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KEY CONVICTIONS

[oX

We are already reaching the peak of economic acceleration.
What matters going forward is what will be left of this bounce in
growth and inflation.

Markets are pricing in a Goldilocks scenario: low inflation and higher
growth at trend, but we will likely end up with higher structural inflation
and lower growth instead.

For the first time in decades, there is a desire for inflation. Central Banks
will let the music play on, they will neglect inflation risk for as long as
possible, and they will archive it as a temporary effect.

We are moving away from the great moderation, with the end of the
rule-based monetary and fiscal regime.

It takes time before institutions adapt to a new regime. The next Volker
is not around the corner. Higher inflation and the volatility of inflation will
be key features of this new regime. Investors believe they will wake up in
the 30s, while they will end up waking up in the 70s.

The de-anchoring of the system may come at some point: the main risk is
seeing the yield curve go out of control. The direction of real rates is key.
The first sequence is for real rate to move down, and this is still positive
for risk assets. The second, which is less benign, is for higher real rates.

The new regime may challenge the traditional 60/40 allocation.
Investors will have to factor in inflation and enhance diversification to
face the challenges of a higher level and volatility of rates.

In our view, government bonds are no longer the efficient diversifier of
balanced portfolios, but they retain a role for liquidity purposes.

Duration should remain short. Investors should resist the temptation to
go long duration too soon, as the direction of rates is upwards.

We believe that equities are a structural engine of returns, a sort of real
asset. Investors should play equities through an inflation lens: value,
dividend, infrastructure.
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NARRATIVES, VALUATIONS AND THE INFLATION PATH

Markets will be tested by the temporary vs. structural inflation narratives

The Covid-19 crisis has transformed the world with far
reaching conseguences that markets are now starting to
assess. The most important one being what will be left of
the Great Recovery following the crisis.

Post-Covid narratives and the road back to
the 70s

Different narratives are evolving at this point in time,
leading to higher uncertainty in the market. The monetary
narrative is the clearest and most advanced one. Central
Bank mandates are evolving from being anchored to
keeping inflation under control, to a situation where
extraordinary monetary policy becomes the new
normal. What is uncertain is how long this extraordinary
accommodation can last without risking the initiation of
an inflation spiral.

Central Banks will let the music play on, neglecting
inflation risks. Higher volatility is in the cards.

On growth, the secular stagnation narrative of low growth
and low inflation forever is now leaving space for new
possible regimes. The first is based on the idea that we will
end up back in the 70s, with inflation making a comeback
as a consequence of policy measures, the retreat of global
growth “back home” and a rebalancing between labour
and capital. On the opposite side there is the narrative that
sees secular stagnation transforming into the roaring 20s
supported by the idea of a new technological revolution
that will justify higher earnings at trend.

Investors think they will wake up in the 30s, but the
most likely outcome in our view is that we are starting
to walk down the road back to the 70s.

The coexistence of the monetary narrative coupled with
the consequences of Covid-19 is creating a fertile ground
for inflation and the rise in inflation expectations can
further turn a narrative into a prophecy.

Where are we today? Goldilocks is priced in,
but stagflation risk is on the rise

Currently, markets are priced for perfection. Both
bonds and equities are expensive versus their long-term
equilibrium level.

On the bond side, the secular stagnation narrative is
the only one that can justify stretched bond valuations
otherwise we should assume that yields will rise further.

On the equity front, valuations are in excess of what
the long-term expectations for earnings can justify
unless we embrace the “roaring 20s” narrative of higher
productivity growth, reflecting the one experienced at
the beginning of the last century. If this is not the case,
as we believe, a pause in equity growth is expected.
Higher inflation also challenges high market valuations
(see the chart below).

Markets are pricing a Goldilocks environment with
temporary inflation and lasting higher potential
growth. We could be left with the opposite situation,
stagfilation, with structurally higher inflation
and lower growth.

Market direction ahead will depend on how much further
we have to go in terms of the peak in economic activity
and how much of the temporary bounce in growth and
inflation will become structural. Currently, there is growing
evidence that companies are passing on price pressures
and that consumers are continuing to buy as the economy
fully reopens. In addition, the mantra of overcapacity all
around (too much of everything) is a thing of the past:
scarcity is coming across as a theme driving inflation
higher. In the end, structural is just something temporary
that has lasted. Fear of inflation can become inflation: if
the rush to buy and the move to increase prices continues,
they will prolong the inflation uptrend, forcing the Fed
to act.

Higher inflation can be a challenge for expensive equity valuations
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Source: Amundi, Bloomberg. Data as at 11 June 2021.
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The Fed is walking a tight rope

The big questions in the market are how and when the
Federal Reserve (Fed) will start tapering and/or increase
rates and what, effectively, is an average inflation approach
(especially after 10 years of below-target inflation).

