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Fed pivot is not around the corner

Central banks (CBs) are trying to work out how far they should go in terms of their aggressive
tightening talk. We see four main factorsto consider when assessing whether we will see pivots
from CBs: (1) The still strong job market does not support a shift in stance from the Fed. Signs
of some moderation are emerging in wage growth, but this remains above pre-crisis trends,
though decelerating sequentially; (2) Inflation is persistent and challenging. While the peak
in US inflation is likely behind us, recent data confirm that core inflation remains sticky. Goods
inflation is falling, while the services inflation print came in at a 40-year high; (3) Sovereign
debt sustainability is under scrutiny, together with the functioning of markets. Slowing
economic growth would require a fiscal push, especially in Europe, at a time of rising interest
rates. Questions over long-term debt sustainability come at a time when markets are clearly
addicted to CB liquidity. This has become the key to supporting market functioning and the
UK is an example that shows how miscalibrated fiscal and monetary policies can affect market
functioning and force a central bank to act; and (4) Financial conditions are tight, but could
become even tighter as the risk of the Fed being forced to overshoot remains high.

The high-inflation/low-growth backdrop, with CBs on a tightening path, means that a profit
recession is materialising, not only in Europe but in the US as well, and the probability that this
will translate into an economic recession as we move into 2023 is rising. After the September
sell-off, risk assets are less expensive, but still do not discount a profit recession. It’s also
difficult to see what catalyst might come before a Fed’s pivot and lower rates, although some
short-term relief is possible after the recent sell-off. Therefore, we confirm an overall cautious
stance around five investment convictions:

e We keep a cautious risk stance in light of stagflation fears, recession concerns and the
energy crisis. Bothin the US and Europe, we think downward revisions to earnings are on
the cards. In particular, we are watching for pain points and forward guidance around rising
input costs and their effects on margins, the strengthening dollar, which lowers
international earnings for domestic companies, and supply chain constraints. Finally,
investors should remain vigilant for some signs of capitulation in equities and downward
EPS revisions that may pave the way for a better backdrop for equities. For now, we are
convinced that relatively better inflation, economic growth and consumption in the US
should mean US companies remain resilient compared with European firms, confirming our
preference for the US over Europe. We also recognise that there could be a short-term
rebound after the recent sell-off.

e In FI, current yields make US Treasury valuations attractive, allowing us to stay neutral
on durationin the US. But we are active and keep a tactical view so we are ready to adjust
this stance depending on the evolution of the Fed’s rhetoric and economic growth. In core
Europe, we are close to neutral and believe the ECB’s tightening stance could move short-
term yields in Euro area curves.

e Corporate refinancing is an important factor to watch. We retain a preference for US
IG, but are cautious on HY as the risks are mounting. While corporate fundamentals are
currently solid, the near future is uncertain, particularly when demand is slowing and
margins are under pressure. Nonetheless, the effect of monetary tightening on IG and HY
spreads in the US and Europe has been limited so far given companies currently have low
refinancing needs and have dipped into their reserves. However, this has resulted in
declining cash balances in most sectors, leading us to be cautious about the evolution of
liquidity, companies’ working capital needs and the default outlook in low-quality
segments. In Europe, fiscal policies could be supportive of businesses, thereby slightly
limiting the drag on corporate cash holdings, but we do not rule out higher spread
volatility.

e Still neutral on EM given the environment of weak global growth, with an increasing
need for selection. On China, despite the short-term challenges, the country could see a
rebound in demand next year amid accommodative policies and fiscal support for local
governments. Across EM assets, our preference remains for HC debt, while we are
defensive on local rates in light of the continuing USD strength. CBs for Latin American
exporters, such as Brazil, have been proactive in tightening policy to tame inflation,
providing a favourable environment given the attractive carry.

e Investors should increase the focus on liquidity because any rise in market stress could

make it difficult for them to exit more volatile assets.
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We upgrade
China’s 2022
growth
forecasts, but
downgrade
growth for next
year on the
impact of the
‘dynamic
clearing’ Covid
policy, with
some relaxation
at execution

level. ’ ’

Big picture in short
China stabilisation: recovery requires patience

While China’s 2023 growth recovery hinges on its Covid policy, its domestic environment remains
disinflationary. Q3 growth came in stronger than expected at 3.9%YoY (Amundi forecasts: 3.4%).
The solid headline growth, in part attributable to a rebound in the trade surplus, masked the
uneven recovery in domestic demand. Consumption is overall soft except for auto sales, whereas
investment growth was underpinned by public projects. Given the better-than-expected Q3
results, we revise our 2022 growth forecasts up from 2.9% to 3.2%. However, we revise our
2023 GDP growth down to 4.5% from 5.2% due to the weaker Covid policy outlook. The main
factors likely to affect growth are:

