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Amid uncertainty over
CB policy and
earnings growth,
refrain from increasing
risks and maintain
focus on liquidity.

Changes vs. previous
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impact of the crisis on
the earnings outlook
with a preference for
US vs Europe.

= Tactical adjustments
on duration

= Adjust hedging
including FX.
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Winds of war blow on economic outlook

The first month of the Russia-Ukraine war has driven volatility up across the board, though
with some recent signs of stabilisation in equity markets. Europe is the area most exposed
to the war - in particular, through the effects of higher energy prices, supply chain
disruptions, and geographic proximity, but the commodity squeeze goes far beyond energy
to include agricultural commodities and metals. Against this backdrop, safe-haven demand
remains strong for gold while Treasury yields have recently been driven by higher inflation
and rate expectations, with the yields moving upwards across the curve. While uncertainty on
the war front remains high, markets are trying to assess what additional sanctions could be
put in place against Russia or if the next diplomatic steps could become more productive -
or, in the bear case, the risks of an extension in terms of time and geographical reach of the
crisis.

At this stage, four hot questions are crucial to reassessing the investment stance:

(1) Are we heading towards a global recession? Taking into account the impact of the rise
in commodity prices, we have revised down global growth by 0.5% in 2022 (now in a 3.3-3.7%
range), but the impact is not homogenous across countries. The US, while not immune,
appears to be more resilient to the shock than the EZ. A global recession should be averted
while Europe is more at risk for a technical one.

(2)How high is the risk of central bank (CB) policy mistakes? The task of CBs is not easy
and the potential for policy mistakes is high, especially at the ECB level amid a more uncertain
economic outlook (also at a single country level) and rising risks of fragmentation in the
Eurozone. It’s not easy for the Fed either. Despite hiking rates for the first time since 2018, it
continues to stay behind the curve and it may have to adjust its policy path in an environment
in which the inflation topic is hot in the political debate.

(3)What is the risk of a liquidity crunch? Liquidity has been deteriorating across all main
asset classes, with market depth worsening across the board. While at the moment, we don’t
see significant risk of a liguidity crunch, the need to remain vigilant and build liquidity cushions
is high.

(4)Markets: How far along is the process of restoration of value? We confirm a cautious
stance, but recognise that buying opportunities may open up in the near future and therefore
we stay ready to tactically adjust our risk stance. While a process of restoration of value is
under way, it is incomplete and fragmented. In particular, the real-life impacts of the
movements from the Fed and ECB remain to be seen. This argues in favour of a bit of patience
as additional volatility going forward will offer entry points.

Against this backdrop, our main convictions are as follows:

eLong-term rates remain too low in a persistently high inflationary environment. Recent
hawkish turns by CBs confirm that the rate direction is up. We continue to hold a short
duration bias and remain tactical in adjusting our duration stance, as this can assist with
hedging during periods of turbulence.

eIn equities, we stick to a value tilt, with a further marked focus on quality as a way to
navigate this crisis. It remains important to be highly selective and look at names with strong
business models and the ability to pass through higher prices to consumers. At the regional
level, the US should continue to be more resilient compared to Europe, given the higher
risk of an earnings recession, and therefore we are turning relatively positive on US vs
European equity. The outlook for Chinese equity is tactically more cautious, due to the
heightened regulatory risks and extreme volatility.

eIn credit, risks are more related to liquidity than fundamentals at this stage. Financial
conditions are tightening, so it's important to stay on the lookout for liquidity risk. We are
more cautious in general on the high vield space - in particular, in Europe, where a further
widening of credit spreads is possible.

e Volatility will remain high, and despite strong market corrections, we maintain hedges in
place against the uncertain outcome of the crisis. In addition, to build more resilient
portfolios, investors should continue to focus on areas of diversification. With this aim, they
could explore Chinese government bonds with a long-term perspective. Currencies can also
play a role regarding diversification. Here, we favour the Swiss franc, given its appeal in times
of market stress.