The Fed will certainly try to keep rates as low as possible
for as long as it can. The recovery is built on a huge
debt pile and the system should hold as long as liquidity
remains ample and the cost of debt does not increase
too much.

A controlled increase in bond yields as a conseqguence
of economic growth is good, but if inflation gets out of
control and rates rise while growth falters, that would
have nasty conseguences on most indebted areas and
affect market sentiment overall.

Given the leads and lags in monetary transmission,
there is little room for mistake.

The Fed has to reassure the market that inflation control
is a target and that it will be addressed at some point
(leaving no room for an inflation spiral to be triggered),
but also dismiss worries of a too-fast-and-too-early
tightening of financial conditions that would risk derailing
the recovery in action. The loss of control of the yield
curve is a rising risk at this stage.

Markets are stuck in the middle. Equity markets reached a
high in early June. Inflation breakevens have also factored
in higher inflation, while US Treasuries have continued
to trade in the 1.4-1.7 range, also thanks to supply and
demand imbalances.

So, all in all, things are still pretty much under control.
From here, we expect higher uncertainty as we pass
through a couple of months of base effects, job market
health becomes clearer and we can start assessing how
temporary the inflation rise is. There will be a summer test
for markets and the more we move towards it, the more
markets will become nervous and volatile. In the short term,
given the tight valuations in some areas of the market, a
pause in the bull trend is due to readjust valuations and
understand the earnings path on a case-by-case basis.

Markets will have to walk the inflation journey, with real
yields being the key variable to watch.

We are approaching the end of the first leg on the road
to a peak, characterised by strong rotations. We are now
entering leg two, the peak phase. This is still relatively
positive for investors as inflation is not seen as a threat to
growth but a complement to reviving economies, but the
more we advance into this phase, the higher the risk of
nasty surprises. The next leg will be about what is left of
the peak (most likely not the Goldilocks regime markets
are currently pricing in).

US breakeven rate and real yield
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Source: Amundi, Bloomberg. Data are as of 14 May 2021.

The need to reinvent the balanced allocation
Higher inflation challenges traditional diversification, as
correlation between equity and bonds turns positive.

This comes at a time of lower expected returns for a tradi-
tional balanced portfolio as the contribution of the fixed
income component, in terms of performance, will likely
be very little. Hence, investors should structurally increase
equity exposure through an inflation lens, and build more
diversified portfolios, beyond the traditional benchmark
allocation, including real, alternative and higher yielding
assets (i.e. EM bonds). In doing this, investors will have to
consider three dimensions: risk, return and liquidity.

Focus on equities, rethink the bond engine and
diversify differently.

Rethinking the 60/40 portfolio construction in an era of regime shift towards higher inflation

Include real and alternative

assets

profile of the overall portfolio, crucial as a higher TS\'J\
equity allocation will raise risk overall. c.
2

/

B Equities as a proxy for real assets, playing the growth to value
rotation as a multi-year trend.

B Factor in inflation risk and better diversify equity exposure in
this respect: EM, dividend, short duration stocks, value.

Equities are structurally a must
have in a world of lower returns

Diversifiers

B These assets should help enhance the risk return

Bonds beyond benchmarks
-

Bonds

B Traditional bond benchmarks face a duration problem
(high duration with low yields).

B [nvestors should consider unconstrained strategies to
search for opportunities across the board.
Core bonds may only be relevant for liquidity purposes.

B Positioning: short duration stance with some flexibility.

Source: Amundi, As of 30 April 2021.
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INFOCUS: THEUNBALANCED NATURE OF THERECOVERY

Short-term support to risk assets, but with caution

The global recovery continues to expand emphasising its
uneven and increasingly multi-speed features.

We expect global GDP to reach approximately 6.5% in
2021 and converge to 4% in 2022. The growth premium
between EM and DM is narrowing not only because has
growth already peaked in China, but also because most
of the big economies in the EM space (namely India and
Brazil) are still in the grip of the pandemic. The US has
been leading and is at a climax while the Euro Area has
lagged and will experience its economic momentum peak
in Q3 2021, thanks to the vaccine rollout and the tourism
season that we expect to eventually endorse peripheral
countries.

With respect to our 2021 outlook, we now emphasise the
unbalanced nature of the recovery. In fact, while the first
leg of the recovery has been supply driven, with policy
boosters at play to rescue and relieve economies, we are
now noticing the second leg being primarily demand
driven. We acknowledge that consumer confidence has
not fully recovered yet, due to the fragmentation of
the labour market and worries about job security once
government benefits expire.

Friction between demand and supply dynamics, under-
pinned by supply chain bottlenecks, should be “temporarily
extended”. We expect supply chain constraints to worsen
over the next six months as more economies reopen
(2022-2023). Moreover, as expected, consumer behaviour
has been changing over the last year. We believe evidence
is still too feeble to assess whether those changes in
habits are going to be structural and will eventually result
in higher inflation volatility ahead.

