Market Review & Outlook
Although the present economic cycle may turn out to
be second-longest (perhaps even the longest) in
history: the state of the U.S. economy remains
surrounded by scepticism. Mainstream economists
and market strategists alike continue to comment on
an absence of corporate investment activity. Is this
conclusion being grounded via supporting data? Both
Nominal and Real Non-residential Private Fixed
Investment as a percentage of Real GDP continue to
trend higher. Moreover, capex, according to the
Institute for Supply Management, is set to accelerate.
Yet, retail-oriented inflationary metrics remain
extremely subdued. While the coming months may
produce a slight escalation to said levels on account
of the base effect, what really matters is corporate
pricing power, which has been weak for years. This
may finally be starting to change, as evidenced by the
Suppliers’ Deliveries component of the ISM, however
more time is required to establish conviction.
In the absence of taking price, the Corporate
Developed World has successfully maintained its
margins through steadfast control of unit labour costs.
In fact, both the current expansion the previous one,
have been very unusual in that increases in labour
productivity have contributed outsized gains to overall
GDP growth. This is not about to unwind, and upward
pressure on capacity utilization sets the stage for
further profitability growth through the course of Q3
and Q4.
Good for stocks, but what about bonds?
The rate of inflation combined with the productivity of
capital are generally considered to be enemy number
one for fixed-income and, accordingly inflationadjusted yields are expected to rise when conditions
improve. With a real yield on the 10 Year U.S.
Treasury Note of 55 basis points, this constitutes the
highest reading on record since Q1 of 2010 (57 basis
points). Should the market witness an additional slight
increase, the inflation-adjusted yield would have
reverted back to pre-great financial crisis levels. But,
our intention here is not to suggest that current
conditions represent an attractive point of entry. Many
institutional investors still show a penchant for long-
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dated securities, however valuations must be placed
in context. The yield on treasury notes remains very
close to secular lows. Inflation-adjusted 10 Year U.S.
Treasury yields are failing to properly reflect industrial
activity trends captured by ISM New Orders. Lastly,
investors, thirsty for return, are underwriting rising
levels of risk to the tune of inappropriate remuneration
when considering the yield gap belying junk bonds.
In short, our view is that the yield curve has flattened
as a consequence of the above mentioned factors,
versus indication/confirmation that the economy is
flirting with recession. Indeed, all underlying
macroeconomic data supports this assertion.
The problem is not contained within the fixed-income
market, for the stock market in recent years has also
been increasingly viewed as a branch of the bond
market. Nothing could be farther from the truth. The
S&P 500 is selling at a 5.3% earnings yield on 4quarter trailing earnings per share (EPS); at 6.2% on
forward EPS; and at 3.5% on the last 10 years
average EPS. The cost of capital is significantly
greater than the current cost of debt, and free cash
flow yield of U.S. stocks remains either equal to, or
greater than, present bond yields. Accordingly,
Corporate America is withdrawing equity, and the
S&P divisor has reverted back to the level (post-GFC
bank stock-issuance notwithstanding) it was at 19
years ago.
In Europe and Japan, capital structure optimization
has failed to follow suit, which explains our bias for
U.S. stocks despite their relative expense.
To summarize, our orientation remains equivalent to
that communicated back at the end of Q1:
1)

Stocks versus bonds
a. Stock exposure broadly diversified between
the U.S., other Developed Markets (i.e.
Western Europe & Japan), and the
Emerging Markets (primarily concentrated in
China)
b. Fixed Income at ~8% of NAV with 85% of
this outside the U.S. Largest exposures to
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2)

foreign sovereign entities, but all USD
denominated so as to mitigate currency risk.
Major themes remain intact
a. Largest exposures to Aerospace & Defence,
b. “Dividend aristocrats” and “Buyback
Achievers”
c. To a smaller scale, Hotels & Leisure
d. U.S. Healthcare
e. European Insurance
f.
European and Singaporean Real Estate
g. European, Emerging Markets, and
Japanese Banks. This exposure is structural
in nature, as we expect the fundamentals to
benefit from multi-year tailwinds.

