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What if inflation is not transitory?
Inflation remains the dominant theme
in financial markets. Emerging price
pressure can already be observed in
many segments. But is this sustainable?

Sharp rise in US inflation data
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Macro outlook – Inflation about to make a comeback?
Inflation data have risen more strongly than expected in recent
weeks. Not only in the US, but also in the euro zone, the year-onyear inflation rate of 2% recently exceeded market participants' expectations. As in previous months, the strongest contribution
came from rising energy prices. At the same time, the surveys also
add to the evidence that near-term price pressures are intensifying. Delivery times lengthened at a record pace consistent with
widespread reports of input shortages. Companies met the strong
demand by running down their inventories. Input and output prices
also rose at a record pace in this environment. Against this background, the risk of sharply rising inflation rates appears increased.
However, this has not weighed on consumer confidence – especially not in the euro zone, where it has already overtaken the US.
The latest easing measures are therefore having a positive effect.
A similar picture is painted by the European purchasing managers'
indices, which, following already strong April figures, continued
their positive momentum in May and again exceeded expectations.
Against the backdrop of a gradual re-opening of the economy, the
services component rose to 55.2 points, a three-year high. The purchasing managers' index for the manufacturing sector climbed to
63.1 points – the highest value since the start of the data series.
Although there is still some catching up to do in some regions of
the world, first signs of growth fatigue are already becoming apparent, for example in the form of a slowdown in the positive momentum of new orders.
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Editorial
Dear Reader
Financial markets have performed well
this year. While rising stock prices
surprised many investors last year, they
are in line with positive economic growth
this year. The pandemic seems to be more or less behind us and
there are only a few clouds on the horizon. One risk that should
not be ignored, however, is inflation. Whether the US Federal
Reserve is right and high inflation is only transitory, we will
probably not see until the end of the year at the earliest. Until
then, inflation rates are likely to increase further and remain
high. If the central bank does not react and interest rates rise
sharply, it could lead to a sell-off on the stock market. It is
therefore important to reduce risk compared to the beginning of
the year and keep a close eye on portfolio risks overall.
Philipp E. Bärtschi, CFA, Chief Investment Officer
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Bonds – Yields trapped in narrow range
Global central banks persistently point to transitory effects as being responsible for the sharp rise in inflation rates. Of course, base
and one-off effects (e.g., an oil price rally that should not last and
pandemic-related supply chain disruptions) are easy to argue with.
But concerns about a permanent rise in inflation are nevertheless
not unfounded. Central banks are willing to keep the economy running hot, and further fiscal policy measures are on the way. It is
true that the consistent communication policy of the US Federal
Reserve has so far managed to prevent a sustained rise in yields
in the US government bond markets – ten-year US Treasuries are
still trading below 1.6%. However, an unchanged positive economic environment, further fiscal measures and increasing inflationary pressure are unlikely to leave the bond markets unscathed
and free government bond yields from their lethargy.
Ten-year US Treasury yields: Calm before the storm?
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Equities – Improving environment for emerging markets
The main concern for equity markets is that higher than expected
inflation could lead to an earlier tightening of global monetary policy and rising yields. Financial markets are therefore still looking
for direction, and investors have recently responded to this uncertainty with a focus on quality as well as value and dividend stocks.
In terms of regions, according to the latest Bank of America fund
manager survey, investors are most overweight in European equities, as this is where the greatest catch-up potential exists, and not
only on an economic level. This is also reflected in the more stable
price behavior in recent weeks. What most regions have in common is the weaker performance of growth stocks, not only due to
rising interest rates, but also due to stronger earnings performance
of cyclical sectors. And the European stock market in particular has
benefited from this recently.
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Meanwhile, after a weak start to the year, the environment for
emerging market equities is also improving, largely due to the stabilization of Chinese credit growth. The PBoC had focused on China's debt problems in recent months and provided only limited
stimulus – credit growth was strongly negative. The declining
credit impulse weighed heavily on the emerging market equity
complex, but a bottom seems to have formed recently.
Asset Allocation – Slight overweight in equities
We are currently in a transition process from the strong recovery in
the aftermath of the COVID 19 recession to a sustained expansion
characterized by also positive but less strong growth rates. These
transitions, which vary from region to region, are characterized by
increased uncertainty. Temporary setbacks are possible at any
time, but overall risk assets remain well supported. Sentiment indicators and macro data are at high levels, companies are ready to
invest, consumers are ready to consume, and liquidity is not likely
to be withdrawn from the market any time soon. However, much is
already priced into current market levels, so upside potential is limited. We prefer European equity markets, which should benefit
more from the continued reflation of the economy, not least due to
attractive valuations. In emerging market equities, we still see
catch-up potential due to the bottoming out in China and are increasing our allocation to an overweight. Overall, we are now
slightly overweight equities.
