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In a stagflationary
environment, do not
increase risk; instead,
stay diversified and
move towards more
quality, less cyclical
areas in equities,
credit.

Changes vs.

previous month
Earnings recession
risks make us
cautious on Europe in
the near term.
Positive on China
amid reopening and
policy support.

Less optimistic on
yen, as CB sticks to
easing.

Overall risk sentiment is a
qualitative view of the
overall risk assessment of
the most recent global
investment committee.
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Play the desynchronization of the cycle

Dramatic price action has taken place over the past weeks in equities and bonds, following hot
inflation prints, central bank (CB) actions and rising concerns over economic growth. These
events are a reminder of the regime shift, in which we are witnessing the resurgence of
stagflationary risks and central banks trying to assert their credibility. Going forward,
growth, inflation and central banks’ policies will continue to drive markets:

(1) Growth: We were already expecting a deceleration of growth at the start of the year, but
we are now moving to a marked slowdown, particularly in the EA, with the risk of a technical
recession. This is mainly due to weak private consumption and investment in Europe (which is
most impacted by inflation). In contrast, in the US stronger private consumption and
investment should continue to support growth. But we expect a marked slowdown and rising
recession risks for 2023. The market is going to focus on the growth path and, in particular, on
any signal of deterioration in the US outlook.

(2) Inflation - not yet at the peak, with different drivers in the US and Europe: The
expected peak in inflation has been postponed, while the peak level has moved higher than
initially thought. The inflation drivers are different in the US and Europe, with inflation more
demand-driven in the US, while in Europe, the primary reason for inflation has been supply
constraints, with the energy shock from the war further exacerbating the outlook. In an
environment of slowing growth, inflation should also slow.

(3) Central banks have the difficult task of restoring their credibility: In general, monetary
tightening is more effective when inflation is driven by strong internal demand. However, when
inflation is caused by external factors (supply constraints), then CB tightening is not very
successful in taming inflation. Thus, there is more scope for tightening in the US, while the ECB
is in a worse position as it also has to address EU fragmentation, as signalled by the
announcement of a dedicated anti-fragmentation tool by the ECB. Overall, we believe that
when inflation peaks and attention turns to growth trending lower, central banks will likely
pause and deliver less than initially stated.

Against this still highly volatile backdrop, investors should stay diversified and avoid

adding risk as the market repricing, although advanced, is not over yet. This is the time to move

towards high-quality areas and resilient business models that can preserve margins. In
particular:

e The recent bond sell-off makes this asset class selectively more attractive, as CBs’
hawkishness is now priced in and at a certain point, they could be forced to do less to
avoid a recession or further fragmentation. The current levels are also becoming more
attractive for investors such as insurers and pension funds and that could cap the potential
further upside in vields. We are more positive than before and close to neutrality on
duration in the US and core Europe, but keep an agile approach overall. In euro peripheral
debt, we remain neutral and are closely monitoring the fragmentation risks.

e Credit - we recommend moving towards higher quality credit and being more selective
in general across the credit spectrum (IG and HY), given some concerns over earnings.
However, our regional preference for US IG remains in place in light of the strong
consumption and labour markets in the country. This should help deliver better economic
growth.

e Equities - we keep an overall vigilant stance and given that in Europe further earnings
downgrades are not fully priced in, we are cautious due to the headwinds from high
inflation, which could dampen consumer demand. The US, on the other hand, should fare
relatively well and we maintain a preference for the US. In terms of style, investors should
opt for the less cyclical areas in equities in value, quality and dividend oriented stocks.
Companies with strong balance sheets and pricing power, as well as the ability to pass
rising costs on to consumers and preserve margins, should do well.

e We are becoming slightly more positive on Chinese A shares as these appear more
insulated from the developed world, where stagflationary risks are surging. We also expect
this asset class to benefit from the reopening of the Chinese economy and the stimulus in
place.

e For diversification purposes, investors should consider commodities and strategies
with low correlation to equities and bonds. On currencies, we keep our preference for
the USD versus the Euro and, to a lesser extent, for the Yen.
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The greater the
gap between
what central
bankers say and
what people
believe, the
higher the cost
of bringing
inflation under
control may be.
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Big picture in short

Central banks in search of credibility

Western monetary policy has executed an impressive U-turn in the space of a few weeks.
The Federal Reserve announced the biggest interest rate increase since 1994 and the
European Central Bank is gearing up to hike soon. There was market turmoil, investors
guestioned the credibility of central banks and the probability of recession began to rise.
The greater the gap between what central bankers say and what people believe, the higher
may be the cost of bringing inflation under control since significant monetary policy
tightening will be needed to rein in expectations about how fast prices will rise.

