Viewpoint

The Time is Now to Act
– Conservatively

The path to economic recovery in 2021 has been somewhat volatile. Although
we are witnessing the most robust post-recession recovery for 80 years1, the
expected 5.6% global economic growth is reflective of specific rebounds in major
economies2. While equities remain attractive, this has tempered to a neutral
outlook in the fourth quarter, paving the way for investors seeking defensive equity
exposure to consider conservative strategies.
Why conservative now?
Until early September 2021, there had
been seven consecutive months of gains
in the equities market3 reflecting the early
signals of growth in the US economy. This
was supported by the US Federal Reserve
boosting economic activity. The ECB
and Bank of England took similar action,
mobilising European economies. Then came
concerns of rising global inflation, social
and economic inequality worsened in some
geographies following the Covid-19 crisis,
and emerging market growth slowed. In the
second half of 2021, the sell-off of Chinese
stocks raised fears of possible systemic risk
in the global financial system. The S&P 500
dropped after a record high at the beginning
of September4.
In the context of this much-winding path
towards recovery, low risk, low volatility
conservative equities have performed well as
illustrated in the following charts. Moreover,
they look set to continue in this way,
presenting opportunities for institutional
investors – such as pension funds, and
insurers – seeking portfolio diversification,
long-term
performance,
and
capital
preservation, with low risk.
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Investing in a conservative equities
strategy provides pure equity exposure
in a defensive strategy, with minimum
variance (low volatility stocks of high
quality) and good diversification.
We see four key drivers for allocating to
conservative strategies:

• High market concentration combined
with over-exuberance in growth stocks
• High corporate debt levels
• Anticipated outperformance of quality,
value and high-dividend equities,
with
European
stocks
looking
particularly attractive
• High level of valuation in global equities.

Growth stocks give way to
defensive
Markets have been exuberant this year.
Despite a recent decrease in the price-toearnings ratio, equity valuations remain
elevated as illustrated in the following PER
chart, particularly in the US.
As mentioned September brought a shift in
the stock market, from soaring to struggling5.
And as early as 4 October it seemed that
the potential rotation from growth to value
and quality stocks may have already started.
Facebook shares suffered their worst single
day decline in nearly a year on that date at
4.9% (15% over the month) resulting from
an internal technical issue affecting access
for up to 3.5 billion users of Facebook,
Messenger, Instagram and WhatsApp for
more than 5 hours6. The S&P 500 had
already opened down 1.3% on 4 October
before sliding further to close down 2.2%,
while the NASDAQ dropped 2%7.
The FAANG8 quintet of stocks make up 22%
of the valuation of the S&P 5009. As high
volatility, highly leveraged and consequently
high-risk investments they exemplify the
type of growth stocks that may not play so
well for some long-term investors’ strategies
in the current macroeconomic environment.
This may now be the turning point when
those investors look to quality companies
and well-discounted value stocks.

Global
conservative
equities
have
underperformed the benchmark recently
– although it must be noted that with
low volatility and low risk as important
indicators, underperformance versus the
benchmark does not mean bad news. With
these four key drivers, we have a good
feel for forthcoming market conditions,
anticipating that they will exhibit and bring
the benefits of ‘mean reversion’ properties.
This typical pattern of outperforming asset
prices and historical returns that revert to
the long-run mean, signal good timing for a
move to a conservative strategy, particularly
where there is a style factor at play.
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Meanwhile, Eurozone countries are returning
to normal, post-Covid. European equities
have been trading close to a record high
discount relative to US stocks and the region
is well positioned for growth with postpandemic expectations still to peak. Europe
is also leading the way in the rotation towards
environmental, social and governance (ESG)
investing with rising asset volumes, thanks
to the more advanced regulatory framework
set out by the European Commission.

From the perspective of investors seeking
a defensive strategy with European stocks,
the region’s more cyclical equities market
could be advantageous. Variability over
time depending upon business cycles and
economic trends is the hallmark of European
equities. A conservative strategy can
therefore complement investment in value
stocks, bringing diversification for investors
at different points in time.
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Doubts over debt
The economic environment of 2020 saw
corporate leverage rise dramatically to a
volume, which, in combination with a slowing
economy could trigger corporate instability
when bonds mature. The US Federal Reserve
cites a $1 trillion increase in corporate
leverage during the course of the pandemic,
totalling more than 55% of US GDP in 202010,
actually exceeding pre-pandemic levels.
The possibility of a fall in growth combined
with the sustained presence of inflation
presents some uncertainty for institutional
investors seeking capital preservation and
low risk alongside performance.
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Making a conservative move
Mixed global data has had an impact on
global equity markets for good reason, and
has brought us to a current neutral stance
on ‘traditional’ equities. Since September
we have already seen renewed volatility
in markets combined with expectations of
further volatility.
The Amundi Conservative Equities funds offer
investors exposure to fundamentally sound
stocks in a defensive strategy, a high level of
diversification and with the key strength of
our strong philosophy that risk management
leads to better performance. Furthermore,
the ESG and carbon footprint of the Amundi
conservative portfolios is superior compared
to their respective benchmarks.

