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Key insights

A rocky net zero pathway
Key highlights on long-term scenarios and
10-year return forecasts

In 2022, the war in Ukraine impacted the energy supply outlook and also had
implications for the net zero path. Security, affordability (in volume and prices)
and sustainability of the energy supply were challenged, driving the need to
diversify the energy supply mix. While this has somewhat accelerated the shift
towards greener energy sources, it has also led to a more uncoordinated
response, as each country moved to secure its own needs. These developments
come on top of inflation remaining high, having originally stemmed from the
Covid-induced supply bottlenecks, which are becoming less sticky.

Monica DEFEND  Taking a long-term view of these disruptive trends, and their implications on
Head of Amundi  |ong-term asset class forecasts and strategic allocation, we are pleased to share
Institute  with you the annual update of our capital market assumptions (CMA) publication.

Here are ten key takeaways from this year’s edition:

Moving towards a «Rocky net zero path» with diverging policies.

1 While the spike in energy costs is adding a sense of urgency to the
transition, greater focus on national strategic independence as a
consequence of the war in Ukraine is increasing the likelihood of a
move towards a disorderly scenario, which is predominant in
characterising our baseline.

Vincent MORTIER Short-term higher inflation and a more uncertain future path.
Group Chief Investment 2 The transition implies a weaker but more sustainable growth path
Officer ahead. In the short term, high inflation episodes will occur, driven by
rising carbon prices (although the implementation of carbon pricing
remains an issue) and higher commodity prices, structurally supported

by the transition’s demand for investment.

Central banks to fight inflation while seeking to aid the transition.
3 Central banks will have to carefully handle their balance sheets in the
future to help finance green investments, while short-term interest rate
management will continue to be policymakers’ key tool for combating
inflationary swings. Hence, central banks could stay dovish on balance
Matteo GERMANO sheets but hawkish on short-term rates.

Deputy Group Chief Limiting the induced social costs of the transition will be key.

Investment Officer 4 Corporations could manage a rebalancing of profits towards labour. A
potential rebalancing in the labour-profit share of income (with a 7%
increase in the former's favour), could result in a cumulated 10%
decrease in profits over the next 20 years (with regional differences)
and reverse a trend that started in the 2000s.

-1.9% |+0.8% | +1% 1/3 1/6

Average lower Average extra return Average increase in Allocation to EM in the Allocation to real and
expected returns compared to the past expected volatility equity bucket needed alternative assets
across equity, HY and 20 years for across all asset to target returns similar | needed to target

EM bonds for the next government and |G classes for the next to the old US 60-40 returns similar to the
decade vs 2002-2022. credit bonds. decade vs 2002-2022 portfolio. old US 60-40.
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Bonds are heading back to the future, after a ‘lost decade’.

5 Bonds’ return profile is starting to move back to its long-term trend, but we expect uncertainty —
deriving from the transition and a weaker macro scenario — to cause higher volatility over the next
decade. Investment grade credit will also benefit from higher government bond valuations, while the
relative appeal of HY and EM bonds will be challenged by potentially higher default rates.

Equity returns will be lower compared to the past decade, but better than last year’s forecasts,
with regional diversification in focus. Expectations are only marginally higher than in 2022, despite
the widespread reset in valuations, as the many challenges implied by the macro-financial backdrop
are weighing on the earnings path. China and Emerging Markets are expected to top the equity
returns ranking, but their returns’ improvement is relatively mild in risk-adjusted terms.

Value investing and energy transition themes will remain in the spotlight over the coming
decade.

Looking at sectors’ expected returns, the outlook for value investing is positive, and Financials are
expected to top the 10-year returns scoreboard. Leaders in the green transition will also be favoured.
On the other hand, defensive sectors are losing attractiveness.

Real and alternative assets and commodities will be important tools for building inflation-
resilient portfolios.

Real and alternative assets, in particular, offer a complementary risk-return profile to traditional asset
classes, but they bring higher liquidity risk compared to public markets. Private equity is at the top of
the expected returns ranking while, on a risk-adjusted basis, global private debt is favoured. Hedge
funds also offer an appealing risk-return profile, similar to that of the credit space, but with more
appealing returns.

0 N O

The coming decade will call for enhanced diversification.