These conditions allow inflation prints to pick up and seal
the end of the great moderation and suggest investors
should start assessing what this means for asset classes
and portfolio construction.

Historically, valuation metrics and PEs in particular, have
a close link to inflation regimes. With inflation remaining
below 3% and price dynamics on an upward trend from
depressed levels, PE ratios decrease.

Risk assets benefit from inflation normalising from low
to higher levels, particularly as a result of improved
macro and micro fundamentals. Negative real rates offer
further support. Historically, credit performs best in such
a regime underpinned by economic growth and the risk
appetite of markets. Equity returns are at their highest
with inflation at 2-3%, as a healthy pace of growth and
accommodative Central Banks support a risk-on market
stance for financial markets. On the risk front, inflation
creeping structurally beyond 3% would be progressively
detrimental to risky assets.

Over the medium term, we expect lower cross asset
returns, particularly when compared to past recoveries
due to current extreme valuations and market levels.

Short term, markets have largely priced in inflation
expectations and the focus is now on Central Banks
where the Fed remains rather uniform, while the ECB has
more disperse views on the need to cool down purchases.
“Holds out” rhetoric allows equity market valuations
to stay high, steeper curves, higher breakevens and FX
volatility as currencies are the only price the Fed and ECB
cannot control.

A policy mistake, in our view, is
the foremost risk in the months to
come while Producer Price Index is

the key sentinel to look at.

Monica DEFEND
Global Head of

Higher inflation has an impact on valuations. Research
Amundi inflation focus track index signals the move towards a normal inflationary regime
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BASE AND ALTERNATIVE SCENARIOS AND RISKS

P . ) 0y -
Downside 2\ Central scenario (.o .O.
Multi-faceted pressures \/ Multi-speed recovery ° L - .

B Spread of virus variants " Massive vaccine rollout, B Mass vaccination campaign
leads to renewed lockdowns, uneven across regions and fixes the health crisis by mid-
extending the crisis through multi-speed recoveries across 2021, enabling a full global
end-2021. regions: stronger in the United recovery.

States and Europe, weaker

in EM.

B Shrinking uncertainty allows
the service sector to catch up
with manufacturing.

B Vaccine side effects or
lasting shortages hits global
confidence and growth. B Growth momentum pauses,

inflati ike. A i
teporatlNECIIDISS B Quick recovery in the US

labour market may cause
rising wage pressures.

B Pro-cyclical US fiscal
policy de-anchors inflation 1 Loose policy mix boosts the
expectations and leads to a recovery and helps stabilise
rise in interest rates and USD debt-to-GDP ratios.

: o ) ; = H/E i f i
impairing financial stability. i s e

stronger private consumption,
starting a virtuous cycle with
no overheating in sight.

B Political commitment
mobilises fiscal policies in
DM, but execution could be

B Eurozone cannot enhance its el el i3SI =LE, B Medium-term productivity

recovery, with a few countries © Positive earnings momentum, gains from new digital and
falling into stagflation. receding solvency risk. green developments.

The wall of risks

m Slower China growth spills
over to DM economies.

High

Probability Low

10%
. Frictions
De-anchoring . Corporate | Uneven vaccine
Policy rates and redesign the defaults lead rollout,
mistakes inflation politicaliboard to financial outbreaks

(US/China/
EU/Russia)

instability

expectations (medium-term) !

B Positive B Positive for B Positive for B Positive for B Positive for
for cash, TIPS, USD, USD;JPYWSH; UsD, DM cash, USD,
linkers, JPY, gold, equities, sovereign EISHe
Gold, USD, value, bonds, gold
defensives vs. cyclicals
cyclicals

B Negative Negative for Risk on HK B Negative B Negative for
for oil, risky long-term peg. Negative for risky risky assets
assets, AUD UST, Bund, for Chinese assets, low-

CAD or NZD, EM fixed equities, CNY rated credit,
EM local CCY income, liquidity
exporters global FX instruments

Source: Amundi as of 15 June 2021. DM: developed markets. EM: emerging markets. USD: US dollar. JPY: Japanese yen. CNY: Chinese yuan. CHF: Swiss franc. UST: US Treasury. TIPS. Treasury
inflation-protected securities. CAD: Canadian dollar. NXD: New Zealand dollar, CCY: currencies.
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HOT MACRO QUESTIONS

What will be left after
the peak?

China has passed its peak
economic acceleration.
The United States is
likely to peak in Q2,
while Europe will lag
by a quarter. Services
and consumption are
likely to compensate
for a cool down for
manufacturing. Beyond
the peak, we could see
some deceleration and no
structural shift towards
higher growth.

Inflation: base effects
or structural shift?

Inflationary pressures are
grounded in the United
States and in some EM.
Inflation trends will be

supported by the cyclical
recovery and pent-up

demand, as well as by the
US fiscal package. Over
the longer run, market

narratives are expressing

a preference for inflation

as a way out of the
crisis. This will have key
implications in three-to-
five years’ time.

