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Rotation and broadening in equities
has started

US mega caps significantly outperformed the rest of the US markets in the first
half of the vyear, driven by better-than-expected economic activity, Al
exuberance and superior earnings. Looking ahead, we see a potential for a
rally-broadening, which will not be linear and is likely to have multiple legs.
Some early signs of this rotation materialised recently after the July CPI report
raised the chances of a Fed rate cut in September, while most recently fears on
restrictions on the chip industry further supported this trend. This opens up

opportunities into areas and segments (small caps, Europe, Japan) that have VINCENT
been left behind. Earnings trajectory is now key as well as themes such as: MORTIER
GROUP CIO

® Mild deceleration expected in the US in the second half. Economic data
and surveys point to this direction. The main feature of this deceleration
would be a rebalancing in labour markets, weakening consumption and the
dichotomy between affluent and low-income consumers.

® Little room for errors in monetary policy. Cutting rates too early risks
inflation resurfacing later, while delaying cuts may require sharper
reductions in the future. Hence, central banks including the Fed, the ECB
and the BoE are being patient and are basing their decisions on incoming

\\

data, which according to us confirms the disinflation path. MATTEO
. . . . GERMANO
" Fiscal profligacy and high levels of govt. debt will affect rates. As we DEPUTY GROUP CIO

get closer to the US elections, the narrative on how deficit spending will
affect borrowing costs in long term will likely get louder. To promote self-
sufficiency and domestic economic growth, Europe may need to boost
investments in the region.

Rate cuts and earnings trajectory will be key for the rally-broadening to continue
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We believe it's essential to go back to basics, be aware of valuations
and stay disciplined. Markets have been going too far in some areas,

but when the trigger (lower growth, liquidity crisis, earnings Rally broadening,
disappointment) comes, the moves could be sharp and rapid. Hence, backed by the Fed
investors should differentiate between what is rich in valuations and : ;
what shows potential for sustainable growth. We outline our four main put and improving
areas of investment conviction below: earnings, could
= Cross asset. Risks around US elections and additional fiscal Ignite a resurgence
spending could affect yields of medium/long maturity bonds. in previously

and Europe, but have adjusted our stance mildly. After new political
leadership took charge in Mexico, we downgraded Mexican bonds
but are still overall slightly positive on EM debt. Divergences are
increasingly visible in equities, allowing us to turn constructive on
Japan. We remain mildly positive on the US, European small caps
and the UK, but have fine-tuned our views in favour of the improving
domestic UK economy. Finally, geopolitical tensions and continued
demand for gold allowed us to become constructive on the metal.

" Inflation readings in the US and Europe are supportive of rate
cuts, allowing us to stay constructive on US Treasuries and UK
gilts. In core Europe, we are slightly positive, but maintain an active
stance. On Japan, we are vigilant on BoJ communication and are
close to neutrality now. TIPS also offer long term value. Quality
remains the story in credit and we continue to prefer Investment
Grade over High Yield in the US and Europe. While we are slightly
positive on EU IG we have trimmed this view to take into account
tactical market movements.

" Segments of US equities are expensive, but valuations need a
catalyst to play out. Hence, we remain cautious on such
expensive segments, and instead prefer equal-weighted US
markets, value and quality. In Europe, we retain our barbell
approach favouring defensives, and quality cyclicals exposed to
mega-trends such as energy transition, electrification etc.

" The Emerging Markets outlook is supported by sound
domestic demand and the Fed pivot. But we are selective and
assess individual risks, including those linked with geopolitics. In
particular, we prefer hard currency and local debt and countries with
attractive real yields, such as India and Brazil. In equities, we like
South Korea, India, Brazil and South Africa.

Hence, we remain positive on duration in fixed income in the US ‘ neglected segments.

Overall risk sentiment

Changes vs previous month

Risk off Risk on B N

- I ®  Cross asset: Positive on Japanese equities and
some adjustments in the UK; Upgraded gold and

Slight risk-on stance, exploring downgraded oil.

market segments that have been left Fixed income: Marginally constructive on EU

behind in the rally and may benefit core and upgraded Japan duration.

from an improving earnings outlook.

FX: Optimistic on GBP.

Overall risk sentiment is a qualitative view towards risk assets (credit, equity, commodities) expressed by the various
investment platforms and shared at the global investment committee (GIC) held on 17 July 2024. It reflects views over
a one month horizon, from one GIC to the other. Our stance may be adjusted to reflect changes in the market and
economic backdrop.