Moderate risk portfolios (6% volatility target) could achieve around 5% annual returns in EUR (6.6% in
USD), with a 70% bond / 30% equity type allocation. USD investors will be more tilted towards
aggregate bonds, while EUR investors will have to count more on equity as well as real and
alternative assets.

O

To target higher returns, investors will have to count on EM equity, as well as real and

1 O alternative assets.
Over the next decade, dynamic risk profiles (12% volatility target) will continue to count on equity in a
60-40 style of allocation. One-third of the equity allocation will be tilted towards EM equity, while
adding real and alternative assets can help reduce the equity tilt and achieve higher returns with the
same level of risk. Trends in the FX world could also offer opportunities to seek additional sources of
return, in a more challenging investment backdrop.

Amundi Institute’s view on structural changes at play

2010s 2020s
N * Financial capitalism = Redistribution of income
% = Deflation = |Inflation
=4l = Peace with limited geopolitical hotspots = A new era of geopolitical risk
8 = Globalisation = Regionalisation
o - Inequality = Inclusion
= Large caps = Equal weight — no mega caps
= Growth = Value
(ﬁ = Tech = Financials and green tech
Lzch =  Govies & Credit = Cash, Govies, EM bonds
EE = Developed favoured vs Emerging Markets = Emerging favoured vs Developed Markets
>N = King dollar = De-throning of dollar possible
= 60-40 paradigm = New 60-40 paradigm with real and

alternatives assets and commodities

Source: Amundi Institute.
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Amundi|institte  CENTRAL SCENARIO

ASSET MANAGEMENT

Too little, too
late

Divergent Rocky Net Zero

Transition '\é?tsz‘%r)o Limits climate warming to 1.5°C with higher transition
risk from risk compared to the net zero baseline scenario amid
= Climate more fragmented policy responses.

policy
= Technology
= Consumer

=2 Divergent net zero reaches net zero around 2050
preferences = . ; . w
NDCs . El but with higher costs due to divergent policies
Boliols S introduced across sectors leading to a quicker
o - q
hasing-out of oil use.
Hot houseworld S P 9 I
< = T
Low @ High

Physical risk from
Extreme weather events

Net zero 2050 limits global warming to 1.5°C
through stringent climate policies and
innovation, reaching global net zero CO,
emissions around 2050.

Gradual changes in climate

Low prob.

Growth Inflation
Amundi Central Scenario Amundi Central Scenario
Growth Projections Inflation Projections
2025-2030 2025-2050 2025-2030 2025-2050
6% 1 1 6% :
:lEJLlJ(fozone Lower GDP growth in the short A rockier transition will lead to
550 mUs tefm with US more exposed to g, h|gher short-term inflation, while
downside risks, while long-term Ionger term the effect will be mild.
; impact is expected to be low.
1% - ® China 1 4% -
EEM
3% A 3% 1
2% A 2% 1
1% A 1% 1
0% - 0% - :
GDP growth differential vs no transition Inflation differential vs no transition
(Amundi central scenario GDP - NGFS baseline GDP) (Amundi central scenario inflation - NGFS baseline inflation)
1% 3 3% !
! o 1 !
0% — 1% I l l
- o) N

-1%
Source: Amundi Institute on NGES data from the 2022 release. The positioning of scenarios in the top right charts are approximate, based on an

assessment of physical and transition risks out to 2100. NDCs= Nationally Determined Contributions (includes all pledged targets). The baseline is
a hypothetical scenario with no transition nor physical risk.
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Asset class & portfolio views for the next decade

Real &

A challenging
risk-return profile
will call for
increased
diversification.

Alternatives

==

A key tool to
enhance
portfolio risk-
adjusted returns.

The new 60-40

(s
—/

Go global and add

real assets to
target returns

similar to a 60-40.

upP

upP

Chinese and EM equity
will help boost returns.
US remains favoured in
the developed world.
Value sectors + IT +
green transition leaders.

upP

All asset classes are
valuable diversifiers,
particularly infrastructure.
Hedge funds are favoured
in the medium-volatility
space, private equity in
the high-volatility space.

2002 - 2022

* DOWN

* DOWN

Expect higher volatility.
Lower returns vs history
for DM.

Japanese equity is the
laggard.

Defensive sectors.

* DOWN

Real estate and
infrastructure return
expectations have been
downgraded to
incorporate physical risks.
Liquidity and shortfall risk
are factors to monitor.