Central banks: will the
music stop?

A

SIS

DM central banks will stay
accommodative as long
as possible, neglecting
any inflation risk, while
in EM some tightening

is underway. Markets
will start pricing some
possible tapering and
volatility may rise. A key
risk is that the yield curve
goes out of control and
expectations become
de-anchored.

MAIN INVESTMENT THEMES

Tactically adjust risk stance, start neutral and seek entry points.

INVESTMENT OUTLOOK | H2 2021

EM: improving
momentum ahead?

EM are likely to see
improving economic
and health conditions at
end-Q3/Q4. Currently,
the virus cycle, the slow
vaccination campaign
and geopolitical issues
are a drag, but all these
conditions are expected
to improve. China, and
part of Asia, will remain
the most resilient, while
momentum in CEMEA
and Latam will improve
later in the year.

Equities: Seek a “barbell” approach, favouring cyclical quality value on one side and
defensives on the other.

Bonds: Stick to short, active duration and moderately long credit.

Emerging markets: Short-term caution, long-term income and growth story intact - China
and Asia the winners.

Commodities: Short and long-term positives. Short-term living imbalances exacerbated
by the pandemic, long-term shortages (i.e. base materials) in the pipeline.

FX: In the short term long USD vs. short JPY & EUR, long commodity bloc, selective on
EM FX. Medium term, the dollar will likely weaken.
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1 TACTICALLY ADJUST THE RISK STANCE

Start neutral and balance risk in a world of changing correlations

We expect equity markets to remain sidelined in the short
term as markets assess the inflation path. Moving into
the summer the inflation test will arrive once base effects
fade and markets focus on central banks’ communication.

Entering this more uncertain phase at a time of high
market valuations, it is wise to stay neutral in equities. A
more cautious stance is also recommended amid possible
higher volatility and changing correlation dynamics.
In fact, with bond/equity correlation turning positive in
phases of higher inflation expectations, US Treasuries are
no longer effective as an equity hedge should yields start
to rise further.

This is a short-term view while with a strategic view, as
we said previously, exposure to equities is warranted amid
higher inflation with protection against the bursting of the
tech bubble. Hence, investors should see market setbacks
as opportunities to add risk back.

m  Market trigger: Growth rebalancing

m To watch: PPl dynamics and Fed reaction function

m Risks: Monetary policy mistakes, virus variants resistant
to vaccines

60-day correlation between S&P500 Index and US
Treasury yield futures at the highest since 1999
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Source: Amundi on Bloomberg. Data as of 10 June 2021.

The macro environment favours risk assets, but stretched valuations and possible inflation surprises call
for a more neutral stance on equities.

2 EQUITIES: SEEK A “BARBELL” APPROACH

Favour cyclical quality value and balance with some defensives

Despite a possible pause in the market, the overall environ-
ment remains slightly pro-cyclical, favouring markets such
as Europe, Japan, Emerging Markets and small caps.

Against a backdrop of higher inflation expectations and
earnings growth, investors should favour value/cyclical
names and balance this exposure with some defensive
stocks with strong balance sheets. In fact we believe
that the rotation from growth to value has further to
go. The excess overvaluation of growth vs. value has
not been reabsorbed yet and the improving earnings
outlook further supports some value names, as well as the
dividend income theme.

Company discrimination will be key: pricing power,
exposure to higher input costs, ESG risks and higher
corporate taxes will drive the equity selection. Moreover,
we recommend being mindful of areas of potential
bubbles in the hyper-growth space, while looking in
the global technology at stocks exposed to compelling
secular trends.

Growth vs. value excess valuations still have
room for further correction
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Source: Amundi on Bloomberg. Data as of 10 June 2021.

m Market triggers: European recovery momentum and
investment cycle deployment on Next Generation EU

m To watch: Real rates dynamics

m Risks: Policy mistake driving volatility in the market

Earnings trajectory is key to checking companies’ ability to navigate the higher inflation framework. Exposure to
real economy and dividend themes will be key in H2.
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3 BONDS: SHORT DURATION AND LONG CREDIT

Duration risk management is the name of the game

We recommend staying short duration, particularly in the
US, and waiting for better entry points to move towards
neutrality. Treasury vields are capped by supply-demand
imbalances, but the inflation risk is real, in our view. When 35
yields reach 1.8%-2% investors should resist the temptation 3.0
to go long duration, and look at opportunities at curve

The duration problem of traditional benchmarks
Bloomberg Barclays Global Aggregate Index
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High Yield credit, subordinated bonds and Emerging
Markets bonds with a short duration bias can offer
investors a good yield / duration / risk profile in this phase.

