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A core allocation to CTAs might be as wise as
going tactical

Timing CTAs is notoriously challenging. We review the pros and cons of several allocation methods to CTAs.

CTAs exposures analysis provide valuable risk metrics, but have rarely
been an efficient allocation decision tool

Tracking CTAS’ exposures to figure out whether they match one’s fundamental view and/or how they fit in one’s
diversified allocation may provide a useful instant map of risks. However, using CTAs exposures as an allocation
decision tool has rarely been a reliable method — unless full position transparency is available on an on-going basis.

First, CTAS’ exposures change frequently. Past CTAs performance reflects maturing trends that are usually closer

to their end than to their beginning. This approach also tends to ignore trends that are emerging but not yet
significantly contributing to performance. On average, asset trends last about 50 days and CTAs’ reaction function
tends to be inversely correlated to volatility, meaning that CTAs models will rapidly adjust during volatility spikes.

Trends within G20 assets tend to last about 50 days Strong trends in bonds usually see limited equity trends
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Second, this approach would naturally focus on CTA’s positions in mainstream markets while overlooking those in
smaller assets or regions. Yet, we find that trend opportunities in smaller markets matter nearly as much as the ones
in mainstream markets. This is the case this year with the surprising large contribution from cocoa, a market that
exhibited one of the strongest trendiness this year while having been silent for the last 20 years.

Third, trends across assets tend to be asynchronous. Periods of significant trendiness in bonds usually mean limited
trendiness in equities, and vice versa (as reflected in the above right chart). Similarly, trendiness in bonds usually
leads to trends in FX but only if unfolding with regional fragmentations. Trends in commodities can trigger more
opportunities in bonds, but only if having significant impact on inflation. CTAs’ future performance might thus rely on
a combination of trends that will soon be at odds with the latest contributors.

Fourth, allocating to CTAs is not aimed at buying a smart fundamental combination of assets, but getting exposure
to trendiness. Allocating to CTAs based on their current exposures would thus artificially blend factor and asset
allocation.

As of today, CTAs are positioned as follows:

- in Equity, on average, they remain long albeit less than at their March’s peak. Their exposures tend to be more
directional than usual after they closed some Asian shorts.

- in Sovereign bonds, they are slightly short on both short and long-term bonds. The exposure has remained modest
as the asset class doesn’t display much trendiness anymore.

- in Credit, they reduced their long exposure but remain close to historical highs.

- in FX, they further strengthened their long dollar allocation at a level last seen early 2020. JPY and EUR are the
largest short legs, even though these have been shaved off.

- in Commodities, CTAs turned long on precious and base metals, remaining long energy and short agriculturals.
Their commodity exposures were deeply reshuffled in Q1 when they closed highly profitable trends.

An alternative way to sort out how CTAs’ market exposures can benefit to a diversified allocation, is to assess their
implicit dominant macro scenario. This holistic approach encompasses more dynamics and includes the influence
from CTAs’ smaller market positions. Current overall CTAs positions are consistent with a scenario in developed
countries where inflation and rates stay both high for longer, but with economic growth staying resilient, albeit less
than before and with less confidence on credit.

Another useful way to integrate CTAs exposures in portfolio construction is to verify the true diversity of independent
trends they are implicitly playing. If the trends they are playing are highly correlated, they are implicitly exposed to

one mega trend. The lower the correlation across trends, the better and the more diversification they bring. As of
today, correlations across trends are lower than average, meaning that they favorably add trendiness diversification.

CTAs’ overall exposures are slightly more directional CTAs are playing inflation and rates both high for longer
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Little evidence that tactical allocations to CTAs add much value

Applying a tactical approach on CTAs is tempting, following a momentum or contrarian style. Nevertheless, we find
little evidence that taking profits after CTAs’ strong runs or, conversely, buying into CTAs’ performance momentum
sustainably adds much value.

For this to work, this would require CTA returns to evidence a momentum or a mean-reverting pattern. Over the long-
run, we find that they show only a very mild mean-reversion pattern, and anyway not structurally enough to make
room for a rule-based allocation.

We test this allocation method applying both a momentum and mean-reverting investment strategy to CTA returns.
We start with a basic approach (using simple z-scores, which measure the number of standard deviations from the
mean) and then refine it with more sophisticated signals (using a variety of technical indicators). None of these
approaches sustainably outperform a buy-and-hold strategy, even though more sophisticated methods help improve
the hit ratio.