In conclusion, we believe it's important to resist the temptation to go for an aggressive asset
allocation, as visibility is still too low, and continue to look at portfolio construction through
the inflation (and real rates) lens in the search for areas of resilience.
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An investor view on the war impact in an era of regime shift

In the recent past, geopolitical crises have led to short-lived initial negative market shocks,
followed by fast relief rallies on perceived positive developments leading to buying
opportunities for investors. This time, however, the Russia-Ukraine conflict adds an
additional element to the puzzle of higher fragmentation and higher inflation that will
characterise the regime shift that | call the “Road back to the ‘70s”. In particular, investors
should look at the four macro factors that will drive portfolio returns:

1. The growth factor is turning less supportive, in particular in Europe (see focus below),
where the global trajectory back to potential is augmented by the crisis. = Credit more
exposed to repricing than some equity segments.

2. The inflation factor is further reinforced and red hot. = The earnings trajectory is
even more crucially dependent on the ability to pass on inflationary pressures.

3. The real rate factor is still supportive. Central banks continue to stay behind the
inflation curve even when taking into account what is expected. =» Real rates will stay
negative in a financial repression environment. This should compensate for the negative
impact from the weaking growth factor in some equity segments (the US, in particular).

4. The liquidity factor has passed the peak, with global macro liquidity turning down. =
Lower liquidity support from central banks will keep volatility high across the board.

The re-adjustment of monetary policy expectations and the assessment of the economic
damage from the conflict are driving the process of reordering of risk premia, which will
eventually align with the new equibrium of the new regime. Therefore, in the search for
entry points, investors will have to look at when valuations start to be consistent or even
offer a positive attractive gap vs what the estimated equilibrium should be in the new
regime (where stagflation is the core risk).

Investors should resist the temptation to add significantly to government bonds. There is
room for more flexibility in duration management, but the short duration trend is your
friend. In the search for safety vs higher stagflationary risks, equities offer a space for stocks
with bond features that could attain the status of “safe” core assets. These are names with
high earnings visibility and low debt.

Stagflationary risks in Europe

The Russia-Ukraine war is likely to affect the European economy mainly through two
channels.

(1) Direct exposure. In 2020, Russia was the EU’s fifth-largest trading partner, with exports
to Russia accounting for approximately 6% of total EU exports. (2) Indirect exposure.
European energy vulnerability remains considerable, as Russia is the main EU supplier of
crude oil, natural gas and solid fossil fuels. Thus, channels of oil and gas are the main sources
of stress:

e Growth downgraded, inflation raised for 2022. GDP would be impacted by -1% to -1.5%
(lower consumption and lower investments), causing YoY growth to be in a range of 2-
3.2%. The region faces the highest stagflationary risk, and the possibility of a temporary
recessionary outcome is embedded in the lower end of our projections. On inflation, CPI
would be higher by 1.5% vs our previous estimate, with peak inflation (6-7%) still ahead
of us (possibly in Q2) and 6% average annual inflation on the cards for the year. However,
in Q4, inflation could subside to 4-5%.

e Fears on the earnings front. An earnings recession is possible in Europe even before an
economic recession kicks-in. If we look at PPl and CPI inflation and supply chain
bottlenecks (ie, rising input prices, commodities, energy), we realise there is a
considerable gap. This means margins would be affected if producers fail to increase
prices because they would be forced to absorb rising costs. But if companies do raise
prices, the risk is that volumes would be affected, which could eventually weigh on
profits.

Investment consequences. We recommend a neutral stance on global equities. In FI, a
recalibration is under way. Weak technicals, underlined by a combination of factors such as
withdrawal of CB support, rising rates and economic growth pressure, call for a defensive
allocation to credit. In addition, liquidity pressures and flight to quality mean upgrades for
govies and cash. Finally, continued inflation calls for a positive tilt on sensitive assets in the
form of inflation-linkers bonds, gold, some real assets.