(1) Down. Our conviction of a full reopening in H2 2023 is now lower. While the ‘dynamic
clearing’ slogan will likely remain in place, we expect a gradual relaxation is likely at execution
level, but without a full reopening. Disruptions from time to time will continue to weigh on growth.
(2) Unchanged. Housing sales still expected to stabilise at the end of 2022. We hold the view
that housing sales are near their cyclical bottom. The transmission of policy easing has improved,
thanks to the additional easing done by the PBoC since September. In 2023 we expect housing
sales to register a small positive performance.

Subdued domestic demand will keep inflation tepid. Core and services inflation rates are
expected to stay below 3% throughout 2023 due to the disruptions from Covid restrictions. PPI
inflation will turn negative soon. The policy mix will remain accommodative. We don’t expect the
central government to step in to help individual private developers. The intention behind policy
is clearly to preserve demand.

Regarding the reopening, we think patience is a virtue and there is no clear exit roadmap
expected for 2023. |Indeed, when China is going to fully reopen remains one of the main
unknowns for the markets. We have low convictions on the various forecasts drawing up zero
Covid exit roadmaps, and are skeptical that high vaccination rates will be a sufficient precondition
for reopening.

We believe the death toll matters more to the government than the death rate. The change of
this implicit target, if it exists, should trigger a change in the ZCP exit. Despite the ongoing
‘dynamic clearing’ goal, we could see adjustments at the execution level. During the small
Omicron outbreaks in autumn, the measures taken were not as restrictive as in Shanghai’s April
lockdown. For one, a nationwide logistics breakdown was avoided (zero expressway closures),
ensuring production could continue. Second, the intervention was earlier and the lockdowns
shorter in each city, helping to contain the overall economic impact. A gradual relaxation of
restrictions is our baseline case, with disruptions from time to time but without paralysing the
whole economy. This assumption underpins our growth forecasts.

Housing sales stabilisation is in sight. Our trend estimate of sales volumes indicates a
stabilisation in momentum: the September sales volume trend dropped less when compared to
August or April. We expect housing sales will finally turn positive in April 2023. Indeed, the latest
high-frequency data suggest that the housing market has become more resilient to lockdown
shocks. Thanks to the continuous easing efforts of the PBoC and the MoF, household
expectations have started to shift in Q3, with an increased share of survey respondents willing to
buy homes in Q4. Overall, we expect the housing market to be less of a drag on growth in
2023.

Party Congress: a confirmation of the Xi era. The 20th Party Congress confirmed Xiremains at
the core of China’s leadership. The politburo is even more capable of executing and reinforcing
policy execution. The 20th Party Congress report confirms China’s economic course, with a
Leftism tilt in the long run. It emphasises security, growth quality and wealth redistribution. Xi’s
administration has a high tolerance for slow growth, and a preference for a less debt-dependent
model. The growth outlook will be more volatile and the risk of overreach needs to be monitored.

China's GDP growth
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Source: Amundi Institute, as of 26 October 2022. Quarterly data above. QoQ numbers
are seasonally adjusted. Forecasts start from December 2022. PBoC = People’s Bank
of China, MoF = Ministry of Finance, PPl = Producer Price Index,a measure of inflation
at the manufacturer’slevel, ZCP = Zero Covid Policy.
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MULTI-ASSET

Defensive, but open to some tactical readjustment

High (core) inflation prints confirm that the Fed could maintain a tightening trajectory despite
the deteriorating economic backdrop, which is only partially reflected in asset valuations. On
the earnings side, estimates in the US and Europe are still optimistic and arelikely to be revised
down. As a result, for now we remain cautious and patient in risk assets, and wait for an
improvement in earnings growth before we increase risk. A vigilant but agile approach, with
enhanced hedges, is the key to ensuring that investors navigate this uncertain
environment, but we are ready to act on any attractive entry levels. We favour a well-
diversified approach that rests ona combination of quality assets in DM and EM, commodities
(oil, gold) and FX.