I Global Agaregateyield MM Global Aggregate duration, RHS

Source: Amundi on Bloomberg. Data as 0f 10 June 2021,
In Europe, investors can also benefit from peripheral bonds’ g

higher yields, while in the US robust consumer earnings
and savings support a positive view on the consumer, B Market triggers: Change in Central Bank stance

residential mortgages and securitised credit markets. m To watch: US labour market and the implementation
of fiscal policy
m Risks: De-anchoring of inflation expectations

Duration management is key in this phase of uncertainty for the inflation path and Central Banks’ actions, while
credit benefits from improving fundamentals in the recovery.

4 EMERGING MARKETS: CHINA AND ASIA THE WINNERS
Short-term caution, long-term income and growth story intact
Inflation is a theme to watch also in EM. Many EM countries

are facing price pressures that come from commodity
markets. Some EM policymakers have already started to

China’s bond inflows vs. nominal interest rate
differentials

reverse their policy easing stance in order to limit new 250 6
inflation forces. This trend coupled with the possible 200 A 4
further rise in US Treasury vyields could pressure EM 150 ' 2
bonds in the short term. In the mid term, a weaker dollar 5 100 . . ,(W" ~_ .
should be supportive for EM FX, hence benefitting EM = 50 ‘W. L . —
equities and EM local currency bonds. Yet, the EM world 0 |7|||| I I I.. I. II I I -2
is scattered with areas of vulnerability. China and some -50 T : -4
Asian countries will likely be the winners, the currencies NN 0 0W®OMDADNDNDNO OO O o

) T ) ) ) ) ] L e B B s B B B B R B SV A S I NI NN
will be the critical channel to adjusting relative prices in D20 >020>02>20 >0 >0
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the new regime and will become core assets for investors. CQZL>ICQZLIQZUL>CZUW
With low real rates, Chinese bonds are appealing for I Foreign bond inflows (3mma, RMBbr) I Real int rate differential (10y CGB-UST, RHS)
global investors. China is one of the few countries that I Nominal int rate differential (10y (GB-UST, RHS)

has not embraced unconventional monetary policy and
is targeting an ordered slowdown of credit growth.
The Renmimbi could become a reference currency for
Asia and its internationalisation could go ahead further
supporting the appeal of Chinese assets.

Source: Amundi on Bloomberg. Data as of 26 May 2021.

m Market triggers: vaccination campaign September 2021
m To watch: Rising US rates and appreciating USD
m Risks: Spreading of variants, Fed policy mistake

Short-term possible rise in US Treasuries is a headwind for EM, but they still offer higher risk-adjusted return
potential in the medium term. Chinese bonds appeal in a world of low real rates.
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5 COMMODITIES: SHORT AND LONG-TERM POSITIVES

Imbalances due to the pandemic and long-term shortages

The global economic rebound is supporting commodity
prices. Base metals in particular witnessed a jump in
prices due to rising demand and concerns over supply
shortages. This is the case of copper, for which the 60%
potential demand boost from strong fiscal stimulus and
the transition towards greener economies, together with

Upward pressure in commodity prices

0,
the still concentrated production (mainly in Chile, Peru, 6.9
Republic of Congo and Zambia) should support copper
prices in the long term. 20% \

This brings opportunities for investors, as exposure to

base metals could help to inflation-proof portfolios. 0%

On gold different forces are at play, driving volatility.

Bloomberg Commodity Index
% YoY growth

_ 0
On one front, being a safe haven, a positive economic R0 1 i {
environment is not supportive. Yet, negative real interest
rates with higher inflation have helped gold prices recover -40%
initial losses in the year and could further prolong this
trend. Hence we recommend keeping a neutral stance on -60%
gold at this stage. AMONOOEAMONOD AMLON O o

[ONONONONONoNoNGNG NG R - B o B o B B A

m Market triggers: Green economy transition A 1NN NNNNNNNNN
m  To watch: Base materials dynamics Source: Amundi, Bloomberg. Data as of 10 June 2021.

m Risks: Geopolitical risk

Exposure to base metals (or equities linked to them) could benefit investors amid higher inflation dynamics.

6 FX: SHORT-TERM POSITIVE USD AND SELECT EM FX

Playing the USD growth premium and commodities cycle

In the medium term, the huge liquidity injections and
deteriorating US fiscal position remain strong headwinds
for the dollar, pointing to some depreciation and possibly 15%
even a sell-off, based on eroded investor confidence.
Large-scale capital outflows might take place at that
stage, especially should the rest of the world proceed in 59%
the recovery.

G10 FX valuations vs. USD

10%

Overvaluation

0%
In the short term, the fiscal boost is building a US growth -

premium versus the rest of the world, suggesting that -5%
international .cap|ta| inflows shoulol stay anchored to 10 Undervaluation
dollar-denominated assets. This should keep the dollar —dl

in the 116-118 range at end-2021. Such a trend could be
bumpy though, as any consolidation in US rates could
cause the dollar to weaken somewhat.

