Monthly Macro Insights

December 2021

Rothschild& Co

Asset Management




Marc-Antoine Collard

Chief Economist,

Director of Economic Research
Rothschild & Co Asset Management Europe

Pandemic headwinds are once again strengthening as on-going Covid-19 outbreaks
continue to restrict mobility and pockets of low regional vaccinations create
breeding grounds for new strains of the virus. Meanwhile, in durable goods sectors,
persistent logistical problems occur where supply bottlenecks are most concentrated
and, with increasing food and energy costs, have led to higher and more enduring

inflation than expected.

Global business confidence
little changed... for now

China’s Caixin/Markit business'® confidence
index fell from 50.6 to 49.9 in November

as an improvement in the production sub-index
- due to fading power supply issues -

was more than offset by new orders dropping
below the 50-threshold, in the contraction zone.
In the services sector, confidence tumbled

by almost two points to 52.1, as firms indicated
that measures to curb the spread of Covid-19
had dampened new order inflows. In fact,

the authorities have warned that the fast-spreading
Omicron variant could cause challenges

(1) Indicator reflecting the confidence of purchasing managers in a sector of activity. Above 50, it indicates an expansion of activity, below 50, a contraction.

(2) Source: Bundesbank, 22/11/2021.
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in hosting next February’s Winter Olympics

in Beijing amid a zero-Covid policy. Overall,

these data suggest that China’s economic activity
softened in November after the small rebound

in October.

In Europe, Germany now finds itself at the epicentre
of rising virus infections. Confidence among

both businesses and consumers may end

the year at levels well below the peaks registered

in the spring. The Bundesbank warned

in its latest Monthly economic bulletin®

that the German economy has probably hit

a soft patch in Q4 2021 on the back of input

and labour shortages, and because

of new restrictions designed to fight the pandemic.
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However, confidence improved in other countries,
namely in Asia-ex-China, and according

to the Markit business confidence index,

global economic growth remained resilient

in November despite the resurgence

of the pandemic. The manufacturing index
edged down slightly to 54.2®), although overall
confidence has not changed much over

the past four months. Rates of increase in the input
costs and output charges for sub-components
eased, but they remained among the steepest

in the survey’s history, suggesting inflation
pressures persist. In the services sector,

the new wave of Covid cases has convinced
many countries to tighten travel restrictions

and inflation has hurt households’ purchasing
power, yet confidence remained - surprisingly -
unchanged. Although Omicron might be the most
infectious Covid variant so far, there is currently
no clear evidence as to whether it will cause worse
symptoms or if vaccines will become ineffective.
In addition, a strong labour market

and an elevated saving rate provided enough
scope for the consumer to shrug off the pull

from higher inflation.

Between a rock and a hard place

Large increases in commaodity prices,

supply shortages, and higher transportation

costs are key factors that have pushed up prices
around the world. Headline consumer price inflation
is projected to peak by the first quarter of 2022

in most advanced and emerging-market
economies, before moderating gradually.

Indeed, aggregate wage pressures remain limited

(3) Source: Markit Index, 30/11/2021.
(4) Source: Eurostat, 30/11/2021.

despite a rise in some sectors, while bottlenecks
and supply chain disruptions are expected

to ease as capacity expands and consumers’ goods
demand moderates. However, although monetary
policy has been tightened in most emerging
countries, uncertainty has increased

about reactions from central banks in advanced
economies.

In the Eurozone, inflation surged to a record high
for the era of the single currency, reaching 4.9%*
in November, with core inflation rising to 2.6%.
The ECB has redoubled efforts to reassure
investors that the rise was mainly driven by energy
costs and a series of one-time factors. That said,
price pressures might take longer to subside,
stoking speculation about the future course

of monetary policy. At the December 16

meeting, the ECB is set to announce the end

of the PEPP® and outline how regular purchases
- currently at €20bn per month - will develop,
and some Governing Council members might strive
for a swifter exit due to recent inflation data.

Surging energy prices pushed UK inflation

to 4.2% in October®, the highest level in a decade.
The Bank of England (BoE) expects inflation

to rise, further to around 5% in the spring

of 2022, before falling back toward its 2% target
by late 2023, as the impact of higher oil

and gas prices fades and demand for goods
moderates. Yet, the jump in prices increased

the likelihood that the BoE will have to raise interest
rates at its December meeting, especially

as the labour market continued to improve,

with the unemployment rate falling to 4.3%",

(5) The Pandemic emergency purchase programme (PEPP) is a temporary asset purchase plan initiated during the 2020 health crisis.

(6) Source: ONS, 30/11/2021.
(7)Source: ONS, 30/11/2021.
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not far from the 3.8% pre-pandemic level.

That said, while the BoE looks set to raise

rates earlier than most central banks in advanced
economies, the pace of normalisation

is nevertheless expected to be fairly modest,

with rates rising just 65bps to 0.75%

by the end of 2022 according to financial markets.

In the US, Congress has once again avoided

a government shutdown, with an agreement

to fund the government through mid-February.
However, the debt ceiling negotiations remain
challenging. Meanwhile, the payroll survey®
showed the economy added only 210,000 jobs

in November, less than half of estimates.

