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European equities: look for the winners to

play the reflation trade, value revenge, and
ESG disruption

= Today, all eyes are on Europe. While the strongest national European football teams are
animating a great competition, which is also signalling a sort of return to normality for
Europeans, investors’ appetite for European equities is back and for good reason. We are
not going to embark on fanciful predictions about who is going to win Euro 2020, but we do
believe that detecting the winning companies with strong fundamentals, which are able to
adapt to the rising inflation trend, will be key going forward, as the reflation trade matures.

= European equity has outperformed global, US and emerging stocks so far this year,
reflecting the economic reopening and a catch up trend in earnings. At today’s level, equities
still look attractive, particularly relative to fixed income. However, higher selectivity is
required. Fundamental bottom-up investors should look for those companies where implied
expectations do not reflect fundamentals. A long-term view should be preferred to a short-
term one.

= As inflation accelerates around the world, but remains moderate, investors should
consider real investments such as equities and real assets. Within equities, they should
identify companies with high pricing power, which is the ability to pass on price increases
to consumers.

= The growth vs. value rotation reflects higher growth and inflation expectations. The
valuation dispersion between growth and value stocks remains at historically high levels
even after the recent rebound. The market value segment usually benefits from an
environment of inflation normalisation as a result of improved macro and micro
fundamentals.

= We see good income opportunities in some pro-cyclical market areas. The dividend
theme is back and dividend yields are attractive compared to relative government bond
yields. This gap is particularly attractive in Europe. Banks appear to be a clear choice for
income investors this year. Outside of the financial sector, investors could find good income
stories at the single-stock level in areas such as energy and utilities.

= ESG is the most significant structural driver for the asset management industry, and
Europe is the natural hunting ground for it. European companies have developed
innovative solutions to ESG challenges, such as renewable energy, energy efficiency and
waste reduction, and they could capitalise on such innovation when ESG priorities start
rising outside of Europe. Large asset managers have the responsibility to help drive this
trend through their active ownership. Our belief is that better ESG practices will not only
improve sustainability, but they will also improve the risk-adjusted return of the investment
case.

The European football championship has given a sense of normality to European
citizens, as well as a sense of relief, if not euphoria. Do you see the same feeling in
equity markets?

Equity markets, which are forward looking, already started reflecting the eventual reopening
last year, with the acceleration that followed the positive vaccine announcements from Pfizer
and BioNTech on 9 November 2020. Since then, markets have moved higher to reflect the
increased likelihood of an economic reopening and the strength of the recovery, supported by
huge monetary and fiscal support. Within equity markets, European equity has outperformed
global, US, and emerging stocks slightly so far this year. At today’s level, equities still look
attractive both overall and relative to fixed income. However, high selectivity is required, as
much good news is already priced in. There are still good opportunities, but selectivity and
agility will be needed to pursue them, as they are more relative in nature.
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“At today’s level,
equities still look
attractive both
overall and
relative to fixed
income. However,
high selectivity is
required, as much
good news is
already priced in.”

“Periods of low,
but rising inflation
tend to return
pricing power to
those sectors that
have been losing
it for years, as is
happening with
the post-Covid-19
recovery,
favouring the
value segment.”
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Source: Amundi, Bloomberg. Data as of 30 June 2021. Data refers to MSCI indexes in local currency. The MSCI World
and EM indexes are measured in dollars. For each index the total return performance is considered.

As Europe reopens after lockdowns and economic growth accelerates, what are the
main drivers and areas of opportunity for investing in European equities?

Fundamental bottom-up investors should look for opportunities to invest in those companies
where implied expectations are too low compared to estimates. A long-term view should be
preferred to a short one. It seems that -- even if the reopening narrative is well understood
overall — it is not yet reflected in a few segments of the equity market. We see opportunities in
areas such as media, travel, leisure and industrials.

We are witnessing bouts of inflation as demand resurges. Which areas could investors
look at to generate inflation-adjusted returns?

When faced with inflation, investors need to be very careful with nominal investments, such as
bonds, and consider real investments as equities or real assets. Within equities, investors
should identify companies with high pricing power, which is the ability to pass on price
increases to consumers. Pricing power varies wildly across companies and industries.
Generally, it is higher for those companies that have a product or service which has a level of
branding or intellectual property which protects it from competition. It could also be a regulated
industry where pricing is adjusted for inflation, such as toll-road operators. In addition,
companies with higher margin levels typically exhibit less earnings and cash-flow sensitivity to
rising input costs than companies with low margins. This rule will align with those investors who
tend to invest in quality businesses, as they often have these features.

Value has outperformed growth since November 2020, both in Europe and the United
States. Recently, this trend has paused somewhat. Do you still see room for value stocks
to outperform and do you foresee any change to this theme going forward?

