Investment
Managers

I\/Ionthly INVe

e AXA IM Research

e Januar;QOZZ




SummaryJanuary 2022

Theme of the month: The impact of Omicron

A The emergence of the Omicron variant in late November quickly resulted in surging cases across the world. Yet hospitatisdéaths have been
more subdued as Omicron has caused less severe infections. This could see disruption followed by increased global ieinstifutyisgwaves.

A Governments have enacted a range of restrictions in the face of Omicron, but on balance less than in previous waves.datasthur has also
changed with observed drops in consumer spending. A weaker turn of year is likely to give way to a firmer rebound intdtisarisimall net effect.

A Shortterm Omicron disruption may lift inflation in the coming months but exacerbate a drop in inflation thereafter as sugiplyiofprove, labour
supply increases and consumers reduce their bias towards goods purchases. Yet downside risks in EM and China couldspephetiratie inflation.

Macro update: Bracing for tightening

A Geopolitical tensions have risen, with concerns of a Russian invasion of Ukraine. This would spark a matéfiélirtis&r energy prices pressures and
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A The expected swift passage of the Omicron wave has left markets expecting tighter monetary policy fromghénEexthe labou market has
tightened more quicklg and in the UK and Canada, amongst other developed economies.

A Inflation has risen further. This may be close to a peak in several regions (US, Canada and the Eurozone), althougiethe@hicton disruption
could see pressures persist. The transitional aspects of the inflation surge should fade visibly from therspeating thework left for central banks.

Investment strategy: risky assets caught between hawkish central banks, earnings angst and geopolitical risk

A EX: The forward level of interest rate differential has been more relevant for currency markets, hence further USD uipstdevagéelders and EUR in
particular is possible. That said, USD is starting to look expensive, and it is wise to start looking for cheaper natiyealter

Rates: Last year was full of surprises on inflation and the Fed policy path has repriced notably as a result. Thecingfofemlicy expectations is not
confined to the Fed, though. However, the USD 2y3y/5y5y spread suggests that rate expectations are very close to tidintasiorum.

A

A Credit: 2022 has seen the worst start in global credit in 25 years, but predominantly due to interest rates rather thds. gfedhink that a relative
overweight of HY over IG should continue to reap benefits in 2022, as we enter the Fed normalisation cycle and defapéctaters remain benign.

A

Equity: In a year shaped by the normalisation of US monetary policy, stocks are going through a tortuous gativido®asedn our wage growth
forecasts, profit margin growth is expected to decelerate and even decrease from the third quarter of 2022 onwards. e maddeate overweight.
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Central scenario

Summary Key messages

-

Inflation

Gazadft et

G NJ

pressures ease visibly from
Spring 2022. Threat from

Growth

Rebound continues. Virus a
supply risks to recede in H
2022. Supported by exces

saving spending in many D

Rates

~N

Gentle rise in longeerm rates,

driven primarily by rising real rates
in a what stilexpectedto-be

a measured tightening cycle)

aai

persistent labour supply issues
\_ and more region specific.

( Monetary policy \

Divergence. Those with supply
side issues and tight labour
markets tighten (US, UK, Ca)
those without do notKz Jp.
EMs pressured by inflation
expectations and FX. j

\_

Our central scenario
Fading virus allows inflation
retracement as recoveries persist

We forecast global growth to rise by
4.1% in 2022 and 3.6% 2023.

Economic growth persists despite supply
pressures and tighter monetary policy.
Inflation and supply constraints recedg

r

Credit

Benign spread regime can
extend into 2022 favouring
higher beta carry while still
problematic for duration risk.

Fiscal policy

Expect reduced US package later
in Q1. Support in Europe more
gradual, but persists. UK NI t

rate in doubt around energy hikes.

Emerging Markets

Omicron sweeps, but delivering
a boon or bust? Inflation
requires further monetary

tightening, exacerbated by F

FX

Fed pricing favours dollar for no

European election uncertainty to
weigh H1. Dollar outlook weaken

by inflation and politics H2 2022

Equities

Strong earnings surprises in 2021
are set to diminish in 2022 bu
above trend growth should prove
supportive of earnings.

Investment
Managers




Alternative scenarios
Summary; Key messages

Entrenched supply shocdfprobability 25%)

[ What could be different?