As of today, this approach would lead contrarian investors to shave off their CTAs position, and momentum investors
to slightly add exposure.

Mild mean-reverting pattern of CTAs, but highly versatile  Failing contrarian or momentum driven CTAs allocation

Momentum/Contrarian Forces for SG CTAs (in sigma) Mean-Reverting & Momentum Investment Strategies
applied to CTAs (rebased 100)
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Analysing trend-following conditions appears more effective

CTAs tend to do well when asset trends are at a reasonably early stage, with reasonably low cross trend correlations
and exploitable volatility (i.e., neither too low nor extreme). In contrast, they suffer during episodes of market
reversals. To some extent, periods of limited trendiness also hurt their performance, as they endure multiple false
starts and higher transaction costs.

Our approach seeks to evaluate the quality of the current trend-following environment and sort out how sustainable
it is in the short-term. For the longer run, we monitor changes at a macro level that influence the most trendiness at
an asset class level. Our analysis combines 3 steps:

1. We monitor the current trend-following opportunity set across a spectrum of 120 futures. As of today, we
find that trendiness is reasonably supportive, with a bit more opportunities in mainstream assets than in
smaller segments.
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Trend opportunities across 120 futures (3M trailing) Zoom on Trend opportunities in smaller assets
Trend-Following Intensity vs CTAs Trend-Following Intensity (All assets vs Smaller assets only)
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2. We then estimate how sustainable the current trend-following environment is in the short-term. We assess
if trends are likely to reverse or not, estimate the share of assets stuck in a range, as well as the share of
assets at an early stage of a trend (i.e., the pipeline of future trends). We look at these signals across
directional trades within G20 markets and complete the review with a similar analysis applied to a wide pool
of cross relative trades. While these relative trades would likely not be implemented by CTAs, they provide
a valuable cross-check on market dynamics. A sample of these indicators is plotted below.

As of today, the environment looks average. Directional trades are not overly stretched in aggregate, and
there isn’t a disproportionate share of assets caught in a range. A similar balance exists within the universe
of relative trades that we monitor, with no sign of widespread correlation anomalies that could trigger a
market rotation. On the negative side, it appears to be a modest pool of new trends currently shaping up
(as markets assess the timing of monetary rate cuts).

G20 asset prices do not look overly stretched ... But not a big pipeline of new trends in sight yet
T i
2407 | 170 18 F170
: |
) | -160
> 160 i
£ 30 ! 14
| N . A 150 = 150
210 I
20 l L140 & 140
~ \ -130
)] o oL L |
10 i " T4 } (LY | 120
~ ' ' ‘ ' i | 120 ' | 1 r \ '
2 { -110
0 IESS———————"—_ 15 16 17 18 19 20 21 22 23 24
15 16 17 18 19 20 21 22 23 24 __Share of G20 Directional Trades
Share of G20 Directional Trades at Early Stage of a Trend (%, 05/17), lhs
~ Overly Stretched (%, 05/17), Ihs ~ >C CTA (Rebased 100), rhs —SG CTA (Rebased 100), rhs
Source: Bloomberg, Macrobond, Amundi Il. Last available data as of 5/17/24. Source: Bloomberg, Macrobond, Amundi Il. Last available data as of 5/17/24.

3.  On a longer-term horizon, we assess whether the economic cycle favors trendiness or not. Directional
phases of the cycle (late cycle, recession, and recovery phases) are usually more favorable for CTAs than
mid-cycles. However, other macro tectonics matter as well. Typically, episodes of significant monetary and
inflation moves tend to favor trendiness in bonds, while changes in economic growth matter more for equity
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trends. Geopolitics and supply shocks tend to impact commodities the most, as well as economic growth to
some extent. There are usually more FX trends when world economies are going out of sync and to some
extent when the dollar is not the sole currency marker. Beyond trends in asset classes, the degree of macro
and market correlation and the volatility regime also influence CTAs’ overall level of exposures and thus
returns.

While this approach provides useful leads for CTAs, it doesn’t encompass all the drivers of trendiness. It
misses a number of more micro developments, such as changes in industrial trends that may have macro
repercussions or idiosyncratic events that may impact trends in smaller assets.

