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Hot Debates

During the Amundi Investment Seminar, which
took place in Rome early in October, we asked
our investment professionals questions to help us
define a forecast for what 2024 will be like for the
economy, geopolitics and investments.
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“The effects of
higher rates will

start biting domestic
demand during the
next few quarters and
investment stemming
from incentives

such as the IRA and
CHIPS Act would only
partly mitigate the
slowdown. ”?
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US: engineering a slowdown

The US economy has proven to be stronger-than-expected in 2023, with domestic
demand supported by a strong labour market, excess savings and investment through
government incentives, while inflation has been moderating consistently. The most
recent activity and price data suggest that the services component may remain
elevated through to the year end. Despite its resilience thus far, we continue to expect
economic growth to slow notably over the coming quarters as the renewed surge in
long-term Treasury yields compounds the impact of Fed tightening. The usual lags
associated with monetary policy imply that the full impact has yet to materialise. And
this effect will be amplified by a further tightening of financial conditions stemmming
from the recent increase in bond yields across the yield curve.

As a result, we still expect the economy to experience a mild recession in the
coming quarters. The imbalances in the labour market are narrowing and wage
growth is moderating. This process of easing labour market conditions should lead
to a continued easing of wage pressures and a decline in unit labour costs. With the
depletion of excess savings and less support from wage growth, consumption will
continue to moderate. On the investments side, the deterioration in capex intentions
points to a weak outlook for equipment investments, while the boom in non-re-
sidential structures (equipment, intellectual property products) seems to have lost
momentum recently, though there will be some support from government invest-
ment in infrastructure. There will likely be more investment stemming from incentives
provided by the IRA and CHIPS Act, though this remains difficult to estimate. This
could provide more support for investment than the typical deceleration seen during
economic downturns, but not enough to offset the consumption downturn.

Regarding inflation, core inflation should converge towards the Fed’s target by
the end of next year. Core inflation momentum has steadily declined with ex-shelter
inflation already close to target. Shelter inflation is also expected to moderate further
from here. Barring further and persistent shocks in oil prices, headline inflation will
appear somewhat sticky over the next few months and then converge towards target
by the end of next year.

Wage growth has peaked in the US and
we expect it to converge lower
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Source: Amundi Investment Institute, Bloomberg. Data is as of 30 October 2023.

— Intellectual property products

US Employment Cost Index - US Jobs Openings Rate
Atlanta Fed wage growth tracker

Source: Amundi Investment Institute, Datastream. Data is as of October 2023.
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Europe: redefining policies
in an era of challenges

Structural challenges are mounting: an ageing population, rising energy costs and
the need to finance the climate transition and foster IT innovation. Short-term market
conditions are favourable. On the economic front, still high saving rates should
support the economy. On the debt side, interest rates below nominal GDP growth
make debt/GDP ratios manageable, while the long maturity of debt (7-8 years) has
limited the impact of rising rates.

However, the dynamics of long-term debt are not yet under control. The European

Fes . e Commission (EC) considers that the phasing out of exceptional support measures

There is a dlfflcult for households to combat the energy crisis is insufficient to reduce the public deficit,

balance to strike between particularly in France and Italy. And this is at a time when EU countries have not yet

the need to stimulate reached an agreement on the new fiscal rules proposed by the EC. If an agreement

is not reached by the end of March 2024, the Eurozone will not have a credible budge-

. tary framework before the European elections next June. Finally, macro-financial

the energy transition conditions will not always be so favourable. The rise in nominal GDP has been driven

(and increase potential more by inflation than by real GDP growth, which is not very healthy. Moreover, rising
growth) and the need interest charges will gradually be reflected in the average cost of debt.

investment to accelerate

for fiscal discipline (tO There a_re n_evertheless a number of reassuring factors. Public investment, which is
stagnating in the Eurozone, should be supported by an acceleration in the release
of NGEU funds (less than 30% of these funds have been allocated so far). And
today’s investment will determine tomorrow’s potential growth and competitiveness.
Moreover, an agreement to reform the European electricity market has just been
reached that will make it possible to contain electricity prices and accelerate the
deployment of renewable energy. It also shows that France and Germany are capable
of finding compromises, despite the points of contention between them. This is encou-
raging for the fiscal rules under discussion. Finally, the European Central Bank (ECB)
is now able to combat the financial fragmentation resulting from the uncontrolled
budgetary excesses of an isolated State. So, EU countries are more incentivised to

reduce debt ratios).??

act together.
Public balance, % of GDP Savings rate dynamics across EA and US
30+

|| 2022 | 2023 | 2024 | 2025 | 2026 | 2027 |
Eurozone -3.6 -3,4 -2,7 -2,3 2,1 -2,1

Germany 25 29 -7  -09
France -4,8 -4,9 -4,5 -4,0 -3,6 -3,5
Italy m -5,0 -4,0 -3,3 2,7 2,7
Spain  -4,7 -3,9 -3,0 -3,4 -3,4 -3,4
UK -55 -4,5 -3,9 -3,7 -3,7 -3,5
Uus -37 -8,2 7,4 -7,4 -7,0 -6,7

——Euro Area ‘- Trend EA
..... Trend US = United States

Source: IMF Fiscal monitor. Data is as of October 2023. Source: Amundi Investment Institute, US Federal Reserve. Data is as of October 2023.
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Emerging markets in a
fragmented world

In an environment of weak global demand, Emerging Markets (EM) are likely to soon
enter a cyclical downturn phase. Despite China’s pronounced deceleration and a
tighter policy mix across the board, EM as a whole has displayed remarkable resi-
lience, with GDP growth for 2023 being repeatedly revised upward. This growth has
been driven by large countries such as India, Mexico and Brazil. While a broader softe-
ning of growth is expected, it is unlikely to spiral into a general recessionary scenario
and a mild recovery is anticipated by mid-2024. Next year, EM growth is expected
to decelerate to 3.6% on average from around 4% this year. Importantly, the growth
premium in favour of Emerging Markets over Developed Markets is projected to
continue widening. Asia is set to register the strongest contribution to world GDP

€6inry s
While EM may  once again.