~

- Coronavirus mutation sees renewed outbreaks

- Postpandemic structural changedabour market withdrawal
and goods demand persist. Supply shocks last longer

- Geopolitical tensionsspilloverin postCovid world
k Nervous households maintain high saving buffers j

(What it means \

- Growth weaker, employment rebound softer, but inflation
remains more elevated

- Monetary policy iHequipped to deal with supply shocks,
deteriorating inflation credibility forces tighter monetary policy.

\ in DMs )
\

[Market implications

- Risk appetite deteriorates / equities sell off / credit widens
- Safehaven rates rally resumes
- EM debt to come under pressure

\_ J

A global boost(probability 10%)

/" What could be different?

- Vaccine rolls out more quickly spurring pamt demand burst

- Labour market participation recovers, strong income growth
and easing inflation pressures

- Productivity boost following investment rebound and structu
\ post-pandemic adjustments

(What it means \

- Growth surprises on the upside in most regions
- Inflation fades towards and below central bank targets
- Monetary policy proves more patient than expectations

- J

(Market implications

lead over value
- UST softens, EUR strengthens
- Spreads grind tighter

- Riskon environment, equities make further gains, growth retajns
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RISIKRadar

Summary; Key messages

Labour market Climate Change
scarring transition effects
Chinachard Global¢ Trade and

landing currency wars

Europeg Sovereign
debt crisis repeat
Chinag property
inspired financial
pressures
----- in/France Globalg Rise of populism
- g~
.............................. J N Ire eleCtlonS, anmdy USC Chlna .
........ refs Sctidand NI) decoupling persists
Short term Long term
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The impact of Omicron
hYAONRY OFNAIFIYy(iQa NFYLAR aLINBIR

Increased transmissibility

- The Omicron variant was first discovered in South Africa on 24 November 2021. The level of global cases recorded want from 3.
in that week to 20.8m in the latest week (John Hopkins). The rise in cases has been far faster than with previous variants.
Transmissibility is estimated to be around four times that of the Delta variant. It has also evaded previous immunitgcaoss v
to natural immunity.

Faster burrout

- Yet the faster transmissibility and spread of the virus also appears to have resulted in a fasteubWkfith light increasem
restrictions, infections peaked in South Africa and have fallen in subsequent weeks, almost as quickly as they rose. A simila
pattern followed first in London, and then more broadly across the; &pulations that are likely more comparable with other
developed economies. Omicron now appears to be around a peak in the US, across the Eurozone and in Canada.

Omicron variant spread faster than any previous waves Accelerated rise and fall of current wave compared to previous
New cases per million population Surges in Covid-19 cases by strain
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The impact of Omicron
Reduced severity of cases

Reduced hospitalisations

- Concentrating on the more comparable populations of the UK, we can observe three phases of COVID and hospitalisations: pre
vaccination (before March 2021), pesccination (MaiNov 2021) and omicron (Dec 201Normalising the postaccination
phase, we can see that praccination hospitalisations were much higher relative to cases; during omicron hospitalisations have
been much lower. Across London and the UK hospitalisations have been running at approx. half the rate of the previous phase.

Reduced severity common across international economies

- Although the lags in cases with other countries and then with hospitalisations makes broader international comparisonsg,tentat
a reduction in the ratio of hospitalisations to cases is apparent in a number of economies. In fact, initial evidence $wgdhst
'YQa NBRAzOGA2Y Ay K2aLAdlFf FRYA&aaAirAzya 2F | NRdzyR | KFEF YI
drops. A similar trend is also observed in the relationship between cases and deaths.

UK hosnital admissions far below cases durina omicron wave International evidence corroborates fallina hospitalisation rates

Covid-19 cases and hospital cases Ratio of hospitalisations to cases
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Source: OWID, UK Health Security Agency, AXA IM Research, January 2022 Source: OWID, UK Health Security Agency, AXA IM Research, January 2022
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The impact of Omicron
Exogenous to endogenous reactions

Omicron led to a range of restrictive actions
- Arange of government restrictions followed the emergence of Omicron. Germany tightened restrictions through the later Delta
6 @S YR Ayidi2 hYAONRY® CNIyOSQa NBalLkRyaS glFa fAYAGSRI 0 dz
from-home, but joined the US with relatively looser restrictions. The Omicron spread has occurred regardless of restrictions.
Behavioural reactions
In the absence of government restrictions, individuals curtailed their own behaviour
- ¢KS 2dzioNBIF{ AYLI OGSR 5SOSYoSNna alfSaoe | { alftsSa RNRLILISR
occurred even as consumer spending has gravitated more towards retail consumption during COVID episodes.

