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War and Net Zero offer opportunities
across the commodity universe

= Macroeconomic context: Commodity trends are driven by fundamental, geopolitical,
structural and cyclical factors. Today, these are all supportive. Our constructive structural
view on commodities is based on the green transition and potentially long-lasting demand-
supply mismatches among those base metals that are key to it. If we adjust the main
commodity valuations for growth and inventories, they remain cheap (despite the recent
rally) and are among the cheapest asset classes. Moreover, sanctions on Russia and
impaired activity in Ukraine ports are creating a generalised shortage across a wide
spectrum of commodities. The most acute issue for the Eurozone is the huge dependency
on Russian natural gas for several European countries, exacerbated by increasing
competition among buyers in markets such as China. The reduction of gas imports from
Russia should favour its replacement with other sources, although technical and
infrastructure issues prevent a cheap and quick solution. Current Eurozone storage levels
are high enough to prevent a power crunch over the next few months, but refilling storage
requirements for the winter season may be more challenging and could require coordination
across European countries to seek alternative sources. At a global level, the oil market looks
more balanced than the gas market. The announcement of US Strategic Petroleum Reserve
(SPR) releases should provide some relief. However, it cannot be sustainable in the long
run, as inventories are at historically low levels.

= Investment implications and portfolio strategies: We foresee a regime shift, in which
inflation will be persistently high for several reasons. As inflation is more vulnerable to
external and unpredictable shocks, real assets will likely become ever more relevant in
asset allocation and commodities will play a crucial role in portfolio diversification.
Historically, during an inflationary regime, global commodities have provided a better
pay-off than equities despite higher volatility when markets go up. Also, under an
inflationary regime, global commodities have outperformed equities during market
corrections, with the only exception being cyclical ones. Investors have different ways
to play a positive view on commodities. The easiest one is investing in commodity funds or
exchange traded funds (ETFs). However, using a specific commodities vehicle can often
limit choice, which may be beneficial at the beginning of a commodity cycle while waiting
for further clarification on its drivers. When visibility improves, it is preferable to focus on
details by using exchange traded commodities (ETCs) on sub-indices. It may be the case
that, in a specific industry and during certain market phases, equity fundamentals are
supportive and operational leverage is high. As such, playing the commodity theme through
equity investments may be preferred. In the current economic phase, playing energy is a
tactical choice, given the underinvestment in the oil sector over the past few years. We look
into the most cyclical part of this asset class constructively. In the near term, gold may be
an interesting diversifier when upward pressure on rates fades, as well as considering it
might be in demand from central banks as a reserve for value.

Commodity trends are driven by four sets of factors: fundamental, geopolitical, structural and
cyclical. Today, these are all supportive and underpin commodity price trends, especially for
base metals and energy. Among the historical drivers, we have GDP growth and economic
cycles. During the recovery phase, commodities — mainly cyclical ones — have performed well,
driven by fundamentals such as improving economic activity, infrastructure and cyclical
demand in general. Not surprisingly, in 2021 commodities closed the significant under-
valuation gap with growth that had been built during previous years and caught up during the
economic recovery.
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Commodities vs. growth and commodity price adjusted with growth and inventories
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Source: Amundi Institute elaborations on Bloomberg data as of 31 March 2022. Global growth time series calculated
from US nominal GDP and global OECD Leading indicator. Commodities refer to the Global Commodities price index.
Both are rebased to 100 as of Q1 1961.

Commodities tend to suffer when growth decelerates. However, this has not been the case this
time for structural reasons. Indeed, a sustainable upside in commodities cannot be based
solely on the recovery narrative. Our constructive structural view on commodities is based
on the green transition and on potentially long-lasting demand-supply mismatches in
those base metals that are key to it. Inventories for these metals are at historic lows, with no

“Our structural signs of improvement. If we adjust the main commodity valuations for growth and inventories,
constructive view they remain cheap despite the recent rally and are among the cheapest asset classes.

on commodities

is based on the The geopolitical factor is also critical these days. Natural gas is under pressure due to
green transition undersupply issues relating to the events in Ukraine. Sanctions on Russia and impaired activity
and on potentially in Ukrain.e ports are creat_ing a generglised shqrtage across a wide spectrum of commodities,
long-lasting from grain to steel. Russia and Ukraine combined account for 30% of global wheat exports.