2023-2033

Real & Global

Alternative Aggregate
15% 15%

EM
. EMBI &
Equity 6,9%0 Giopa
16%
Exp. Ret. HY
23%

DM Equity
31%

Source: Amundi, Bloomberg for historical data and Amundi Quant Solutions Team portfolio optimization on CMA for expected returns and
allocations. Data as of 31 December 2022. For illustrative purposes.
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10-year Capital Market Assumptions (CMA) have improved vs last
year’s forecasts, particularly for bonds
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Source: Amundi CASM Model Data as of 30 December 2022. Colours indicate higher (dark green) to lower (dark red) expected returns for the next
decade compared to last year edition of the CMA. Data are in local currency and show the 10-year annualised expected returns Dec 22 — Dec 32.

Five main changes: next decade vs past decades

Moving to a flatter risk-return profile vs
history. This means that additional risk
taken will be less remunerative than in the
past.

Aggregate bonds are back and shining.
After a decade of meagre returns, bonds’
expected returns are moving up, even
above their long-term average.

High yield and EM bonds are stuck in the
middle: their risk-return profile is improving

vs the past decade, but is still below their .

long-term average. EM bonds are favoured
over HY in the search for higher yield.

Lower equity returns and higher volatility
vs the past amid climate change impact.
Equity still key for portfolio construction,
look for regional diversification.

Real and alternative assets help enhance
portfolio returns. They offer an interesting
risk-return profile, to target higher returns
with similar levels of volatility.

Annualised Returns

lllustrative risk-return curves for main asset classes
2023 Capital Market Assumptions vs past 10 & 20 years
12%
10%
8%
6%

4%

2%

0%

10% 15% 20% 25%

Annualised Volatility )
== Next 10 Years = Next 10 Years with
Real & Alt. Assets

=sms Past 20 Years

0% 5%

==mr Past 10 Years

Source: Amundi CASM Model for forecasts and Amundi Institute on Bloomberg data for historical data. Data as of 30 December 2022. The lines fit
the spatial distribution of risk-return profiles of the traditional asset classes, from government bonds (on the left side), to equities (on the right). For

additional information see the ‘Sources and Assumptions’ section at the end of this document. The forecast returns are not necessarily indicative of
future performance, which could differ substantially. Data are in local currency.
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Expected returns

Expected Returns Table

Average
Annualised
ARITHMETIC

Average Annualised

GEOMETRIC 2002-2022

10-year | \iciorical | Historical
SIMULATE o
D Volatility Retur_ns VoIatl_Ilty
(annualised)| (annualised)

2002-2022

5-year 10-year
Expected |Expected
Returns Returns

10-year
Expected
Returns

Reference
Index

Assets in local currency

Cash

Euro Cash

US Cash
Government Bonds
US Bond

UK Bond

Japan Bond

Emu Bond - Core

Emu Bond - Semi Core
(France)

Italy Bond

Spain Bond

EMU Bond All Maturity
Barclays Global Treasury
Credit Investment Grade
Euro Corporate IG

US Corporate IG
Barclays Euro Aggregate
Barclays US Aggregate
Barclays Global Aggregate
Credit High Yield

Euro Corporate HY

US Corporate HY
Emerging Market Debt
EM Hard Currency Debt*
EM-Global Diversified**
GBI-EM China LOC
Convertible Bond