- Consumer services are expected to have fared worse. Open Table records a material drop in diner numbers in the US, Germany
and the UK. This is suggestive of a broader trend in consumer services

Increased restrictions follows heterogenous course Falling restaurant bookings barometer for wider consumer services
Oxford Stringency Index Open Table: Seated Diner Data
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The impact of Omicron
The combined impact

Gauglng with Google

We look at mobility metrics as a means of merging the impacts of exogenous and endogenous reactions to the Omicron outbreak
There has been a marked drop in activity from around the second half of December. Declines were about as large in Germany,
where restrictions were high, as in the UK, where restrictions were low. In the UK there has been a strong relationskip betwe
mobility and GDP. We expect GDP to contract in the UK in December and January.

Mostly made up

- This pattern of growth is likely to be echoed across regions resulting in softer Q4 GDP growth and a weaker still Qiw2022. Ho
we anticipate a marked rebound in activity in February as Omicron fades. This is likely to lift Q2 economic activitpd®n bala
while we expect the direct impacts of Omicron to weaken the shenin outlook and shift the pattern of growth, we expect the

overall rate of growth to be broadly unaffected (forecasting 4.

9% vs 5.0% in the UK).

Google mobility falls sharply and across different economies Link between mobility and GDP suggests output declines ahead

Google Mobility éJDKPGDP and Google Mobility {ex Parks and Home)
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Google mob
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Source: Google, ONS, AXA IM Research, January 2022
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The impact of Omicron
The growth uncertainties

Emerging Market boon or bust ?

- Most EMg particularly outside of Latin Americghave low levels of vaccination. Omicron can be expected to spread quickly.
Reduced severity should spare most EMs the worst that a spread of Delta could have delivered. It should also leave population
immune to future waves of COV{yuicker than waiting for vaccines. This could boost EM growth from H2. However, reduced
severity may be a function of vaccination. With Omicron cases expected to be high, this could still be highly disrigotne Edvi
economies.

Can China tame Omicron as well ?

- China has minimized infections from COVID so far with an effectiveC£@¥tD strategy. We do not expect China to choose to
relinquish this strategy, but it will be more difficult to maintain with the more transmissible Omicron. If Omicron break<tina
its population of 1.4bn, without MRNA vaccine protection and little natural immunity would likely suffer a severe outlegaid B

) impacting Chinese %thh, this could have a marked impact on satellite economies and global supply chains. .
Omicron may resolve low EM immunity A material outbreak in China could have marked growth implications

Share of people vaccinated against Covid-19

Chile Y o 2% China's retail sales growth vs. new inreases of COVID-19 cases
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The impact of Omicron
Three transmission channels to inflation

Supplychain pressures

- hYAONBYQa RAA&ANHzZLIGAZY A& fA{1St & icianimBrovedientIwhidh todild difedhfaNda S G Sy
higher. Yet a faster fading virus should help inflation fall more quickly thereafter, particularly if EMs rebound witle siierece
against future waves. Risks to EMs and China would impact supply chains and suggest more persistent inflation.

The goodg; services balance

- If the virus fades more quickly after Omicron, the bias of developed economy consumer demand to goods is likely to revert to
services, more broadly easing supphain stresses and helping bring goods price inflation down more quickly.

And the endogenous labour withdrawal

- The virus has also led to a reduction in labour supply in many countries. As it fades, supply should recover and damnopemnyinfla

wage growth. _ _
Omicron could reverse easing supply chain pressure US labour market withdrawal has in part been a result of COVID
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The ups of inflation and the downs of growth
us

Inflation at a fortyyear high
- 5SOSYOSNRa /tL AYyFElraAz2y NeraS G2 tvom: Fa dzaSR OF NainflatighR NB
all appearing to have peaked, inflation could soon ease. However, supply disruption risks (from the Omicron wave)pafitiogéo
pressure (Ukraine) on energy prices threatens a few more elevated months. Inflation should fall visibly from Spring amed we lo
our 2023 outlook, now anticipating faster policy tightening. We forecast inflation to average 4.6% in 2022 and 2.6% in 2023.

