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Russia-Ukraine: a lot of bad news already
priced in, but the outlook is deteriorating

= Market Reactions: markets remain highly volatile, with equity markets down but with some
recent signs of stabilisation. Oil remains under pressure after the embargo on Russian oil
instituted by the US and the UK. Demand for safe-haven assets, such as gold, is still high.
Whilst a process of restauration of value is underway (initial repricing initiated prior to the
crisis, crisis consequences on European assets then), it is incomplete and fragmented. In
particular, it remains to be seen the real life impact of the first stages of “normalisation”
confirmed by Fed and ECB. This argues in favour of a bit of patience as the likely additional
volatility will offer entry points.

= OQOutlook: we have downgraded our global growth forecasts as the global economy will be
impacted by higher energy and food prices, both on the demand and production side.
Europe is the area where stagflationary risks are highest and a temporary recession will be
possible in 2022. China, however, should continue to contribute to stabilising global growth.

= Earnings expectations and equity outlook: a lower growth environment and prices
trending higher will pressure margins and could potentially lead to an earnings recession.
While we think the US can avoid this, Europe is more at risk. In our view, current market
corrections incorporate most of the bad news, but some further retracements are possible,
although limited, unless further escalations in the crisis put the global economy at risk (not
our base scenario). Bearing this in mind, we maintain a cautious stance on equities, but are
prepared to add risk as an improvement in the crisis could trigger a relief-rally, in particular
in European markets.

= Main convictions: we keep a mildly-cautious risk allocation, with a focus on inflation
resilience in stock and credit selection. Duration is played actively within a short duration
stance, as we recognise that higher inflation will drive yields higher in the mid-term but short-
term dynamics could provide tactical opportunities. In credit, we stay watchful of liquidity
risk.

The second week of conflict in the Ukraine was marked by additional market volatility. Equities
are down across the board. The demand for safe-haven assets temporarily pushed the 10-year
Treasury down to 1.7% before it retraced to 1.9% amid rising inflationary pressures.
Meanwhile, gold has remained well supported, briefly moving above $2000/ounce. Regarding
the whole market, uncertainty remains very pronounced, with commodities facing particularly
acute pressures. The joint US/UK embargo on Russian oil has pushed the price to $130/bbl
high. European gas is up +200% YTD.

After several rounds of negotiations, the conversation on the war front has shifted towards
Russian demands regarding the breakaway regions of Donbass and Crimea. However, a quick
resolution to the conflict is highly uncertain at this stage. Against this backdrop, market attention
is turning to an assessment of the macro outlook.

The conflict will impact growth and inflation, particularly through higher energy and
food prices. We have revised our global growth forecasts downward and raised our
inflation expectations for 2022.

While it is still difficult to anticipate how macro fundamentals will be impacted by the crisis, we
expect Eurozone inflation to remain stubbornly high through the year, particularly for
energy and food, negatively affecting both demand and production. This outlook is
consistent with a temporary recessionary outcome on the lower end of our projections. Overall,
we have downgraded global growth by 0.5% (taking it into a 3.3-3.7% range) for the year.
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“We expect
inflation to trend
higher across
emerging and
developed
markets and
growth to be
lower than initially
expected, with
higher risks for
Europe and in
particular
countries more
vulnerable to
sanctions and
energy price
dynamics”.

“Equity market
corrections have
been significant
and coherent with
a scenario of
lower growth and
deteriorating
earnings
outlook”.
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Global inflation has been revised upward across both EM and DM (by approximately 0.5%
over 2022), based on the different weights of the energy component in CPI baskets.

For Eurozone inflation, we now see YoY CPlin a 4.5-5.8% range and at 5.7-6% for the US
in 2022. Additionally, the lowest band in our EU growth forecast is consistent with a
stagflationary scenario, or even a temporary recession.

There are, however, many divergences across countries, depending both on their level of
energy independence and their vulnerability to spill-over effects from sanctions.

European countries’ vulnerability to sanctions against Russia
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Energy vulnerability

Source: Amundi Institute, Eurostat, OECD, World Bank. Data are as of 2 March 2022. Economic vulnerability is
measured as the share of country gross value added in Russian domestic demand and exports]. Energy dependence
on Russia is measured as the share of imports of natural gas, oil and solid fuels from Russia over total imports,
weighted by each country's energy dependence

On a more positive note, China’'s economy should continue to support global growth.
The country has embarked on a new easing cycle for 2022, in contrast to other economies that
have started to wind monetary policy tighter. Last weekend, the Chinese authorities declared
a 5.5% target growth rate for this year (above our initial expectations).

Most of the bad news is already priced into the market, but much will depend on the
evolution of the crisis.

The economic outlook is deteriorating and what was previously considered the alternative
scenario is now materialising. For this reason, we remain somewhat cautious on equities,
particularly in Europe.

On the whole, market drawdowns have followed two sequential events:

1. The January sell-off from the peaks reached early in the month were driven by strong
inflation figures and consequent monetary policy readjustments. In this context, all
inflationary trades performed well in relative terms (value vs growth, EUR vs USD,
financial vs commodities, and so on). Hence, the first part of the YTD sell-off was not
a reverberation of the shock from Ukraine but rather a normalisation that was already
in the cards following an exceptional end to 2021.

2. In February and March, the Russia-Ukraine conflict hit the Eurozone much harder than
the US as sentiment regarding the new economic outlook started to sink in. The current
total drawdowns (-12% in the US, -17% in the Eurozone, at March 10™) are consistent
with a significant correction for risk premiums.
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“We believe EPS
should be revised
down in Europe
more than in the
UsS, as the latter’s
GDP growth is
expected to be
stronger”.

