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« The Russia-Ukraine war has exacerbated two of the key risks for
2022: much higher energy prices and tougher central banks.

« Central banks have been handed a“missionimpossible”:bringing
unacceptably high inflation rates down, without causing a hard
landing. . .

9 A team of 13 analysts based in Paris, Cologne,

Trieste, Milan and Prague runs qualitative and

quantitative analysis on macroeconomic and

financial issues.

- We expect central banks to slightly undershoot ambitious market
pricing, given our below-consensus growth forecasts.

- We recommend reducing the cyclicality of portfolios and turn
very selective in picking risk assets. We see little value in chasing
the March equity market rebound at this level of valuation.

The team translates macro and quant views
into investment ideas that feed into the invest-
ment process.

. UK . CHINA
UsS EUROZONE

@ China hit by strong
@ Despite fall in confidence, . . Covid outbreak
consumption is holding @ Warin Ukraine drags

@ BoE raised key rate to
0.75%

@ Retail sales unexpectedly

@ PMilfell into
well...

@ ...backed by a healthy
labour market

© Inflation will remain near 8%
for a few months

dropped, rising
stagflation fears

@ Inflation surprised again
on the upside with 6.2%
yoy

sentiment and expectations
@ March inflation soared
again
@ Mitigating fiscal policies
against high energy prices

contractionary territory
but much less than in
early 2020

@ More monetary and
fiscal support will help

o

@ ECB not rushing into stabilise the economy

The Fed is strongly
premature tightening

committed to fight inflation
with a steep path of rate
increases
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EMERGING MARKETS

@ EM to be affected by higher commodity prices, especially food prices. First devaluations in Egypt and Sri Lanka.

© LatAm keeps outperforming but inflation is due to rise everywhere. @  Positive
@ EMrisk premium has been declining but volatility will remain high, driven by war headlines. @  Negative
@ Russia exhibited a willingness to pay its USD debt so far. A default is not a systemic risk. © Topics to watch
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+ Moderate underweight (UW) in equity despite attractive

DIRECTION OF TRAVEL Q Q g o @

valuation
« Sizeable preference for Credit, clear preference for IG
«  Within credit, reallocate exposure from financials to non
- Keep UW in long dated sovereign bonds 3 :
Cash
«  Minimal Cash overweight (OW)
Euro Area ‘
. With hawkish central banks, we expect lower | ;
$ growth ahead but inflation to remain elevated. us ‘
= « Thus, we are tactically slightly UW, reducing UK
> cyclicality. US and UK are OW vs EA over EMs. Keep T
E moderate UW on China. Japan ‘
«  We still see a scope to remain in equities mid-term Ch‘ina ‘

and forecast a TR of around 5% over 12 months.
Emerging Markets ‘

Gov. Euro Area (core)

« Bond markets remain dominated by hawkish :
central banks and elevated inflation. Gov. Euro Area

- However, as rate hikes are more than adequately (e
priced. Gov. US ‘

- Strong performa.nce. Qf EA non-core bonds unlikely Euro Investment
to continue amid rising core yields and less ECB Grade

Bonds

support. Euro High Yield ’

| 3 |
«  Moderately short duration. Duration ‘
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«  Geopolitical risks and growth will continue to
support the USD bid near term. 1 ;
«  Yet, the USD rise already looks stretched and we see Euro vs. USD
renewed upside for EUR/USD once the fallout of the | :
Russian war has faded.
«  Monetary policy divergence will continue to
weigh on the JPY though it looks very cheap vs.
fundamentals.

JPY vs. USD

Currencies

TOPICS TO WATCH!
——

| Probability: Impact: |

e Warin Ukraine further escalates disrupting global energy supplies . I I
e War driven plunge in sentiment triggers a global recession . ll S

e Geopolitical tension spills over to Asia (Taiwan) disrupting global trade .| I Se
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® Need to hedge high oil prices might trigger large inflows into brown assets

Probability: .II High . .IILOW

Impact: S8 e High «—» =low www.generali-investments.com
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SPECIAL FOCUS

Risks from commodities and central banks call for lower —
risk in the portfolios
The situation in Ukraine remains very fluid. Our central case 350
assumes a protracted crisis, keeping the country in a state of
instability and energy prices at an elevated level. Our forecast for
the EA is below consensus and entails the risk of a mild recession 250
in the central part of the year. The largest headwind is the surge
of commodity prices: the shock is broad-based and not limited to
the energy sector. The price of cereals has increased sharply, and
the surge of fertilizer prices will cause second-round effects on 1.00
production costs.

10 years government bond yield
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Forwards are pricing at least another 8 hikes from the Fed in 2022,

following the first of the series in March. This is indeed a very steep
implied path by historical standards. -0.50

0.00

The reduction of the Fed balancesheet, from the summer, will add -1.00

further tightening - yet we question whether the Fed can deliver 20 20 20 20 a0
so much tightening without threatening financial stability and —
causing a hard landing.

Germany

Japan

Source: Datastream as at 05/04/2022

As the economy faces a triple whammy - the war, tough central
banks and Covid still disrupting the global supply chain — we have cut the cyclicality of portfolios. We reduced the government bond UW

and keep a small short duration, however, given the residual space for higher long-term yields. We turn to a small UW in equities, as they
face significant headwinds. Our sector and style allocations are fairly balanced, reflecting opposite forces from the slowdown (bad for
Cyclicals vs Defensives) and rising yields (supporting Value vs. Growth).

Credit spreads, especially in Europe have been hit relatively severely among other risk metrics, e.g. equity volatility. This, combined with
the rise in risk-free yields, imply that EUR Credit offers a more generous carry, for a limited risk in the IG space. Our OW is executed through
defensive strategies, |G rather than HY, subordinated debt rather than pure HY, non-financial rather than financial, and defensive sectors
rather than cyclicals.
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SISTEMIC RISK

A systemic risk is the possibility that an event at the company or individual country level could trigger severe instability l
in the whole financial system.
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This document is based on information and opinions which Generali Insurance Asset Management S.p.A. Societa di gestione del risparmio considers as reliable.
However, no representation or warranty, expressed or implied, is made that such information or opinions are accurate or complete. Generali Investments Partners
S.p.A. Societa di gestione del risparmio, distributor of this document, periodically updating the contents of this document, relieves itself from any responsibility
concerning mistakes or omissions and shall not be considered responsible in case of possible changes or losses related to the improper use of the information
herein provided. Opinions expressed in this document represent only the judgment of Generali Insurance Asset Management S.p.A. Societa di gestione del
risparmio and may be subject to any change without notification. They do not constitute an evaluation of any strategy or any investment in financial instruments.
This document does not constitute an offer, solicitation or recommendation to buy or to sell financial instruments. Generali Investments Partners S.p.A. Societa
di gestione del risparmio and Generali Insurance Asset Management S.p.A. Societa di gestione del risparmio are not liable for any investment decision based on
this document. Generali Investments may have taken, and may in the future take, investment decisions for the portfolios it manages which are contrary to the
views expressed herein. Any reproduction, total or partial, of this document is prohibited without prior consent of Generali Investments Partners S.p.A. Societa
di gestione del risparmio. Generali Investments is part of the Generali Group which was established in 1831 in Trieste as Assicurazioni Generali Austro-Italiche.
Generali Investments is a commercial brand of Generali Investments Partners S.p.A. Societa di gestione del risparmio, Generali Insurance Asset Management S.p.A.
Societa di gestione del risparmio, Generali Investments Luxembourg S.A. and Generali Investments Holding S.p.A.
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