Economic directionality usually results in equity trends Major monetary/inflation moves good for Bond trends

Equity Trends vs Economic Directionality Bond Trend vs Monetary & Fiscal Policy Directionality
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At the current stage of the cycle, CTAs would be attractive._As of today, though, the environment looks
balanced, pointing to trends concentrated in equities, with more limited opportunities in FX (as dollar remains
in the driving seat), and tiring trend in mainstream commodities. Trends in bonds remain mediocre due to
frequent market reversals, but should improve as bond prices start to better reflect diverging countries’
growth/inflation mix.

Beyond the influence of macro changes, CTAs’ agnostic investment style looks attractive today amid uncertainties
regarding the world macro scenario and its sequence. Systematic CTAs models pick trends when they spot them
regardless of the fundamentals and without emotional distortion.

They are thus the best remedy to the ‘Fear of Missing Out’ effect. In
contrast, discretionary top-down managers bear a greater chance of
missing opportunities when macro uncertainty rises, as they might CTAs Alpha vs. Volatility Regime (05/18)
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Second, they bring diversification in portfolios. They show limited sustainable correlation with most traditional assets,
and nicely diversify portfolios of hedge funds.

Third, they provide access in a liquid way to smaller market segments, in particular in agricultural, metals, and assets
of smaller countries that a majority of investors would not cover.

Fourth, CTAs benefit from high cash rates. They structurally maintain only a slight net long overall market bias (0.3
beta today and over the long run), which represents the balance of their long and short futures positions. They
‘mechanically’ earn a cash yield on their short futures. We estimate this contribution to level above 2% per year at
the current level of cash rates.

Finally, CTAs optimize portfolio allocation over the long-run. We find that a core CTAs holding in a diversified
allocation tends to reduce volatility while slightly improving returns. Below, we determine the efficient frontier and the
optimized CTAs allocation in a global allocation. A 10% allocation to CTAs improves Sharpe ratios in most profiles.

For investors who do not benefit from regular transparency on CTAs or who do not have the resources to
deep dive into the quality of the trend-following backdrop, maintaining a core allocation to CTAs is a valid
alternate option.
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Portfolio optimization point to a CTAs improve Sharpe ratio in most case:
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Hedge Fund Indices Performance

Hedge Fund Indices HFRI (05/15) Q3 Q4 2023 Q1 Q2 YTD

HFRI FoF Composite Index 0.5 3.1 6.1 42 -01 4.1
L/S Equity 10 64 114 51 -16 35
Equity Multi-Strategy -2.2 4.7 8.6 58 -1.5 4.2
Quantitative Directional -0.9 71 128 9.0 -3.3 5.5
Market Neutral 2.7 1.8 6.0 4.3 0.8 5.1
Other (Sector, Factor bias) -1.7 58 104 56 -1.8 3.7
Event-Driven 2.2 55 104 23 14 0.9
Merger Arbitrage 4.3 3.6 5.1 03 -15 -13
Special Situations 3.0 70 13.6 20 -19 0.1
Activist -28 102 1841 5.6 -5.3 0.0
Credit Arbitrage 23 39 107 44 0.1 4.6
Distressed/Restructuring 1.1 4.3 7.9 2.6 0.1 2.7
Multi-Strategy 2.8 48 10.0 1.9 -0.7 1.2
Relative Value 17 26 7.0 25 03 28
Fixed Income-Corporate 2.0 3.1 8.4 32  -01 3.1
Yield Alternatives 24 4.0 8.2 0.9 0.5 1.4
Fixed Income-Sovereign 0.4 5.6 9.1 3.0 0.2 3.1
Multi-Strategy 1.7 2.7 6.3 2.3 0.5 2.8
Other (CB, Vol, Structured) 1.3 1.3 4.9 2.5 0.3 2.8
Global Macro & CTAs 13 -08 -03 63 09 7.2
Discretionary Thematic 1.1 3.9 5.0 1.7 1.3 3.0
Multi-Strategy 11 27 31 44 06 38
Macro Other 25 07 1.7 3.0 1.2 4.2
CTAs 1.0 -4.2 -3.8 9.7 09 106
EM Multistrategy 09 62 M6 52 02 54
China -2.9 0.1 -3.3 0.4 1.6 2.0
Global Benchmarks (net fees)

40% Equity / 60% Bond Basket 3.5 94 128 22 -3.0 -0.9
Global Allocation Basket -1.2 6.8 11.2 3.5 -25 0.9

Source: HFR Inc., Amundi II. Data as of the date indicated in the table

The index returns are provided for purposes of comparison and include dividends and/or interest income. The indices are unmanaged and fully
invested. Although information and analysis contained herein has been obtained from sources Amundi AM believes to be reliable, its accuracy
and completeness cannot be guaranteed. Investors cannot invest directly in indices. The indices referenced herein have been selected because
they are well known, easily recognized by investors, and reflect those indices that Amundi AM believes, in part based on industry practice, provide
a suitable benchmark against which to evaluate the investment or broader market described herein.

