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KEY INDICATORS - WHAT ARE WE LOOKING AT?

* Economists are looking for data to corroborate model-based forecasts, with huge structural changes and
dislocations to the normal patterns due to the pandemic and energy crisis

* Monetary policy - how does the monetary transmission work?
* What are the lags, has transmission changed, are there other factors at play?

* Surveys and granularity increasingly important, but does it improve forecast accuracy? Momentum vs fundamental
analysis

e Growth and inflation outlook
* Business sentiment surveys
* EC’s survey of factors limiting production

Data revisions

Bank Lending Surveys

Household and corporate balance sheets

Wage indicators

Real interest rates
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MACROECONOMIC IMPACT OF ECB INTEREST HIKES

Impact of monetary tightening according to a suite of models

(percentage points)
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Source: ECE calculations based on the MAWM Il model (see Coenen et al., op. cit.), the MMR model (see Mazelis et
al., op. cit.) and the ECB-BASE model (see Angelini et al., op. cit.).

Motes: This chart reports the results of a simulation involving changes to short-term rate expectations between
December 2021 and March 2023 and changes to expectations regarding the ECB's balance sheet between October
2021 and May 2023. The reported values refer to year-on-year growth rates. “Mean” denotes the average across
the three models.
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GROWTH AND INFLATION OUTLOOK, CAN WE
TRUST THE SURVEYS?
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SURVEYS NOT ALWAYS PREDICTING REAL ACTIVITY ACCURATELY

Euro area manufacturing PMI and industrial production (yoy)
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Sources: Refinitiv, Eurostat, SG Cross Asset Research/Economics
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LEVELS AND GRANULARITY INCREASINGLY IMPORTANT

Euro area industrial production levels,
by key sector (100=2019)
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A STRANGE RECESSION WITH EMPLOYMENT RECORD HIGH, UNEMPLOYMENT
LOW

Employment rate (15-64y, %) Unemployment rate (%)
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EURO AREA - SUPPLY, NOT DEMAND, IS LIMITING PRODUCTION

Factors limiting production - Industry Factors limiting production - construction
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OUTPUT GAP -THE EUROPEAN COMMISSION VIEW AND A SURVEYS' BASED
APPROACH

Output gap (% of potential GDP)

output gap (EC) — SG model based on factors limiting production
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R square adjusted = 0.80 (until 2019)

Sources: European Commission’s EPC Working Group on Output Gaps. SG Cross Asset Research/Economics
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DATA REVISIONS ALSO WORTH MONITORING

GDP growth, %, qoq, flash and latest estimate
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OTHER FACTORS THAT IMPACT ON POLICY
TRANSMISSION
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HOUSEHOLDS HAVE ACCUMULATED SUBSTANTIAL EXCESS SAVINGS

Excess savings vs 2015-2019 average (pp of
quarterly trend GDP)
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Cumulated excess savings since 2015
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RESILIENT NFCS: HIGH PROFIT MARGINS AND SOLID BALANCE SHEETS
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Spain

France

Non financial corporations, net debt ratios (gross debt -
cash), % of gross value added
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FIRMS’ PRICING POWER AND PROFIT PER UNIT SEEM STRONG

PMI: Output-input prices (standardised)
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SOCIETE GENERALE

Cross Asset Research

70.

65.

60.

55.

50.

45.

40.

Profit per unit by main branch

(Gross operating surplus/ value added in volume 2015, %)

135.
Total
130.
Manufacturing 125.
= Construction 120.
) ) 115.
Wholesale and retail trade, transport, accommodati food
service activities
110.
= QOther services
105.
— Agriculture, forestry and fishing (RHS) 100.
Energy (RHS) 95.
85.
80.
75.
70.
65.
17 18 19 20 21 22 23
JUNE 2023

14



RESILIENT NFCS - LARGE CASH BUFFERS

Non financial corporations, cash ratios % of GDP
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APRIL ECB BANK LENDING SURVEY SHOWS SIGNS OF CREDIT TIGHTENING AND
FALLING DEMAND, IN PARTICULAR IN THE HOUSING SECTOR

Firms' credit demand - net percentage
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Source: Datastream, SG Cross Asset Research/Economics
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CREDIT FLOW WAS ALREADY NEGATIVE, EVEN BEFORE THE MARCH

BANKING TURMOIL

Flow of loans to the private sector (3m sum, % of GDP)
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SURVEYS POINT TO SIGNIFICANT CREDIT TIGHTENING - EARLIER THAN

USUAL IN THE CYCLE
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KEY INDICATORS FOR MONETARY POLICY
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ECB - REAL INTEREST RATES ARE UP BUT STILL LOW

Real interest rates (%)
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A NEW INFLATION REGIME LIKELY BUT HAS THE NATURAL RATE SHIFTED?

WE STICK TO A NEUTRAL RATE OF 1.5%
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STATISTICAL EFFECTS MAKE IT DIFFICULT FOR CORE TO FALL BELOW 5%
BEFORE SEPTEMBER

Impact (pp) of the basket reweighting and base effect of the
German travel pass on euro area core (% yoy)
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Euro area core inflation in 2023 (% yoy) adjusted for basket
reweighting and German travel pass base effect
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EURO AREA WAGE PICTURE CATCHING UP

Euro area compensation per employee (index, s.a.)
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SIGNS OF WAGE GROWTH STABILISING?

