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Europe: towards an accelerated

increase in defence spending

American interventionism in the conflict in Ukraine is
upsetting the geopolitical balance. In the short term, it
would above all encourage European governments to
rapidly increase their military defence spending.
Although some States are facing deteriorating public
finances, the European Union nevertheless has tools and
assets. The region has a completely contained public
debt (90% of GDP for the euro zone, compared with more
than 120% for the United States), as well as a large
surplus of savings. This outlook for higher spending
partly explains the continued very good performance of
European equity markets, with defence stocks up more
than 15% since the beginning of the year

Towards an increase in public spending. This week's
announcement of negotiations between the United States and
Russia over Ukraine and the threats of American disengagement
from European security have potentially major geopolitical
implications. But in the short term, they raise above all and more
acutely the question of defence spending within EU countries, as
well as its financing. Indeed, in this hardening context, it is very likely
that governments will rapidly increase their defence spending, at
least to the threshold of 2% of GDP per year, the threshold provided
for by the NATO treaty. If France and the United Kingdom are
already there, this would require an effort for economies such as
Germany, Italy or Spain, of 0.5 points of GDP more per year.
However, this effort comes in a context of deteriorating public
finances following the Covid and energy crises post-War in Ukraine.
In response, it is therefore quite likely that the European
Commission will make choices such as i) a relaxation of fiscal rules,
e.g. by excludingall or part of defence spending from the

calculation of the public deficit, ii) a reallocation of unspent NGEU
funds to defence spending or iii) agreeing between governments on
anew dedicated EU borrowing plan.

The European Union has the means to cope. Although the public
debt of some countries appears to be high, it is important to stress
that at the aggregate level, the public debt of the euro area remains
relatively contained (at 90% of GDP compared to more than 120% in
the United States) and thus offers clear budgetary room for
manoeuvre. Savings are another major asset that Europe has, with
even an excess compared to its current investments. Indeed,
Europe has significant external surpluses (around 4% of GDP), while
the United States has a significant external deficit. These include
Germany with a surplus of 6% of GDP, Spain with 3% and Italy with
1%. France's external balanceis in balance. Thus, the solidity of the
external accounts of the European economies remains an asset that
should enable them to ensure the financing of new defence efforts
without necessarily resorting to external debt and therefore without
generating pressure on sovereign rates.

Equity markets supported by the prospect of higher spending.
Despite the hardening geopolitical context, European equity
markets continue to improve, with the Eurostoxx 600 rising by 3.5%
in February and by 9% since the beginning of the year. Companies
in the defence sector contribute to this very good performance,
with a 9% increase since the beginning of the year. The markets
believe that this defence effort will resultin a sharp rebound in the
order books of these companies. On the bond side, the prospect of
more spending and therefore more issuance has resulted in a
modest rise in rates, with the Bund rate rising to 2.5% and 3.3% for
the OAT.

Past performance is not a guarantee of future performance. All data is from Bloomberg, Macrobond as of 2/21/2025, completion date
of this publication. In accordance with the requlations in force, we inform the reader that this document is qualified as a promotional document
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MILITIARY DEFENSE EXPENDITURES
As % of GDP, 2023
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Events of the week

PMI activity index

The euro area Composite PMI remained stable at 50.2 in
February, still in a slight expansion zone. Growth in activity
was mainly driven by services (Services PMI at 50.7), although
the pace of expansion is slowing. The manufacturing
component remains in contraction territory, but is showing
signs of improvement, with an index at its highest level since
September 2024. In France, the PMI indices suggest a negative
picture, with a sharp decline in the services index to 44 from
January's level of 48. This decline should be moderated, as
the PML is historically a poor leading indicator of French
growth. For the euro area, however, February's PMI data
confirms our scenario of modest economic growth in the
eurozone in the months ahead.