High conviction ideas

We remain cautious on equities, but from a tactical view, we think the recent decline
presents opportunities to benefit from the brief rally in some segments. However, we
remain flexible to alter this stance should the situation change. We continue to prefer the US
over the EZ, given that the latter is more exposed to the stagflationary episode. In EM, we are
monitoring the Chinese housing sector and Covid-19 policies. The country maintains its
supportive fiscal and monetary policies. Hence, we continue to favour China over India, as
Indian valuations are still high despite the recent falls. On duration, we are marginally
constructive and we will upgrade this view only if we see signs of a dovish Fed pivot, although
valuations look attractive from a historical perspective. In the UK, we became cautious well
before Liz Truss’s budget plan announcement, which triggered a massive sell-off across the
gilt curve due to concerns about increased issuance and fiscal imprudence. In Europe, we
maintain a small preference for BTPs over the Bund, but are monitoring any signs of weakness
from a risk management perspective. We think the BTP-Bund spread is no longer being driven
by domestic Italian factors. In addition, valuations are appealing given the ECB’s policy and
supportive technicals, which provide time to reassess the stance if volatility increases.

In corporate credit, we now believe EUR IG should outperform the HY segment (slightly
high valuations). The latter would be more vulnerable in a recession, which would hurt earnings
and fundamental metrics. The default rate is holding low but is expected to tick higher on
growth concerns. In the US, we stay marginally positive on IG credit, given the better valuations
after the recent spread widening, the low risks of debt refinancing and the lack of increase in
leverage in the near term.

Finally, FX remains a key pillar of our multi-asset strategy and we think the USD will remain
strong amid the prospects of higher rates in the US. However, we are no longer positive on
USD/CAD. This is not due to any negative view on the dollar, but because the greenback has
already risen substantially vs. the CAD this year. Secondly, the negative news flow from the
Swiss banking sector could affect the CHF/EUR, considering the franc has already gained. We
stay positive on USD/EUR and JPY/EUR. On the other hand, we think the ZAR is a good way
to play the weak sentiment in EM FX. Hence, we are now constructive on BRL/ZAR (attractive
carry, macro environment and a lot of negative news on elections already priced in). In Asia,
we maintain our view on IDR/CNH due to Indonesia’s improving fiscal position and growth.

Risks and hedging

The risk of CB policy mistakes in the form of excessive tightening is high in light of
inflation. Hence, we think increasing the protection on credit (US HY) is appropriate. At the
same time, investors should maintain safeguards on US equities and consider exploring
opportunities arising from the weakening of the EUR/USD.

Amundi Cross-Asset Convictions
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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. Marketing material for the general public.
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When nominal
revenues grow
due to inflation,
companies do
not usually
default. But if
FCs tighten,
the situation
may
deteriorate
(spreads,
distress),
particularly for
low-quality

names. , ,

Vigilant on the liquidity evolution in credit

Recent economic data pushes any dovish pivot from the Fed further into the future, with
implications for global bond yields at a time when the risk of policy mistakes is increasing and
economic growth is slowing. Furthermore, rising real rates are leading to some tightening of
financial conditions, which in turn are affecting corporate credit spreads. On the other hand,
we are seeing pressures on earnings and cash flows. Hence, investors should be watchful of
the cash/liquidity on balance sheets as companies spend their cash (accumulated during
the Covid-19 crisis), and take note of whether any policy tightening turns into a
solvency/financial stability issue. Select opportunities in the high-quality area of the market,
including in EM HC, should be explored with an agile duration mindset.

Global and European fixed income

We are marginally cautious/close to neutral on duration in the US, core Europe and the UK
(less than before), but slowing economic growth keeps us tactical on this front. We are
active on multiple yield curves, thereby exploring flattening opportunities in Europe, Japan
and the US. In the UK, we are assessing the monetary/fiscal policies and their effects on
sovereign yields. On the global front, we continue to believe in the diversification potential of
Chinese debt. Regarding inflation, we are slightly constructive on the US and European
breakevens. So far, the impact of monetary tightening on credit spreads has been limited
due to companies’ limited refinancing needs as they used their internal cash holdings. But this
might change in the near future. Thus, we maintain a neutral risk stance, look for short maturity
debt and prefer IG over HY, without increasing our exposure to high-risk securities. We favour
quality assets at the higher end of the capital structure.

US fixed income

The Fed maintains its focus on controlling inflation, which is causing a decline in the possibility
of our ‘soft landing’ scenario. The reasons for both upwards and downward yield movements
persist, and as a result, we have been active in our stance on duration. We think the risk-reward
of being cautious on duration is less compelling now than it was earlier because of emerging
growth concerns. Consequently, we are neutral with a bias to raise our stance. In addition,
TIPS are looking attractive, particularly in the intermediate range. In corporate credit, high-
quality businesses with low leverage will fare better if things deteriorate. IG and HY spreads
remain close to average despite the weak economic environment, with markets not fully
appreciating the downturn. We favour IG over HY and within IG, financials over non-financials.
Elsewhere, we favour securitised over unsecuritised credit, under an actively managed stance.