Europe Index (Eur Hedged)
Equities

US Equity

Europe Equity

Euro zone Equity

UK Equity

Japan Equity

Pacific ex-Japan Equity
Emerging Markets Equity
China Equity

World Equity

AC World Equity

JPCAEU3M Index
JPCAUS3M Index

JPMTUS Index
JPMTUK Index
JPMTJPN Index
JPMTWG index

JPMTFR Index

JPMTIT index
JPMTSP Index
JPMGEMUI Index

BTSYTRUH Index

EROO index
COAQ index
LBEATREU Index
LBUSTRUU Index

LEGATRUH Index

HEOQO index
HOAO index

JPEIDIVR Index
JGENVUUG Index
JGENCNTL Index

UCBIFX20 Index

NDDLUS Index

NDDLE15 index
NDDLEMU Index
NDDLUK Index

NDDLJN Index

NDDLPXJ Index
NDLEEGF index
NDELCHF Index
NDDLW!I index

NDLEACWEF Index

2.4%
3.9%

3.6%
5.2%
0.8%
2.4%

3.0%

4.2%
3.6%
3.3%
2.8%

4.0%
5.1%
3.5%
4.2%
3.7%

4.7%
5.6%

6.0%
5.9%
2.2%

5.3%

7.4%
7.8%
7.4%
8.3%
7.3%
8.1%
7.9%
8.7%
7.6%
7.7%

2.1%
3.2%

4.0%
4.0%
0.8%
2.8%

3.5%

4.4%
4.0%
3.6%
3.0%

4.1%
5.3%
3.7%
4.5%
3.8%

4.5%
5.3%

5.6%
5.5%
3.7%

4.7%

6.0%
5.8%
5.4%
6.3%
5.4%
6.0%
7.0%
7.4%
6.1%
6.3%

2.1%
3.2%

4.1%
4.2%
0.9%
2.9%

3.6%

4.6%
4.2%
3.7%
3.0%

4.1%
5.4%
3.8%
4.5%
3.9%

5.1%
5.7%

6.0%
6.3%
3.7%

5.4%

7.4%
7.2%
7.2%
7.3%
7.3%
7.2%
8.7%
10.9%
7.4%
7.6%

1.2%
1.2%

6.1%
7.8%
4.1%
5.6%

5.9%

7.6%
7.5%
5.5%
4.0%

4.3%
6.4%
5.0%
5.2%
4.2%

11.7%
10.5%

10.2%
12.7%
3.6%

12.3%

17.0%
18.1%
20.1%
16.1%
20.6%
15.5%
18.5%
27.7%
16.9%
17.3%

1.2%
1.7%

2.8%
3.2%
1.2%
2.5%

2.7%

3.5%
3.3%
2.8%
3.0%

2.8%
4.1%
2.7%
3.1%
3.2%

6.9%
7.1%

6.2%
4.9%
na

3.8%

9.2%
6.7%
5.8%
7.1%
5.8%
8.2%
9.6%
10.5%
8.0%
8.0%

0.9%
0.8%

5.4%
7.5%
2.5%
5.0%

5.2%

6.5%
5.6%
4.9%
3.7%

4.6%
6.4%
4.4%
4.0%
3.5%

12.9%
10.6%

9.4%
11.7%
na

10.1%

16.3%
15.6%
18.5%
13.9%
19.5%
15.2%
17.9%
26.4%
15.5%
15.4%

* Hard Currency USD, China Bond starting date is beginning of 2019. * USD Unhedged, including the USD currency expectation towards EM

currencies. Amundi CASM Model. Data as of 30 December 2022. For further information see the “Sources and Assumptions” section. The forecast

returns are not necessarily indicative of future performance, which could differ substantially.
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Sources and assumptions

Sources and assumptions

Sources of CMA: Amundi Asset Management CASM Model, Amundi Asset Management Quant Solutions and
Amundi Institute Teams, Bloomberg. Data as of 30 January 2023. Macro figures as of last release. Starting date
as of 30 December 2022. Equity returns based on MSCI indices. Reference duration are average figures. If not
otherwise specified, expected returns are geometric annualized average total returns at the specific horizon. They
are expressed in local currency. Those returns are gross of fees. Returns on credit assets are comprehensive of
default losses.

The arithmetic average returns are derived using the price generated by our simulation engine. By definition, the
arithmetic mean is always greater than or equal to the geometric mean. In particular, higher volatility of returns
and higher frequency of returns and / or a longer time horizon will increase the difference between the two
measures.

Simulated volatilities are calculated on simulated prices over a 10-year horizon.

Regarding real assets, we model core/core-plus (moderate risk) real estate and direct lending on the private debt
side. The expected returns do not consider the potential alpha, generated by portfolio management that can be
significant above all for real and alternative assets.

Expected returns are calculated on Amundi central scenario assumptions, which include climate transition.
Forecast and fair values up to a 3-year horizon provided by Amundi Institute Research team (macro, yields,
spread and equity).

Forecasts for annualised returns are based upon estimates and reflect subjective judgments and assumptions.
These results were achieved by means of a mathematical formula and do not reflect the effect of unforeseen
economic and market factors on decision-making. The forecast returns are not necessarily indicative of future
performance, which could differ substantially.