THE WEEK IN DATA

United Kingdom: inflation surprises on the upside

Inflation came as a clear upward surprise in January. Headline
inflation rose to 3%, from 2.50% in December, while core
inflation rose to 3.8%. While higher energy prices contributed
to the upward surprise, several service components also
posted rises more than 3%. These figures did not, however,
significantly alter the Bank of England's expectations for
market downturns, which remain at 2 rate cuts of 25bp by
2025.

Country Data Actual Last Forecast
United Kingdom  Unemployment rate January 4,40% 4,40% 4,40%
Inflation rate January - 2,50% 2,80%
Japon Inflation rate January 4,00% 3,60% 4,00%
Euro area Composite PMI January 50,2 50,2 50
Germany Manufacturing PMI January 46,1 45 45,1
France Composite PMI January 47,6 472

Source: Macrobond, February 21, 2025. The colors in the ‘Actual’ column correspond to the difference from the forecast
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KEY EVENTS NEXT WEEK

Monday

Germany Ifo Business Climate

Wednesday

Germany Gfk Consumer Confidence

Thursday

Spain Inflation Rate February

United States -Durable good orders MoM January
-Initial jobless claims

Friday

France Inflation rate February
Germany Inflation rate February
United States PCE Price Index YoY January

Saturday

China Manufacturing PMI February
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IMPORTANT INFORMATION - PLEASE READ

General information

This document is a marketing communication issued by Société
Générale Private Banking which is the business line of the Société
Générale Group operating through its headquarters within Société
Générale S.A. in France and its network (departments or separate legal
entities (branches or subsidiaries) hereinafter the “Entities”),), located
on the various below-mentioned territories, acting under the brand
name "Societe Generale Private Banking" and distributors of the
present document.

This material has been prepared solely for informational purposes and
has no contractual value.

This material does not constitute an offer of purchase, sale, or
subscription in any of the asset classes presented herein, nor a
solicitation of such an offer, noris it an offer of financial services, to
participate in any investment strategy. Nothing in this document should
be construed as constituting investment advice or personal
recommendation to any investor or its agent. Information contained
herein is not intended to provide a basis on which to make an
investment decision.

Any investment may have tax consequences and Société Générale
Private Banking and its Entities do not provide tax advice. The level of
taxation depends on individual circumstances and tax levels and bases
may change. In addition, this document is not intended to provide
accounting, tax or legal advice and should not be relied upon for
accounting, tax, or legal purposes. Independent advice should be
sought where appropriate.

The accuracy, completeness or relevance of the information provided is
not guaranteed although it has been drawn from sources believed to be
reliable. The information and opinions expressed in this document
were produced as at the date of writing and are subject to change
without notice.

This material has not been prepared regarding specific investment
objectives, financial situations, or the particular needs of any specific
entity or person. Investors should make their own appraisal of the risks
and should seek their own financial and legal advice regarding the
appropriateness of investing in any asset classes or participating in any
investment strategy.

The asset classes presented herein may be subject to restrictions

regarding certain persons or in certain countries under national
regulations applicable to said persons or in said countries. It is the
responsibility of any person in possession of this document to inform
themselves and to comply with the legal and regulatory provisions of
the relevant jurisdiction. This document is not intended for distribution
to any person or in any jurisdiction where such distribution would be
restricted orillegal. In particular, it may not be distributed in the United
States, nor may it be distributed, directly orindirectly, in the United
States or to any US Person.

General risks

Some of the asset classes mentioned may present various risks, imply a
potential loss of the entire amount invested or even an unlimited
potential loss, and may therefore only be reserved for a certain category of
investors, and/or only be suitable for well-informed investors who are
eligible for these asset classes. In addition, these asset classes must
comply with the Société Générale Group's Code of Tax Conduct.

The price and value of investments and the income derived from them
may go down as well as up. Changes in inflation, interest rates and
exchange rates may adversely affect the value, price and income of
investments denominated in a currency other than that of the client. Any
simulations and examples contained in this document are provided for
illustrative purposes only. This information is subject to change because
of market fluctuations, and the information and opinions contained
herein may change. Société Générale Private Banking does not undertake
to update or amend this document and will not assume any liability in this
regard.