Struggle ina Cha"enging Beyond the cyclical downturn, there are structural factors at play that support EM.
global environment, These factors include an incrementally higher global fragmentation, involving a great
there are nonetheless reallocation, near/friend-shoring, supply chain de-risking as well as the need for
critical materials for the Net Zero Transition. Critical raw materials exporters sit mostly

advancmg structural among EM (e.g. Chile, China).

. factors t’?at can Although fragmentation is costly, the subdued growth backdrop is expected to limit
beneflt some Perlphei’al pressure on Inflation. EM inflation mostly reduced in 2023, with few exceptions where
countries. 44 the disinflationary trend is expected to accelerate over the next few months. In 2024,
inflation is projected to land in the upper part of Central Banks’ target ranges or
mildly exceed them. However, upside risks to inflation remain, such as supply-side
disruptions. Additionally, the current economic downturn, coupled with a tight labour
market and worker shortages, is causing core inflation to remain stickier. Hence,
complacency on inflation dynamics should be avoided and a prudent policy mix
should be continued. Risks of fiscal profligacy or inefficiency need to be monitored,
particularly in relation to the electoral cycle. Recent pressure from global financial
tightening has prompted unexpected rate hiking. Yet, a reversal of the trend is not
expected, and EM Central Banks are likely to continue cutting policy rates in a gradual
manner given the present circumstances.

WORLD FDI (EM Share vs DM Share) Growth in FDI: 2020-2022
vs 2015-2019 average
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Source: Amundi Investment Institute on Unctad FDI World data. Annual data as of end-2021. Right chart shows growth in Foreign Direct Investments for selected EM countries.
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Geopolitics: more risks
in 2024

The geopolitical realignment will also play out in 2024, with messy consequences

As 2023 draws to a close and the conflict between Israel and Hamas rages on, the geopolitical realignment underway is
now in plain sight. The ruptures that have come to the forefront since Russia’s invasion of Ukraine and China’s emergence as
a challenger to the US world order, will continue to play out in 2024. As global powers compete, most countries will refuse
to be boxed into a bipolar world, but instead continue to prioritise individual needs. The US and the EU will lose influence
as other powers rise. Regimes keen to undermine the US will seek to exploit this vulnerability and will work together to do
so, while others will seek to improve their negotiating position. While the US will try to keep its allies close, its ability to do so
will be constrained. On the one hand, the US is stretched by having to offer military support on multiple fronts. On the other,
the possible return of Donald Trump to the presidency also threatens the US relationship with allies. The EU and UK’s efforts
to position themselves anew for the geopolitical context will also be hindered by elections. We expect 2024 to be a year of
transition, growing tensions and protectionism.

Higher odds for downside scenarios in 2024

There are higher downside risks to many geopolitical scenarios next year. While it is our base case that the current situation
in the Middle East will not escalate into a regional war (supporting our oil view), an expansion of the conflict drawing in Iran
would significantly alter the geopolitical environment to the downside. The expected outcome of elections in Taiwan - a more
China-hawkish government - will see tensions with China rise. That, coupled with the dynamics of the US election and China’s
faster-than-expected tech advance, will lead to further downsides for the US/China relationship. On the Russia/Ukraine war,
Russia will be motivated to hold out for most of 2024 in the hope of a change in the White House.

Nevertheless, there are also some upsides

Despite bigger downsides, our base case remains that most of these tensions will not ‘boil over’ next year. Further, as inves-
tors, we need to spot the upside of geopolitics: there are the ‘winners’ benefiting from the need to diversify away from China
and Russia, but also from China having to diversify away from the US. These are countries at the centre of new supply chain
routes in Asia but also countries rich in natural resources in Latin America. There are also countries benefiting from new security
treaties with the US, as these often come with investment ‘carrots’ beyond defence, like the Philippines. Then there are the
countries gaining global influence, establishing themselves as new ‘poles’ in the multi-polar world, for example India. Rising
US-China tensions mean that European investors in China are better positioned than their American peers, while for China,
Europe also offers a better investment environment.

2024 ELECTIONS

High stakes elections will shape 2024

Relations between Russia, Iran and China
are improving
Risk in bilateral relations,
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Sources: Amundi Investment Institute Geopolitical Sentiment Tracker. Data is as of October 2023. Spikes indicate higher risk in the bilateral
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relation. Following Russia’s invasion of Ukraine, relations to Russia (measured through negative sentiment keywords in media) deteriorated;
however, they have since improved as Iran, Russia and China became closer geopolitical allies.
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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
9 November 2023. 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: 23 November 2023.

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 GP0O4000036 - Head office: 90-93 boulevard Pasteur - 75015 Paris
- France - 437 574 452 RCS Paris - www.amundi.com
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