We are keeping our underweight in government and investment
grade bonds. We expect interest rates to rise slightly due to rising
inflation rates in the context of a continued economic recovery,
which is likely to weigh particularly on investment grade bonds,
whose credit spreads have tightened sharply in recent months and
offer an unfavourable risk-return profile. Uncertainty regarding a
change in the monetary policy path of global central banks or the
start of a corresponding change in communication in late summer
is leading to latent uncertainty in the bond market. Against this
backdrop, we prefer carry instruments such as high-yield bonds
and emerging market bonds, which offer a more attractive return
behaviour, especially in an environment of above-average and rising inflation rates. We remain overweight in both segments.
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Disclaimer/Important Information
This document has been prepared by Bank J. Safra Sarasin Ltd (“Bank”) for information purposes only. It is not the result of finan cial
research conducted. Therefore, the “Directives on the Independence of Financial Research” of the Swiss Bankers Association do not
apply to this document.
This document is based on publicly available information and data (“the Information”) believed to be correct, accurate and co mplete.
The Bank has not verified and is unable to guarantee the accuracy and completeness of the Information contained herein. Pos sible
errors or incompleteness of the Information do not constitute legal grounds (contractual or tacit) for liability, either with regard to direct,
indirect or consequential damages. In particular, neither the Bank nor its shareholders and employees shal l be liable for the views
contained in this document. Third party data providers make no warranties or representations of any kind relating to the accu racy,
completeness or timeliness of the data provided and shall have no liability for any damages of any kind relating to such data.
This document does not constitute a request or offer, solicitation or recommendation to buy or sell investment instruments or services.
It should not be considered as a substitute for individual advice and risk disclosure by a qualified financial, legal or tax advisor. You are
reminded to read all relevant documentation before making any investment, including risk warnings, and to seek any specialist financial
or tax advice that you need. You are not permitted to pass this document on to others, apart from your professional advisers. If you have
received it in error please return or destroy it.
Past performance is no indication of current or future performance. Investments in foreign currencies are subject to exchange rate
fluctuations. Exchange rate risk will apply if the investor’s reference currency is not the same as the investment currency. Inform ation
containing forecasts are intended for information purpose only and are neither projections nor guarantees for future results and could
differ significantly for various reasons from actual performance. The views and opinions contained in this document, along wi th the
quoted figures, data and forecasts, may be subject to change without notice. There is no obligation on the part of Bank or any other
person to update the content of this document. The Bank does not accept any liability whatsoever for losses arising from the use of the
Information (or parts thereof) contained in this document.
Neither this document nor any copy thereof may be sent to or taken into the United States or distributed in the United States or to a US
person. This information is not directed to any person in any jurisdiction where (by reason of that person’s nationality, res idence or
otherwise) such distribution is prohibited and may only be distributed in countries where its distribution is legally permitted.
Source: MSCI
The MSCI information may only be used for your internal use, may not be reproduced or re -disseminated in any form and may not be
used as a basis for or a component of any financial instruments or products or indices. None of the MSCI information is intended to
constitute investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be
relied on as such. Historical data and analysis should not be taken as an indication or guarantee of any future performance analys is,
forecast or prediction. The MSCI information is provided on an “as is” basis and the user of this information assumes the ent ire risk of
any use made of this information. MSCI, each of its affiliates and each other person involved in or related to compiling, com puting or
creating any MSCI information (collectively, the “MSCI Parties”) expressly disclaims all warranties (including, without limitation, any
warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose)
with respect to this information. Without limiting any of the foregoing, in no event shall any M SCI Party have any liability for any direct,
indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other damages. ( www.msci.com)
Source: ICE Data Indices, LLC
Source ICE Data Indices, LLC (“ICE DATA”), is used with permission. ICE Data, its affiliates and their respective third party suppli ers
disclaim any and all warranties and representations, express and/or implied, including any warranties of merchantability or f itness for
a particular purpose or use, including the indices, index data and any data included in, related to, or derived therefrom. ne ither ICE Data,
its affiliates or their respective third party providers shall not be subject to any damages or liability with respect to the adequacy, accuracy, timeliness or completeness of the indices or the index data or any component thereof, and the indices and index data an d all
components thereof are provided on an “as is” basis and your use is at your own risk. ICE D ata, its affiliates and their respective third
party suppliers do not sponsor, endorse, or recommend Bank J. Safra Sarasin Ltd, or any of its products or services.
Distribution Information
Unless stated otherwise this document is distributed by Bank J. Safra Sarasin Ltd (Switzerland).
