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China's policy landscape is being reshaped by two predominant forces:
external geopolitical pressures and a distinct internal governance
philosophy. Heightened tensions, particularly with the US, have steered CLAIRE
China towards a strategy focused on self-reliance. Consequently, China HUANG
is compelled to reinforce its industrial policies, aiming to secure its supply SENIOR EM MACRO
chain independence and bolster manufacturing capabilities. STRATEGIST - AMUNDI
INVESTMENT INSTITUTE
Internally, a critical reassessment among policymakers, informed by the
drawbacks of past stimulus measures, has underscored the necessity of
rebalancing the economy. The global context conveniently supports this
shift, which provides a persuasive justification for the government’s leaning
towards austerity and structural reforms over stimulus measures.
Investors must therefore adjust to recalibrations in China’s future policies
which aim to: China's shift away

1. Prevent excessive financialisation, potentially reversing some past

liberalisation efforts that resulted in unconstrained expansion of capital; f rom stimulus

. . . . . y reliance demands
2. Strengthen industrial production capacities, particularly at critical Ivtical
points in the global supply chain; new analytica

3. Selectively open up the economy to strike a balance between national models.

security and economic development.

Given these strategic choices, the outlook for traditional stimulus measures,
commonly favoured by the markets, appears limited. Instead, China is
likely to maintain modest fiscal deficits with a strong emphasis on
fiscal discipline, complemented by gradual monetary easing. Policies are
likely to act as a force that depresses inflation, warranting cautious
assessment.

Geopolitical pressures are leading to changing dynamics in China’s exports
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Source: CEIC, Amundi Investment Institute. The Global South broadly comprises Africa, Latin America and the Caribbean, Asia excluding Israel,
Japan, and South Korea, and Oceania excluding Australia and New Zealand. Data is as of July 2024.
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MACROECONOMIC SNAPSHOT

The US economy started to show signs of growth moderation in H1 and we expect this to
continue in H2, driven by slowing domestic demand, particularly consumption. With the
labour market slowing and wage growth softening, we also expect inflation to continue along
a moderating path, although at a slower pace than seen during 2023.

Economic activity in the Eurozone will progressively firm during the year converging towards
potential, supported by real income improvement as delayed wage growth catches up with
inflation and restores purchasing power, while investments will likely catch up later in the
year. Inflation will progress in its descent towards target, with stickiness in services.

i
* *

e~ Ongoing restrict_ive monetary policy and the constrained fiscal space \_NiII mean the UK faces
a subdued medium-term growth outlook. The recovery towards potential will be supported by

FZ4lm=T 5 continuing decline in inflation and improving real income, putting a floor on consumption
and gradually increasing investments.

All eyes are on the BoJ for clues of further monetary policy normalisation. While markets
. priced in additional rate hikes this year, we believe it is premature to tighten given it is still in

the early stage of an economic regime change. While wages have shown signs of

improvement, underlying inflation measures have either plateaued or cooled further.

Following the Q2 China GDP miss, PBoC resumed its easing cycle and cut its policy rates
by 10bp in July. We expect fiscal expenditure to accelerate, facilitated by the increased
issuance of government bonds. Incremental easing efforts are expected to revive China’s
growth temporarily, but in light of structural headwinds, the economic slowdown will resume
afterwards.

India’s inflation remains within the RBI's target, albeit staying in the upper half throughout the
forecast period. A favourable base effect will bring it down to the central target or below
during the summer. RBI's updated neutral rate estimate of 1.4-1.9%, supported by a
potential growth rate of around 7%, reinforces a gradual approach to monetary policy easing.

The Mexican economy is no longer expanding as strongly as in 2023 in line with the

historical pre- and post-election dynamics — robust fiscal spending will need to come off

further. Alongside more benign core inflation as of late, Banxico’s easing door has opened a l ¥l
bit wider and we expect it to deliver a cut in August. But AMLO’s busy last month in office i
(September) and the approaching US elections (5 November) will make further rate cuts a

policy- and politics-dependent event.

The macro environment is doing well with Brazil’'s economic activity accelerating, inflation
gradually moderating (sequentially as the annual comparison is dealing with unfavourable
base effects) and the BoP (Current Account Balance) is in a solid position. However, the
BCB had to ‘interrupt’ its easing cycle due to deteriorating inflation expectations reflecting the

highly uncertain fiscal situation. The recent announcement to freeze spending is very
welcome but markets will await delivery first.
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Main and alternative scenarios

MAIN SCENARIO
Resilient multi-speed growth

DOWNSIDE SCENARIO

Renewed stagflationary pressure UPSIDE SCENARIO
More disinflation with productivity
EILS

Ukraine/Russia: ongoing fighting

(no ceasefire in sight). = Worsening Ukraine war.
2 = Israel: Higher risk of escalation. = Widening conflict in the = De-escalation /
E But military conflict to stay local. Middle East. ceasefire in Ukraine.
= = China/US: a controlled = More protectionism and = Permanent ceasefire
§ downward trajectory. increased retaliation to between Israel and
i = More protectionism, friend- protectionist measures. Hamas
shoring = Lower energy / food
prices.
. - Disinflation trend in place but = Sticky or resurging inflation | = Faster disinflation.
s slower, sticky core (services) leads to tighter financial = More rate cuts than in
tsll " DM CBs: Fed funds rate -50bp by conditions. the central scenario.
3 end-2024, ECB -75bp. » Financial stress.
7 " Most EM CBs at peak rates. = Central Banks initially
= = Different fiscal policies: refrain from cutting rates
'F:’ restrictive stance in the EU; still because of inflation. A
S supportive in the US; moderate possible recession could
E targeted measures in China. lead to rate cuts, but only
later.
B = Resilient multispeed growth: slow = Recessionary outlook. = Growth returning to
E recovery in Europe; a mild potential earlier.
- deceleration in the US; controlled = US potential growth
S slowdown in China. revised up.
=l = Growth gap still favours EM.
(U]
g = Climate change hampers growth = Further policy delays imply = More decisive policy
S and exacerbates stagflationary more adverse climate measures to address
£ trends. events. transition to Net Zero.
=
o
Risks to main scenario A
LOW Probability HIGH
B L el e Geopolitical crisis with Reacceleration of
triggered by credit event monetary policy leading to " 3 o
or other accidents a recession global spillovers inflation (US)

Positive for US Treasuries,  Positive for cash, JPY, gold, Positive for DM govies, cash, Positive for TIPS, gold,

. cash and gold. quality vs growth, and gold, USD, volatility, commodity FX and real
w E defensives vs cyclicals. defensive assets and oil. assets.
X
g S Negative for credit. Negative for risky assets and Negative for credit, equities Negative for bonds,
= commodity exporters. and EM. equities, DM FX and EM
assets.

Source: Amundi Investment Institute as of 16 July 2024. DM: developed markets. EM: emerging markets. CB: central banks. USD: US
dollar. TIPS: Treasury inflation-protected securities. FX: foreign exchange markets..
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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 25 July 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: 26 July 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

Photo credit: ©iStock/Getty Images Plus — GibsonPictures.




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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