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Hedge Fund Outlook H2 2024

Strong alpha generation since mid-2023

Hedge Funds (HF) are up 4.2% year-to-date as of March 2024, which compares well with diversified global
allocations, including 40/60 Equity/Bond portfolios which are up around +2.2% and have higher volatility. HF
performance year-to-date was led by CTAs, EM focused and L/S Equity both Directional and Neutral. Overall, the
HF industry continued to produce very strong alpha, up an estimated 6%+ y/y.

HF continue to compare well with global allocations Strong alpha generation since mid-2023
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Markets have been switching from one goldilocks to another in 2024, and
prepare for more fragmentation going forward

Late last year, markets had been pricing in that growth would slow enough to bring inflation down, leading central
banks to start a full easing cycle, thus boosting risky assets. Since January, amid evidence of more resilient world
growth, markets have priced in stickier inflation as well as delayed and shallower monetary easing. In other words,
investors have retraced last year's overly optimistic inflation and easing expectations, and overly pessimistic growth
projections.
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As consumption continues to defy expectations in the US amid ample global liquidity, inflation is now feared to be
stalling, potentially leading the Fed to let nominal rates rise until both US consumption and global liquidity break,
which would then put more pressure on dollar assets. Whether inflation is fuelled by strong demand, tight domestic
supply or an external supply shock, it will likely determine the fate of cyclical assets. Beyond US exceptionalism, a
more contrasting growth/inflation mix abroad could make room for more economic, monetary and market dispersion
— once the initial contagion is overcome.

Despite rich valuations, benign global fundamentals are still perceived to provide a backstop, with limited odds for
serious credit or tail events, which has supported risk appetite so far. Strong medium-term expectations from artificial
intelligence (Al) also helped the tech sector reduce its reliance on rates, and gave markets extra wings. However,
higher rates for much longer would eventually erode market confidence, especially if inflation proves to be sticky for
the wrong reasons.

The global economic cycle remains resilient... ... But hides contrasting situations
Economic Cycle Inflections Economic & Inflation Surprise Matrix (04/16)
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Nine implications for HF

1. More fragmented economies and monetary policy would open more regional relative value arbitrage
opportunities, especially in bonds. Besides, as markets remain concentrated on tech, more differentiation
should continue to be seen in other segments. This may support hedge funds (HF).

2. The pulse in relative value arbitrage will nonetheless be capped by US exceptionalism, especially for assets
tied to the US dollar, as the fate of inflation and rates will continue to dominate the narrative for longer.

3. Momentum looks increasingly vulnerable, paving the way for less market directionality with more trials and
errors especially in bonds and their proxies. In essence, momentum is stretched mainly in US and Japanese
equities, and historically, when the macro backdrop has been supportive, a reversal in momentum has
proved manageable for broader markets. Still, this means higher risk for L/S equity. On the positive side, it
would imply less competition for HF from beta.

4. Amid rich valuations in many assets, opportunities should continue to be plentiful for managers’ short books.

5. Uncertainty regarding the macro scenario, especially in the US, remains a hurdle for top-down styles, forced
to tailor their positions based on conditional scenarios, or alternatively face higher reversal risks. More
agnostic styles deployed by systematic models look attractive relative to discretionary managers in this
context. On the positive side, as markets start considering various macro outcomes, more convexity trades
(i.e., opportunities with an asymmetric risk/reward) should emerge, providing arbitrage opportunities.

6. Asset prices should continue to increasingly reflect their underlying fundamentals, due to elevated rates
(more discrimination in discounted cash flow analysis), less global liquidity expansion (as central banks delay
easing), and traditional growth drivers will increasingly matter when consumption starts to turn. Strong
fundamental pricing is highly favourable for HF, especially those deploying a fundamental approach.
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7. Corporate activity is set to intensify, supported by a benign macro environment albeit constrained by higher
rates in the US, providing a wider set of micro catalysts. This is good news for Event Driven and L/S Equity.