Most people today have never before been confronted with sustained periods of high
inflation. The current collective memory has instead been shaped by an environment where
central banks were more concerned about undershooting their inflation targets and were
free to act to support growth. However, the decades of low inflation had less to do with
monetary policy and more to do with other factors (coincidences), such as China’s entry
onto the world economic stage, which depressed international labour costs. Now that
inflation expectations are becoming unanchored, a new approach is needed. | see three
main scenarios:

1.  ‘Credible disinflation’: The recent collective memory of low inflation prevails, and
central banks’ credibility is restored. In this scenario, an economic soft landing could
be engineered. Financial markets would return to the pre-crisis situation that was
characterised by relatively low rates and slim risk premia. This is more or less what
is priced in today, although there have been setbacks in certain overvalued asset
classes and market segments. This scenario does not appear likely, unless inflation
retreats on its own, a development that would represent good luck on par with the
series of coincidences that delivered the low inflation of recent decades.

2. “‘Incredible disinflation’: Central banks started out too far behind the curve, and are
racing to prevent long-dormant inflation memories from resurfacing and becoming
entrenched. Monetary policy actions would be painful for markets and economic
activity, but necessary to curb inflation. In this scenario, investors should take
shelter and wait out the storm. There would be a recession and asset price bubbles
would burst, but then there would be a return to normal. This is a viable option but
policymakers probably lack the resolve to fight this long and hard battle.

3. ‘Incredible inflation’: Central banks have not fallen behind the curve by chance or
by mistake, but are undergoing a profound change. They will tolerate higher
inflation to foster nominal growth. This implies a structural change in the public’s
psychology as well, and higher inflation expectations would become the norm. In
this case, equities would do better than feared and real rates would remain low for
some time, postponing - but not eliminating - the recession risks. In this scenario,
investors should look to tackle inflation through real assets. This is a credible
alternative to the current consensus view.
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Source: Amundi Institute, as of 27 June 2022.
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Stay cautious with preference for China and US

The repercussions of the Russia-Ukraine war, energy demand/supply dynamics and CB rate
hikes are creating a double whammy for markets. Even as we see pressures on growth, upward
pressures on inflation have been building for quite some time (financial repression), and
collectively this will affect corporate earnings, particularly in Europe. Policy manoeuvres add
another layer of complexity that will tighten financial conditions. We think investors should
explore relative value and play the divergences: stay cautious in European equities, and
selectively benefit from the resilience of the US and the economic opening in China. On
duration, neutrality and agility are the way forward. In addition, the positive correlation
between equities and bonds underscores a need to diversify via non-traditional avenues such
as commodities (e.g., oil, gold).

High conviction ideas

While we are marginally cautious on equities, primarily due to our stance on Europe, we
stick with our regional preference for the US. Europe is more affected by the Ukraine crisis and
the resulting impact on inflation and demand and weakness in corporate earnings. In EM, as
we look for relative value opportunities, we are turning positive on China (vs. India, owing to
the inflationary impact of commodities) due to its desynchronization with the global economy
and accommodative policies.

In fixed income, as core yields in the US and Europe have risen substantially and economic
growth concerns have emerged, we have been reducing our cautious stance on duration
(US, core Europe) and moving towards neutrality. However, amid the uncertainties over the
inflation path and CBs’ terminal rates, we remain flexible. In the UK, we no longer believe in the
steepening of the 2-10Y curve. The flattening of global yield curves, as a result of significant
increases in short-term yields due to hawkish CBs, could put upwards pressure on short- term
UK vields. We recommend investors stay active across curves and geographies to take
advantage of any future opportunities.

