Market Review
Divergence in asset class and regional performance
was a prominent feature in Q3 with the threat of trade
wars and turmoil in EMs resulting in a risk-off market
backdrop. The lack of clarity on the fiscal situation in
Italy and Brexit negotiations resulted in further stress.
Global macro data continued to slow-down from the
highs registered earlier in the year while central banks
continued to diverge on their monetary policy stance.
Towards the end of the quarter, we saw the U.S.
Federal Reserve (“Fed”) signalling another rate rise
before year end given increasing US wage levels
feeding through into US inflation.
Despite heightened market uncertainty, equity
markets outperformed with the MSCI World TR index
up +5.0% in Q3. Performance was driven by US
equities against a strong macroeconomic and
earnings backdrop and positive investor sentiment.
The Technology sector rallied helping Growth stocks
outperform Value stocks. Regional disparity was quite
pronounced in Europe with France (+3.4%) posting
gains while UK (-0.7%) and Italy (-3.6%) posted
losses amidst political turmoil. In Asia, performance
was dominated by the Japanese market, with the
Nikkei 225 returning +8.8%. Emerging Markets (“EM”)
struggled due to concerns over trade wars, with the
MSCI EM returning -1.0% in Q3. EM Asia was the
worst-performing region, with negative returns, whilst
Latin America and European EM markets
experienced positive returns.
Within fixed income markets, prospects of higher
inflation and higher rates from the U.S. Federal
Reserve (“Fed”) kept US bond yields under upward
pressure. US 10-year bond yields finished the quarter
at 3.06%, the first decisive break above 3% since late
May 2018. Whilst the US curve did steepen slightly in
September, over Q3 as a whole it flattened. In
Europe, the rise in yields was less pronounced but
still significant. The 10-year German Bund yield
finished the quarter at 0.47%, a rise of +17bps in Q3.
Shorter-dated German yields fared a bit better and as
a consequence the German yield curve steepened
during Q3 2018. The well-publicised Italian political
difficulties resulted in the agreement of a targeted
2019 budget deficit of 2.4% and the intention to keep
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the deficit at that level for the next three years.
Unsurprisingly, investors were unimpressed and 10year Italian BTP yields rose to 3.15%, a spread of
+267bps over equivalent 10-year German yields.
Within EMs, recovering investor sentiment helped the
JPM Emerging Markets Bond Index gain +1.48% for
Q3. In credit markets, Investment Grade (“IG”) and
High Yield (“HY”) sectors saw some dispersion across
Euro and U.S. issues in Q3 with the US generally
outperforming Euro credit indices against a strong
macro and political backdrop. Higher beta sectors
benefited more from spread tightening particularly in
the US. Global HY (+2.2%) outperformed Global IG
(+0.0%) as represented by Bloomberg Barclays Total
Return Hedged USD indices.
Within currency markets, the U.S. Dollar Index gained
+0.7% in Q3 due to modest gains against most major
currencies apart from the Canadian Dollar. Despite
Italian political worries, the Euro performed
reasonably well, as did Sterling in the face of Brexit
issues. EM currencies suffered amidst higher US
bond yields with the JP Morgan Emerging Markets
Currency Index down -3.7% in Q3.The two biggest
losers were the Argentinean Peso and the Turkish
Lira depreciating -42.8% and -31.9% against the U.S.
Dollar.
Commodities experienced a mixed quarter, with the
S&P GSCI Total Return Index rising +1.3% in Q3 due
to a strong rally in oil markets. With US sanctions on
Iran being heavily enforced, there is speculation that
we may again see oil prices above US$100bbl, thus
resulting in a +7.5% rally in Brent prices in September
to finish Q3 up +5.5%. Metals such as Copper and
Nickel ended down -5.5% and -15.6% due to a slowdown in global trade activity while Gold lost -4.9% as
higher US bond yields weighed on demand.
Agricultural commodities were generally weaker,
falling -5.4% for Q3 as a result of better than expected
weather conditions.