The Bahamas: This publication is circulated to private clients of Bank J. Safra Sarasin (Bahamas) Ltd, and is not intended for circulation
to nationals or citizens of The Bahamas or a person deemed ‘resident’ in The Bahamas fo r the purposes of exchange control by the
Central Bank of The Bahamas.
Dubai International Financial Centre (DIFC): This material is intended to be distributed by Bank J. Safra Sarasin Asset Management
(Middle East) Ltd [“BJSSAM”] in DIFC to professional clients as defined by the Dubai Financial Services Authority (DFSA). BJSSAM is duly
authorised and regulated by DFSA. If you do not understand the contents of this document, you should consult an authorised fi nancial
adviser. This material may also include Funds which are not subject to any form of regulation or approval by the Dubai Financial Services
Authority (“DFSA”). The DFSA has no responsibility for reviewing or verifying any Issuing Document or other documents in conn ection
with these Funds. Accordingly, the DFSA has not approved the Issuing Document or any other associated documents nor taken any steps
to verify the information set out in the Issuing Document, and has no responsibility for it. The Units to which the Issuing D ocument relates
may be illiquid and/or subject to restrictions on their resale. Prospective purchasers should conduct their own due diligence on the
Units.
Germany: This publication/information is being distributed in Germany by J. Safra Sarasin (Deutschland) GmbH, Kirchnerstraße 6-8,
60311 Frankfurt am Main, for information purposes only and does not lodge claim to completeness of product characteristics. I nsofar
as information on investment funds is contained in this publication, any product documents, are available on request fr ee of charge
from J. Safra Sarasin (Deutschland) GmbH, Kirchnerstraße 6-8, 60311 Frankfurt am Main in English and German language. To the extent
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that indicative investment options or portfolio structures are included, the following applies: The indicative investment options or portfolio structures presented in these documents and the underlying model calculations are based on the information and data pro vided
to us in the context of the asset advisory discussion, and we have not checked them for accuracy or completeness. The indicative
investment option/portfolio structure described here is thus intended as a guide and does not make any claim to comprehensive suitability but aims to inform you about the general possibilities that an investment entails. In or der to provide you with a final investment
recommendation that is tailored to your specific situation, we need further information, in particular on your investment goa ls, risk
tolerance, experience and knowledge of financial services and products and your financial situation. This publication is intended to be
distributed by J. Safra Sarasin (Deutschland) GmbH, Kirchnerstraße 6-8, 60311 Frankfurt am Main to clients domiciled or having their
registered office in Germany and is directed exclusively at institutional clients who intend to conclude investment business exclusively
as entrepreneurs for commercial purposes. This clientele is limited to credit and financial services institutions, capital ma nagement
companies and insurance companies, provided that they have the necessary permission for the business operation and are subject to
supervision, as well as medium and large corporations within the meaning of the German Commercial Code (section 267 (2) and ( 3)
HGB).
Gibraltar: This document is distributed by Bank J. Safra Sarasin (Gibraltar) Ltd whose place of business is First Floor, Neptune House,
Marina Bay, PO Box 556, Gibraltar as a marketing communication for the purposes of the Financial Services Act 2019, to its cl ients and
prospects. Bank J. Safra Sarasin (Gibraltar) Ltd offers wealth and investment management products and services to its clients and
prospects. The Bank whose registered office is 57-63 Line Wall Road, Gibraltar is authorised by the Gibraltar Financial Services. Telephone calls may be recorded and your personal data will be handled in accordance with our Privacy Statement a copy of which can be
provided upon request. Nothing in this document is intended to exclude or restrict any liability that we owe to you under the regulatory
system that applies to us, and in the event of conflict, any contrary indication is overridden. This material does not constitute a r equest
or offer, solicitation or recommendation to buy or sell investments or other specific financial instruments, products or ser vices nor does
it constitute a personal recommendation. It should not be considered as a substitute for individual advice and risk disclosur e by a
qualified financial, legal or tax advisor. You are reminded to read all relevant documentation before making any investment, including
risk warnings, and to seek any specialist financial or tax advice that you need. You are not permitted to pass this document on to others,
apart from your professional advisers. If you have received it in error please return or de stroy it.
Hong Kong: This document is disseminated by Bank J. Safra Sarasin Ltd., Hong Kong Branch in Hong Kong. Bank J. Safra Sarasin Ltd,
Hong Kong Branch is a licensed bank under the Hong Kong Banking Ordinance (Cap. 155 of the laws of Hong Kong) and a registered
institution under the Securities and Futures Ordinance (cap. 571 of the laws of Hong Kong).