On euro peripheral debt, we are less constructive than before on 10Y Italian BTPs. A
hawkish ECB and the general move towards higher core vields has caused some volatility. We
are closely watching the ECB’s efforts and communication to avoid fragmentation in the
Eurozone. Elsewhere, we think the Fed’s resolve to tighten policy could affect EM bonds,
where we are now neutral, but the situation is dynamic and we remain watchful. In credit,
we continue to think US IG offers opportunities amid the earnings resilience, strong
consumption and corporate fundamentals in the country. However, we are wary of taking
directional calls in the HY segment due to the risks of spread widening and a further increase
in defaults. There are opportunities to gain from the spike in volatility, but we remain selective.

Not surprisingly, policy decisions by CBs are affecting FX markets. We are less constructive
on JPN (vs. the EUR) now after the Japanese central bank decided to stick to its easing stance,
which should weigh on the yen. But we maintain our positive view on CHF/EUR and our
cautious stance on EUR/USD amid the wide interest rate differential in favour of the US. The
dollar should continue to do well against the CAD. In EM, although we stay cautious on FX in
general, we remain positive on the BRL vs. PLN and HUF. The real should benefit from higher
commodity prices whereas Poland and Hungary are commodity importers and physically close
to the Ukraine crisis.

Risks and hedging

Hedging costs have been rising because of a significant increase in volatility. We
recommend investors evaluate the cost-efficiency of hedges and maintain protection on credit,
FX and equities. Investors should build protection keeping in mind the potential risks of the
upcoming earnings seasons and recession (limited for now).

Amundi Cross-Asset Convictions

L::‘aonrgg - - - 0 + ++ 4+
Equities ] I
Credit & EM bonds N | [
Duration 2 S [
oil sy [ ]
Gold I I

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
3general public.
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Govies and investment grade credit in focus

Inflationary pressures, persistent bottlenecks and tightening financial conditions might lead
some DM into recession. CBs are acting aggressively to control inflation, and as a result short-
term rates are likely to go above the neutral rate. The main questions for markets are how
much monetary tightening is essential and what the effect will be on consumer demand and
corporate earnings. On yields, we may see some further volatility, but current levels are
more attractive considering the direction of growth is down and inflation is reaching its
peak. On credit, there is a need to consider more quality assets in the portfolio, and stay
clear of high-risk, leveraged areas.

Global and European fixed income

We remain close to neutrality on duration in general but keep a flexible stance across
geographies and curves due to the ambiguity on terminal rates, inflation and economic growth
fears. For instance, in Europe and the UK, we are slightly cautious to neutral, but remain
defensive in the US. In breakevens, we believe the aggressive Fed stance could cause upward
movements in real rates, and hence we are no longer positive there. In peripheral debt though,
we stay neutral as we monitor the evolution of ECB policy and how the central bank addresses
the issue of EMU fragmentation through its yet-to-be-clarified anti-fragmentation tool.
Chinese bonds continue to offer diversification opportunities. In credit, there are selective
opportunities to benefit from new issue premiums. In general, we prefer US IG over EU and
believe fundamentals are robust, but we could see some weakening as growth and liquidity
concerns percolate through to risky segments. Thus, investors should maintain sufficient
buffers and move away from risky names towards quality A-rated, more liquid securities.

US fixed income

Even as the Fed continues to aim for a ‘soft landing,” we think the slowdown in economic growth
may be a factor the CB will pay attention to as it tries to balance taming inflation without
hampering growth. We also believe employment and consumer demand remain strong and this
should prevent a recession in the near term. Thus, while markets are already pricing in a high
degree of Fed tightening, the risks remain two-way for vields. Hence, we are close to neutral,
but remain very active. In consumer assets, agency MBS seem to have recovered from the QT
fears and we think selectively, they offer good value. In corporate credit, we emphasise quality,
and in the process limit our spread duration. This is important because credit valuations (IG and
HY) are close to their long-term averages but certainly not cheap (as a group) and these could
be affected if liquidity dries up. Thus, liquidity and company-specific factors are a priority.

EM bonds

Amid an overall cautious stance, we believe EM growth will moderate in 2022, with a rebound in
2023. We are slightly less cautious on duration given the moves seen this year. In HC, valuations
are more attractive in HY compared to |G. With regards to LC, selectivity remains crucial amid
the inflation uncertainty, and we are cautious on EM FX. At regional level, we favour countries
exposed to the commodity cycle (LatAm and South Africa).

