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US economy worries pummel markets

= Market reversal: Global stocks suffered big losses, with Japan’s Topix index racking up its
largest one-day drop in more than three decades. European and US stocks also fell, while
bond yields reversed the rise seen earlier this year. Disappointment over tech earnings,
concerns about the US economy, and rising geopolitical risks contributed to the shift.

= Macroeconomic background: July labour market data point to a slowdown in the US
economy. Combined with a more benign inflation picture in a restrictive rate environment,
central banks will likely need to cut faster than they envisaged. Market volatility may affect
the timing of cuts, but strong corporate and household balance sheets and proactive central
bank actions should help ensure an orderly slowdown.

= |Investment implications: A spike in volatility may warrant reducing risk exposure as a
precaution, but the moves could create opportunities in developed markets, especially in
equities. Government bonds appear less attractive after recent moves, while the outlook for
corporate bonds is mixed, with investment grade credit preferred to the high-yield segment.

Global stocks fell sharply at the start of the week, with Japan’s benchmark Topix index on Aug.
5 suffering its biggest one-day drop in more than three decades. European shares and U.S.
stock futures also declined. Meanwhile Emerging Markets stock indices, mostly in Asia (Taiwan
and South Korea), fell into the red and currencies that had benefited from high carry trades
funded by the yen, such as those in Latin America, lost ground.

In the past month, Japanese stocks have dropped 23%, the EURO STOXX 50 and the Nasdaq
have fallen 9%, US and German two-year government bond yields are 79 bps and 61 bps lower
respectively and US high-yield spreads are 37 bps wider. The moves have erased the yearly
gains in European stocks, cut the US stock gains to low single digits and pushed Asian and
emerging market stock indices into the red, while bond yields have more than reversed the rise
seen since middle of the year.

Why have markets reversed?

Three factors have contributed to the shift in sentiment over the past month. The first is
disappointment over tech earnings and worries that artificial intelligence has been over-
hyped. Chip makers have been particularly hard hit, with the stock price of some of these
companies down 15% or more due to weak earnings or delays to delivering their next
generation of chips.

The second is broader concern that the US economy is slowing. Job creation has been a
particular disappointment. The chart below shows Bloomberg’s economic surprise index on the
labour market, and highlights how the positive surprises of the first and early second quarters
have turned to disappointments.

US labour market reports have become more disappointing

1 -
0.8 1
0.6 1
0.4 4
0.2 4

0
0.2 4

-0.4 4

Labour market surprise index

-0.6 -

-0.8 -
Jan-24 Feb-24 Mar-24 Apr-24 May-24 Jun-24 Jul-24 Aug-24

Source: Amundi Investment Institute, Bloomberg Economic Surprise Indices data as of 5 August 2024.

Marketing material for public use



INVESTMENT TALKS

“July US labour
market data put
the impending
slowdown in the
world’s biggest
economy firmly
on the market’s
radar.”

“Notwithstanding
our recent
concerns about
excessive
valuations in
parts of the equity
market, proactive
moves by the
major central
banks should
help stabilise
markets in the
near term.”

Market Turmoil | August 2024

The third is worries about geopolitical risk, particularly in the Middle East. After Israel killed
a Hamas official in Iran and a Hezbollah official in Lebanon, there are fears that conflict in the
region could escalate.

What is the macro economic background?

July US labour market data put the impending slowdown in the world’s biggest economy firmly
on the market’s radar. All indicators — job growth, earnings, hours worked — point to a slower
pace of income growth and this reinforces the last six months of weakening consumer
confidence. Unemployment at 4.3% is now close to triggering rules of thumb that point to a
more marked slowdown than a soft landing. Together with benign inflation data — the Personal
Consumption Expenditures (PCE) price index is effectively now at the Fed’s 2% target — and
the tightening in financial conditions triggered by the equity market correction, central banks
will likely need to cut faster than they envisaged.

Monetary policymakers will need to assess the impact of economic indicators pointing to a
medium-term slowdown and the extent to which the stock market declines tighten financial
conditions. Beyond the drop in equities, index-linked fixed income markets also point to a
persistent decline in decline in expected inflation: US TIPS prices indicate a 70bps decline in
inflation expectations since April. Current policy interest rates have become even more
restrictive, which explains why markets have moved to anticipate deeper rate cuts this year.

Extreme market volatility means market pricing of near-term rate cuts may oscillate. But
underlying corporate and household balance sheets are sufficiently strong for the economic
slowdown to be orderly. We therefore expect three 25 bps rate cuts this year in the US as a
base case, and maintain our expectation of three more cuts by the European Central Bank
(ECB) and the Bank of England (BoE) before the end of 2024.