-15%

CHFUSD
NZDUSD
EURUSD
DXY
GBPUSD
CADUSD
AUDUSD
JPYUSD
NOKUSD
SEKUSD

In addition, growth proving strong and rising commodity
prices support commodity-related currencies (namely
CAD, NOK, AUD and NZD) that should continue to
outperform.

Source: Amundi Research. Data as of 26 May 2021.

On EM FX, we see some potential for a recovery in the m Market triggers: Time varying growth premium
second half of the year, as currencies are also generally m To watch: Real rates
undervalued vs. the USD. m  Risks: Monetary policy mistake

USD will benefit from the growth premium in the short term, but the medium-term outlook is more uncertain.
USD will likely pay the bill of ultra-Keynesian policies.
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AMUNDI ASSET CLASS VIEWS

Asset Class Current positioning Future direction
H2 2021
us = =
US value
US growth - A 4
Europe =
Japan = =

Emerging markets =

US govies - \ 4
US IG corporate = =
US HY corporate =

European govies -/= v
Euro IG corporate = =

Euro HY corporate =

FIXED INCOME PLATFORM

EM bonds HC =

EM bonds LC =

Commodities =

Currencies (USD) =

Negative Neutral

WV Deteriorating future perspective

Source: Amundi, as of 15 June 2021.
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REAL ASSETS FAVOURED IN A POST-COVID WORLD

Private market investors should focus on quality

The post-Covid world not only could feature higher
inflation, but it could also see further long-term trends
be reinforced. The digitalisation of economic activity and
trade, as well as the strategic importance of supply chains,
clearly cannot be denied. This crisis has also rekindled the
willingness of governments and central banks to steer
economies and financial markets by means of aggressive
policies; these efforts are currently ongoing and could
help to maintain a low interest rate environment. Lastly, the
main lesson of this crisis is undoubtedly a greater global
awareness of the fragility of our environment and way of
life, as well as a growing recognition of environmental,
social and governance issues.

In this context, real assets appear to be a compelling
opportunity for investors with an adequate time horizon, as
they aim to combine protection against inflation with the
prospect of higher returns than traditional liquid assets.*

The performance of real assets remains equally attractive
in the context of contained inflation.

In our view, they offer the best return prospects of all
asset classes. Thus, over ten years, all things being equal,
our analysis*™ anticipate that private equity markets
should offer a possible risk premium of 230 bps in the US
and 200 bps in Europe compared to listed equities, while
real estate assets should offer a risk premium of 450 bps
compared to public bonds in the Eurozone and 390 bps
compared to investment-grade bonds***.

Infrastructure should offer a premium of more than 300
bps compared to these same investment-grade bonds.
Such a sizeable spread of anticipated yields should
accelerate capital flows into real assets as investors seek
to optimise their risk/return trade-off.

Infrastructure: a key element of many govern-
ment stimulus plans

With the Covid-19 crisis, investment in infrastructure has
experienced significant differences between sectors in
terms of transaction levels and valuations. In “safe haven”
sectors such as healthcare, technology and renewable
energy, the number of transactions and valuations has
remained stable.

The crisis is expected to lead to a favourable political
and regulatory environment for infrastructure investing,
as the pandemic has not only brought to light the need

for health and communication infrastructure, but also

highlighted the urgency of the energy transition.

We believe diversification will be key to generating
attractive returns, while “buy & hold” strategies are
gaining traction.

Assets relating to the energy transition will remain resilient
to Covid-19 propagating waves of economic shock due to
their critical nature for business continuity. Infrastructure
projects are expected to be a key element of many
government stimulus plans.

Private debt: investing at the top of the capital
structure

The Covid-19 crisis has had a significant impact across
private debt markets, with fundraising and deal making
having been affected from early 2020. While the onset of
this crisis was unexpected, concerns were already being
raised about late-cycle conditions in private debt markets
relatedtounderlying economic conditionsandtoemerging
risks associated with demand-supply imbalances,
tightening spreads and looser credit standards, which
showed up in the prevalence of covenant-lite transactions,
increased EBITDA adjustments, and rising leverage.

All this led to a challenging year for private debt in 2020.
However, prospects are improving for 2021.

The focus in H2 2021 will be on new opportunities,
which should be plentiful as lower financing from banks
will leave the door open for private debt funds to cover

issuers’ financing needs.

Historically, private debt has delivered diversification,
stable income streams and consistent premium returns
over liquid and traditional debt, with modest drawdowns
over the long term. Additionally, it has been a systemically
important contributor to economic growth, thanks to the
support it provides to the real economy, counterbalancing
the lower contribution from banks after the Great Financial
Crisis due to more stringent regulation.

Private debt encompasses a wide range of opportunities
(e.g., senior debt, direct lending, distressed debt, etc.)
which have different goals, underlying dynamics and risk-
return profiles.

In H2 2021, investors with a long-term view could focus on
safer strategies at the top of the capital structure where
risk-adjusted returns are attractive, resulting in a key test
arising for general partners (GPs). Some GPs might even
exit the market.