FX
We are bullish on the dollar owing to expectations of higher rates, although we are watching

movements closely. On the EUR, JPY and CNY, we remain cautious. In EM, commodity exporting
FX (MXN, CLP) benefit from higher prices but Eastern European FX are being weighed down.

US yield curve further repriced in June
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GFI = global fixed income, GEMs/EM FX = global emerging markets foreign exchange, HY = high yield, IG
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A moment of truth for earnings

Overall assessment

We have been highlighting for some time now that valuations are not completely justified
given the economic growth risks on the horizon, but this has only dawned on markets recently.
Collectively, growth fears, aggressive tightening by CBs and high inflation led to the
recent sell-off. Looking ahead, we think earnings growth may be impacted by the fall in
disposable incomes, rising financing costs and higher input costs (earnings revisions may come
down). However, this effect will not be felt equally in all sectors, regions and businesses.
Companies that have pricing power and display product differentiation should fare better.
Security selection is the key to long-term returns, while we also play regional divergences
- preference for the US and China in the near term.

European equities

In a challenging environment for Europe, we believe rising input prices and rates will weigh on
corporate earnings and valuations. We also note that valuation dispersion is high across
sectors and think investors should maintain a barbell exposure, with defensive stocks
(healthcare, staples) on the one end and value, cyclical names (materials, industrials) on the
other. However, it is important to stay balanced, maintain a quality tilt across portfolios
and focus on companies’ pricing power and balance sheet strength. This is because
businesses that are able to pass on rising input costs to consumers are likely to preserve
margins. Thus, we maintain selection as our primary driver of risk. We remain cautious on IT
and utilities, particularly in areas with expensive valuations and where we believe the risk return
trade-off is not attractive.

US equities

The ‘wealth effect’ (loss of asset value that discourages discretionary spending), coupled with
high inflation, may cause growth to slow but a recession is not our base case. The recent
correction has reduced valuations, but multiples are not cheap and companies are still exposed
to the risk of an earnings correction as margins are high at the moment. On the other hand,
high inflation and slower growth are the consensus now, though are not completely
understood by the markets. We stick to our conviction on companies that reward
shareholders through buybacks/dividends and maintain operational efficiencies in an
environment of higher input prices. We see such companies in the quality, value segments
of the markets that are reasonably priced. In addition, we are exploring profitable names in
certain growth areas as they have become attractive following the correction, but selection
remains crucial. However, we are cautious on unprofitable growth names and look for stable
returns on equity. Value names and US banks demonstrate this characteristic, along with select
names in energy, materials and healthcare. But we focus on the less cyclical and more quality
oriented areas of the market.

EM equities

We maintain a prudent stance as global uncertainties remain. Attractive valuations, coupled
with strong divergences, persist at country level, allowing us to be very selective and
favour commodity exporters (Brazil, UAE). In China, sentiment has turned favourable,
especially on the discretionary side due to an expected rebound in demand. Overall, we
maintain our preference for value over growth.

-3 Regional divergences in equity market performances set to continue
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Amundi asset class views

Asset class View 1M change Rationale

Recession is not our base case scenario, but the continuing policy tightening by the Fed amid high

us =/+ inflation could have ramifications for growth, and accordingly corporate earnings. Consumption and
labour markets remain strong and we are selective and prioritise value, quality and dividend oriented
stocks. However, we avoid expensive growth and mega-caps.

The sell-off over the past month failed to curtail value’s outperformance but we believe investors should
be selective, explore companies in less cyclical segments and maintain a quality bias. Businesses that can
return excess cash to shareholders in the form of dividends, etc., in times of high inflation should be
preferred, with a strong bottom-up analysis.

As the repricing in equities and rates continues, we think growth names whose valuations depend on
US growth = cash flows way into the future could be further dragged down. While valuations have fallen in areas such
as technology, they are still not cheap and hence we remain cautious overall in growth.

The Russia-Ukraine war is exacerbating pressures on inflation and could weigh on demand in the region,
thereby affecting corporate earnings (and thus valuations). In this environment, we remain watchful in
the near term, and believe businesses with strong balance sheets and the ability to pass rising costs on
to consumers should be able to preserve profits.

