CROSS ASSET INVESTMENT STRATEGY

Amundi Investment Institute

AUTHORS

MONICA
DEFEND
HEAD OF
AMUNDI INVESTMENT
INSTITUTE

KEY TAKEAWAYS
Mario Draghi’s report on Europe’s declining competitiveness MAHMOOD
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A combination of low investment and low productivity has INSTITUTE

undermined Europe’s competitiveness. Companies are hesitant
to invest due to weak expected growth, creating a vicious cycle
that is stifling further economic progress.

Draghi advocates significant structural reforms -- including a
rethink of regulation and more financial market integration --
and a more flexible governance framework within the EU that
will not stifle progress in the adoption of new technologies.

Draghi’s report on Europe’s declining competitiveness offers a comprehensive analysis, but many of its
findings are not new. Yet, Draghi’s stature may lend urgency to these recommendations. Those requiring
EU funding or treaty changes are likely to encounter substantial political resistance. The report provides a
clear direction of travel and some of the reforms that do not require new funding (e.g., regulatory changes)
could move the dial sooner.

Key findings

Draghi’s report is more than an economic analysis. It is framed within the broader European objectives of
addressing climate change and preserving the continent’s social model. Central to his recommendations
are the themes of decarbonisation and inequality, which are not treated as afterthoughts, but as integral
components of Europe’s future.

. " ) Investments as % of GDP
The report highlights a critical dilemma:

Europe’s productivity and investment gap 16% -
with the United States is not only large,

but is also widening, and a similar trend 15%
is emerging in connection to China. The
risk of Europe falling behind has already
materialised and the threat of becoming
irrelevant is escalating, particularly in light
of advancements in the digital economy
and artificial intelligence (Al). Europe’s
preparedness to tackle new geopolitical
realities — including rising protectionism,
changing supply chains and more
aggressive industrial policies in other
developed markets — is also in question.

Reversing this decline will require higher
growth and that, in turn, requires a 8% ; ; ; ; ; : : : :
governance and regulatory system that 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024
incentivises innovation and productivity
improvements that can raise growth on a
sustained basis.
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Source: Amundi Investment Institute, Bloomberg. Date as of 24 September 2024.
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Labour productivit The diagnosis
b y At the heart of Draghi’s analysis is the observation
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Challenges to competitiveness

The report highlights key factors undermining competitiveness, notably a lack of innovation, as the EU
invests less in R&D than China. This issue is partly due to the incomplete single market, especially in
services, limiting Europe’s market scale compared to the United States. and China.

Energy dependence on Russia has worsened Europe’s competitiveness, leading to increased costs for
manufacturing-heavy member states. Electricity prices vary significantly across the EU, with some
countries paying up to 35% more, largely due to the absence of a unified electricity grid.

The US Inflation Reduction Act exacerbates the dilemma by attracting investment away from Europe,
prompting major companies to delay EU investments in favour of better subsidies in the United States.

Better financial market integration and a larger capital market could reduce the cost of capital
Completing the banking union by facilitating cross-border liquidity and mergers could lower bank financing
costs. As larger banks typically have a lower cost of borrowing, they could lend at lower rates and this
could help address the disadvantage EU firms face compared to US banks. Europe also needs an
integrated capital market to channel savings into investments and reduce reliance on bank financing.

The Draghi report avoids difficult reforms like a uniform insolvency regime and tax system, which are
necessary for enabling cross-border securitisation. Relaxing the EU’s sustainable finance and ESG
regulations could improve access to finance for SMEs, including in sectors like defence.

The need for structural reforms and substantially increased investment

Draghi identifies a 4% GDP investment gap, requiring an additional €800bn yearly over the next decade.
While most of this investment should come from the private sector, that in turn will depend on improved
competitiveness and higher returns, hence his call for reforms. The report suggests a €100bn EU
contribution for public goods like defence and energy infrastructure, but political feasibility for common EU
debt remains uncertain, likely delaying initiatives until the next Multi-Annual Financial Framework in 2027.

Not all reforms require significant funding. Draghi argues that overly cumbersome and fragmented
regulations along national lines deter investment and constrain the willingness of firms to spend on
innovations, particularly in Al and the digital economy. Moreover, the stringent GDPR regime may be
overly restrictive.

The EU’s antitrust-focused competition policy limits mergers, perpetuating a landscape of smaller
enterprises. Advancing towards a more integrated services market could yield substantial benefits.

Draghi calls for changes in the EU’s governance framework, which requires unanimity for decisions and
stifles reforms. He advocates for allowing subgroups of countries to implement agreements without full
consensus.

Looking ahead

While Draghi’'s report will take time to digest and implement, it will significantly influence the European
Commission’s legislative agenda over the next five years. In the near term, sentiment towards Europe
could turn around if some of his less onerous recommendations are adopted.
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IMPORTANT INFORMATION

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 4 October 2024. 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: 8 October 2024

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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Amundi Investment Institute

In an increasing complex and changing world, investors need to better
understand their environment and the evolution of investment practices
in order to define their asset allocation and help construct their
portfolios.

This environment spans across economic, financial, geopolitical, societal and environmental dimensions. To help
meet this need, Amundi has created the Amundi Investment Institute. This independent research platform
brings together Amundi's research, market strategy, investment themes and asset allocation advisory activities
under one umbrella; the Amundi Investment Institute. Its aim is to produce and disseminate research and
Thought Leadership publications which anticipate and innovate for the benefit of investment teams and clients
alike.
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