PPl = Producer Price Index, CPl = Consumer Price Index.
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Don’t jump into the market, but play US vs Europe

Financial markets and the economic environment are being influenced by three broad forces
at the moment: inflation and growth expectations, policymakers’ responses (fiscal and
monetary) to these, and the evolving geopolitical landscape. We expect the first two to be
increasingly affected by the third, therefore decreasing overall visibility on future economic
directions.

Thus, this is not time to re-enter the market aggressively, despite recent signs of
stabilisation, while investors should focus on liquidity, diversification (to include gold and
commodities, among other assets) and fine-tune exposure with an eye on relative value
opportunities. In addition, hedging and FX should be key pillars of portfolios, with a focus on
political risks and flight-to-quality flows.

High conviction ideas

We remain neutral overall on equities but we seek tactical relative value opportunities.
We are becoming more constructive on US vs Europe. A Fed with a strong commitment to
fighting inflation in the short term is causing curve flattening that should benefit the US market,
including some growth areas. Hence, we have implemented a coherent stock picking approach,
reducing our value tilt in this phase. Heightened risks of a weakening earnings momentum in
Europe call for a more prudent stance in the region. In EM, we stay neutral, and we have moved
to neutral as well on Chinese equities amid exceptional volatility and risks from the renewed
lockdowns.

While maintaining an overall cautious view on duration, we now think German Bunds could
benefit from safe-haven flows and from European economic growth concerns stemming from
the Ukraine-Russia conflict. However, the German volte-face on higher military spending is
increasing the government’s funding projections. This may potentially increase bond issuance,
thereby pushing yields up (also supported by the ECB’s recent hawkish comments). Thus, we
are closely monitoring the situation and stay flexible.

On peripheral debt, we maintain our optimistic stance on Italian BTPs vs German debt.
Although we acknowledge some pressures on BTPs from flight-to-quality moves in the market,
we believe Italian fundamentals in terms of economic growth (thanks to NGEU funds) and
political stability are strong. In China, while our long-term view on the diversification benefits
of local debt remains, we believe the asset class is facing headwinds from the FX component
due to risks of outflows in light of US-China tensions and the resulting weakness in the CNH.

Credit markets may be affected by increasing volatility, upwards pressures on core rates,
and higher inflation. In addition, there are concerns about corporate earnings due to
potentially weakening GDP growth in Europe. Collectively, all this may cause spreads to widen.
Thus, we removed our marginally positive stance on EUR HY and stay neutral on IG and credit
overall. Having said that, we believe corporate fundamentals at the moment are strong and
balance sheets are healthy, allowing us to be vigilant in this area.

We believe the FX universe is increasingly driven by geopolitics and the macro-economic
environment. Given the improving flows into CHF assets due to its protective features, we are
now positive on the CHF vs the EUR. We maintain our defensive stance on the GBP vs the EUR
owing to the increasing isolation of the UK regarding the US and EU. In addition, we are no
longer positive on the CNH vs the EUR because we see the EUR gaining from any potential
improvement on the Ukraine crisis front.

Risks and hedging

A higher inflation regime and tighter policies from central banks are the main risks to monitor
in 2022 on top of the Russia-Ukraine conflict. The current environment underscores the need
to maintain and adjust protections on risk asset exposure through derivatives and gold
(tactical hedge).

Amundi Cross-Asset Convictions

1 month
- - (0] + ++ +++
change
Equities
Credit
Duration
Qil
Gold

Source: Amundi. The table represents a cross-asset assessment on a three- to six-month horizon based on views
expressed at the most recent global investment committee. The outlook, changes in outlook and opinions on
the asset class assessment reflect the expected direction (+/-) and the strength of the conviction (+/++/+++).
This assessment is subject to change. CGB = Chinese government bonds, EM = emerging markets, PBoC =
People’s Bank of China, FX = foreign exchange, IG = investment grade, HY = high yield, CBs = central banks, BTP
= Italian government bonds, EMBI = EM Bonds Index. QT = Quantitative tightening.
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GFI = global fixed income, GEMs/EM FX = global emerging markets foreign exchange, HY = high vyield, IG
investment grade, EUR = euro, UST = US Treasuries, RMBS = residential mortgage-backed securities, ABS
asset-backed securities, HC = hard currency, LC = local currency, MBS = mortgage-backed securities, CRE =

