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Equity/Bond return correlation spiked in 2022. With stock and bond prices increasingly moving in the same direction,
diversification failed to protect diversified allocations. Equity and bond flows also re-correlated, with selling in both
segments, in favor of cash and alternatives. Relative implied volatility and risk-premiums reflected investors’ higher inflation
and rates than growth concerns. Also, the equity/bond return re-correlation was worldwide.

Main drivers of the equity/bond correlation. Building on the abundant literature and our research, we do find that growth
and inflation are pivotal variables. When there is more growth uncertainty, return correlation tends to move in opposite
directions (the last 20-years ‘great moderation’, briefly interrupted by the financial crisis). When there’s more inflation
uncertainty, return correlation tend to be positive (the ‘great shocks’ of the 70s for instance). Scrutinizing the relative
behaviors of stock and bond common return components helps better understand the influences on the overall correlation.
Both bond and equity prices derive from their discounted cash flows: Present Value = 2 [ Flows/ (1 + ST real rates +
inflation  + risk premiumy)t]. We find that the growth and corporate profits backdrop, inflation, and the monetary response
are the main correlation movers. Both the pulse and uncertainties around each of these movers matter equally.

Given the multiple factors altering growth, inflation and monetary dynamics, there is no easy answer regarding the outlook
of the stock/bond relationship, especially when dynamics at play are looser, typically during mid-cycles. Modelling the
equity/bond correlation tends to be more reliable during late, recession and early cycles. The history of equity/bond
correlations shows several major regime shifts along with multiple shorter-term trends. They reflect both long-term macro-
economic influences and shorter-term market impacts.

All in all, environments with stable growth, benign inflation and pro-active central banks typically favor negative return
correlation. In contrast, when growth weakens, profits fail to outpace the nominal risk-free rate, and when inflation becomes
high and sticky, then uncertainty rises, stocks tend to fall while yields tend to rise, which favor positive return correlations.
How could the equity/bond correlation lean next year? In 2022, planets were aligned for a powerful equity/bond return
re-correlation. In 2023, such a planet alignment is unlikely to repeat, but the balance of forces still points to a positive
correlation, though less than in 2022. Positive correlation factors include growth likely to stay weak and uncertain, inflation
to remain above-par. Meaningful changes in both the Fed’s balance-sheet and fiscal adjustment tend to support correlation,
as well as prospects of shorter economic cycles going forward. The equity/bond correlation also carries an inertia that
rarelv shifts overniaht (partlv because inflation fears take time to overcome). Finallv. we observe that correlation fcontinued p21
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Amundi UCITS Peer Group Performance
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Performance: Widening Merger Spreads on Tighter Financial Conditions

Global Amundi UCITS Peer Group 0.2% 0.2% -1.8%
L/S Equity Directional 0.5% 0.9% -8.0%
L/S Equity Market Neutral 0.9% 0.1% 1.1%

Event-Driven: Merger Arbitrage -1.2% -1.2% -1.5%
Event-Driven: Special Situations 1.3% 1.3% -9.0%
L/S Credit 0.2% 0.2% -5.3%
Global Macro 0.7% 0.7% -3.5%

CTAs 0.3% 0.3% 17.4%
Risk Premia 0.3% 0.3% 5.3%

MSCIWorld -2.1% -1.6% -22.4%
Bloomberg Barclays Global Aggr. Bond -0.7% -0.4% -12.8%

*Last Week: Oct 28 to Nov 4. YTD and MTD until Nov 4. Source: Amundi Institute

US equities underperformed ahead of the US midterm
elections and after the Fed confirmed its hawkish stance
and a fourth 75bps rate hike. In contrast, Chinese equities
staged an impressive rally on rumors authorities could
loosen their zero-Covid policy.

Hedge fund performance was positive. L/S Equity
strategies benefitted from a global rally of value stocks.
Global Macro continued to benefit from rising short-term
US interest rates.

Merger arbitrage lagged this week, weakened by the rise
of merger spreads, in sympathy with rising US yields.
Tighter financial conditions and more deal funding
concerns also resulted in spread widening.