Portfolio Review
The performance of the fund during the 3rd quarter
was positive with regional market and sector
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performance diverging strongly. In an environment of
slowing economic momentum and elevated political
risks, we reduced exposure to risk assets to neutral
levels and maintained hedges in place to protect the
portfolio from a risk-off scenario.
During the third quarter, Macro Strategy and Satellites
added to returns, while Hedging and Selection
detracted. With respect to asset classes, exposure to
equities was generally very positive as the asset class
posted strong gains, specifically US and Japanese
equities. Interest rate exposure detracted as yields
trended higher globally over the quarter. Positions in
Emerging Market bonds helped performance as well
as spreads narrowed. Our positions in corporate
bonds – both IG and HY – were positive as well.
In the equity sector, our allocation to US and
Japanese equities added to returns as these markets
posted positive results in Q3. Exposure to European
and Emerging Markets Equities contributed as well.
While our overweight in Health Care and Energy was
positive, positions in Consumer Staples and
Financials partly offset returns. Equity selection was
negative overall, specifically in Europe where
positions in Bayer, Intesa Sanpaolo or Vodafone
detracted. Satellite equity strategies contributed to
performance, specifically an underweight of small
caps vs. large caps. Our volatility hedging strategies
in various equity markets detracted from returns.
Within fixed income, exposure to interest rates in the
US, UK and Europe was negative for performance as
yields increased in most markets. Our duration
exposure to Italy was at a minimum and as such the
portfolio did not suffer from the spike in yields towards
month end. Emerging Markets bonds added to
performance as well, although the quarter was very
volatile due to the turmoil in Turkey and Argentina.
Overall, however, spreads in the sector tightened.
Exposure to inflation was broadly neutral in Q3. While
we decided to close the US inflation strategy, we are
still positioned for higher inflation in Europe and
Japan. Our holdings in Investment Grade and High
Yield Credit were generally positive over the quarter.
Specifically the overweight position in the financial
sector and subordinated financials helped as these
sectors outperformed. In addition, exposure to High
Yield bonds added to returns as the segment
benefitted from tighter spreads both in the US and
Europe. However, our hedging position in US HY via
Index CDS partly offset some of the gains. Satellite
strategies in fixed income were slightly negative in
total. While curve strategies in Euroland and the UK
added to returns, a spread widening strategy between
German and peripheral bonds detracted.

Within FX markets, an underweight of the US Dollar
vs. a basket of Emerging Market currencies was a
major detractor from returns as investors were afraid
of contagion effects from Argentina and Turkey to
other countries and sold the asset class. In order to
limit losses, we decided to close the position early in
September. Our overweight positions in the Japanese
Yen vs. the USD was negative for performance as the
Yen weakened. Exposure to Real Assets and
commodities slightly added to returns, while our
position in gold detracted.

Asset Allocation (Macro Strategy and
Satellite Strategy)
The global expansion continues, however, growth
momentum is softening on the back of protectionist
threats, lower liquidity and increased political
uncertainty (i.e. Brexit or Italian Budget). The negative
(idiosyncratic) developments in Argentina and Turkey
caused many investors to become more cautious as
well. We maintain a neutral position on risk assets,
clearly emphasising markets with strong earnings
prospects like the US. We remain vigilant on
Emerging Markets and prefer relative value strategies
rather than directional positions.
In the portfolio, we maintain an overweight allocation
to US equities as fundamental data in the US is still
supportive, underpinned by continued strength in
corporate results and expansionary fiscal policy. We
expect US markets to be more resilient in the current
environment. In Europe, we are becoming more
constructive again after the market has suffered
substantial outflows from international investors. Here
we favour defensive stocks and value themes. We
maintain our exposure to Japanese equities at a
neutral level. With respect to Emerging Markets
(“EM”), we continue to be cautious and selective.
Although the market has sold off recently, we
maintain a neutral view on EM with a strong focus on
regional selection. We prefer countries with robust
fundamental data and low external vulnerabilities. We
like China, for example, due to its positive mediumterm perspectives. Chinese equities are already
discounting an escalation of the trade war with the US
and fundamentals remain sound. Overall, the
valuations of EM equities have improved after the
recent sell-off, however, we prefer to search for entry
points after the US mid-term elections as we expect
the discussions on tariffs to ease thereafter.
On fixed income, we have slightly increased duration
over the past quarter but maintain a generally low
overall exposure to interest rates. We increased
duration in the Eurozone and the US, while we
reduced our position in the UK. We maintain an
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overweight in the US, where the Fed is advanced in
the hiking cycle. In Italy, yields were very volatile due
the high uncertainty around the budget plans. As the
budget comes with a higher-than-expected deficit of
2.4%, there will likely be tensions with the EU. As
such, we expect further volatility in Italian rates and
have added a 2Y/10Y curve flattener as well as a
relative trade long 10Y Bunds vs. 10Y Italian BTPs. In
Japan, we maintain a negative duration exposure as
we expect the BoJ rhetoric to turn a little more
hawkish over the coming months. We maintain our
positioning for higher break-even rates in Europe and
Japan, where we anticipate an increase in price
dynamics. In the US, where headline CPI has been
rising above the 3% level in August, we closed our
inflation exposure. Although the US yield curve has
flattened considerably over the past months, we
maintain our curve steepening strategy between 2
and 10 year maturities. We also added a strategy to
benefit from a widening 5Y interest rate differential
between the US and Germany. With respect to
Emerging Market bonds, we reduced the overall
allocation during the previous months. We maintain,
however, some selective exposure to countries in
Latin America, Africa, Asia and Eastern Europe for
carry reasons. As with EM equities, issuer selection is
key in the current market environment.
In the IG corporate sector, we are becoming more
cautious as we expect higher spread volatility ahead.
In the US, credits are still supported by the positive
cyclical momentum, but funding conditions will get
tighter going forward as the FED policy is not
accommodative anymore. We maintain a preference
for European credits, where balance sheets remain
solid, valuations got more attractive and the credit
cycle is younger than in the US. In terms of sector
allocation, we maintain an overweight to Financials
and Industrials. We get more cautious on
Subordinated Non-Financials due to stretched
valuations limited excess return potential.
High Yield bonds (“HY”) generally benefitted from low
default rates and solid earnings. However, high
leverage levels and tightening financing conditions
warrant a more defensive stance and a strong focus
on security selection. Thus we have become more
defensive on HY and have reduced our overall
exposure during the past quarter – both in Europe
and the US. We have also implemented hedging
strategies on US High Yield.
In the current late cycle environment combined with
unpredictable political dynamics, we place a higher
emphasis on uncorrelated, market-neutral Satellite
Strategies. For example, we expect a more difficult
environment for small caps in the US and UK