4  commercial real estate

Credit is the first candidate for repricing: be watchful

As we see stagflation risks looming, we also believe divergences in US and European economic
growth and inflation patterns could emerge. While in the US, inflation is driven by rising wages
and higher commodity prices, in Europe, commodity prices are the reason. Consequently,
future moves could be characterised by policy divergences and unpredictability. That said, CBs
are staying happily behind the curves and now hawkish overtures from both sides of the
Atlantic are some commonalities. Combine these hawkish tones with potential pressures on
earnings and you get a situation where investors should tread cautiously regarding risk
assets, despite strong corporate fundamentals. Government bonds should be considered
for their protective nature in times of market stress, but keep in mind that the rate
direction is up.

Global and European fixed income

While our long-term stance remains defensive on duration in core Europe, the US and UK,
we are slightly less cautious amid markets’ flight to quality and repricing of Euro rates. On
peripherals, given fragmentation risks, we are more cautious on Italian BTPs. Investors can
tactically play opportunities at curve levels: here, we see flattening on the Euro vield curve,
steepening in Canada/Australia. Elsewhere, Chinese duration exposure is providing some
diversification, whereas US TIPS appear suitable for hedging. We are converging to a neutral
view on credit through derivatives which also offer safeguarding features for portfolios. The
uncertainty on the geopolitical front is generating high volatility, with a downward skew in
particular for high beta cyclicals. Thus, we are slightly less positive on subordinated debt,
cyclicals (energy, auto) due to potential fallout from economic growth weakening. Overall,
investors should prioritise liquidity, be watchful of earnings deterioration and avoid leveraged
areas.

US fixed income

Core vyields will continue to fluctuate on the back of inflation, expected policy action, and
investors’ search for safety. We acknowledge that domestic economic activity should be
driven by strong labour markets, consumer earnings, and relatively easy financial conditions.
These, coupled with subsiding winters and prospects for increasing energy supplies from other
countries, should help offset the effects of rising oil on the US economy. Thus, we maintain a
short bias towards duration but remain agile across yield curves. On the other hand, securitised
assets (non-residential, CRE), and agency MBS offer selective opportunities. In corporate credit,
we maintain a cautious attitude. Interestingly, we are noticing generous new issue concessions
in the primary markets as companies look to raise credit in an environment of widening spreads.
But, we prefer idiosyncratic factors (company-specific), under-scoring the need for issuer-level
selection and robust hedges.

EM bonds

In a fragmented EM world, we keep a defensive view on duration and remain watchful of
liquidity risks due to the heightened volatility. This should allow investors to dynamically
adapt, should attractive entry points materialise. In HC, we prefer HY vs IG while in LC, we are
cautious on the FX front and highly selective. Commodity exporters could benefit from recent
events. Hence, we actively explore sovereign/corporate bond areas that could benefit from rising
energy prices.

FX

We remain positive on the USD and cautious on the EUR and JPY, but have reduced our
defensive view on the yen, given its safe-haven nature under market stress. In EM, we our
constructive on commodity currencies, owing to higher energy prices, and on select LatAm FX,
such as MXP, CLP.

Credit spreads under pressure
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In a more uncertain earnings path, US is favoured

Overall assessment

Market volatility has increased over the past few weeks, significantly raising risk premiums and
widening the outcomes related to economic growth. Europe, with its proximity to the crisis, is
more affected; the US less so. Now, the narrative is more of the same - more inflation, and
even less growth that could weigh on earnings. In this environment, we continue to rely on
bottom-up analysis and prefer to measure the effect of the war on upcoming data related to
inflation, the economy and corporate earnings to assess future directions. But it is clear that
inflation is here to stay in the medium term. Thus, through an overall balanced mindset,
investors should exploit the fundamental analysis lever, along with value, quality and
dividend themes to navigate stormy waters.

