economy had suffered less over the
whole year.

Chart 3: Chinese Manufacturing PMI Contraction 3

Japan is also facing a slowdown in growth and the services PMI fell sharply in August in connection
with the announcement of a state of emergency as the country battles its strongest wave of infection
to date. This situation pushed the Prime Minister to resign when his approval rate had reached
record lows. In Asia, India is probably a special case. As the country suffered the full brunt of a very
strong wave of infection at the beginning of the year, we are now seeing a recovery primarily in the
economy and in services.
Health strategies are only one part of the equation, and it must be recognized that economic policies
have been much more accommodative in Europe and the United States than in the rest of the world
both on the fiscal and monetary fronts. The United States voted in August a $1 trillion infrastructure
spending plan to complement the American Jobs Act passed last March. The eurozone is not left
behind with its joint recovery plan: Next Generation EU.
Developed countries are carrying out a new monetary policy doctrine based on average inflation
targets. Faced with the steady decline in the neutral interest rate – the interest rate that allows full
employment to be achieved without causing inflation – central bankers have faced new hurdles in
the implementation of their monetary policy.
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Source chart 3 : Société Générale Private Wealth Management, Bloomberg, September 2021
Past performances are not a reliable indication of future performances.
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Indeed, the current situation, whereby monetary policy rates are at their lower bound (0% for the
Fed and -0.50% for the ECB), prevents central banks from stimulating recovery through interest rate
policy alone. This constraint poses the risk that economic agents will assume low inflation forecasts,
leading inflation to be too low and even sub-optimal for the economy. It is within this framework of
analysis that the Fed and more recently the ECB have set an average inflation target. The FAIT
(Flexible Average Inflation Targeting) leads to the implementation of constant and pre-determined
support measures when the economy is below its potential to prevent the decline in expected
inflation from taking root.

Chart 4: F.A.I.T explained4

Therefore, the Fed and the ECB maintain an asset purchase amount of $120 billion and €85 billion
respectively. Combined with large savings needs and a growing quest for risk-free assets, this
monetary stimulus is driving real interest rates into negative territory. Deflated by the expected
average inflation rate, US Treasury 10-year bonds show a yield of -1%. German government bonds
of the same maturity even reached -1.8%. This ultra-accommodative monetary policy creates
decidedly favourable conditions for asset markets. The influx of liquidity squeezes risk premiums
and reduces volatility since any decline is used to buy assets cheaply. The beginning of the Fed's
monetary policy normalisation could come at the end of the year but will remain intimately linked
to the situation in the labour market. At 5.2%, the unemployment rate in the United States has fallen
sharply since its high of 14.7% in April 2020. Nevertheless, the participation rate remains well below
pre-crisis levels, which continues to confirm a rather deteriorating labour market situation. The
Eurozone should follow suit and maintain a very accommodative bias. It is clear that central bankers
have been unmoved by the recently published inflation data. In the United States, the inflation rate
reached 5.4% in June and July. In the euro zone, inflation for the month of August has just come out
at 3% and +1.6% for core inflation (excluding food and energy).
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Source chart 4: Société Générale Private Wealth Management, Bloomberg, September 2021
Past performances are not a reliable indication of future performances. y
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However, reading these figures reveals important base effects on the one hand and effects related
to the reopening of economies on the other hand. This reading, combined with the formulation of
an average inflation target, implies that central bankers should remain fairly accommodating. More
than the weapon of interest rates, we believe that central banks will rather rely on macro-prudential
measures to curb any risk of a bubble in the credit market. It should be noted that they now have
tools that allow them to measure the commitments of financial institutions.
In this environment of strong recovery and abundant liquidity, equity markets must continue to be
privileged. Equity markets in developed countries now offer a credible alternative to yield-free bond
markets. The entire German yield curve is now in negative territory and there is more than $1.8
trillion in negative-yielding bonds. This does not even consider the effects of monetary erosion that
further reduces real returns. The pace of share buybacks and dividend payments are expected to
pick up and support markets. At this stage of the cycle, we favour a fairly balanced approach from a
style point of view, with a preference for quality stocks, nonetheless. Discounted securities were
indeed highly sought after at the beginning of the year but have now made their catch-up. European
equities are expected to do well compared to US equities in the coming months, as the high level of
vaccination protects the European economy from the risk of re-confinement. Moreover, the sectoral
composition of the European economy seems properly balanced.
Asia and emerging markets are lagging in terms of performance this year, reflecting a less robust
economic momentum, but also a strong regulatory tightening in China in the technology sector. The
Chinese Communist Party's goal of social welfare through a policy of "common prosperity" marks
an important turning point. In the face of these regulatory uncertainties, the Chinese stock market
has sharply corrected since its highs of last February and was down nearly 12% since the beginning
of the year at the end of August. Emerging equity indices now trade at a significant discount to
developed countries and could benefit from monetary and fiscal policy support measures by the end
of the year. Many emerging markets have thus completed their monetary tightening policy, and in
China, the PBOC could support liquidity by reducing the reserve requirement ratio.
The energy transition remains a theme of strong growth and should continue to offer higher growth
prospects. Taking these issues into account makes it possible to reduce risks for investors. We
maintain a constructive view on these values for these reasons.
Among fixed income markets, the variable-rate bonds and inflation-linked bonds segments are the
most appealing ones. In the euro area, Southern Europe continues to offer higher yields than
German rates. Yields offered by emerging bond markets are more attractive and the segment should
benefit from the monetary easing cycle that is starting. Gold continues to make sense in a diversified
portfolio thanks to its haven status; it can effectively protect a portfolio in the event of extreme risk.
After a good start to the year, it may be tempting to take profits. However, the lack of investment
opportunities on yield assets on the one hand and the prospects of renewed growth on the other
hand led us to continue to favour equity markets, but also gold in our allocations.
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Investors must learn to live with a new monetary policy doctrine whose effects are generally
favourable to investment. Europe has real potential and, after a decline at the beginning of the year,
emerging markets should benefit from renewed momentum. We also maintain a balanced approach
from a management style point of view, preferring quality stocks. The energy transition and its
challenges in terms of growth are significant, which warrants a central place in investment choices.