compared to US large caps. Therefore we
implemented a long position in S&P 500 vs. short
positions in US and UK small cap indices. Reflecting
the political risks around the Italian budget law, we
implemented a spread widening strategy between
German Bunds and Italian BTPs. We also keep our
long position in the European Banking sector vs. the
MSCI Europe, seeking to participate in a rebound of
bank stocks.
In terms of currencies, we closed our short US Dollar
position vs. a basket of EM - predominantly Asian –
currencies after it reached the stop-loss limit. We
maintain the long JPY position vs. the US Dollar due
to its safe heaven character in case of a more volatile
market environment. Scandinavian currencies like
Swedish and Norwegian Krona should benefit from
strengthening macroeconomic conditions. In
Australia, we have implemented a short AUD position
on the back of a weaker outlook for the real estate
sector.

Macro Hedging
We have put hedges in place on spread duration for
US High Yield bonds and closed option-based hedges
of US equites exposure via put options. We also
initiated a hedging strategy on EM bonds in August. In
addition, we maintain positions to mitigate equity
volatility and reduce downside risk from tail events in
Europe, the US, Japan and Emerging Markets. We
also keep volatility management strategies on US
High Yield bonds and EUR IG via CDX HY and Itraxx
Main index options, which should benefit from a pickup in spread volatility.

Security Selection
Generally, we seek to improve overall credit quality in
the portfolio by putting a higher emphasis on
Investment Grade vs. High Yield. In the current
environment, we prefer European issuers and
maintain a tilt to Subordinated Financials, which are
preferable for their carry and relatively attractive
valuations. We also maintain selective positions in the
crossover area (BBB to BB ratings) as it still offers
attractive risk-return characteristics. In terms of
equities, we are in favour of more defensive sectors
such as Healthcare, Energy and Telecom Services.
In September 2018, we sold options by a notional
amount of 2.9% of the net asset value where we have
gathered an additional yield of 5.5 bps. On a sectoral
base, we underwrote Energy driven by the increasing
oil price, Metals/Miners due to the previous drawdown
and a European car producer. Furthermore, we
overwrote EU Consumer Staples and US Utilities for
the September expiry.
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Outlook
The global economic expansion continues, but
momentum is weakening. We are seeing some
deceleration in certain emerging markets, whilst
political and geopolitical noise remains elevated
(trade disputes, elections). As a result, the fragility in
investor confidence can suddenly translate into a riskoff mode in some asset classes, as we have seen
recently in the EM space.
Yet that fear did not cause a “flight-to-quality” and
subsequent out-performance of DM assets. Instead,
the US ended up as the clear winner, thanks to a
combination of hope (earnings, productivity and capex
growth), fear (safe-haven status, repatriation of funds)
and momentum. Returns in Q3 clearly support this
pattern, as the US equity market continues to post
new highs while most other markets are either flat
(European equities and aggregate bond indexes) or
negative (EM). Against this backdrop, we remain
cautious on risk asset exposure and we focus on
themes that are backed by either strong economic
momentum or by compelling valuations.
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 for information purposes only, is not a
recommendation, financial analysis or advice, and does not
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.
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.

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 the 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 of the FSMA:
–
authorised firms under the FSMA and certain other
investment professionals falling within article 14 of the FSMA
(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.
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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
the 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, A
1040 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, 80 Raffles Place, UOB Plaza 1, #23-01, Singapore
048624This document contains information about certain sub
funds 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
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.
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.
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