At this point in the fourth quarter, as
we enter a transitional phase shaped by
economic recovery patterns and a degree
of uncertainty, conservative equities
strategies – European and global - present
an interesting proposition.
To find out more about Smart Beta
and Factor Investing at Amundi, visit
our website:

Benefits of a conservative equities
strategy in a diversified portfolio:
• Pure equity exposure
• Defensive strategy
• Risk-efficient
• Complementary to other strategies

https://www.amundi.com/int/Strategies/
ETF-Indexing-Smart-Beta.

About Amundi ETF, Indexing & Smart Beta
The Amundi ETF, Indexing and Smart Beta business line provides investors - whether institutional or
distributors - with robust, innovative, and cost-efficient solutions, leveraging Amundi Group’s scale and
large resources. The platform also offers investors fully customized solutions (ESG, Low Carbon, specific
exclusions, risk constraints, etc.).
With over 30 years of benchmark construction and replication expertise, Amundi is a trusted name in ETF
& Index management among the world’s largest institutions. The team is also recognized for its ability to
develop Smart Beta & Factor Investing solutions, with a track record of more than 10 years.
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1 & 2 Source: The World Bank, Global Economic Prospects, June 2021
3 & 4 Source: Reuters, The S&P 500 down more than 2% as growth worries rise, 20 September 2021
5 Source: Fortune, Is this the sound of a stock market bubble popping? 6 October 2021
6 Source: The New York Times, Gone in Minutes, Out for Hours: Outage Shakes Facebook, 4 October 2021
7 Source: The Wall Street Journal, Stocks Close Lower, Driven by Facebook, Alphabet and Other Tech Shares, 4 October, 2021
8 FAANG - Facebook, Amazon, Apple, Netflix and Google (owned by Alphabet)
9 Source: Bloomberg, Faang’ Dominance Too Hard to Overcome as 10% Correction Looms, 4 October 2021
10 Source: S&P Global, Weakening US economy threatens swelling corporate debt mountain, 23 September 2021