EM bonds

We are monitoring liquidity and financial stability risks across EMs and remain selective,
favouring HC. But we keep a more cautious stance on local rates amid regional inflation
divergences, the different paces of policy normalisation and the dollar strength. Our preference
is for countries where CBs have been proactive in taming inflation, and those providing
compelling carry (Brazil).

FX

Any change in the strong USD trend could only come from a change in the Fed’s stance or
inflation moving lower. Policy uncertainty in the UK is affecting the GBP’s stability, on which
we are negative. In EM, we are slightly positive on select LatAm FX (MXN, COP) but are
cautious on Eastern European FX, TWD and KRW.

ightening financial conditions could lead to further spread widening
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Source: Amundi Institute, Bloomberg. Weekly data as of 21 October 2022. Positive financial conditions index
(FCl) indicates that conditions are tighter than average, whereas negative values signal looser than average
conditions.

GFI = global fixed income, GEMs/EM FX = global emerging markets foreign exchange, HY = high yield, 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 =commercial
4 realestate, QT = quantitative tightening.
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Increasingly selective, with a focus on margins

Overall assessment

We expect earnings downgrades to continue for some time as we enter a stock picker’s
market. Until now, earnings have been supported by companies’ pricing power, which has
allowed higher input costs to be passed on to consumers. At the same time, consumer
spending has been sustained, partly due to the high level of savings accumulated during the
Covid-19 crisis. But now some of the benefits of these factors are beginning to fade. Thus, we
are focusing on margins and carefully evaluating forward guidance to better understand
how long these margin pressures will persist. In addition, we continue to prioritise bottom-
up analysis, and maintain a focus on our dynamic ESG approach.

European equities

In a barbell-style investing approach, we like defensive consumer staples names and quality
cyclical stocks, and prefer taking cyclical risks through banks than autos. Financial names are
likely to benefit from higher interest rates. Retail banks, in particular, are trading at huge
discounts to fair value, in our view, as the markets have excessively priced in the worsening
economic environment. However, we are selective and look for resilient business models and
balance sheet strength. We also acknowledge that a depreciating euro would benefit global
European companies. Importantly, the energy crisis is an opportune moment to encourage
ESG investing and guide Europe towards greener and cleaner energies. We are cautious
on the technology (excessive valuations) and utilities sectors, given the latter’s high level of
regulatory risk.

US equities

We are seeing a bit of a mixed bag, wherein hard data, i.e., labour market and industrial
production, are strong but surveys (ISM) and leading indicators are weak. On the other hand,
while inflation seems to have peaked, consumers are dipping into their savings as wage
growth is slower than inflation (falling real incomes). Thus, we are evaluating how changes
to consumption could affect corporate earnings, leading us to be very selective. We like names
that can deliver dividends even in a difficult environment, and where customer stickiness is
maintained through market leadership, pricing power and product differentiation. From a style
perspective, we prefer quality value stocks. Some quality cyclical and quality growth
names have been hammered excessively, and we are selective on this front. However, the
large cap defensive names are still expensive. At sector level, we like energy, materials and
banks. Banks are showing very limited credit-related issues and their investments in
technologies, which could help them maintain leadership, are not appreciated by the markets.

EM equities

Our current stance remains prudent and selective given the rising global rates and geopolitical
risks. Even though the stagflationary scenario is gaining momentum and affects all
geographies, the EM space seems somewhat insulated, and the EM-DM growth differential
favours the former. We keep our preference for Braziland the UAE, as well as a close to neutral
position on China, with a special focus on discretionary, amid the expected rebound in Chinese
demand.
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Amundi asset class views

Asset class View 1M change Rationale

TheFed’'s monetary policy and corporate earnings are the two main factors that will drive equities in the
medium term. While valuations are more attractive than before, the aforementioned factors are not

us =/+ favourable given the Fedis determined to push rate hikesto bringinflation under control (and eventually
affect consumption). We continue to look for names showing balance sheet strength, margin resistance
and an overlay of quality, value and dividend characteristics.

We are positive on value and prefer names that show quality features, are less cyclical and have the
US value + ability to maintain margins. However, we avoid distressed value names where the earnings potential
doesn’t match the valuation.

Select growth names have corrected, but growth as a group doesn’t present an attractive backdrop in
US growth - lightof rising rates, which that could affect valuations further. We remain cautious and are exploring the
quality side of the markets.

In light of the energy crisis and escalating geopolitical tensions, markets’ earnings estimates for 2023 are
being revised downwards, butitislikely the impact will also be felt in profit margins. However, companies
that can maintain pricing power and strong balance sheets should be able to withstand these pressures
and reward shareholders.