On the other hand, the unemployment rate
plunged to 4.2%, which is explained by the fact
that it is calculated using the household

survey® and 1.1 million jobs were created.

There are conflicting signals from these two
surveys, which will add uncertainty regarding
monetary policy. What's more, while global supply
shocks affecting trade and manufacturing should
ease over time, it is less clear that the problems

linked to reduced labour supply will disappear soon.

The participation rate has not recovered
from its lockdown lows and, combined

(8) Source: BLS, 30/11/2021.
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with a mismatch between labour demand

and supply, has resulted in a large number

of unfilled vacancies and recruitment challenges.
In fact, the average working week ticked up

to an elevated 34.8 hours in November®,
indicating that firms are using their existing
workforce more intensively, likely because

of difficulties finding more workers.

The Fed still foresee that inflation may recede

next year, yet Chair Powell recently acknowledged
that it is proving to be more powerful and persistent
than expected. Accordingly, the Fed might end

its asset purchases earlier than planned - maybe
in March 2022 - which will create some space

to raise rates well before the end of next year

if needed. In turn, the yield curve is flattening

as investors scrutinise whether the pandemic
recovery can weather diminishing monetary policy
support and potential risks from the Omicron
variant. Indeed, as the trajectory of Covid infections
in the US have lagged that of Europe, it remains

to be seen whether evidence of a winter wave

of infections will emerge in America at the turn
ofthe newyear. m

Completed writing on 6 December 2021
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Performance of the indices and interest rate levels

Price as of 1 month 2021
30/11/2021 % change % change
CAC 40 6721 -1.6% 21.1%
Euro Stoxx 50 4063 -4.4% 14.4%
S&P 500 4 567 -0.8% 21.6%
Nikkei 225 27 822 -3.7% 1.4%

EUR/USD 113 -1.9% 7.2%
EUR/JPY 128.32 -2.6% 1.7%
Price as of 1 month 2021
30/11/2021 bp® bp®
Interest rates
4 Eurozone -0.94% 11 18
(=]
I United States 0.05% 0 1
M Eurozone -0.35% 24 22
(]
>
= United States 1.44% 11 53

(1) Basis point.

Source: Bloomberg. data as of 30/11/2021. Performances in local currency.

Past performance is not a reliable indicator of future performance and is not constant over time.
Index’s performance is calculated on the basis of net dividend reinvested.

Disclaimer

The comments and analyses in this document are provided purely for information purposes and do not constitute any investment recommendation or advice.
Rothschild & Co Asset Management Europe cannot be held responsible for any decisions taken on the basis of the elements contained in this document or inspired
by them (total or partial reproduction is prohibited without prior agreement of Rothschild & Co Asset Management Europe). Insofar that external data is used to
establish terms of this document, these data are from reliable sources but whose accuracy or completeness is not guaranteed. Rothschild & Co Asset Management
Europe has not independently verified the information contained in this document and cannot be held responsible for any errors, omissions or interpretations of
the information contained in this document. This analysis is only valid at the time of writing of this report.

Rothschild & Co Asset Management Europe, organized under the laws of France, registered with the Trade and Companies Register of Paris RCS Paris 824 540 173.
A management company licensed by the Autorité des Marchés Financiers under N° GP 17000014, having its registered office 29, avenue de Messine,
75008 Paris, France

No part of this document may be reproduced, in whole or in part, without the prior written permission of Rothschild & Co Asset Management Europe, under pain
of legal proceedings.

About Rothschild & Co Asset Management Europe

As the specialised asset management division of the Rothschild & Co group, we offer personalised asset management services to a broad client
base of institutional investors, financial intermediaries and distributors. Our development is focused on a range of open-ended funds, marketed under
four strong brands: Conviction, Valor, Thematic and 4Change, and leveraging our long-term expertise in active management with conviction as well as in
delegated management. Based in Paris and established in 10 European countries, we manage more than 23 billion euros and employ nearly 160 people.
More information at: www.am.eu.rothschildandco.com

5 | Monthly Macro Insights | Rothschild & Co Asset Management Europe | December 2021



Contacts

France - United Kingdom

Germany - Austria

Paris

29, Avenue de Messine
75008 Paris
+33140744074

Frankfurt

Borsenstrafe 2 - 4
Frankfurt am Main 60313
+49 69 299 8840

Switzerland Belgium - Netherlands - Luxembourg
Geneva Brussels

Equitas SA Avenue Louise 166

Rue de la Corraterie 6 1050 Bruxelles

1204 Geneva +322627 77 30

+41 22 818 59 00

For further information
am.eu.rothschildandco.com

Rothschild& Co

Asset Management

Italy - Spain

Milan

Passaggio Centrale 3
20121 Milano

+39 02 7244 31

Join us on
LinkedIn



https://am.eu.rothschildandco.com/fr/
http://www.linkedin.com/showcase/rothschild-&-co---asset-management-europe
https://am.eu.rothschildandco.com/fr/