Fundamentals suggests a patient approach is
warranted to navigating this present environment.
Negative headlines surrounding trade conflict and
policy uncertainty caused notable downward pressure
during the month of June, however we do not believe
the reported actions taken to date are sufficient to
signal the end of this cycle. It will be important to
monitor whether positions are softened either
entering, or immediately following the midterm
elections, as failure to reach agreements with major
trading partners will ultimately damage capital
formation.

Performance
The Portfolio underperformed its benchmark, the
BBgBarc US Trsy Inflat 1-10Yr. We continue to have
a long-term view with its top-down positioning.
Performance was negative during the period, a
strong U.S. Dollar amidst heightened trade war
rhetoric and questions about potential damages as a
consequence of a trade war between the U.S. and
Europe and China caused several markets to sell off
particularly in Emerging Markets. For example,
equities in China were down over -8% (adjusted for
USD), Japan was down -2.5% and Europe was down
-0.7%. However, despite the turbulence globally U.S.
stocks closed up returning 0.6%, and our U.S. equity
exposure did outperform during the period on a
relative basis however this was not enough to offset
other negative factors that affected the Portfolio.
Furthermore, several end markets in commodities
where we have exposure to steel and metallurgical
coal were also affected as commodity complexes sold
-off during the month over concerns surrounding
future demand due to the potential for a trade war. As
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a result, performance for the period was largely driven
by exposures to equities, and particularly from our
exposures to Emerging Markets.
As we move through 2018, no material alterations
have been made to the Portfolio and its positioning.
We continue to maintain a globally diversified asset
allocation by owning assets across both the U.S. and
foreign markets. We recognize that exogenous
events can and will occur and, as a result, we have
the flexibility to shift our allocations as conditions
evolve.
Asset allocation at the end of the second quarter
continues to be heavily biased toward equities,
representing approximately 74% of the Portfolio.
Within our equity exposure, approximately 27% was
held in North American equities, 28% in other
developed economies (ex U.S.), and 18% was in the
Emerging Markets. For the Fixed Income sleeve,
which represented approximately 13%, approximately
8% was exposed to Investment Grade and 2% to
High Yield. At quarter end, we had approximately
15% in cash.

Stocks remain our favoured asset class, with a
preference for Aerospace and Defence, Dividend
Aristocrats, Buyback Achievers, Healthcare
(excluding the Pharma Sub-sector), and Real Estate
(at a limited number of locations). The overall
economic data has continued to be strong as new
order activity and business/consumer optimism all the
pieces are in place for global expansion to continue.
As the expansion continues the volatility of profitability
continues to decline, and that valuations are arguably
cheap in the face of accelerating earnings. Given
current market conditions and volatility throughout the
global sphere we continue to maintain some
systematic hedges on markets in China, Europe and
in the U.S. to address some of this volatility.
Our view is that market volatility will likely continue,
but we expect that our overall allocations will not
change. Aside from the market noise, the
fundamentals for a global market recovery and growth
in the domestic economy remain intact. As we
observe economic data we see exceptionally strong
new order activity and PMI activity on both services
and manufacturing remain in healthy expansion
territory. Also recently elevated unit labour costs
have abated on a productivity adjusted basis
suggesting companies are not feeling pressures on
their cost structures which means marginal are
defensible and valuations should continue to expand.
These factors lead us to maintain our overweight to

Commentary I Amundi Funds II – Pioneer Flexible Opportunities

equities and remain invested in the asset classes we
have had in place over the last several months.

constitute a solicitation, invitation or offer to purchase or sell any
the Funds or services described herein in any jurisdiction where
such offer, solicitation or invitation would be unlawful.

Derivatives instruments are utilized within the strategy
to:
a) effect tactical hedges against existing positions
(such as currency, geographic or asset-type specific
systematic risk, etc.), or
b) express a particular viewpoint on an economy or
asset class without committing capital via cash
security purchases.
Regardless of the investment premise, Portfolio
Management is uncomfortable with
underwriting/absorbing any semblance of tail risk, as
we do not believe our clients, as an investors, are
appropriately compensated for doing so. This means
that all strategies are effectively bounded. Security
selection operates via a relative value framework that
is identical in concept to management of the rest of
the Portfolio.