The most acute issue for the Eurozone is the huge dependency on Russian natural gas
mismatches in for several European c_:ountri_es_, exacerbgted_ by_ increasing competi_t_ion among buy(_ars

in markets such as China. This is another implication of the green transition efforts, as China
those base met_als is expected to boost its gas imports to speed up coal substitution with energy sources that are
that are key to it.” less brown. The events in Ukraine have exacerbated trends already in place over the past
ten years and provide more arguments for the increasing strategic relevance of the
Black Sea for commodity transportation out of Russia. The fallout from the reduction of
gas imports from Russia on Eurozone countries — or even a complete halt — should favour its
replacement with other sources in order to reduce the Eurozone’s dependence on Russia,
although technical and infrastructure issues prevent a cheap and quick solution. Current
Eurozone storage levels are high enough to prevent a power crunch over the next few
months, but refilling storage requirements for the winter season may be more
challenging and could require coordination across European countries to seek
alternative energy sources.

demand-supply

Even if the war has accelerated Europe’s efforts to increase its energy independence through
renewables, in the near term the trade-off between the ban on Russian gas imports and
economic disruption becomes onerous in terms of GDP growth. Stagflation is becoming the
central-case scenario in the Eurozone and a profit recession will dramatically hit the
most energy-intensive countries and sectors.
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“The recent
announcement of
US SPR releases
will add 1mn b/d
to the US oil
market over the
next six months
and should
provide some
relief to oil price
pressure.
However, it
cannot be
sustainable in the
long run, as
inventories are at
historically low
levels.”

Eurozone natural gas storage ratio
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Source: Amundi Institute Cross Asset Research, AGSI.GIE, Bloomberg. Chart shows the Eurozone seasonal monthly
natural gas storage ratio dynamics, with minimum and maximum historic comparison between January 2009 and
March 2022.

At a global level, the oil market looks more balanced and less Russia-dependent than the gas
market. Nevertheless, it has also been overshot due to geopolitical concerns and the potential
oil undersupply. We should bear in mind that Russia helped facilitate an agreement on regular
oil production increases in the usually litigious OPEC+ group and surpassed Saudi Arabia in
overall oil production, with over 12mn barrels per day (b/d). The recent announcement of US
SPR releases will add 1mn b/d to the US oil market over the next six months and should provide
some relief to oil price pressure. However, it cannot be sustainable in the long run, as
inventories are at historically low levels. Moreover, such a decision seems aimed towards
cooling down the gasoline price for political reasons. The convergence of the oil price being
below $100 per barrel that we were anticipating will be driven by cooling demand as economic
growth decelerates alongside an increase in US oil production.

Number of days that oil inventories can replace oil production to match demand and
US oil production, mn b/d
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Source: Amundi Institute Cross Asset Research, Bloomberg. Data is as of 31 March 2022. US oil production data is
as of 31 December 2021.

Investment implications

Going forward, we foresee a regime shift, in which inflation will be persistently high for several
reasons, not necessarily related to benign factors such as economic growth and buoyant labour
markets. As inflation is more vulnerable to external and unpredictable shocks, real assets will
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“Historically,
under an
inflationary
regime, global
commodities have
provided a better
pay-off than
equities despite
higher volatility.”

Commodities | April 2022

become ever more relevant in asset allocation and commodities will play a crucial role in
portfolio diversification for a variety of reasons:

= A stagflationary environment is usually caused by an external shock from the commodity
universe; hence, commodities can perform well when some traditional asset classes fail.

A dynamic commodity rotation can provide opportunities during every economic cycle.

In specific segments, commodity demand will remain strong as it will be needed for the
green transition and world electrification.

Historically, under an inflationary regime, global commodities have provided a better
pay-off than equities despite higher volatility when markets go up, as shown on the left-
hand chart below. Also, under an inflationary regime, global commodities have
outperformed equities during market corrections, with the only exception being cyclical
ones (see right-hand chart).

YoY return distribution in inflationary regimes, S&P 500 vs. global commodities and
correction, global cross asset
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Source: Amundi Institute Cross Asset Research, Bloomberg. Data is as of March 2022. Charts show the estimated
yearly return distribution based on Amundi Institute’s proprietary tool Inflation Phazer scenarios. On both charts, X axis
shows the yearly return dispersion. Cyclical sectors include base metals and energy.