ECB= European Central Bank, DM= Developed Markets, EM = Emerging Markets, CBs = central banks, |G = investment grade, HY = high yield,. BTPs = Italian
government bonds, JBGs = Japanese government bonds. For other definitions see the last page of this document.
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Three hot questions

How would politics in the UK, France shape their economies?
The UK is likely to benefit from political stability after the strong mandate awarded to the
Labour party. But it doesn’t have any significant room for fiscal stimulus and the new
government seems to acknowledge that. We might see small stimulus measures amid
strained public services and low productivity. In France, following the election results, yields
on bonds have declined, but markets are now tracking how the hung parliament plays out.
Our near term growth and inflation forecasts are unchanged. We think the country has
limited scope for massive fiscal boosts to demand as it faces medium-term fiscal
consolidation requirements under European Commission rules.

UK: Positive on equities on cheap valuations,

IvEs et e feaiens defensive play; positive on Gilts and on GBP/USD.

What’s the reason behind Fed, ECB policy divergences?

We expect the divergence between the Fed and the ECB to be temporary, reflecting marginal
differences in the pace of growth and deflation and different economic backdrops. While the
US economic growth would ‘decelerate’ to its potential levels in the near term, in Europe it is
‘converging up’ towards its potential growth. In addition, domestic demand in Europe is still
below its pre-pandemic trend. Thus, the ECB has a bigger incentive to cut rates aggressively
because policy rates are still overly restrictive. But eventually the Fed will cut because if
inflation returns to its 2% target, then the Fed has no incentive to keep rates restrictive.
Hence, any gains in the USD should be limited.

= Duration: constructive on US and EU core duration.

Investment Implications EUR/USD target 1.12 for Q4 2024.

What are you views on China and the recent Third Plenum?

Domestic demand in China remains weak but exports are robust. And this could become
tricky for China going ahead as US is its major export destination and a country with which
China is in a geopolitical competition. Hence, China has a strong incentive to diversify its
exports but doing this would not be easy. On the domestic front, the Communist Party
recently concluded its third Plenum, which reiterated the focus on modernisation, sustainable
and high quality development, and focus on high value manufacturing and technology. We
think the government will not repeat previous mistakes of massive stimulus. Instead, it is fine
with accepting short-term volatility, that could pave way for more stable long-term growth.

Investment Implications = Neutral on Chinese equities and government bonds.

Macro data such as economic growth, labour markets and

consumption are key variables that would affect central MONICA

banks’ decisions to cut rates. Any volatility on these could DEFEND

. .. . . . HEAD OF AMUNDI

impact the timing of policy decisions. INVESTMENT
INSTITUTE
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MULTI-ASSET AUTHORS
Stay risk-on but well-diversified FRANCESCO

SANDRINI
Softening economic activity in the US is reflected in the rebalancing labour HEAD OF MULTI-ASSET
markets and weakening consumption. This is happening at a time when the STRATEGIES

US fiscal deficit is increasingly in focus. In Europe, we expect growth
returning towards potential during the year, although there could be some
vulnerabilities. This mixed environment calls for a mildly positive stance on
risk assets, but investors should diversify their risks. From a structural

perspective, they should also consider sources of portfolio stability, such as JOHN
gold, in times of deficits and geopolitical tensions. O’TOOLE

" " : HEAD OF MULTI-ASSET
We are positive on equities and moved up slightly on Developed Markets, INVESTMENT

following the marginal upgrade of Japan. Japan is witnessing improving SOLUTIONS
corporate governance and potential buybacks that could support the

markets. We are also constructive on the US, European small caps and the

UK. But we recalibrated our UK views and diversified towards mid and small

caps to take into account a better domestic economic environment, earnings

growth potential and attractive valuations. In Emerging Markets, divergences

keep us positive on select countries such as India and South Korea.

In bonds, we are constructive on duration overall, but have slightly reduced

our views on the US in light of risks around fiscal policy and our We adjusted our

diversification efforts. This allowed us to become more positive on core stance in favour of
European bonds because we think the market is not fully pricing in the rate EU duration in light
cuts by the ECB. We also continue to see value in Italian BTPs, but believe of mild risks of
Japanese bonds could come under pressure from inflation and a less dovish T

stance of the BoJ. excessive fiscal
EM bonds in general continue to present opportunities, but on Mexico now spending in the US if
we see risks around extreme reforms and concentration of power after the Republicans win the
landslide victory of Claudia Sheinbaum. We are monitoring the policies elections

closely. In DM credit, fundamentals for EU IG companies remain healthy.