“We don’t believe
we are heading
towards a deep
recession, like
during the Great
Financial Crisis.
However, if this
were the case, we
would only be half
way through a
painful bear
market”.
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In view of a deceleration in growth and inflation trending higher, and assuming no further
deterioration (which at this stage is the most likely scenario, at least for the US), then current
levels are appropriate. However, under a mild profit recession scenario in the Eurozone, then
markets have not retraced completely

European equity markets have been adjusting to lower economic expectations
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Source: Amundi Institute, Bloomberg, Sentix. Data is as of 9 March 2022. Sentix Economic index -- Euro Aggregate is
a sentiment indicator designed to measure the economic sentiment six months out and it's based on a survey among
institutional and individual investors and analysts

So, basically, the big question marks relate to earnings, and the potential for a severe profit
recession. Coming into this year, we were already assuming a normalisation in the EPS trend
at a global level. Three months in, risk had tilted to the downside, given the stagflationary
impact of the ongoing crisis. We believe EPS should be revised down in Europe more than in
the US, as the latter’'s GDP growth is expected to be stronger.

= US earnings outlook: US growth above 3% has generally been sufficient to achieve
positive earnings. So, through the current lens, an earnings recession can likely be
avoided. Here, we expect EPS growth to range around 0-8%.

= European earnings outlook: Europe is more influenced by global growth compared to
the US. Our latest global growth forecast is between 3.3% and 3.7%. Although 3% global
growth is usually sufficient to sustain positive earnings growth in Europe, this still hinges
on the impact and duration of the conflict. We can expect European earnings growth to be
anywhere between -5% and +5%. Hence, a temporary earnings recession is a possibility.

A more adverse scenario of a deep profit recession tied to an economic recession, like the
Great Financial Crisis, is a low probability event, in our view, albeit not impossible should the
war in Ukraine escalate to a serious global energy crisis. In this case, markets would be halfway
through a painful bear market.

We entered the crisis with a value call that remains valid so long as there is growth potential
(no recession), with inflation and rates trending higher. As the value rotation was very strong
in January, we’ve tilted to quality in this value call, which helped during this phase of the market.
We recently added some defensive positioning and continue to focus on the inflation theme in
our selection approach as a way to navigate the crisis.

Focusing on European markets, a lot of the bad news is already priced. On a 12-month forward
PE, the MSCI Europe is near 20-year lows vs the S&P500, which conveys a sense on how
significant the European impact has been. In the long term, this will matter. The fundamentals
(Europe’s high vaccination rate, growth recovery potential and policy support) are sound, and
higher growth from China can also help. The fiscal push will also be important. More clarity on
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this front can be expected in the coming days from the informal meeting of the European
Council in Versailles (10 and 11 March), which will discuss how to boost European defence
capabilities and reduce energy dependency.

For now, Europe is a beta region, with close proximity to the escalation, and awareness is key.

But if the war does not extend long enough to suffocate economic growth in Europe to the point
of recession, there is space to search for buying opportunities.

Our main convictions include the following:

“We confirm a = The economic outlook has deteriorated and the main scenario is now less benign,
cautious stance, with lower growth and higher inflation (particularly in Europe over the short term).
but we recognise Despite higher risks to the downside, we don’t anticipate a global recession.

= Chinese growth should remain sound and help support the global economy as well
as being a catalyst for the European recovery once the worst of the crisis has passed.

= Volatility will remain high and, despite strong market corrections, we maintain an overall
cautious approach with hedges in place against the uncertain outcome of the crisis.

that buying
opportunities may
be opening up in

the near future = We continue to hold a short duration bias and we remain tactical in adjusting our
and therefore we duration stance, as this can assist with hedging during periods of turbulence.

stay ready to = Any geopolitical relief could trigger a rally. With most of the economic uncertainty
tactically adjust already priced into the market, we are prepared to tactically adjust our risk stance.
our risk stance”. Assuming no drastic deterioration on the war front, we are approaching the time to seek

entry points.

e In equities, we stick to a value/quality tilt, with some addition of defensive names. It
remains important to be highly selective and focused on inflation resilience in assessing
opportunities.

e In credit, risks are more related to liquidity than fundamentals at this stage. Financial
conditions are tightening, so it's important to stay on the lookout for liquidity risk.
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AMUNDI INVESTMENT INSIGHTS UNIT

The Investment Insights Unit, part of the Amundi Institute, aims to transform our CIO expertise, and Amundi’s overall
investment knowledge, into actionable insights and tools tailored around investor needs. In a world where investors
are exposed to information from multiple sources we aim to become the partner of choice for the provision of regular,
clear, timely, engaging and relevant insights that can help our clients make informed investment decisions.

Discover Amundi Investment Insights at www.amundi.com

Definitions

= Beta: Beta is a risk measure related to market volatility, with 1 being equal to market volatility and less than 1 being less volatile than the
market.

= Drawdown: The peak-to-trough decline during a specific record period of an investment, fund or commodity, usually quoted as the
percentage between the peak and the trough.

= Quality investing: It aims at capturing the performance of quality growth stocks by identifying stocks with high return on equity (ROE),
stable year-over- year earnings growth, and low financial leverage.

= Value style: It refers to purchasing stocks at relatively low prices, as indicated by low price-to- earnings, price-to-book, and price-to-sales
ratios, and high dividend yields. Sectors with dominance of value style: energy, financials, telecom, utilities, real estate.

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
S.A.S. and is as of 10 March 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: 10 March 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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