This material has not been submitted for regulatory approval and
is solely for issue in permitted jurisdictions and to persons who
may receive it without breaching applicable legal or regulatory
requirements. The information contained in this document is
confidential and shall not, without prior written approval of Amundi
Ireland Limited (“Amundi”), be copied, reproduced, modified, or
distributed, to any third person or entity in any country.

All of the above mentioned portfolio allocation,
investment decisions and positioning reflect our
understanding of the current economic climate. With
that said, uncertainty persists with respect to how
potential changes within major trade relationships,
plus geopolitical tension could influence fundamentals
and undermine growth. Portfolio Management
remains acutely focused on whether these external
considerations have the potential impact our core
outlook, and thus our orientation and asset allocation.
Important Information

On the 16 February 2018, Pioneer Funds was renamed Amundi
Funds II. Prior to 16 February 2018 the name of the sub-fund was
with the prefix “Pioneer Funds”.
This material is provided to Professional Clients, including financial
intermediaries, and is not intended for and should not be provided
to the public.
This document contains information about investment services
provided by Amundi group companies or undertakings for
collective investment in transferable securities (the “Funds”)
established under the laws of Luxembourg and authorised for
public distribution by the Commission de Surveillance du Secteur
Financier. The management company of




Amundi Funds, Amundi Funds II, Amundi SICAV II, Amundi
Fund Solutions and First Eagle Amundi is Amundi
Luxembourg S.A., 5, allée Scheffer, L-2520 Luxembourg;
CPR Invest is CPR Asset Management, 90 Boulevard
Pasteur, 75015 Paris, France;
KBI Institutional ICAV is KBI Global Investors Ltd., 2
Harbourmaster Place, International Financial Services
Centre, Dublin 1, Ireland.

This material is information purposes only, is not a
recommendation, financial analysis or advice, and does not
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The Funds described in this document may not be available to all
investors and may not be registered for public distribution with the
relevant authorities in all countries.
Investment involves risk. Past performance is not a guarantee
or indication of future results. Investment return and the
principal value of an investment in the Funds or other investment
product may go up or down and may result in the loss of the
amount originally invested. All investors should seek professional
advice prior to any investment decision, in order to determine the
risks associated with the investment and its suitability. It is the
responsibility of investors to read the legal documents in force in
particular the current prospectus for each Fund. Subscriptions in
the Funds will only be accepted on the basis of their latest
prospectus and/or the Key Investor Information Document ( “KIID”
available in local language in EU countries of registration) which,
together with the latest annual and semi-annual reports may be
obtained, free of charge, at the registered office of Amundi
Luxembourg S.A. or at www.amundi.lu. In Italy, this documentation
is available at www.amundi.it. Information relating to costs and
charges of the Funds may be obtained from the KIID.
The performance data do not take account of the commissions
and costs incurred on the issue and redemption of units of the
Funds.
In EEA Member States, the content of this document is approved
by Amundi for use with Professional Clients (as defined in EU
Directive 2004/39/EC) only and shall not be distributed to the
public. Amundi Ireland Limited is authorised and regulated by the
Central Bank of Ireland. KBI Institutional ICAV is a collective
investment scheme established under Irish law. Société Générale,
Dublin Branch 3rd Floor, IFSC House, IFS, Dublin 1 is the facilities
agent for those sub-funds of Amundi Funds, Amundi Funds II, First
Eagle registered in Ireland.
In the UK, this document is approved for distribution by Amundi
Asset Management London Branch), 41 Lothbury, London, EC2R
7HF. Amundi Asset Management is a portfolio management
company authorised by the Autorité des Marchés Financiers in
France and its London Branch is subject to limited regulation by
the UK Financial Conduct Authority. Further information of this
authorisation is available on request. Amundi Funds SICAV, First
Eagle Amundi SICAV, CPR Invest SICAV, KBI Institutional ICAV
and Amundi SICAV II are recognised schemes for the purposes of
Section 264 of the Financial Services and Markets Act 2000 (the
“FSMA”) of the UK and can be promoted and sold direct to the
public in the United Kingdom subject to compliance with the FSMA
and applicable regulations made thereunder. Amundi Funds II is
an unregulated collective investment scheme under (“FSMA”).
Potential investors in the UK should be aware that none of the
protections afforded by the UK regulatory system will apply to an
investment any of the Funds and that compensation will not be
available under the UK Financial Services Compensation Scheme.
This document is addressed only to those persons in the UK
falling within one or more of the following exemptions from the
restrictions in s 238 FSMA:
•
authorised firms under FSMA and certain other investment
professionals falling within article 14 of the FSMA
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•
•