European equities
The European economy is most at risk, with the earnings outlook for European companies
deteriorating. In this environment, we remain committed to exploring relative value
opportunities presented by market dislocations. Clearly cyclical, economically-sensitive
sectors, such as autos will be more affected, with severity depending on the duration and
depth of the crisis.

Overall, we believe investors should consider increasing higher quality and stronger
capitalised companies within cyclical as well as defensive sectors. Our preference for value
as a medium term call remains. From a sector perspective, we remain positive on consumer
staples and healthcare, and have upgraded our outlook for industrials, given attractive bottom-
up names in this area. On the other hand, we are still cautious on information technology
(slightly less) and have maintained our cautious view on utilities.

US equities

In the US, we don’t expect an economic recession to occur, as market liquidity is ample, along
with strong labour markets and robust consumer earnings. However, we see pressures on
economic recovery that could create difficulties for companies in meeting 2022 profit
expectations. Thus, in our search for names, we continue to focus less on cyclical
businesses and more on value, quality. We look for characteristics of operational efficiency
(low capex/sales, low inventory/sales growth, low employee turnover). Secondly, we are
constructive on companies that reward minority shareholders through buybacks and
dividend payouts. In contrast, we believe as a group, growth prices vs value are still high and
we avoid unprofitable growth names. At a sector level, we are constructive on consumer
services over retail in discretionary. In banks, we are focusing on well-capitalised names that
have reduced leverage and are more retail oriented with large domestic operations. These
features should allow them to better navigate the crisis. In the tech sector, we explore
reasonably priced quality names that are less cyclical, given that tech spending is generally
less economically sensitive.

EM equities

The current disruption (higher commodity price, inflation) will not affect all EM equally. In
this respect, Eastern Europe is the most exposed to economic spillovers, but LatAm could
benefit from higher commodity prices (positive Brazil). We are also constructive on oil & gas
exporters in the Middle East (UAE). In Asia, China’s position on Russia, its fiscal stimulus, and
how the country deals with a renewed wave of Covid-19 cases are key points we are
monitoring. At a sector level, we favour discretionary, real estate, and we maintain our
tendency to increase value over growth.

European earnings revisions under pressure
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Amundi asset class views

Asset class View 1M change Rationale

While we see pressures from higher inflation and removal of Fed support, we also believe labour markets

us =/+ A are strong and consumer earnings and savings high. This, coupled with robust corporate balance sheets
and domestic energy supplies, should mitigate the risks from rising energy prices. We continue to rely
on our bottom-up selection process.

Quality value names that show strong pricing power, a tendency to maintain earnings growth and
operational efficiencies present selective opportunities, as we believe that valuations in this segment are
still attractive. This should be complemented with relative value opportunities favouring names that
reward shareholders through buybacks, dividends.

Valuations are still high in this group, but we realise that certain names are incrementally becoming
US growth = attractive after the recent correction. However, rising rates will pressurise prices in the still-overvalued
segments. We stay cautious overall.

We believe rising PPl inflation may affect earnings, particularly for companies that are unable to pass

Europe -/= vy rising input costs to consumers. Importantly, although markets have bounced back, current valuations
do not reflect the deteriorating earnings outlook in the region. Thus, while staying balanced, we look for
relative value and focus on quality, value, dividend spaces.

While prices for oil and other inputs in general could affect company margins, we are seeing
Japan = accommodative policies. The evolving Covid situation is another key factor that causes us to stay vigilant
on earnings.

US value 1

EQUITY PLATFORM

Latest Covid-19-related lockdowns in two main cities of Shenzhen and Shanghai could impact supply

e _ v chains and growth. While government support remains strong and targeted (the recent NPC), we are
monitoring how the Russia-Ukraine conflict affects the commodity importer. On a long-term view, we
think the country presents strong bottom-up opportunities.