“There are risks of liquidity and capital loss. **Source: Amundi, May 2021. *** Expected returns are not necessarily indicative of future performance, which may differ significantly.

Past performance is not indicative of future results.

Source: Amundi Asset Management CASM Model, Amundi Asset Management Quant Solutions and Research Teams, Bloomberd. Data as at 20 April 2021, Macro figures per last release.
Returns on credit asset are comprehensive of default losses. Forecasts for annualised returns are based on estimates and reflect subjective judgments and assumptions. These results
were achieved by means of a mathematical formula and do not reflect the effects of unforeseen economic or market factors on decision-making.
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Private equity: time to seize opportunities
Despite the depth and suddenness of the Covid-19 crisis,
private equity markets have done very well in 2020, with
many funds posting a double-digit performance over
the year.

Today, transactions valuation multiples are back to pre-
crisis levels on average. This overall trend, however, masks
widely disparate situations.

On the one hand, there are still few transactions in the
sectors that were most affected by the restrictions put
in place to fight the pandemic (mainly catering, travel
agencies, event organisation).

Market activity is nevertheless increasing and we expect
to see many built-up opportunities in these sectors.

On the other hand, many sectors are benefiting from the
reinforcement of some long-term themes (technology,
healthcare). Most of the transactions today are centred
on these sectors, as their strong growth prospects attract
investors.

Furthermore, it is worth mentioning that the amount of
dry powder (i.e. cash available for investments in funds) is
stable relative to the size of the market for private equity
as well as for private debt, thanks to the parallel slowdown
of fund raising and market transactions last year.

We see no major imbalances in private equity markets
and thus expect the continuation of positive market
trends in H2 2021.
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Real Estate: strong investors’ appetite for H2 2021
Real estate market activity was significantly impacted
in 2020 although capital values held up relatively well
overall: according to MSCI, capital values in Europe
declined YoY by less than 1% in 2020, leading to a positive
total return in Europe - with significant discrepancies
across asset classes, hotels and retail asset having been
particularly impacted. The expected economic rebound
in H2 2021 should favour a relative improvement for
real estate market leasing activity, which should remain
constrained by occupiers’ wait and see attitude as
long as uncertainty remains. Occupier demand - both
qualitatively and quantitatively - will be key in the short
run and could make market rents of prime assets in sought
after locations more resilient.

Investors’ appetite for real estate should remain strong
in H2 2021, fostered by a relatively high gap between
prime real estate yields and 10-year government bonds.

As a growing concern for investors has been the possible
increase of inflation in the coming years, some long-
term institutional investors see real estate as a way to
protect income return from inflation (when an asset is
leased), since rent is generally indexed. Of course, market
fundamentals and conditions remain key as market rent
and capital values may vary. Investors’ appetite for assets
such as logistics or housing, which, so far, have been
resilient during the pandemic, should remain strong,
particularly as the Covid-19 crisis could have accelerated
structural trends such as e-commerce. The focus of
long-term investors on cash-flow visibility should favour
competition for prime assets - including offices - and
ensure prime yields remain low in our central scenario
during H2 2021.

Spread between office prime yields and domestic ten-year government bond yields since 2000
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ECONOMIC FORECASTS
GDP growth (YoY%), inflation (CPI, YoY%) and central bank rates

Macroeconomic forecasts
Real GDP growth. YoY% Inflation(CPI, YoY %)
2020 2021 2022 2020 2021 2022
-3.5 6.9-8.1 3.6-4.5 1.3 3.5 2.7
-4.9 2.9-3.1 2.8-3.4 (0X0) -0.4 0.6
-6.7 41-4.7 3.2-3.9 0.3 2.0 1.6

Annual averages (%)

Central bank rates forecasts

Amundi +6m. Consensus +6m.

0/0.25 0.15
-0.50 -0.51
-0.1 -0.03

0.1 0.
3.85 3.85
4.00 4.00

6.50 5.15
5.7% 5.50

Source: Amundi Research. Forecasts as of 15 June 2021.
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FINANCIAL MARKET FORECASTS

2-year bond yield forecasts

28-May-20 Amundi +6m. Consensus +6m. Amundi +12m. Consensus +12m.
us 0.14 0.20/0.35 0.29 0.35/0.50 0.46
Germany -0.66 -0.70/-0.50 -0.68 -0.70/-0.50 -0.68
Japan -0.12 -0.20/-0.10 -0.12 -0.20/-0.10 -0.14
UK 0.05 0/0.25 0.16 0.25/0.5 0.25

10-year bond yield forecasts

28-May-21 Amundi +6m. Consensus +6m Amundi +12m Consensus +12m.
us 1.59 1.8/2.0 1.75 21/23 1.89
Germany -0.19 -0.20/0.0 -0.09 -0.10/+0.10 -0.02
Japan 0.08 0/0.20 013 0/0.20 0.17
UK 0.79 0.9/11 0.98 11/1.3 1.08