8. The appeal of HF diversification stays intact amid unstable and poorly reliable equity/bond (and cross-asset)
correlations, more versatile equity and bond implied volatilities, and greater risk for cyclical assets.

9. HF are likely to benefit from an elevated extra cash contribution for the foreseeable future, as they are
structurally long cash and tilted to carry.

For H2 2024, we favour L/S Equity Neutral and EM Fixed Income strategies. Merger arbitrage should also be
appealing.

Cross Asset correlation rebounded amid inflation doubts HF strategy views
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L/S Equity Neutral should continue to generate strong alpha, with more
regional nuances

The alpha environment remains supportive, albeit with more regional nuances. Stock price and valuation correlations
have collapsed in most regions year-to-date, while stock dispersion surged. It has been driven by a tiring equity rally,
more economic differentiation as we moved along the economic cycle, and as investors anticipated a pending pivot
from most central banks. It provided a very favourable environment for L/S Equity managers. These conditions remain
largely in place in the EU but have reverted to average in the US and Japan, where rates will likely remain a dominant
driver for longer.

Strong alpha generation from L/S Equity Neutral Plunge in stock correlation being questioned in the US
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A regional dichotomy is also probable in quant factors. There is now more differentiation across and within quant
factors in the EU than in the US or Japan. Volatility in quant factors is also easier to manage for neutral styles in the
EU.

Fundamental pricing (i.e., stocks’ price connection with their underlying fundamentals) remains strong in the US and
the EU, less so in Japan where fear of rising rates is dominating.

With valuation remaining rich and after several months of strong momentum, the pool of short opportunities is
supportive of neutral styles. Moreover, our long and short systematic stock opportunity indicator is back in the green
in both the US and the EU, and especially for market neutral opportunities.

Finally, we still expect a strong cash contribution for the strategy (around 2% per year).

The main risks for the strategy include synchronised delays in Developed Markets’ (DM) monetary pivots, an abrupt
turn in equity momentum and sudden rotations due to geopolitics.

EM Fixed Income Arbitrage, access to EM markets with affordable risk

The EM debt backdrop remains attractive for EM focused HF, but the dominance of DM rates and implications from
stickier DM inflation are the main risks.

The hurdles for investors to allocate in the segment are lower. Structural EM risks have receded, EM growth
continues to outperform DMs, while EM rates have just started to decline. Chinese deleveraging is an obvious
constraint, but should remain manageable. While EM debt valuations are fair-to-slightly-rich, the net carry (adjusted
for risk) is one of the most appealing relative to other assets.

Disinflation doubts and delayed DM monetary pivots are holding back flows towards EM markets, and the alpha
potential is not yet in full gear. The bulk of the flows remain in global EM indices, which is eroding dispersion. Just
when investors were starting to be more selective, disinflation doubts have resulted in a significant re-correlation both
in hard currency and local EM debt.

Yet, we expect fragmentation in EM to intensify, driven by countries’ sensitivity to Chinese deleveraging and by their
uneven inflation pace and their leeway to ease monetary policy. Countries’ sensitivity to commodities and the tech
supply chain should matter too. Geopolitics could be an extra source of differentiation, as some countries would
benefit from diversification away from China. We expect all these dynamics to provide relative arbitrage opportunities.

We find that valuation opportunities at a micro level are starting to return in FX and to some extent in credit. Besides,
our long and short systematic opportunity indicator for EM macro assets is back in positive territory.

Finally, we think the EM Fixed Income Arbitrage strategy provides appealing alternative access to EM credit at an
affordable risk level, as managers maintain below-1 beta market exposures and focus on safe paper while favouring
relative positions.

Milder structural EM risk lowers the hurdle for investors EM HC debt delivers an appealing relative net yield
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Merger Arbitrage to leverage on the return of corporate activity

We expect corporate activity to resume, which will provide managers with a broader menu of opportunities. Deal
funding stress is receding as we enter the final phase of monetary tightening. Corporate confidence is reviving amid
signs that global growth is remaining resilient and banks are willing to lend again, reflected by easing lending
standards. Lots of dry powder is still waiting to be deployed ($2tn in private equity, $5tn sitting in corporate cash?),
while a pipeline of delayed acquisitions since rates surged in 2022 is also ready to proceed. US election uncertainty
might delay some operations in sensitive sectors, but there is a strong M&A rationale for strategic deals in sectors
exposed to Al and digitalisation, the energy transition, re-onshoring and energy. Tighter corporate margins and
moderating profit and revenue growth are also supporting external growth.