This document is for information purposes only and investors should
make their investment decisions without relying on this document.
Société Générale Private Banking and its Entities shall not be liable for any
direct orindirect loss arising from any use of this document or its
contents. Société Générale Private Banking and its Entities do not make
any warranty, express or implied, as to the accuracy or completeness of
this information or as to the profitability or performance of any asset class,
country, or market.

Past performance does not predict future returns. The value of an
investment is not guaranteed, and the valuation of investments may

fluctuate.

Forecasts of future performance are based on assumptions which may not
materialized. The scenarios presented are an estimate of future
performance based on evidence from the past on how the value of this
investment varies, and/or current market conditions and are not an exact
indicator. What you will get will vary depending on how the market
performs and how long you keep the investment/product. Future
performance is subject to taxation which depends on the personal
situation of each investor and which may change in the future.

For a more complete definition and description of the risks, please refer to
the prospectus of the product or other legal information document as the
case may be (as applicable) before making any final investment decisions.

This document is confidential, intended exclusively for the person to
whom it is addressed, and may not be communicated or made known to
third parties (except for external advisers and provided that they
themselves respect confidentiality), nor reproduced in whole or in part,
without the prior written agreement of Société Générale Private Banking
and its Entities.

Conflicts of interest

The Societe Generale Group maintains an effective administrative
organization that takes all necessary measures to identify, control and
manage conflicts of interest. To this end, Societe Generale Private
Banking and its Entities have put in place a conflict of interest policy to
prevent conflicts of interest, including information Chinese walls.

This document contains the views of SGPB teams. Société Générale
trading desks may trade, or have traded, as principal on the basis of
the teams’ views and reports. In addition, SGPB teams receive
compensation based, in part, on the quality and accuracy of their
analysis, client feedback, revenues of their entity of the Société
Générale group and competitive factors.
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IMPORTANT INFORMATION - PLEASE READ

As a general matter, entities within the Société Générale group may
make a market or act as a principal trader in securities referred to in this
report and can provide banking services to the companies mentioned
in that document, and to their subsidiary. Entities within the Société
Générale group may from time-to-time deal in, profit from trading on,
hold on a principal basis, or act as advisers or brokers or bankers in
relation to securities, or derivatives thereof, or asset class(es)
mentioned in this document.

Entities within the Société Générale group may be represented on the
supervisory board or on the executive board of such persons, firms or
entities.

Employees of the Société Générale group, or persons/entities
connected to them, may from time to time have positions in or hold
any of the investment products/ asset class(es) mentioned in this
document.

Société Générale may acquire or liquidate from time-to-time positions
in the securities and/or underlying assets (including derivatives thereof)
referred to herein, if any, or in any other asset, and therefore any return
to prospective investor(s) may directly or indirectly be affected.

Entities within the Société Générale group are under no obligation to
disclose or consider this document when advising or dealing with or on
behalf of customers.

In addition, Société Générale 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.
Société Générale group maintains and operates effective
organisational and administrative arrangements taking all reasonable
steps to identify, monitor and manage conflicts of interest. Société
Générale Private Banking has put in place a management of conflicts of
interest policy designed to prevent conflicts of interest giving rise to a
material risk of damage to the interests of its clients. For further
information, please refer to the management of conflicts of interest’s
policy, which was provided.

Specificinformation per jurisdiction

FRANCE : Unless expressly stated otherwise, this document is
published and distributed by Société Générale, a credit institution
providing investment services authorised by and under the prudential
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supervision of the European Central Bank ("ECB") (located at ECB
Tower, Sonnemannstralbe 20, 60314 Frankfurt am Main, Germany)
within the Single Supervisory Mechanism and supervised by the
Autorité de Contrdle Prudentiel et de Résolution (located at 4, Place de
Budapest, CS 92459, 75436 Paris Cedex 09) and the Autorité des

Marchés Financiers ("AMF") (located at 17 Pl. de la Bourse, 75002 Paris).