We maintain that the USD is a good diversifier and we are positive in the
near term vs select G10 FX. In commodities, we do not see significant
upside in oil in light of OPEC’s plan to raise production and supply in Q4.
However, we became positive on gold amid geopolitical risks and support
coming in from central banks’ demand.

Finally, we think investors should consider portfolio protection in US duration
and in select corners of DM equities such as the US and UK.

Amundi Cross-Asset Convictions
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Source: Amundi. The table represents a cross-asset assessment on a three- to six-month horizon based on views expressed at the most recent
global investment committee held on 17 July 2024. The outlook, changes in outlook and opinions on the asset class assessment reflect the
expected direction (+/-) and the strength of the conviction (+/++). This assessment is subject to change and includes the effects of hedging
components. FX = foreign exchange, BTP = Italian government bonds, BoJ = Bank of Japan, JGB = Japanese govt. bonds, BoE = Bank of
England, NIRP =.Negative interest rate policy, DM = Developed markets, EM = Emerging markets. For other definitons and currency
abbreviations see the last page.



Falling inflation is pulling the Treasury curves down
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Fed gaining confidence in easing policy

Amundi Investment Institute

The downshifting of the US economy along with declining price pressures are indicative of the upcoming
Fed pivot. Similarly, inflation is falling in Europe but some components such as core and services inflation
remain a bit sticky. Hence, while central banks seem to be on the path to cut policy rates, any volatility on
inflation or economic resilience could mean they would remain patient. On the fiscal side, deficits are
important determinants of the premium for holding government debt in the long term. Given the high
deficits in US and Europe, the risks of geopolitical tensions and of trade tariffs and barriers (these are
inflationary), we think an active stance is crucial to navigate the medium term. There are opportunities in
developed and emerging markets, with a tilt towards select government bonds and corporate credit.
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Global & European

fixed income

This is a time to be
strategically positive on
core EU duration. We are
flexible in adjusting this
stance to consider inflation
volatility. We are positive on
UK and breakevens.

On Japan, we are tactically
moving towards neutrality,
even though longer term we
stay cautious.

In credit, we look for quality
through EU IG. But in HY,
we are cautious mainly via
consumer and real estate
sectors, although there is
value in BB-rated debt.

US fixed income

Amid concerns on soft
landing of the economy and
potential flight to quality, we
stay positive and active on
USTs and also on TIPS.
Our view on yield curve
steepening is maintained,
and we think the short and
mid maturity parts of the
curve offer attractive value.
We are raising our quality
bias in corporate credit
where we prefer IG to HY
and financials.

Securitised credit is
attractive but we are
monitoring housing market.

EM bonds

Robust outlook for domestic
demand and potential
easing by the Fed are
positive for EM debt. We
are selective and prefer
idiosyncratic stories.

India offers long-term
potential and in Brazil we
find that carry is attractive.
But we are monitoring fiscal
risks in Brazil and how
LatAm countries balance
their relations with US and

China.

We also like HY and low-
beta countries such as
Turkey, Egypt, Uzbekistan.
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Earnings resilience essential for rotations to sustain

Equity markets are being driven mainly by rate cut expectations, politics, and economic momentum. The
Federal Reserve is expected to cut rates due to slowing inflation, recent mixed economic data and
weakening labour markets, which supports our view of a decelerating economy. Despite this, US large
caps have remained strong, driven by rate cut expectations and following the narrative that bad news is
good for the markets. However, we are starting to see signs of rotation. For this rotation to continue, the
earnings season will be crucial. Earnings growth in the mega caps has likely peaked, at a time when
earnings for the rest of the market should recover. Geopolitics may also affect sentiment towards tech
stocks. This could open up opportunities in US value, Europe, the UK, and emerging markets stocks.

European Equities

US & Global Equities EM Equities

We are positive on staples

and health care sectors due

to attractive valuations and
robust balance sheets. We
also like banks with strong

capital positions and above-

market earnings growth.
We raised our views on
industrials (electrical
equipment) linked with
green transition and Al.
Businesses with no pricing
power and sectors with
intense competition are
displaying profit warnings.
Hence, we keep a quality
bias.

US mega cap valuations
have risen dramatically but
we saw some signs of this
changing after the June CPI
was released.

We are cautious on market-
cap weighted indices and
favour an equal weighted
approach, and value, quality
businesses that can deliver
sustainable earnings.