Soft vs hard data on wages (%, yoy)

Compensation per employee (% yoy)
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PROFITS BEHIND THE INCREASE IN THE GDP DEFLATOR

Decomposition of the GDP deflator (%, yoy)

6 ULC Unit Taxes mmmm Unit Profits e GDP deflator

4
2015 2017 2019 2021 2023

Sources: Eurostat, SG Cross Asset Research/Economics

SOCIETE GENERALE
Cross Asset Research JUNE 2023 | 25



APPENDIX - DISCLAIMER
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No part of his or her compensation was, is or will be related, directly or indirectly to the specific recommendations or views expressed in this report.

The analyst(s) who author research are employed by SG and its affiliates in locations, including but not limited to, Paris, London, New York, Hong Kong, Tokyo, Bangalore, Frankfurt, Madrid, Milan, Geneva, Seoul, Warsaw and Moscow
CONFLICTS OF INTEREST

This research contains the views, opinions and recommendations of Societe Generale (SG) credit research analysts and/or strategists. To the extent that this research contains trade ideas based on macro views of economic market conditions or
relative value, it may differ from the fundamental credit opinions and recommendations contained in credit sector or company research reports and from the views and opinions of other departments of SG and its affiliates. Credit research
analysts and/or strategists routinely consult with SG sales and trading desk personnel regarding market information including, but not limited to, pricing, spread levels and trading activity of a specific fixed income security or financial
instrument, sector or other asset class. Trading desks may trade, or have traded, as principal on the basis of the research analyst(s) views and reports.

As a general matter, SG and/or its affiliates normally make a market and trade as principal in fixed income securities discussed in research reports. SG has mandatory research policies and procedures that are reasonably designed to (i) ensure
that purported facts in research reports are based on reliable information and (ii) to prevent improper selective or tiered dissemination of research reports. In addition, research analysts receive compensation based, in part, on the quality and
accuracy of their analysis, client feedback, competitive factors and SG’s total revenues including revenues from sales and trading and investment banking.

Important Notice: Sections of this publication that are contributed by non-independent analysts should not be construed as investment research as such have not been prepared in accordance with legal requirements designed to promote the
independence of investment research. Therefore, even if such sections contain a research recommendation, such sections should be treated as a marketing communication and not as investment research. SG is required to have policies in place
to manage the conflicts which may arise in the production of its research, including preventing dealing ahead of investment research.

IMPORTANT DISCLAIMER: The information herein is not intended to be an offer to buy or sell, or a solicitation of an offer to buy or sell, any securities or security-based swaps and has been obtained from, or is based upon, sources believed to be
reliable but is not guaranteed as to accuracy or completeness. Material contained in this report satisfies the regulatory provisions concerning independent investment research as defined in MiFID. Information concerning conflicts of interest and
SG’s management of such conflicts is contained in the SG’s Policies for Managing Conflicts of Interests in Connection with Investment Research which is available at https://www.sgmarkets.com/#/compliance/equity or
https://www.sgmarkets.com/#credit/compliance SG does, from time to time, deal, trade in, profit from, hold, act as market-makers or advisers, brokers or bankers in relation to the securities, or derivatives thereof, of persons, firms or entities
mentioned in this document and may be represented on the board of such persons, firms or entities. SG does, from time to time, act as a principal trader in equities or debt securities that may be referred to in this report and may hold equity or
debt securities positions or related derivatives. Employees of SG, or individuals connected to them, may from time to time have a position in or hold any of the investments or related investments mentioned in this document. SGis under no
obligation to disclose or take account of this document when advising or dealing with or on behalf of customers. The views of SG reflected in this document may change without notice. In addition, SG 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. To the maximum extent
possible at law, SG does not accept any liability whatsoever arising from the use of the material or information contained herein. This research document is not intended for use by or targeted to retail customers. Should a retail customer obtain
a copy of this report he/she should not base his/her investment decisions solely on the basis of this document and must seek independent financial advice.

The financial instruments discussed in this report may not be suitable for all investors and investors must make their own informed decisions and seek their own advice regarding the appropriateness of investing in financial instruments or
implementing strategies discussed herein. The value of securities and financial instruments is subject to currency exchange rate fluctuation that may have a positive or negative effect on the price of such securities or financial instruments, and
investors in securities such as ADRs effectively assume this risk. SG does not provide any tax advice. Past performance is not necessarily a guide to future performance. Estimates of future performance are based on assumptions that may not be
realized. Investments in general, and derivatives in particular, involve numerous risks, including, among others, market, counterparty default and liquidity risk. Tradingin options involves additional risks and is not suitable for all investors. An
option may become worthless by its expiration date, as it is a depreciating asset. Option ownership could result in significant loss or gain, especially for options of unhedged positions. Prior to buying or selling an option, investors must review
the "Characteristics and Risks of Standardized Options" at http://www.optionsclearing.com/about/publications/character-risks.jsp. or from your SG representative. Analysis of option trading strategies does not consider the cost of commissions.
Supporting documentation for options trading strategies is available upon request.

SOCIETE GENERALE
Cross Asset Research JUNE 2023

26



APPENDIX - DISCLAIMER (CONT’'D)
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Societe Generale #7 Economics & Strategy - Europe
#5 Cross Asset Strategy - Europe

#2 Investment Grade Strategy - Europe

Consensus Economics
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#1 Multi Asset Research
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7 Sector Research Teams in the Top 10
19 Sector Research Teams in the Top 15
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