The Positive Equity/Bond Return Correlation might not go away in 2023 [continued from p1]
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Equity/Bond Return Correlation stays Positive well after Pivots

0.5

0.0

-0.51

-1.01

SP500 vs. UST 10Y|Yield 65d Correlation
around the Fed's|Pivots (since 1965)

360 270 -180 -90 0 90 180 270 360

—2022 —Median Real Pivot - Median False Pivot

Source: Bloomberg, Macrobond, Amundi Institute

Marketing Material

tends to stay positive ahead and well after the Fed’s pivots. In
contrast, the following factors tend to play the other way round:
a peak in target rates and in inflation prints. A possible stock
rally when the Fed pivots could depress the equity risk
premium. The case of a sharper recession than expected and
intensifying deflation fears could also shift the focus to growth
instead of inflation, resulting in a negative correlation.
Challenging diversification. The equity/bond correlation is a
crucial input for allocation decisions. Positive correlations over
the last 20 years until the pandemic were goldilocks for
diversification. The relationship might be more unstable and
trickier to forecast going forward. Beyond stocks and bonds,
surging cross-asset correlations are rising co-movements risk.
This is calling for more sustainable diversification options.
Hedge Funds are appealing alternative to bonds, given
their low volatility, market beta, and sensitivity to duration.
While getting extra-returns from their long cash profile, their
improving alpha prospects could become a high-value asset,
amid more modest growth and traditional asset returns.

Appealing Hedge Funds Diversification in Global Allocations
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METHODOLOGICAL APPENDIX

The information contained in this report on the performance of hedge funds is based on publicly available information. The
universe of underlying funds is relatively stable but varies depending on the criteria of inclusion presented below. It is
based on an unbiased selection from our hedge fund analyst team.

Performance is calculated on a weekly basis, as of end-of-week, using an arithmetic average (equally weighted average).

Regarding share classes used in these peer groups, we selected the primary share class as referenced in Bloomberg.
Non-USD share classes are hedged in USD based on hedging costs available on Bloomberg.

Amundi Hedge Fund Peer Groups: number of funds by strategy

m 234 strategies across the main categories in
the industry

Number of funds by strategy

O

m  USD 154 billion of assets under management

m As of November 2022

= Amundi L/S Equity = Amundi Event Driven = Amundi L/S Credit
= Amundi Global Macro = Amundi CTA = Amundi Risk Premia

Criteria of inclusion
The criteria of inclusion are fourfold:

m  Only UCITS strategies are included
m  Assessment by Amundi’'s Hedge Fund selection team based on funds’ materials or manager interaction

m Strategies included must have assets under management of at least USD 50 million
m Strategies included must display at least a one-year track record

PUBLICATION FREQUENCY
This report will be published every two weeks.
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IMPORTANT INFORMATION

The MSCI information 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. None of the MSCI information is intended to
constitute investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be
relied on as such. Historical data and analysis should not be taken as an indication or guarantee of any future performance analysis,
forecast or prediction. The MSCI information is provided on an “as is” basis and the user of this information assumes the entire risk of
any use made of this information. MSCI, each of its affiliates and each other person involved in or related to compiling, computing or
creating any MSCI information (collectively, the “MSCI Parties”) expressly disclaims all warranties (including, without limitation, any
warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose)
with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct,
indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other damages.
(www.mscibarra.com).

In the European Union, this document is only for the attention of “Professional” investors as defined in Directive 2014/65/EU dated 15
May 2014 on markets in financial instruments (“MIFID”), to investment services providers and any other professional of the financial
industry, and as the case may be in each local regulations and, as far as the offering in Switzerland is concerned, a “Qualified Investor”
within the meaning of the provisions of the Swiss Collective Investment Schemes Act of 23 June 2006 (CISA), the Swiss Collective
Investment Schemes Ordinance of 22 November 2006 (CISO) and the FINMA'’s Circular 08/8 on Public Advertising under the Collective
Investment Schemes legislation of 20 November 2008. In no event may this material be distributed in the European Union to non
“Professional” investors as defined in the MIFID or in each local regulation, or in Switzerland to investors who do not comply with the
definition of “qualified investors” as defined in the applicable legislation and regulation.

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 27 May 2022. 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: 3 June 2022.

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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