Chart 5: Equity Performance5
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Source chart 5 : Société Générale Private Wealth Management, Bloomberg, September 2021
Past performances are not a reliable indication of future performances.
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Warning
Societe Generale Private Banking ("SGPB") is the societe generale group's business line dedicated to wealth management, operating
through its headquarters within Societe Generale S.A. and its network (departments or separate legal entities (branches or subsidiaries))
located in the territories mentioned below, acting under the brand "Societe Generale Private Banking", and distributors of this document.
General warning
This promotional document, subject to modification, is provided for informational purposes only and has no contractual value. The
content of this document is not intended to provide investment advice or any other investment service, and does not constitute, on the
part of any entity of Societe Generale Private Banking, an offer, a personalized recommendation, nor advice with a view to the purchase
or subscription or sale of an investment service or the product(s) concerned, nor to invest in the mentioned asset class. The information
contained in this document does not constitute legal, tax or accounting advice. Some wealth products, services and solutions may not be
implemented within all Societe Generale Private Banking entities. They depend on the laws applicable locally, and depending on the
applicable tax laws and regulations, these solutions, products and services may not be adapted or authorized in certain countries and
must comply with the Societe Generale Group's Code of Tax Conduct. Some of the investment products and/or services mentioned may
present various risks, involve a potential loss of the entire amount invested or even an unlimited potential loss, and therefore be reserved
only for a certain category of investors, and/or suitable only for sophisticated investors who are competent for these types of investment
products/services/asset classes. In addition, access to some of these products, services and solutions is subject to conditions including
eligibility. Your private advisor is at your disposal to discuss these solutions, products and services with you to see if they meet your needs
and if they are adapted to your investor profile. Consequently, before making an investment decision, as the case may be and the
applicable legislation, the potential investor will be questioned by his private advisor within the Societe Generale Private Banking entity
of which he is a client about his knowledge, investment experience, as well as his financial situation and investment objectives, in order
to determine with him whether he is competent to subscribe for the financial product(s) and/or investment service(s) envisaged and
whether the investment product(s) or service(s) is/are compatible with his investor profile and investment objectives. The potential
investor is also required, before any investment, to contact his independent external legal, tax and financial advisors in order to obtain all
the financial, legal and tax information that will allow him to assess the characteristics and risks of the product(s)/service(s) envisaged, as
well as their tax treatment, in the light of his personal situation. The provision by a Societe Generale Private Banking entity of an
investment service and/or the subscription of product(s) by a potential investor requires the latter to first acquaint himself, understand
and sign the related contractual and informative documentation, in particular on the associated risks (prospectus, document entitled
"Key Information Document for the Investor", Term sheet etc.). This documentation is available on request from his privy advisor. The
potential investor must not base his investment decision and/or give an investment instruction solely on the basis of this document. Any
subscription to investment products or services may have tax consequences and no Societe Generale Private Banking entity provides tax
advice. The potential investor should also rely on independent tax advice (if necessary). It is the responsibility of any person in possession
of this publication to inform themselves and to comply with the legal and regulatory provisions of the jurisdiction concerned. This
publication is in no way intended to be distributed to any person or jurisdiction for which such distribution would be restricted or illegal.
This document is in no way intended for distribution in the United States or to any U.S. tax resident. The price and value of investments
and the income derived from them can fluctuate, both upwards and downwards. Changes in inflation, interest rates and exchange rates
can have negative effects on the value, price and income of investments denominated in a currency other than that of the client. Any
simulations and examples contained in this publication are provided for illustrative purposes only. This information is subject to change
in the light of market fluctuations, and the information and notices mentioned in this publication may change. No Societe Generale Private
Banking entity undertakes to update or modify this publication, and will not assume any responsibility in this regard. The sole purpose of
this publication is to inform investors, who will make their investment decisions without undue reliance on this publication. No Societe
Generale Private Banking entity can be held responsible in the event of any direct or indirect loss related to any use of this publication or
its content. No Societe Generale Private Banking entity offers any guarantee, express or implied, as to the accuracy or completeness of
this information or as to the profitability or performance of any asset class, country, market. This document is not intended to list or
summarize all the terms and conditions of financial products, nor to identify all or part of the risks that could be associated with the
acquisition, disposal of a financial product / investment in a mentioned asset class. The historical data used and the information and