Société Générale is also registered with the ORIAS as an insurance
intermediary under the number 07 022 493 orias.fr.

Société Générale is a French public limited company with a capital of
EUR 1.003.724.927,50 as of November 17, 2023, whose registered office
is located at 29 boulevard Haussmann, 75009 Paris, and whose unique
identification number is 552 120 222 R.C.S. Paris, and its ADEME
number is FR231725_01YSGB. Further details are available on request
or at www.privatebanking.societegenerale.com

LUXEMBOURG: This document is distributed in Luxembourg by
Societe Generale Luxembourg, a credit institution which is authorized
and regulated by the Commission de Surveillance du Secteur
Financier (“CSSF”) under the prudential supervision of the European
Central Bank- ECB, and whose head office is located at 11, avenue
Emile Reuter - L 2420 Luxembourg. Further details are available on
request or can be found at https://www.societegenerale.lu/. No
investment decision whatsoever may result from solely reading this
document. Societe Generale Luxembourg accepts no responsibility for
the accuracy or otherwise of information contained in this document.
Societe Generale Luxembourg accepts no liability or otherwise in
respect of actions taken by recipients on the basis of this document
only and Societe Generale Luxembourg does not hold itself out as
providing any advice, particularly in relation to investment services.
The opinions, views and forecasts expressed in this document
(including any attachments thereto) reflect the personal views of the
author(s) and do not reflect the views of any other person or Societe
Generale Luxembourg unless otherwise mentioned. Societe Generale
Luxembourg has neither verified norindependently analyzed the
information contained in this document. The Commission de
Surveillance du Secteur Financier has neither verified nor
independently analysed the information contained in this document.

MONACO: The present document is distributed in Monaco by Societe
Generale Private Banking (Monaco) S.AM., located 11 avenue de

Grande Bretagne, 98000 Monaco, Principality of Monaco, governed by
the ‘Autorité de Contréle Prudentiel et de Résolution’ and the
‘Commission de Controle des Activités Financieres’. The financial
products marketed in Monaco can be reserved for qualified investors
in accordance with the Law No. 1339 of 07/09/2007 and Sovereign
Ordinance No 1.285 of 10/09/2007. Further details are available upon
request or on www.privatebanking.societegenerale.com.

SUISSE : LThis document is an advertising according to the
Financial Services Act (“FinSA”). It is distributed in Switzerland by
Societe Generale Private Banking (Suisse) SA (“SGPBS”), whose
head office is located rue du Rhone 8, CH-1204 Geneva. SGPBS s a
bank authorized by the Swiss Financial Market Supervisory
Authority (“FINMA”). Nothing contained herein shall constitute, or
shall be deemed to constitute, investment advice or a
recommendation by SGPBS. Users are advised to seek professional
advice before applying any information contained in this document
to their own particular circumstances. SGPBS accepts no
responsibility for the accuracy or otherwise of information
contained in this document.The financial products, including
collective investment schemes and structured products referred to
in this document can only be offered in compliance with the FinSA.
Further details are available on request or can be found at
www.privatebanking.societegenerale.com.

This document is not distributed neither by SG Kleinwort
Hambros Bank Limited in the United Kingdom, nor by its
branches in Jersey, Guernsey and Gibraltar together operating
through the brand name “SG Kleinwort Hambros”. Consequently,
the information and potential offers, activities and financial
information contained in this document do not apply to these
entities and may neither be authorized by these entities or adapted
on these territories. Further information on the activities of the
private banking entities of Société Générale located in the
territories of the United Kingdom, the Channel Islands and
Gibraltar, including additional legal and regulatory details can be
found at: www.kleinworthambros.com.”

Réf.: (A) 733807. Crédits photos: Getty Images © Guillaume Chanson.
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