Luxemburg: This publication is distributed in Luxembourg by Banque J. Safra Sarasin (Luxembourg) SA (the “Luxembourg Bank”), having
its registered office at 17-21, Boulevard Joseph II, L-1840 Luxembourg, and being subject to the supervision of the Commission de
Surveillance du Secteur financier – CSSF. The Luxembourg Bank merely agrees to make this document available to its clients in Luxembourg and is not the author of this document. This document shall not be construed as a personal recommendation as regards the
financial instruments or products or the investment strategies mentioned therein, nor shall it be construed as and does not c onstitute
an invitation to enter into a portfolio management agreement with the Luxembourg Bank or an offer to subscribe for or purchase any of
the products or instruments mentioned therein. The information provided in this document is not intended to provide a basis o n which
to make an investment decision. Nothing in this document constitutes an investment, legal, accounting or tax advice or a repr esentation
that any investment or strategy is suitable or appropriate for individual circumstances. Each client shall make its own appraisal. The
liability of the Luxembourg Bank may not be engaged with regards to any investment, divestment or retention decision taken by the client
on the basis of the information contained in the present document. The client shall bear all risks of l osses potentially incurred as a result
of such decision. In particular, neither the Luxembourg Bank nor their shareholders or employees shall be liable for the opin ions, estimations and strategies contained in this document.
Monaco: In Monaco this document is distributed by Banque J.Safra Sarasin (Monaco) SA, a bank registered in “Principauté de Monaco”
and regulated by the French Autorité de Contrôle Prudentiel et de Résolution (ACPR) and Monegasque Government and Commission de
Contrôle des Activités Financières («CCAF»).
Panama: This publication is distributed, based solely on public information openly available to the general public, by J. Safra Saras in
Asset Management S.A., Panama, regulated by the Securities Commission of Panama.
Qatar Financial Centre (QFC): This material is intended to be distributed by Bank J. Safra Sarasin (QFC) LLC, Qatar [“BJSSQ”] from QFC
to Business Customers as defined by the Qatar Financial Centre Regulatory Authority (QFCRA) Rules. Bank J. Safra Sarasin (QFC ) LLC is
authorised by QFCRA. This material may also include collective investment scheme/s (Fund/s) that are not registered in the QFC or
regulated by the Regulatory Authority. Any issuing document / prospectus for the Fund, and any related documents, have not be en
reviewed or approved by the Regulatory Authority. Investors in the Fund may not have the same access to information about the Fund
that they would have to information of a fund registered in the QFC; and recourse against the Fund, and those involved with i t, may be
limited or difficult and may have to be pursued in a jurisdiction outside the QFC.
Singapore: This document is disseminated by Bank J. Safra Sarasin Ltd., Singapore Branch in Singapore. Bank J. Safra Sarasin, Singapore Branch is an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110), a wholesale bank licensed under the
Singapore Banking Act (Cap. 19) and regulated by the Monetary Authority of Singapore.”
United Kingdom: This document is distributed from the UK by Bank J. Safra Sarasin (Gibraltar) Ltd, London Branch, 47 Berkeley Square, London,
W1J 5AU, United Kingdom to its clients and prospects. Bank J. Safra Sarasin (Gibraltar) Ltd whose registered office is 57 – 63 Line Wall Road,
Gibraltar, offers wealth and investment management products and services to its clients and prospects through Bank J. Safra Sarasin (Gibraltar)
Ltd, London Branch. Registered as a foreign company in the UK number FC027699. Authorised by the Gibraltar Financial Services Commission
and subject to limited regulation in the United Kingdom by the Financial Conduct Authority and the Prudential Regulation Authority. Registration
number 466838. Details about the extent of our regulation by the Financial Conduct Authority and Prudential Regulation Authority are available
from us on request. Telephone calls may be recorded. Your personal data will be handled in accordance with our Privacy Statement. Where this
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publication is provided to you by Bank J. Safra Sarasin (Gibraltar) Limited, London Branch: This document is approved as a financial promotion
for the purposes of s.21 of the Financial Services and Markets Act 2000; Nothing in this document is intended to exclude or restrict any liability
that we owe to you under the regulatory system that applies to us, and in the event of conflict, any contrary indication is overridden; You are
reminded to read all relevant documentation before making any investment, including risk warnings, and to seek any specialist financial or tax
advice that you need; You are not permitted to pass this document on to others, apart from your professional advisers. If you have received it in
error please return or destroy it.
© Copyright Bank J. Safra Sarasin Ltd. All rights reserved.
Bank J. Safra Sarasin Ltd
Alfred-Escher-Strasse 50
P.O. Box
CH-8022 Zürich
T: +41 (0)58 317 33 33
F: +41 (0)58 317 33 00
www.jsafrasarasin.com
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