Important information
Investment in a Fund carries a substantial degree of risk such as Risk of capital loss - Underlying risk - Volatility Risk. Before any investment, please read the detailed descriptions of the main
risks in the KIID and prospectus.
This material is solely for the attention of professional, and eligible counterparties, as defined in Directive MIF 2014/65/UE of the European Parliament acting solely and exclusively on their
own account, or Institutionals, and acting exclusively on their own account. In Switzerland, it is solely for the attention of qualified investors within the meaning of Article 10 paragraph 3 a),
b), c) and d) of the Federal Act on Collective Investment Scheme of June 23, 2006.
Amundi Suisse SA is distributing in Switzerland and from Switzerland the collective investment schemes managed by Amundi AM and /or Amundi Luxembourg. In this respect, Amundi Suisse
SA informs investors that it collects, from Amundi AM and/ or Amundi Luxembourg, a compensation under article 34 al. 2bis in the Ordinance on collective investment schemes (Ordonnance
sur les placements collectifs de capitaux, OPCC). This compensation can constitute a part of the management fees stated in the prospectus. Additional information regarding the existence,
nature and calculation method for the compensation received by Amundi Suisse SA within the frame of its distribution activity in Switzerland or from Switzerland may be provided upon
written request to Amundi Suisse SA 6-8 rue de Candolle 1205 Genève Suisse.
Promotional and non-contractual information which should not be regarded as an investment advice or an investment recommendation, a solicitation of an investment, an offer or a purchase.
Before any subscriptions, the potential investor must read the offering documents of the Funds approved by the Autorité des Marchés Financiers for French Funds or by the Commission de
Surveillance du Secteur Financier of Luxembourg for the sub-funds of the Luxembourg Sicav Amundi Index Solutions, including the KIID, available on www.amundi.com or www.amundietf.
com or upon request from the headquarters of the Sicav or free of charge from CACEIS Bank, 1-3 place Valhubert 75013 Paris – France, French Paying Agent of the Sicav.
Investment in a Fund carries a substantial degree of risk (i.e. risks are detailed in the DICI and prospectus). Transaction cost and commissions may occur when trading ETFs. The policy regarding
portfolio transparency and information on the funds’ assets are available on amundietf.com. Indicative net asset value is published by stock exchanges. The Funds’ units purchased on the
secondary market cannot usually be sold directly back to the Funds. Investors must buy and sell units on a secondary market with the assistance of an intermediary (e.g. a stockbroker) and
may incur fees for doing so. In addition, investors may pay more than the current net asset value when buying units and may receive less than the current net asset value when selling them.
United Kingdom
For Professional Clients only. This article is being issued in the United Kingdom (“UK”) by Amundi (UK) Limited, 77 Coleman Street, London EC2R 5BJ, UK, which is authorised and regulated
by the Financial Conduct Authority (the “FCA”) and entered on the FCA’s Financial Services Register under number 114503. This may be checked at https://register.fca.org.uk/ and further
information of its authorisation is available on request.
Past performance is not a guarantee or indication of future results. Amundi Funds and its relevant sub-funds (the “Funds”) that are referred to in this article are recognised collective
investment schemes for the purposes of Section 264 of the Financial Services and Markets Act 2000. This article is not intended for distribution to, or use by, any person or entity in any
country or jurisdiction where to do so would be contrary to law or regulation or which would subject Amundi (UK) Limited or any entity within the Amundi group (together, “Amundi”) to any
registration requirements in these jurisdictions. This article and all the information, data, opinion, performance, and other figures contained herein are proprietary and cannot be published or
reproduced, fully or partly, without Amundi’s prior written authorisation. Amundi does not accept any liability, responsibility or duty of care, whatsoever, with respect to this article. Amundi
does not give any guarantee (whether express or implied), warranty, undertaking or representation as to the accuracy, validity, relevance, exhaustiveness, timeliness, completeness and/or
reliability of the information contained herein. The opinions expressed reflect the current judgement of the personnel of Amundi and may be subject to change without notice. Amundi shall
be under no obligation to update the information. This article is only directed at persons who are Professional Clients (as defined in the FCA’s Handbook of Rules and Guidance), must
not be distributed to the public and must not be relied or acted upon by any other persons for any purposes whatsoever. Potential investors in the UK should be aware that none of the
protections afforded by the UK regulatory system will apply to an investment in the Funds and that compensation will not be available under the UK Financial Services Compensation Scheme.
Switzerland
Amundi ETF Funds available for distribution to all investors:
This AMUNDI ETF Fund has been authorized for distribution to non-qualified investors in or from Switzerland by the Swiss Financial Market Supervisory Authority (“FINMA”). Subscriptions
in the ETF Fund will only be accepted on the Fund’s the Key Investor Information Document (“KIID”) and the prospectus, or the fund’s regulation as well as the annual and semi-annual
financial reports that may be obtained free of charge from the Swiss Representative. Swiss Representative: CACEIS (Switzerland) SA - Route de Signy 35 - CH1260 Nyon. Paying Agent in
Switzerland: CACEIS Bank, Paris, Nyon branch / Switzerland - Route de Signy 35 – CH- 1260 Nyon. Amundi ETF Funds aimed at qualified investors only: This Amundi ETF Fund (collective
investment schemes) authorized by the AMF, has not been approved by FINMA. This Amundi ETF Fund is available in Switzerland for distribution exclusively to Qualified Investors, as defined
in the Collective Investment Schemes Act of 23 June 2006, as amended (“CISA”) and its implementing ordinance,, in conjunction with the Financial Services Act. The KIID, prospectus, fund’s
regulation and annual and/or semi-annual financial reports relating to this Amundi ETF Fund are available free of charge from the Swiss Representative or from authorised distributors to
Qualified Investors. Swiss Representative: CACEIS (Switzerland) SA - route de Signy 35 – CH 1260 Nyon. Paying Agent in Switzerland: CACEIS Bank, Paris, Nyon Branch / Switzerland, Route
de Signy 35, 1260 Nyon, Switzerland.
This information is not for distribution and does not constitute an offer to sell or the solicitation of any offer to buy any securities or services in the United States or in any of its territories or
possessions subject to its jurisdiction to or for the benefit of any U.S. Person (as defined in the prospectus of the Funds). The Funds have not been registered in the United States under the
Investment Company Act of 1940 and units/shares of the Funds are not registered in the United States under the Securities Act of 1933.
Amundi Index Solutions”, a Luxemburg SICAV, RCS B206810, located 5, allée Scheffer, L-2520 Luxemburg. The sub-funds were approved for public distribution in Luxemburg by the
Commission de Surveillance du Secteur Financier of Luxemburg.
Please note that the management company may de-notify arrangements made for marketing as regards units/shares of the Fund in a Member State of the EU in respect of which it has made
a notification.
A summary of information about investors rights and collective redress mechanisms can be found in English on the regulatory page at
https://about.amundi.com.
Index disclaimer
Amundi ETF funds are neither sponsored, approved nor sold by the index providers. The index providers do not make any declaration as to the
suitability of any investment. A full description of the indices is available from the providers.