(Promotion of Collective Investment Schemes) (Exemptions)
Order 2001, as amended (the “CIS Order”) and their
directors, officers and employees acting for such entities in
relation to investment;
high value entities falling within article 22 CIS Order and
their directors, officers and employees acting for such
entities in relation to investment;
other persons who are in accordance with the Rules of the
FCA prior to 1 November 2007 classified as Intermediate
Customers or Market Counterparties or on or thereafter
classified as Professional Clients or Eligible Counterparties.

The distribution of this document to any person in the UK not
falling within one of the above categories is not permitted by
Amundi Asset Management London Branch and may contravene
FSMA. No person in the UK falling outside those categories
should rely or act on it for any purposes whatsoever.
In Switzerland, this document is for Qualified Investors (as
defined in Swiss Collective Investment Schemes Act of 23 June
2006 as amended or supplemented) use only and shall not be
distributed to the public.
The Representative and Paying Agent for Funds registered for
distribution in Switzerland are, in respect of Amundi Funds II: BNP
Paribas Securities Services, Zurich Branch, Selnaustrasse 16,
8002 Zurich Amundi Funds and First Eagle Amundi:
Representative - CACEIS (Switzerland) SA and Paying Agent CACEIS Bank, Nyon Branch both at 35 Route de Signy, Case
postale 2259, CH-1260 Nyon; KBI Institutional Fund SICAV:
Representative – ACOLIN Fund Services AG, Affolternstrasse 56,
CH-8050 Zurich and Paying Agent – NPB Neue Privat Bank AG,
Limmatquai 1, CH-8001 Zurich. Free copies of the prospectus, key
investor information documents, annual and semi-annual reports,
management regulations and other information are available at the
representative’s address shown above.
Amundi Suisse SA has been authorized in Switzerland to
distribute the Funds. Amundi Suisse SA. Amundi Suisse SA
receives from Amundi Luxembourg S.A. or other Amundi group
entities, compensation under article 34 al. 2bis of the OPCC
(Ordonnance sur les placements collectifs de capitaux). Such
compensation may constitute a part of the management fees
stated in the prospectus of the Funds and further information may
be obtained upon written request to Amundi Suisse S.A., 6-8 rue
de Candolle 1205 Genève Suisse.
In France, a free prospectus is available from Amundi Asset
Management, 90 boulevard Pasteur -75015 Paris - France - 437
574 452 RCS Paris France or from the centralisateur of the Funds
which in the case of Amundi Funds SICAV and CPR Invest SICAV
is CACEIS Bank SA, 1-3 place Valhubert, 75013 Paris and in the
case of Amundi Funds II and First Eagle Amundi SICAV is Société
Générale, 29 Boulevard Haussmann, 75008 Paris.
In Germany, for additional information on the Fund, a free
prospectus may be requested from Amundi Deutschland GmbH,
Arnulfstr. 124-126 80636 Munich, Germany (Tel.
+49.89.99.226.0).
In Austria the paying agents for Funds registered for public
distribution in are, in respect of Amundi Funds II and Amundi Fund
Solutions: UniCredit Bank Austria AG, Schottengasse 6-8, A-1010
Vienna Amundi Funds: Meinl Bank Aktiengesellschaft,
Bauernmarkt 2, A-1010 Vienna; First Eagle Amundi: Société
Générale, Vienna Branch, Prinz Eugen Strasse 8 - 10/5/Top 11, A1040 Vienna; CPR Invest: Raiffeisen Bank International AG, Am
Stadtpark 9, A-1030 Wien; and KBI Institutional ICAV: Erste Bank
der oesterreichischen Sparkassen AG, Am Belvedere 1, A-1100
Vienna.

