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An extraordinary recovery but at the cost of higher inflation

Inflation higher for longer: Base effects, supply bottlenecks and Omicron/labour costs

Most major economies at or above pre-COVID GDP levels Consumer price inflation (yoy)
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Factoring in Omicron

* Demand shock: Pull back in services

consumption data on widening restrictions.

* Supply shock: Planes and ships to face
further disruption from border closures.
Labour shortage will get exacerbated.

* Outlook: Conditions today are different to
2020 — Central banks have less flexibility:

* Inflation has been running high for a year
* Labour markets tight
* Major central banks now opting to tighten

e Zero infection policy increasingly disruptive in
China
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g (B.1.1.529): SARS-CoV-2
. B\ Variant of Concern

US/UK rely on vaccination - Euro area tighten - China zero policy
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As inflation risks rise central bankers dial back crisis-era policies

1. Inflation: broad based pressures

* Expect inflation to average 4.7% in US
and 3.7% in UK, with upside risk
everywhere except Japan.

e US inflation to trend at moderately
above 2% target from 2023 onwards

2. Monetary policy: tighter in the US, UK &
EM/staying loose Europe/easier China

e Central bank asset purchases to fall
significantly from S3 trillion in 2021 to
around S1trillion in 2022

* Interest rate increases (3 in the US), (1
or 2 in the UK), Euro area and Japan
unchanged, China to cut RRR
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Central Bank bond purchases starting to slow

12 month change in Central Bank Assets
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Policy normalisation in the US might look very different this time

Balance sheet run-off faster, sooner and shorter than in 2017/8

FOMC Minutes: a hawkish surprise

* Balance sheet runoff likely to be:

e After the first increase in US interest rates
(March 2022)

* Closer to the first rate rise than in previous
cycle (late 2017)

* Faster, given the larger size of Fed Treasury
holdings & shorter given the maturity

e Several FOMC members already see signs
maximum employment
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A history of Federal Reserve asset purchases & redemptions

Assets held by the Federal Reserve ($tn)
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Markets: Anticipation of Fed tightening hurts higher risk

assets

Smaller technology & innovation stocks suffer

Heightened volatility across Crypto assets

Ark Fintech Innovation ETF Vs. S&P500
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Crypto Assets
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Asset class performance 2021 to-date

Equities still supported by strong earnings and generous monetary conditions but risks are rising

1 Equities rally, bonds & gold decline 1 Extreme divergence of equally weighted index — VIX steady
Al |
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Important information

If you are a private investor, you should not act or rely on this document but should contact your professional advisor.

This document has been approved by Sarasin & Partners LLP of Juxon House, 100 St Paul’s Churchyard, London, EC4M 8BU, a limited liability partnership
registered in England & Wales with registered number 0C329859 which is authorised and regulated by the Financial Conduct Authority with firm reference
number 475111.

It has been prepared solely for information purposes and is not a solicitation, or an offer to buy or sell any security. The information on which the document is
based has been obtained from sources that we believe to be reliable, and in good faith, but we have not independently verified such information and no
representation or warranty, express or implied, is made as to their accuracy. All expressions of opinion are subject to change without notice.

Please note that the prices of shares and the income from them can fall as well as rise and you may not get back the amount originally invested. This can be
as a result of market movements and also of variations in the exchange rates between currencies. Past performance is not a guide to future returns and may
not be repeated.

Neither Sarasin & Partners LLP nor any other member of the Bank J. Safra Sarasin group accepts any liability or responsibility whatsoever for any consequential
loss of any kind arising out of the use of this document or any part of its contents. The use of this document should not be regarded as a substitute for the
exercise by the recipient of his or her own judgment. Sarasin & Partners LLP and/or any person connected with it may act upon or make use of the material
referred to herein and/or any of the information upon which it is based, prior to publication of this document. If you are a private investor you should not rely on
this document but should contact your professional adviser.

© 2022 Sarasin & Partners LLP — all rights reserved. This document can only be distributed or reproduced with permission from Sarasin & Partners LLP.
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