Dynamic rotation in the commodity universe

Growth regimes

Inflation regime Low growth High growth

Low inflation Gold, precious metals Base metals

High inflation Gold, CSA* Cyclicals
Source: Amundi Institute Cross Asset Research. Data is as of April 2022. For illustrative purposes only. Inflation
regimes are identified by Amundi Institute’s proprietary tool Inflation Phazer. Growth regimes are identified by Amundi
Institute’s proprietary tool Advanced Investment Phazer. *: CSA: commodity shock absorbers. Sometimes, the price
of selected commodities may jump for special reasons (e.g., geopolitical, climate, social, etc) and could be the right
candidate to hedge portfolios.
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“It may be the
case that, in a
specific industry
and during certain
market phases,
equity
fundamentals are
supportive and
operational
leverage is high.
As such, playing
the commodity
theme through
equity
investments may
be preferred.”
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Portfolio strategies

Investors have different ways to play a positive view on commaodities, as is the case currently.
The easiest one is to invest in commodity funds or ETFs. Often, these solutions differ from
each other as the benchmark, which may be tilted towards spot markets or adopts constant-
maturity benchmarks, seeks positions — actively or passively — along the future curves. Using
such a vehicle for commodities can often limit choice, which may be beneficial at the beginning
of a commaodity cycle while waiting for further clarification on its drivers. Commodity indices
often blend mixed commodity groups, e.g., agriculture, industrial metals, precious metals and
energy. As such, when visibility on the cycle and its drivers improves (drivers may
include infrastructure plans, the green transition and monetary easing, among others),
it is preferable to focus on details by using ETCs on sub-indices (e.g., copper, nickel,
natural gas, gold). It may be the case that, in a specific industry and during certain market
phases, equity fundamentals are supportive and operational leverage is high. As such,
playing the commodity theme through equity investments may be preferred. For
instance, investors may consider buying gold miners rather than gold if they have a positive
view on the metal.

In the current phase of the economic cycle, we have a positive view on commodities,
especially after the end-March sell-off. The green transition in Europe and Net Zero goals
are supportive for industrial metals such as copper, nickel and palladium. Playing energy
(both oil and gas) is a tactical choice, appealing in the short term given the underinvestment in
the oil sector over the past few years. Risks lie in the high volatility of their prices. Commodities
may have multiple natures: they are goods, but are also speculative vehicles and can be
reserves for value. Gold is the best example of this. Sometimes, commodities may become
expensive and crowded by speculative investors, possibly driving them away from
fundamentals, with high volatility and severe sell-offs. The current situation presents an
interesting framework for commodities, with disruptions related to the war in Ukraine,
but also from the new geopolitical landscape that will follow during the next few years.
We look into the most cyclical part of this asset class constructively. In the near term, gold
may be an interesting diversifier when the upward pressure on rates fades, as well as
considering it might be in demand from central banks as a reserve for value.
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AMUNDI INVESTMENT INSIGHTS UNIT

The Investment Insights Unit, part of the Amundi Institute, aims to transform our CIO expertise, and Amundi’s overall
investment knowledge, into actionable insights and tools tailored around investor needs. In a world where investors
are exposed to information from multiple sources, we aim to become the partner of choice for the provision of regular,
clear, timely, engaging and relevant insights that can help our clients make informed investment decisions.

. . . . I
Discover Amundi Investment Insights at www.amundi.com 060@

Definitions

= Exchange-traded commodity (ETC): It is a security that can offer traders and investors without direct access to spot or derivatives
commodities markets exposure to commaodities such as metals, energy, and livestock. An ETC can track individual commodities or a basket
of several commodities and can provide an interesting alternative to trading commaodities in the futures market.

= Exchange-traded fund (ETF): Itis a type of pooled investment security that operates like a mutual fund. ETFs track a particular index, sector,
commodity, or other asset, but unlike mutual funds, ETFs can be purchased or sold on a stock exchange the same way that a regular stock
can.

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
S.A.S. and is as of 13 April 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 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. Investment involves risks, including market,
political, liquidity and currency risks. Furthermore, in no event shall Amundi have any liability for any direct, indirect, special, incidental, punitive,
consequential (including, without limitation, lost profits) or any other damages due to its use.

Date of first use: 26 April 2022.

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: 91-93 boulevard Pasteur — 75015 Paris — France — 437 574 452 RCS Paris —
www.amundi.com.
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