In Spain, the Funds are foreign undertakings for collective
investment registered with the CNMV and numbered Amundi
Funds II (226); Amundi S.F (493); Amundi Fund Solutions (1333);
Amundi Funds (61) First Eagle Amundi (111); CPR Invest
(1564);and KBI Institutional ICAV (1248). Any investment in the
Funds or their respective sub-funds must be made through a
registered Spanish distributor. Amundi Iberia SGIIC, SAU, is the
main distributor of the Funds in Spain, registered with number 31
in the CNMV's SGIIC registry, with address at Pº de la Castellana
1, Madrid 28046. A list of all Spanish distributors may be obtained
from the CNMV at www.cnmv.es. Units may only be acquired on
the basis of the most recent prospectus, key investor information
document and further current documentation, which may be
obtained from the CNMV. In Chile and Peru, this document is
approved for use by Administradora de Fondos de
Pensiones/Pension Fund Administrators and other institutional
investors.
In Mexico, this document is approved for use with institutional
investors. It may not be distributed to third parties or to the public.
In Singapore, this document is provided solely for the use of
distributors and financial advisors only and is not to be distributed
to the retail public. Distribution occurs through Amundi Singapore
Ltd, 168 Robinson Road, #24-01, Capital Tower, Singapore
068912. This document contains information about certain subfunds of Amundi Funds and First Eagle Amundi SICAV which may
be registered as recognised schemes in Singapore under the
Securities and Futures Act (Cap. 289) of Singapore (“SFA”), or
notified as restricted schemes under the Sixth Schedule to the
Securities and Futures (Offers of Investments) (Collective
Investment Schemes) Regulations 2005, while certain sub-funds
of Amundi Funds II are restricted schemes. For the sub-funds or
relevant share/unit classes notified as restricted schemes in
Singapore, such sub-funds or relevant share/unit classes are not
authorised or recognised by the Monetary Authority of Singapore
("MAS") and are not allowed to be offered to the Singapore retail
public. Accordingly, this document and the material contained
within, may not be circulated or distributed, nor may the relevant
shares/units be offered or sold, or be made the subject of an
invitation for subscription or purchase, whether directly or
indirectly, to persons in Singapore other than (i) to an institutional
investor under Section 304 of the SFA, (ii) to a relevant person
pursuant to Section 305(1), or any person pursuant to Section
305(2), and in accordance with the conditions specified in Section
305 of the SFA, or (iii) otherwise pursuant to, and in accordance
with the conditions of, any other applicable provision of the SFA. In
other Asian jurisdictions, for use by licensed intermediaries only
and not to be distributed to the public.
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 of the Funds are not
registered in the United States under the Securities Act of 1933.
This document is not intended for and no reliance can be placed
on this document by persons falling outside of these categories in
the above mentioned jurisdictions.
In jurisdictions other than those specified above, this
document is for the sole use of the professional clients and
intermediaries to whom it is addressed. It is not to be
distributed to the public or to other third parties and the use
of the information provided by anyone other than the
addressee is not authorised.
This material, is based on sources that Amundi considers to be
reliable at the time of publication. Data, opinions and analysis may
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be changed without notice. Amundi accepts no liability
whatsoever, whether direct or indirect, that may arise from the use
of information contained in this material. Amundi can in no way be
held responsible for any decision or investment made on the basis
of information contained in this material
© 2018 Morningstar. All Rights Reserved. The information, data,
analyses and opinions (“Information”) contained herein: (1) include
the proprietary information of Morningstar; (2) may not be copied
or redistributed; (3) do not constitute investment advice; (4) are
provided solely for informational purposes; (5) are not warranted to
be complete, accurate or timely; and (6) may be drawn from fund
data published on various dates. Morningstar is not responsible for
any trading decisions, damages or other losses related to the
Information or its use. Please verify all of the Information before
using it and don’t make any investment decision except upon the
advice of a professional financial adviser. Past performance is no
guarantee of future results. The value and income derived from
investments may go down as well as up.
The Funds or securities referred to herein are not sponsored,
endorsed, or promoted by MSCI, and MSCI bears no liability with
respect to any such Funds or securities or any index on which
such Funds or securities are based. The offering documents of the
Funds contain a more detailed description of the limited
relationship MSCI has with Amundi and any relevant Funds.
Date of publication: 24 July 2018.
Document ID: 555747
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