Equities forecast 12M forward

MSCI index US ENEEE Pacific World AC
levels at ex-Japan

02/6/2021 4 078 1812 261 1997 1190 573 2 986 714
Low bound 4 050 1900 270 2 050 1250 600 3 050 720
High bound 4 470 2 080 310 2 300 1350 660 3 310 820

Exchange rates

Exchange rates forecasts vs. USD

28-May-21 Amundi +6m. Consensus +6m. Amundi +12m. Consensus +12m.
EUR/USD 122 119 1.21 116 1.21
USD/JPY 110 12 109 114 110
GBP/USD 142 1.42 1.40 1.37 1.40
USD/CHF 0.90 0.94 0.92 0.96 0.92
USD/NOK 8.37 8.21 8.20 8.71 815
USD/SEK 8.31 8.32 8.28 8.67 818
USD/CAD 1.21 119 122 1.24 1.23
AUD/USD 0.77 0.80 0.78 0.75 0.79
NZD/USD 0.73 0.73 0.72 0.69 0.73
USD/CNY 6.37 6.50 6.47 6.60 6.42
Exchange rates forecasts vs. EUR

28-May-21 Amundi +6m. Consensus +6m. Amundi +12m. Consensus
EUR/USD 1.22 119 1.21 116 1.21
EUR/JPY 134 133 131 132 130
EUR/GBP 0.86 0.84 0.86 0.85 0.85
EUR/CHF 110 112 1m 112 112
EUR/NOK 10.20 9.73 9.89 10.11 9.8
EUR/SEK 1013 9.88 10.00 10.06 9.9
EUR/AUD 158 1.49 1.55 1.54 1.53
EUR/NZD 1.68 1.63 1.68 1.67 1.66
EUR/CNY 7.76 7.71 7.83 7.65 777

Source: Amundi Research. Forecasts as of 15 June 2021.
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Shifts& Shifts&

. . Narratives Narratives
Shifts & Narratives

The Day After provided much needed

perspective following the Covid-19 shock.
A year on, this editorial line further explores
the impact of the Covid-19 crisis on society, Do not give up on Inflation: something
economy and financial markets, trying to fundamental valuations deep awakens
detect signs of possible regime shifts and
the narratives that can guide investors.

Visit us on: @ @ @ @

. » Read the article online . » Read the article online

Amundi Investment Insights Unit

The Amundi Investment Insights Unit (AlIU) aims to transform its CIO expertise, and Amundi’s overall investment
knowledge, into actionable insights and tools tailored around what we believe are investor needs.

In a world in which investors are exposed to information from multiple sources we aim to provide regular, clear, timely,
engaging and relevant insights that we believe can help our clients make informed investment decisions.

Important Information

The MSCI information 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. None of the MSCI information is intended to constitute investment advice or
a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such. Historical data and analysis
should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of its affiliates and each
other person involved in or related to compiling, computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly disclaims all
warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness
for a particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for
any direct, indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other damages. (www.mscibarra.com).
In the European Union, this document is only for the attention of “Professional” investors as defined in Directive 2014/65/EU dated 15 May 2014 on
markets in financial instruments (“MIFID”), to investment services providers and any other professional of the financial industry, and as the case may be
in each local regulations and, as far as the offering in Switzerland is concerned, a “Qualified Investor” within the meaning of the provisions of the Swiss
Collective Investment Schemes Act of 23 June 2006 (CISA), the Swiss Collective Investment Schemes Ordinance of 22 November 2006 (CISO) and the
FINMA’s Circular 08/8 on Public Advertising under the Collective Investment Schemes legislation of 20 November 2008. In no event may this material be
distributed in the European Union to non “Professional” investors as defined in the MIFID or in each local regulation, or in Switzerland to investors who
do not comply with the definition of “qualified investors” as defined in the applicable legislation and regulation.

This document is solely for informational purposes. This document does not constitute an offer to sell, a solicitation of an offer to buy, or arecommendation
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. Furthermore, nothing in this
website is intended to provide tax, legal, or investment advice and nothing in this document should be construed as a recommendation to buy, sell, or
hold any investment or security or to engage in any investment strategy or transaction, There is no guarantee that any targeted performance or forecast
will be achieved.

Unless otherwise stated, all information contained in this document is from Amundi Asset Management S.A.S. and is as of 15 June 2021. Diversification does
not guarantee a profit or protect against a loss. The views expressed regarding market and economic trends are those of the author and not necessarily
Amundi Asset Management S.A.S. 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. This material does not constitute an offer or solicitation to buy or sell any security, fund units or services.
Investment involves risks, including market, political, liquidity and currency risks. Past performance is not a guarantee or indicative of future results.

Photo credit: ©Francesco Riccardo lacomino - iStock/Getty Images Plus.

Date of first use: 20 June 2021.
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