Index Description

Other L/S Equity: equally weighted performance of HFRI Equity Hedge: Sector - Energy/Basic Materials, Technology/Healthcare

Other Relative Value: equally weighted performance of HFRI Relative Value: Fixed Income-Asset Backed, Convertible Arbitrage, Volatility
Other Macro: equally weighted performance of HFRI, Macro: Active Trading, Commaodity, Currency

HFRI indices: for a comprehensive description of the HFRI indices used in the above table, please refer to the index description on HFR
website: https://www.hfr.com/hfrx-indices-index-descriptions

Global Benchmark Description

40% Equity/60% Bond Basket: Combines the MSCI World and the Barclays Global Bond Aggregate
Global Allocation Basket: Combines the MSCI World, the Barclays Global Bond Aggregate, Global FX Carry in USD, and the S&P GSCI
Commodity index. All indexes are in USD unhedged. Gross of fees and taxation.
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AMUNDI INVESTMENT INSTITUTE

In an increasingly complex and changing world, investors have expressed a critical need to better understand their environment
and the evolution of investment practices in order to define their asset allocation and help construct their portfolios. Situated at
the heart of the global investment process, the Amundi Investment Institute's objective is to provide thought leadership, strengthen
the advice, training and daily dialogue on these subjects across all assets for all its clients — distributors, institutions and
corporates. The Amundi Investment Institute brings together Amundi’s research, market strategy, investment insights and asset
allocation advisory activities. Its aim is to project the views and investment recommendations of Amundi.

https://research-center.amundi.com/
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IMPORTANT INFORMATION

This document is not intended for retail investors and is for the exclusive use of institutional investors acting on their own account and categorized
as either “eligible counterparties” or “professional clients” within the meaning of the markets in financial instruments directive 2014/65/EU. This
document has been prepared solely for the information of the person to whom it is presented and should not be reproduced or used for any other
purpose. No recipient of this document may distribute it to any other person. This document is not intended for U.S. investors.

HEDGE FUND - MAIN RISK FACTORS

Investments in or linked to hedge funds are speculative and may be adversely affected by the unregulated nature of hedge funds and the use of
trading strategies and techniques. Hedge funds are typically less transparent in terms of information and pricing and have higher fees than
traditional funds. There is no assurance that any of the strategy will achieve its investment objective. The risks associated with Hedge Funds are
listed but are not limited to the below:

= Risk of Non-achievement of Investment Objective: There is no assurance that a strategy will achieve its investment objective.

= Risk of losses: Investors can suffer a loss of their initial capital, up to total loss of their investment, because it is made on the financial
markets and uses technologies and instruments that are subject to variations

= Risk of illiquidity: Certain exceptional market conditions may have an unfavorable impact on the product's liquidity, or even make the
product totally illiquid. This leads to a risk to the possibility of valuing the product, a risk of loss, and may make it impossible to resell
the product. Some products are by nature less liquid than others and carry a high liquidity risk

= Market Risk: The risk of a change in a product's valuation due to market factors, including, among other things, overall business
performance and the market's perception of economic/political factors influencing the product's valuation

This document has not been prepared in regards to specific investment objectives, financial situations, or the particular needs of any specific
entity or person. Investors should make their own appraisal of the risks and should seek their own financial advice regarding the appropriateness
of investing in any securities or financial instrument or participating in any investment strategy. Before you decide to invest in any account or <~
you should carefully read the relevant client agreements and offering documentation.

Any descriptions involving investment process, risk management, portfolio characteristics or statistical analysis are provided for illustrative
purposes only, will not apply in all situations, and may be changed without notice.

PAST PERFORMANCE DOES NOT PREDICT FUTURE RETURNS. THIS ALSO APPLIES TO HISTORICAL MARKET DATA.

Unless otherwise stated, all information contained in this document is from Amundi Asset Management SAS and is as of 17 May 2024.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. 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: 17 May 2024.
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