Sources of sectoral expected returns: The expected returns of sectoral indices consider: 1. long-run earnings
growth, 2. expected change in valuation and 3. the income component. Long-run earnings growth: for sectoral
indices we consider two distinct periods. The first period (2022-2024) is based on the IBES consensus estimates,
which allows us to incorporate bottom-up considerations. The second period (2025-2033) is derived from the long-
term trend in earnings growth for a given region in our central scenario with the addition of the buyback
component. It is also tilted by a coefficient depending on the growth or value characteristics of the sector. As a
final step, the outcome is aggregated to match the long-term earnings per share trend of each region. Expected
change in valuation: to assess this repricing component, we look first at the PE ex growth of a given region and
adjust it from the repricing of the region, making sure it is consistent with the outcome of the regional equity
section, which integrates the climate risk by definition at a regional level. Then from this adjusted regional Target
PE, we derive a Target PE for each sector, depending on its long-run earnings growth (as defined previously).
Finally, we compare this sectoral Target PE with its average historical PE to get the sector valuation change and
we adjust for ESG flows as explained on page 31 of this paper. For income, we use the average of 2021-2023
consensus dividend yield of each sector, here again adjusted to be consistent with the regional outcome.

G10 FX Fair Valuation models: The literature is full of theoretical foundations at the basis of currency fair
valuation. Our battery of models leverages two main concepts: 1) Purchasing Power Parity equilibria (which in
turn expresses FX equilibria as a function of relative price dynamics across countries) and 2) Behavioural
Exchange rate equilibria (where we focus on short to long-term fundamental drivers. Purchasing Power Parity
models: Standard PPPs rely on CPI differential, we enrich our framework to take into account two additional
variations: 1) PPP based on PPI differential (to take into account the differential in costs of production) and 2) a
standard PPP but adjusted for productivity (we proxy with CPI-PPI differentials, following the Balassa-Samuelson
framework). Both CPI and PPI induce a negative contribution to the FX (i.e. higher inflation means a depreciation
in the long run), whilst higher productivity (i.e. higher CPI-PPI differential) empirically translates into stronger FX
Behavioural Exchange rate models: We leverage here on the theoretical findings of Clark and McDonald and
estimate FX equilibrium based on short to medium- and long-term fundamental drivers. On top of inflation (our
longest-term driver, given the empirical convergence rate from spot), we do consider 1) interest rates differentials,
2) terms of trade, 3) fiscal spending, 4) productivity (GDP per capita) and 5) the degree of openness of each G10
economy.
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This document is solely for informational purposes.

This document does not constitute an offer to sell, a solicitation of an offer to buy, or a recommendation of any security
or any other product or service. Any securities, products, or services referenced may not be registered for sale with the
relevant authority in your jurisdiction and may not be regulated or supervised by any governmental or similar authority in
your jurisdiction.

Any information contained in this document may only be used for your internal use, may not be reproduced or redisseminated in any
form and may not be used as a basis for or a component of any financial instruments or products or indices.

Furthermore, nothing in this document is intended to provide tax, legal, or investment advice.

Unless otherwise stated, all information contained in this document is from Amundi Asset Management SAS and is as of 31
December 2022. Diversification does not guarantee a profit or protect against a loss. This document is provided on an “as
is” basis and the user of this information assumes the entire risk of any use made of this information. Historical data and
analysis should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The
views expressed regarding market and economic trends are those of the author and not necessarily Amundi Asset
Management SAS and are subject to change at any time based on market and other conditions, and there can be no
assurance that countries, markets or sectors will perform as expected. These views should not be relied upon as
investment advice, a security recommendation, or as an indication of trading for any Amundi product. Investment involves
risks, including market, political, liquidity and currency risks.

Furthermore, in no event shall any person involved in the production of this document have any liability for any direct, indirect, special,
incidental, punitive, consequential (including, without limitation, lost profits) or any other damages.

Date of first use: 27 March 2023.

Document issued by Amundi Asset Management, “société par actions simplifiée”- SAS with a capital of €1,143,615,555 - Portfolio
manager regulated by the AMF under number GP04000036 — Head office: 90-93 boulevard Pasteur — 75015 Paris — France — 437 574
452 RCS Paris — www.amundi.com
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