More importantly, the menu of deals remains of quality, as managers tend to focus on complex rather than vanilla
operations. The deal premium stands above 30% on average, cross-border deals remain active, hostile acquisitions
are still significant and there are more deals involving an exchange of stocks, which are usually juicier for arbitrageurs.
While regulatory complexity is more frequently unsettling deal terms, there are still few deals being broken up.

Merger deals deliver on average an 8.5% spread, which stands above most credit yields and is achieved with lower
volatility. We find that idiosyncratic developments are now better accounted for, deal breakup risk is conservatively
priced, and the prospect of bidding wars is in line with the volume of hostile deals.

Regulation remains the key risk and is set to intensify in 2024, ahead of the US elections. However, antitrust laws
are becoming better defined following recent rulings, and managers are becoming more experienced at navigating
and pricing regulation hurdles.

Merger alpha generation has been weak in 2023, mainly due to regulation risk and an increasing deal correlation.
Alpha is starting to recover, supported by greater corporate activity, more deal dispersion and better management of
regulation risk. Moreover, the strategy enjoys a significant return contribution from elevated cash rates.

Managers better at navigating regulation risks Idiosyncrasy better accounted for in deal spreads

Merger Arbitrage Estimated Risk Premium Breakdown
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Hedge Fund Indices Performance

Hedge Fund Indices HFRI (04/15) Q2 Q3 Q4 2023 Q1 YTD

HFRI FoF Composite Index 2.7 0.5 341 6.1 4.2 4.2
L/S Equity 56 -10 64 114 52 5.2
Equity Multi-Strategy 21 22 4.7 8.6 5.9 5.9
Quantitative Directional 57 -09 71 1238 9.1 9.1
Market Neutral 0.7 2.7 1.8 6.0 41 4.1
Other (Sector, Factor bias) 61 1.7 58 104 5.8 5.8
Event-Driven 33 22 55 104 25 25
Merger Arbitrage 1.2 4.3 3.6 5.1 0.2 0.2
Special Situations 4.1 3.0 70 136 2.3 2.3
Activist 8.0 -28 102 181 6.1 6.1
Credit Arbitrage 2.5 23 39 107 46 46
Distressed/Restructuring 2.2 1.1 4.3 79 28 2.8
Multi-Strategy 33 28 48 100 19 19
Relative Value 21 17 26 7.0 25 25
Fixed Income-Corporate 2.4 2.0 3.1 8.4 3.4 3.4
Yield Alternatives 3.4 24 4.0 8.2 1.3 1.3
Fixed Income-Sovereign 3.6 0.4 5.6 9.1 3.1 3.1
Multi-Strategy 04 17 27 63 20 20
Other (CB, Vol, Structured) 2.0 1.3 1.3 49 24 2.4
Global Macro & CTAs 23 13 -08 -03 6.2 6.2
Discretionary Thematic 1.5 1.1 3.9 5.0 1.8 1.8
Multi-Strategy 1.8 1.1 2.7 3.1 45 45
Macro Other 1.0 25 -07 1.7 2.9 2.9
CTAs 3.8 1.0 -4.2 -3.8 9.4 9.4
EM Multistrategy 58 09 62 116 54 54
China -1.5 -2.9 0.1 -3.3 1.2 1.2

Global Benchmarks (net fees)
40% Equity / 60% Bond Basket 36 -35 94 128 22 22
Global Allocation Basket 44 -12 68 1.2 35 35

Source: HFR Inc., Amundi Il. 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 have 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/

Chief editors

Monica Defend Claudia Bertino

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 15 April 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: 30 April 2024.
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