Although low valuations, a weak yen (for exports) and an easing central bank are supportive factors,
Japan is a cyclical market that could be affected by the deceleration in global economic growth.

China continues to be affected by the government's zero tolerance for Covid and the slowdown in the
g — housing sector. We are monitoring the evolution of its geopolitical relationships with the US and Europe

and its fiscal support, which could boost consumer demand. For now, we remain close to neutral, with a
possible improving outlook moving into 2023.

External vulnerabilities, internal growth momentumand political and geopolitical risks make EM equities
a heterogeneous universe. We see deteriorating momentum, particularly in Eastern Europe, where we
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Japan =

EM-ex China = avoid Hungary and Poland. On the other hand, we like Brazil and the UAE but are cautious on Taiwan
and South Korea.
The high inflation prints strengthen the Fed's resolve to hike rates, even at the cost of damaging the
US govies - economy. While we are neutral on duration at the moment, we remain active and inclined to upgrade
our view depending on how far UST vields increase. Real vields (TIPS) have reached their highest levels
in more than a decade, making them attractive.
usIG IG spreads are not far from their long-term average, but bond vields are at multi-year highs, even as
Corporate =/+ corporate fundamentals look strong. We are selective and believe investors should consider keeping
© their portfolio beta stable and balance the need for quality with liquidity andincome.
US HY As the Fed continues its tightening path, we think financing costs could rise for low-rated companies.
Corporate - This, coupled with liguidity constraints and potential cash flow problems from slowing demand, makes
E us defensive on HY.
o) We are close to neutral in core Europe, but retain the flexibility to adjust this stance depending on what
'-|_'- European _ narrative is driving the market - economic growth concerns or high inflation (and therefore a hawkish
< Govies - ECB). In the peripheral debt markets, a tightening ECB, with a limitation to avoiding fragmentation in
E.' ECB, leads us to be cautious.
w We believe that valuations are reasonable but geopolitical tensions persist and economic growth is
(z) Euro IG - weakening. On the other hand, company fundamentals are strong but companies are using their cash
51| Corporate reserves. We are monitoring cash levels and avoiding segments with high debt. Overall, we keep our
z neutral stance.
o ENTIG While default rates remain low, a deteriorating economic backdrop could affect cash flows and a hawkish
w Corporate - ECB may cause volatility in spreads. Thus we remain cautious, with an eye on liquidity, potential
E p refinancing risks and quality.

=/+ The diversification benefits of Chinese debt for global investors make the asset class attractive, along
— with the limited prospects of any significant monetary tighteningin the medium term.

EM debt is under pressure from the DM tightening cycle, but we see selective opportunities in HC, with
EM =/+ a preference for HY over IG. This is true for countries where government finances are improving and

China govies

Bonds HC external vulnerabilitiesare limited. We also like commodity exporters such as the UAE and Brazil and
are vigilanton other sovereign defaults.
EM We are very selective in LC, favouring countries in which central banks have broughtinflation under
Bonds LC = control and those that provide attractive carry (Brazil). However, EM FX has been hurtby the USD

strength, so some stability in US rates is needed for us to see value inthe FX and LC bond space.

Oil prices are likely to remain capped by economic concerns in the short term, but supply-side issues
(tight OPEC+ spare capacity, potential EU ban on Russian crude) mean the risks are tilted to the upside.
On gold, while rising real rates are not supportive, the metal may act as a good diversifier, particularly if
CBs (i.e., the Fed) alter their hawkish views next year.

We believe the USD should strengthen in the near term as high core inflation should lead the Fed to

Currencies maintain its tightening stance. A dovish pivot from the Fed is the main catalyst that could invert this
trend. However, we are negative on the GBP.

Commodities

LEGEND V Downgradedvs. previousmonth A Upgraded vs. previous month
= + ++ +++

Negative Neutral Positive

Source: Amundi, as of 27 October 2022, views relative to a EUR-based investor. This material represents an assessment of the market
environment at a specific time and isnot intended to be a forecast of future events or a guarantee of future results. This information
should not berelied upon by the reader asresearch, investment advice or a recommendation regarding any fund or any security in
particular. This information is strictly for illustrative and educational purposes and is 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 =
guantitative easing.
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or USD isexposedto exchange rate fluctuations. The value of an investment may go down orup. This documentis notintended for citizens
or residents of the United States of America or to any «U.S. Person» , as this term is definedin SEC Regulation Sunderthe U.S. Securities
Act of 1933.
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