Upward pressures on commodity/energy prices from the shock of the war (in Eastern Europe) could
Emerging _ impact global growth and hence EM. However, the effects will not be uniform, reaffirming our view of

markets - fragmentation across the emerging world. We are positive on commodity exporting LatAm countries
(Brazil) and the UAE, but are cautious on the Philippines.

Recent indications from the Fed have tilted on the side of controlling inflation with a tightening stance,

US govies ~ even as some pressures remain on the economic growth side. We remain defensive on duration, but

maintain a vigilant stance as Treasuries could benefit from investors’ search for safety. On TIPS, our
exposure is limited.

We are selective in credit and are limiting our net duration exposure, given that the Fed remains on track
Us IG to raise rates. IG valuations reflect difficult market technicals as well as robust corporate fundamentals.
= So, it is a tricky phase where new issuers are offering concessions, but investors should not lose sight of

Corporate bottom-up analysis. We remain active and continue to explore securitised assets owing to strong
consumer earnings.

US HY HY spreads are expensive compared with historical standards, but fundamentals for the asset class are

COToorElE = strong. Although the sector should benefit from higher energy prices, we are monitoring the markets for

@ any signs of waning liguidity from the Fed's tightening bias. The need for selection is high.

ECB aims to minimise the economic shock and at the same time tame stubborn inflation (aggravated by

EUfeEEn rising energy prices) and is thus displaying relatively hawkish overtures. While our stance is still cautious

Gofies -/= on duration (core Europe), we remain flexible in our approach across the curves and geographies, given

the flight to quality. On peripheral debt, we remain watchful on fragmentation risks, given the ECB’s
hawkish stance and tensions from the Russia-Ukraine conflict.

Receding policy support from the ECB in an environment of high inflation and economic growth

Euro IG _ concerns allows us to stay neutral on credit. While repricing of spreads is making the asset class

Corporate attractive, we stay very selective due to potential pressures on earnings growth and liquidity, and focus
on relative value opportunities.

We believe HY has cheapened, but it is still away from fair value, given the prevailing risks. However,
Euro HY _ corporate fundamentals are strong, as some companies are deleveraging and default rates are also
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Corporate - benign. We remain watchful of financial conditions, which remain easy for now, and seek to balance yield
opportunities with liquidity and quality.
Chinese debt offers diversification for global portfolios and could benefit from concerns over the
China govies =/+ country’s economic growth and the accommodative stance of the PBoC. But we are monitoring any
pressures on the FX component.
EM With a preference for HY over |G, we maintain a strong bottom-up bias, but believe policy tightening in
Bandk HE =/ the developed world presents a headwind. We also keep a short duration stance and are seeing how
the Russia situation evolves.
EM — We are actively managing our bond exposure towards issuers that look set to benefit from rising
Bonds LC energy prices, but do so with a high focus on selection. On the FX component, we are cautious.
- We are positive on commodities, especially base metals and gold (geopolitical uncertainty) as the
Commodities current regime is becoming more inflationary. Qil prices should be supported by concerns over supply

disruptions.

} EUR/USD is likely to weaken in the near term due to productivity gains in the US and the latter’s safe-
Currencies haven nature. The regional currency may weaken in the months to come owing to geopolitical tensions
(CHF better positioned on this front).

LEGEND V¥ Downgraded vs. previous month A Upgraded vs. previous month

- - - =+ 4+

Negative Neutral Positive

Source: Amundi, as of 24 March 2022, views relative to a EUR-based investor. This material represents an assessment of

the market environment at a specific time and is not intended to be a forecast of future events or a guarantee of future

results. This information should not be relied upon by the reader as research, investment advice or a recommendation e

regarding any fund or any security in particular. This information is strictly for illustrative and educational purposes and is mun I
6 subject to change. This information does not represent the actual current, past or future asset allocation or portfolio of any

Amundi product. IG = investment grade corporate bonds, HY = high yield corporate, EM bonds HC/LC = EM bonds hard
currency/local currency, WTI = West Texas Intermediate, QE = quantitative easing. ASSET MANAGEMENT
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