opinions cited come from or are based in particular on external sources that Societe Generale Private Banking entities consider reliable
but that they have not independently verified. No Societe Generale Private Banking entity will assume any responsibility for the accuracy,
relevance and completeness of this data. Any information on past performance reproduced does not guarantee future performance and
may not be repeated. The value of an investment is not guaranteed and the valuation of investments can fluctuate. Forecasts of future
performance are based on assumptions that may not materialize and therefore do not constitute any assurance or guarantee with respect
to the expected results of investments in the asset classes mentioned.
This document is confidential, intended exclusively for the person to whom it is given, and may neither be communicated nor brought to
the attention of third parties (with the exception of external advice and provided that they themselves respect its confidentiality), nor
reproduced in whole or in part, without the prior written consent of the Societe Generale Private Banking entity concerned.
Conflicts of interest
As a general rule, societe generale group companies may be market makers, carry out transactions in the securities referred to in this
document, and may provide banking services to the companies mentioned in this document, as well as to their subsidiaries. The
companies of the Societe Generale group may, from time to time, carry out transactions, generate profits, hold securities or act as an
advisor, broker or banker in connection with these securities, or derivatives of these securities, or in connection with the asset classes
mentioned in this document. Societe Generale group companies may be represented on the supervisory or administrative board of these
companies.
Employees of the Societe Generale Group, or persons or entities related to them, may, from time to time, hold a position in a security or
asset class mentioned in this document. Societe Generale group companies may acquire or liquidate, from time to time, positions in the
securities, or underlying assets (including their derivatives) mentioned in this document, or in any other asset as the case may be, and
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therefore any return to a potential investor may be directly or indirectly affected. Societe Generale group companies have no obligation
to disclose or take this document into account in the context of advice or transactions with a client or on behalf of a client. The Societe
Generale Group maintains an administrative organization that takes all necessary measures to identify, control and manage conflicts of
interest. To this end, Societe Generale Private Banking entities have implemented a conflict of interest management policy to prevent
conflicts of interest. For more details, SGPB's clients can refer to the conflict-of-interest management policy provided to them by the SGPB
entity of which they are clients.
Level of risk
In order to draw the attention of potential clients to the risk associated with each investment solution, Societe Generale Private Banking
has classified each product according to its specific level of risk, on a risk scale ranging from the least risky to the riskiest level.
This risk classification represents an internal risk indicator at Societe Generale Private Banking. There are five levels of risk, from R0 (lowest
risk) to R4 (highest risk).
Risk Profile: R0: Very Low - R1: Low - R2: Medium - R3: High - R4: Very High
For example, "Risk Level R1" corresponds to a defensive risk profile. These indicators are based on the Value at Risk 95% 1 year (VaR). The
VaR corresponds to the maximum amount that the portfolio considered to lose under normal market conditions over a given period with
a given probability. If the 95% 1-year VaR is y%, it means that the probability that the portfolio will not lose more than y% of its value in 1
year is 95%.
Potential risks in case of investment
Capital loss risk, volatility risk, small and mid-cap risk, credit risk, counterparty risk, issuer risk, liquidity risk, discretionary management
risk, foreign exchange risk and market risk.
Jurisdiction-specific warnings
Luxembourg: This document has been distributed in Luxembourg by Societe Generale Bank and Trust ("SGBT"), a public limited company
registered with the Luxembourg Trade and Companies Register under number B 6061 and a credit institution authorised and governed by
the Commission de Surveillance du Secteur Financier ("CSSF"), under the prudential supervision of the European Central Bank (ECB), and
whose registered office is located at 11 avenue Emile Reuter – L 2420 Luxembourg. Further details are available on request or on
www.sgbt.lu. No investment decision whatsoever could result from the mere reading of this document. SGBT accepts no responsibility
for the accuracy or other characteristic of the information contained in this document. SGBT accepts no responsibility for the actions of
the recipient of this document solely on the basis of the latter, and SGBT does not present itself as providing advice, in particular with
regard to investment services. The opinions, views and forecasts expressed in this document (including its appendices) reflect the
personal opinions of the author(s) and do not reflect the opinions of others or SGBT, unless otherwise stated. This document was prepared
by Societe Generale. The CSSF has not carried out any analysis, verification or control over the content of this document.
http://www.privatebanking.societegenerale.com
© Copyright Societe Generale Group 2016. All rights reserved. The unauthorized use, reproduction, redistribution and disclosure of all or
part of this document is prohibited without the prior consent of Societe Generale S.A.
The key symbols, Societe Generale S.A., Societe Generale Private Banking are registered trademarks of Societe Generale S.A. All rights
reserved.

SOCIETE GENERALE PRIVATE WEALTH MANAGEMENT
18 Royal Boulevard
L-2449 Luxembourg
www.sgpwm.societegenerale.com

8

CIO VIEWS | SOCIETE GENERALE PRIVATE WEALTH MANAGEMENT | 09.2021