Notwithstanding our recent concerns about excessive valuations in parts of the equity market,
proactive moves by the major central banks should help stabilise markets in the near term. The
corrections underway in parts of the tech sector will result in a more realistic assessment of the
productivity potential of Artificial Intelligence (Al). Investment in Al-related equities and their
valuations may now better reflect Al companies’ ability to monetise this technology in the near
term. This also chimes with our view of the limits on how much Al-induced productivity
increases can raise economic growth in the medium term.

Year to date performance of different asset classes

28%

b 2024 max

26% A

24% - +2024YTD

22% A

20% A 2024 min

18% A ¢

16% A

14% A

12% - o

10% A

8% 1 4

6% A

4% A ¢

2 *?? 1 ?

0% 1 | f T | I— |

00 ] s | |

_4% -

6% -

-8% A

-10% A

-12% A

-14% A
2 8 s ¢ ¢ |l 9 9 £ @ £l0 O O > > O|9® E T|s 5 QO B8 B
Z-ELU%8'8%'%%""%“’—';_III%§OQ-Q-V’Q-E
mo@5cuwooo_cos:8,_%w9m'-a=0w<”::wm
o m " E|lO O 0 § O &|=s 3 > 5 2[e B & 2 = & ©
= Il x o O v Of2 o Z[E > 3 5 6 S
o o| ®© w s o= s|O © s [a)]

z|7 u | ] i & %

MM and DM aovies Credit and EM bonds Commodities Currencies

Source: Bloomberg, analysis by Amundi Investment Institute of 26 asset classes and FX. Data is as of 5 August 2024.
MM: money markets. DM: developed markets. Index providers: cash, government bond and EM bond indices are from
JPMorgan; corporate bond indices are from BofA; equity indices and EM currency indices are from MSCI; commodities
indices are from Bloomberg Barclays. All indices used to represent asset classes are in local currency.
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What are the implications for investors?
The spike in market volatility may warrant reducing risk exposures for the time being as a
precautionary measure.

However, in developed markets, we think the pull-back has created some good opportunities,
particularly in equities. European broad stock indices have given up all the gains they had made
since the start of 2024, even though earnings so far this year have generally met or surpassed
expectations.

As a result, price/earnings (P/E) ratios based on earnings forecasts are back to levels not seen
since the end of last year. Similarly, the Japanese market looks attractive after the recent
fall. While Japanese equities have declined as the yen has strengthened, this may be an over-
reaction. The yen rally in the second half of 2022 - of a similar magnitude, albeit at a slower
pace — had little effect on the Japanese stock market. We therefore believe Japanese equities
could recover up to 10% of the lost ground by the end of the year.

Government bonds have gone from looking good value to looking slightly rich after the recent
moves. Even if there is now more scope for the Fed to cut rates, as we argue above, yields are
returning towards levels not seen since 2022, when the economic outlook was more gloomy
than seems to be the case today. We think 10-year Treasury yields are likely to trade in a range
between 3.40% and 4%, and the current 3.7% is in the middle of that range. Ten-year Bunds
look slightly better value and could return to the late December 2023 lows under 2%, but in our
view they are unlikely to fall much further than that.

The outlook for corporate bonds remains mixed. Investment grade bonds have benefitted from
the drop in government yields and the widening in European investment grade (IG) spreads to
118 bp makes them look more attractive. US IG spreads are still tighter than Europe, at 105
bp, and correspondingly less appealing. High-yield spreads have widened sharply to almost
380 bp in Europe and 370 bp in the US, but that is still some 100 bp tighter than the mid-points
seen in 2023, and we think the prices need to fall further before the asset class offers enough
value.

Nikkei versus Yen performance
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Source: Amundi Investment Institute, Bloomberg data as of 5 August 2024.
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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 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 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.

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

Definitions

= Basis points: One basis point is a unit of measure equal to one one-hundredth of one percentage point (0.01%).

= Curve flattening: An environment in which the difference (spreads) between yields/rates of short-term and long-term bonds of the same credit
quality reduces.

= Curve steepening: A steepening yield curve may be a result of long-term interest rates rising more than short-term interest rates or short-term
rates dropping more than long-term rates.

= FOMC: Federal Open Market Committee.

= Volatility: A statistical measure of the dispersion of returns for a given security or market index. Usually, the higher the volatility, the riskier the
security/market.

= TIPS: Treasury Inflation Protected Securities.

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 5 August 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 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: 5 August 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: 91-93 boulevard Pasteur — 75015 Paris — France — 437 574 452 RCS Paris —
www.amundi.com.
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