A deceleration in global growth could weigh on the export-driven Japanese market but a weak yen may
be supportive for the country’s equities. We are neutral in light of the cyclical nature of country’s market.

As the country moves towards a healthy domestic consumption-driven growth model, the
China =/+ A desynchronization of China from the global economy, supportive policies and the economic reopening
paint a better picture. We are constructive on mainland shares and remain selective.

We remain prudent even though we see attractive valuations after the recent repricing. The case for
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Emerging _ selection and fragmentation is high as we look for commodity exporters (Brazil, UAE) and names based
markets on strong domestic demand. Overall, we are valuation conscious and continue to prefer value over
growth.

As the Fed continues on its aggressive tightening trajectory, the pressures on core yields are twofold,
coming from economic growth and higher Fed rates. We remain close to neutrality for now with a
marginal negative tilt, and remain ready to adjust this stance depending on the evolution of terminal
rates and inflation. We are limiting our view on TIPS.

US govies =

We remain mildly positive on US investment grade, particularly on higher-rated credit as it offers
us I1G =/+ attractive carry and the country displays strong consumption and resilient labour markets. Corporate

Corporate fundamentals are also strong due to the ability of companies to pass through higher input costs to
consumers. However, valuations are not cheap.
US HY Amid a focus on liquidity and company-specific factors, we are neutral on HY. We are watching carefully
COToorElE = for any potential spread widening caused by the Fed’s aggressive monetary stance and any eventual
s @ tightening of financial conditions.
o
8 Economic uncertainty and fragmentation risks, coupled with high inflation and a tightening ECRB, warrant
o EUreoEEn a close to neutral stance on duration in core Europe. However, we remain flexible and tactical in our
< Gofies = approach across the European curves, and are closely monitoring the policy path. On peripheral debt,
5_' we are neutral. We await more clarity on the ECB’s new framework to prevent fragmentation as the
w central bank aims to tighten policy without hurting economic growth.
=
8 Euie € Persistent uncertainties over growth, the ECB’s hawkish overtures and concerns over earnings (due to
Z CooerEE = high input costs) cloud the outlook a bit, even as corporate fundamentals remain robust for the time
E P being. Investors should consider adding high-quality liguid securities over highly leveraged names.
w
x While default rates are low for now, if the economic environment worsens we could see liquidity issues
i Euro HY — cropping up. Thus, with an aim to look for resilient balance sheets, we distinguish between HY names on
Corporate the basis of liguidity and quality risks. Overall, we do not like taking directional exposure in the asset
class.
Ching GEviEs =/+ Chinese bonds continue to offer diversification opportunities to global portfolios. This, coupled with the
9 PBoC'’s mild easing stance, should be positive for government bonds.
EM =/+ v We are slightly positive on HC bonds, with a preference for HY, where we believe valuations are
Bonds HC attractive versus I1G. However, we keep a solid bottom-up selection bias.
EM We see divergences in the LC universe, with a bias towards Latin America (commodity exporting) and
Bongks LE = caution on Asia. We are particularly cautious on EM FX due to higher US rates and the potential move

towards safe havens.

In times of inflation, commodities offer solid diversification potential. We are mildly positive on oil amid
Commodities expectations of supply scarcity, which should offset the moderation in demand in the medium term, even
if there is near-term volatility in prices. Our 3m target for WTl is $105/bbl.

We see no reason for the USD rally to halt in the near term and believe the EUR/USD may reach close
Currencies to parity (6m target maintained at 1.02) on the back of a hawkish Fed, productivity gains in the US and
slower economic growth in Europe.

LEGEND V¥ Downgraded vs. previous month A Upgraded vs. previous month
——— —= = = 4+ 4+ +++
Negative Neutral Positive

Source: Amundi, as of 28 June 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 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 = quantitative easing
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AMUNDI Investment Insights Unit

The Amundi Investment Insights Unit (AllIU) aims to transform our CIO expertise, and Amundi’s
overall investment knowledge, into actionable insights and tools tailored around investors’
needs. In a world in which investors are exposed to information from multiple sources, we aim
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