The rotation of value over growth leadership can be explained by the inflection point in the
cycle, reflecting higher growth and inflation expectations. Since 2000, the dominant secular
trend has been one of weak growth, disinflation — or low inflation — and even lower bond yields,
which resulted in an extreme market bifurcation. The valuation dispersion between growth
and value stocks remains at historically wide levels even after the strong rebound,
meaning that value has never been that cheap vis-a-vis growth. The market value segment
usually benefits from an environment of inflation normalisation from low to higher levels as a
result of improved macro and micro fundamentals. This is the situation where we are currently.
Periods of low, but rising inflation tend to return pricing power to those sectors that
have been losing it for years, as is happening with the post-Covid-19 recovery, favouring
the value segment. Value performance has a historic link with inflation and the direction of
bond yields. We may transition from the current recovery regime into a mid-cycle or expansion
regime, which could see yields move higher and inflation settle to a higher level than the pre-
pandemic one. Such a scenario would continue to benefit value stocks, even as growth
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“We see good
income
opportunities in
some of the more
pro-cyclical
market areas;
banks appear to
be a clear choice
for income
investors this
year.”

momentum slows. The drivers of this inflection point have not changed, but the valuation
dispersion remains extreme, which gives confidence in the rotation continuing. However, such
a rotation will not happen in a straight line and active stock picking will be key.

Despite the rebound, value remains at depressed levels
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Source: Amundi Research, Datastream. Data as of 2 July 2021.

Amid ongoing low real rates, do you see arole for equity — particularly dividend stocks
—in an investor’s search for income? Which sectors should investors look at?

With an aging population, income remains a structural need. However, with inflation ticking
higher, generating real income is proving to be elusive for investors. Equities are among the
few asset classes whereby investors could generate an income through dividends, while
enjoying the benefits of potential capital appreciation over the long term. Within equities, we
see good income opportunities in some of the more pro-cyclical market areas. Firstly,
banks appear to be a clear choice for income investors this year. During the 2020 Covid-
19 crisis, many European banks were forced to suspend dividends to protect their balance
sheets. Today, regulation is easing and attractive dividends are returning. Obviously, a rising
tide does not lift all boats and a focus on selectivity is important. Outside of the financial sector,
investors can also find good income stories at the single-stock level in areas such as
energy and utilities.

Bond yields vs. equity dividends
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Recent weeks have been full of ESG news. A Dutch court ordered a major oil player to
reduce emissions more than the company had planned. What broader implications
could this ruling have on the energy sector?

In our view, ESG is the most significant structural driver for the asset management industry
and for many other industries. Europe has an advantage as far as ESG is concerned. European
companies have operated under a different set of rules and different pressure from

,, ..
Our belief is that stakeholders for years. This has helped foster innovation to seek solutions to ESG challenges,

be“ef ESG_ such as renewable energy, energy efficiency and waste reduction. This represents an
practices will not opportunity for Europe and European companies can capitalise on this when ESG priorities
only improve start rising outside of Europe. Regardless of the starting point, there will be a need for further
sustainability, but ESG improvement across the board. We, and other asset managers, have a responsibility to
they will also help drive this trend through our active ownership. For our part, we engage with companies on
improve the risk- a daily basis when our investment teams or ESG teams meet companies. Helping ESG
adjusted return of improvement is part of our active ownership. Our focus is multi-faceted and really focusses on
the investment identifying the material ESG aspects for each company. Our belief is that better ESG
case.” practices will not only improve sustainability, but they will also improve the risk-

adjusted return of the investment case. Climate change is widely recognised as one of the
most significant global challenges.

More broadly, which areas or sectors within European equity should investors look at
in search of distinctive ESG opportunities?

There is a common misconception that value equity does not fit well with ESG or thematic
investing. We believe this is not true and that the broad European market can offer
investors a large pool of ESG opportunities across a wide spectrum of industries and
investment styles. Value opportunities could be found across the entire value chain of such
secular themes, as they act as enablers of these trends. In our value approach, we focus on
themes such as the electrification of the auto sector. The digitalisation trend can be played
through media and entertainment, while some areas of the industrial sector (e.g., capital goods)
offer good exposure to thematics such as energy efficiency, digital factory/mobility and the
energy transition.
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AMUNDI INVESTMENT INSIGHTS UNIT

The Amundi Investment Insights Unit (AllU) 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.

Discover Amundi Investment Insights at www.amundi.com @

Definitions
L] Alpha: The additional return above the expected return of the beta-adjusted market return; a positive alpha suggests risk-adjusted value
is added by the money manager compared with the index
L] Basis points: One basis point is a unit of measure equal to one one-hundredth of one percentage point (0.01%).
L] Beta: Beta is a risk measure related to market volatility, with 1 being equal to market volatility and less than 1 being less volatile than the
market.
L] Growth style: It aims at investing in the growth potential of a company. It is defined by five variables: 1. long-term forward EPS growth

rate; 2. short-term forward EPS growth rate; 3. current internal growth rate; 4. long-term historical EPS growth trend; and 5. long-term
historical sales per share growth trend. Sectors with a dominance of growth style: consumer staples, healthcare, IT.

L] Quality investing: It aims at capturing the performance of quality growth stocks by identifying stocks with high return on equity (ROE),
stable year-over- year earnings growth, and low financial leverage.

L] Value style: It refers to purchasing stocks at relatively low prices, as indicated by low price-to- earnings, price-to-book, and price-to-sales
ratios, and high dividend yields. Sectors with dominance of value style: energy, financials, telecom, utilities, real estate.

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 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.
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 5 July 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.

Date of first use: 6 July 2021.
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