From a long-term view, we
are mindful of any upward
pressures in companies’
cost of financing due to
worsening fiscal deficits and
rising government debt.

EM companies are likely to
experience a revitalisation
in earnings particularly in
2H. Our long-term
convictions are in South
Korea and India, despite
some high valuations.

We are slightly more
positive on South Africa
after the new coalition
government and on Brazil.
More broadly, we are
assessing how geopolitical
tensions with the US (after
the Nov. elections) could
affect Chinese equities and
other EM.

Earnings growth for non-magnificent stocks could favour rotation
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Source: Amundi Investment Institute, Bloomberg, 18 July 2024. External forecasts start from Q2 2024.
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VIEWS

Amundi asset class views

In focus this month

= EU core bonds: As inflation declines and the ECB cuts rates, it is time to become gradually positive on
core govies which should also provide some cushion if the economic environment deteriorates.
= GBP: We turned slightly positive, given the stable economic outlook that could affect BoE rates decisions.

Equity and global factors

Teors Rl I Rees  eafpllc c t E
us L 4 Growth 2

Europe L 2 Value 2
Japan A L 4 Small caps L 4

EM 4 Quality 4
China L 2 Low Volatility 4

EM ex China 4 Momentum 4

India 4 High Dividend 4

Fixed income & FX

Govies Sga&gle . - + BB Credit Sza,r\‘,,gle - =+ 4+
us TS USIG L 2

EU core A L 2 US HY *

EU periph. L 4 EUIG *

UK ¢ EU HY ¢

Japan A L 4

EM Bonds Sga&gf . = o+ 4+ FX S’S‘a&gle - =+ ++
China govt. L 4 uUsbD 4

India govt. L 4 EUR L 4

EM HC 4 GBP A L 4

EMLC * JPY L 4

EM corp. 4 CNY L 4

Source: Summary of views expressed at the most recent global investment committee held on 17 July 2024. Views relative to a EUR-based
investor. Views range from double minus to double positive, = refers to a neutral stance. This material represents an assessment of the market
at a specific time and is not intended to be a forecast of future events or a guarantee of future results. This information should not be relied
upon by the reader as research, investment advice or a recommendation regarding any fund or any security in particular. This information is
strictly for illustrative and educational purposes and is subject to change. This information does not represent the actual current, past or future
asset allocation or portfolio of any Amundi product. FX table shows absolute FX views of the Global Investment Committee.

¥ Downgrade vs previous month
A Upgrade vs previous month
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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 FIOROT Laura, Head of
and daily dialogue on these subjects across all assets for all its clients — distributors, institutions and Investment Insights &
corporates. The Amundi Investment Institute brings together Amundi’s research, market strategy, (Gl DRI
investment insights and asset allocation advisory activities. Its aim is to project the views and CARULLA Pol,
investment recommendations of Amundi. - - Investment Insights and
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Visit us on: TN A Gébpol cal ris i Investment Insights and
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Discover more of Amundi’s insights at
www.amundi.com . Investment Insights and

Client Division Specialist

Important Information

The issuer of this document is Amundi Hong Kong Limited. This document is not intended as an offer or solicitation with respect
to the purchase or sale of securities, including shares or units of funds. All views expressed and/or reference to companies
cannot be construed as a recommendation by Amundi. Opinions and estimates may be changed without notice. To the extent
permitted by applicable law, rules, codes and guidelines, Amundi and its related entities accept no liability whatsoever whether
direct or indirect that may arise from the use of information contained in this document. This document is for distribution solely
to persons permitted to receive it and to persons in jurisdictions who may receive it without breaching applicable legal or
regulatory requirements. This document and the mentioned website have not been reviewed by the Securities and Futures
Commission in Hong Kong (the“*SFC”). This document is prepared for information only and does not have any regard to the
specific investment objectives, financial situation and the particular needs of any specific person who may receive this
document. Any person considering an investment should seek independent advice on the suitability or otherwise of the
particular investment. Investors should not only base on this document alone to make investment decisions. Investment
involves risk. The past performance information of the market, manager and investments and any forecasts on the economy,
stock market, bond market or the economic trends of the markets are not indicative of future performance. Investment returns
not denominated in HKD or USD is exposed to exchange rate fluctuations. The value of an investment may go down or up. This
document is not intended for citizens or residents of the United States of America or to any «U.S. Person» , as this term is
defined in SEC Regulation S under the U.S. Securities Act of 1933.

Discover more at www.amundi.com.hk
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