GDP expectations softening

- Retalil sales dropped by 1.9% m/m in December and the Atlanta Fed GDP now tracker fell backdad).,08loger to our own
4.8% forecast. In December, we forecast growth in 2022 at 3.5%, below the 4.0% consensus and 2.7% in 2023. Although consen
forecasts have softened to 3.8% for this year, we lower our outlook further on a now expected faster pace of Fed tighening.
now forecast GDP growth of 3.3% and 2.5% for this year and next (consensus 3.8% and 2.5%).

Significant supply disruption underpinned inflation surge Q4 GDP outlook drifts lower
US Supply Conditions Index Atlanta GDP
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Fed to move sooner

US

Firmer labour market underpins sooner hike expectations

Despite subdued payrolls growth in the past two months at 199k and 249k, the household survey recorded much firmer
employment, up 650k and 1,090k, unemployment at 3.9% and pay growth of 0.6% m/m in December. This could reverse somewh
2O0SN) 0KS O2YAYy3 Y2y(iK&ax odzi GKS f1F062dzNJ YFENJSG FLILJISKFN#E (A3
off. As such, we now forecast four 0.25% rate hikes this year to-(128%0), starting in March and three in 2023 (to 12760%).

Lining up QT

5S0SY0SNNR&a Cha/ YAydziSa y20SR O2yaARSNIGAz2zy 2F F oLt yoOS
that the Fed will announce QT in Q3 and ultimately allow $60bn in USTs and $30bn in MBS maturities per month. This would see
modest tightening this year, but a reduction of around $1trn in 2023. The impact of this tightening will in part deperd on th
AYUSNI OlA2Yy SAGK 20KSNJ fAljdZAR K2t RAy3aa 2y (KS CSRQa ol fl y

Labour market appears tight on household survey Reverse repo holdings likely to dampen QT impact
US Payrolls Real yields and monetary policy
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Brighter days on the horizon
Euro area

The worst of the Omicron wave is probably behind us

-  Cases are easing in several countries, while hospitalisations have remained at a manageable level. Restrictions aegrigealyao

a few extra weeks but should ease thereafter.

Near term economic developments are mixed

- In Germany, both manufacturing and services PMIs surprised to the upside, but dipped somewhat in France. Businessalimate als
slightly deteriorated while consumer confidence was broadly flat. We believe there is downside risks to our Q1 GDP fuighcast w

currently stands at +0.6%.

Short term Outlook : two majors risks to monitor
- Germany would be the most exposed to the suppIK F Ay RA & NHzLJG A 2 Y

tensions rise around Ukraine.

Buoyant industries but struggling services

German and French PMls

Z-Score

4 L
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16 Source: IHS Markit, AXA IM Research, January 2022

Euro zone Private consumption
.

Stabilisation in consumer confidence point to private

f A1 St & -/AhT+ LhSYOR Q.BERfyA QB
- Energy price and broader inflationary pressures on consumer purchasing power This could be further exacerbated if geopolitica

consumption normalisation January

Z-score

2018 2019

Consumer confidence (Z-score)

. . . . . . . — 20
2020 2021
Consumption expenditure (RH Scale)

Source: Refinitiv Datastream and AXA IM Research Jan 22
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Euro area

Inflation: we have probably seen the peak in December

¢ KS

LYFetFadA2y LISF{ISR G pré2é odzi NBYFIAYSR YAESR | ONR aa eCBur |
France)The end of the Germany VAT cut effect will reduce the Eurozone core rate by around 0.5 pp from January, but price press
are likely to persisteflecting energy and food past pricéaround 2% in Q1)

Beyond Q1, electricity and gas contributions to inflation should ease, as should supply constraints. However, recentavdgesta
point to homogeneous upside pressure across the Eurozone, but with further labour market improvement expected, this could
materialise through 2022023.

9/ . Qa AYFElLaGA2y 2dzif 221 A& OKratd hikSiya®dher2022 G KS Y I NJ
We believe this is premature and would jeopardise economic activity as inflation should ease materially over the secd202alf
(from 4% to 1.9%). Recent ECB speechasluding from hawkg do not point to such early actions in our opinion. We believecae
Fd GKS aGFNIO 2F wnuo ¢2dzfR 6S GKS SIENIASAG | LILINE LINKQ (\8SO v
purchases end is not appropriate and is likely to be amended in the future.

Government measures only offset a share of the rise in energy prices Still muted wage growth

17
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