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• Investors can aim to create income while maintaining the potential for capital 
appreciation through a “buy-write” strategy, an options program that is the equivalent of 
buying an index or stock (long position) while simultaneously selling a call option on that 
index or stock. 

• Morningstar created the “derivative income” category for these types of strategies, and 
the popular category attracted $22 billion in new inflows during 20231. 

• Amundi US’s process is differentiated by a focus on single stock options, which can 
potentially deliver additional incremental yield and more consistent income than an 
index-based approach.  

As markets have evolved, investors have used a variety of instruments to meet a diverse range of 
investment objectives. Quantitative easing severely and artificially compressed interest rates caused 
income to become particularly scarce, resulting in a flourishing “structured products” market focused on 
meeting the income challenge. Structured notes evolved to combine the characteristics of a variety of 
instruments, which can include equity, credit, currencies, interest rates, and commodities, into a security 
with a specific return and yield profile. 

One of the more popular methods for creating potential income while maintaining the potential for capital 
appreciation is the structuring of a “buy-write” equity-linked note (ELN). This is a bullish options program 
equivalent to buying an index or stock (long position) while simultaneously selling a call option on that 
same index or stock. The selling of an “out of the money” covered call option allows the seller to collect a 
premium wrapped into a bond-like security with a monthly coupon.  Repayment of principal occurs at the 
agreed maturity date +/- the underlying stock performance. 

According to Morningstar, these types of funds have become increasingly attractive, and in 2021, 
Morningstar created the Derivative Income category for these types of strategies. Their popularity has 
continued, with the category attracting approximately $22 billion in new inflows during 2023¹. 

Potential Income opportunity: There is no (passive) free lunch 

Over the last two years, market conditions have changed in a variety of ways, including interest rate 
levels, inflation, equity valuations and credit spreads. An additional market phenomenon includes the 
extraordinary level of concentration in equity market performance. Strong earnings growth and 
speculation on technology-related stocks has led to the substantial narrowing in market breadth and 
changes to the composition of major benchmark indices such as the S&P 500.  

As Exhibit 1 demonstrates, the five stocks that make up almost 30% of the market have overwhelmed the 
performance of the remainder of the index. This has led to a steady but significant reduction in market 
volatility (shown by the VIX Index) at the index level, which has typically led to lower yields on indexed 
structured products.  

 

 

1 Source: Bloomberg, Aug 31, 2024. 
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Exhibit 1: Volatility vs index concentration 

 

Source: Bloomberg, Aug 30, 2024. Volatility as depicted by Chicago Board Options Exchange's CBOE Volatility Index 
(VIX). Index concentration is represented by the five stocks referenced in paragraph above, depicted by S&P 500 
Equal Weight Index (SPW). See Terms & Indices section for more information.  

This trend has important implications for derivative income portfolios that utilize an index-based strategy. 
As Exhibit 2 demonstrates, as volatility dropped historically, so did yield.  

Exhibit 2: Lower volatility typically leads to lower yield 

 

Source: Bloomberg, Aug 30, 2024. Volatility as depicted by Chicago Board Options Exchange's CBOE Volatility Index 
(VIX). Yield depicted by JPMorgan Equity Premium Income ETF (JEPI). See Terms & Indices section for more 
information. 

To compensate for the compressed index-level volatility and lower yield generation, many investment 
firms compensate by using leverage within their note structures. This forces them to keep note terms 
short and strike prices tight to spot rates in an effort to maximize premium. It effectively ensures that 
portfolios’ net asset value (NAV) depletes in pursuit of yield. 

Challenges of an index-based approach 

While this approach is popular, an index-based approach presents challenges, including: 

• Compressed index-level volatility 

• Decrease in yield generation 

• Use of leverage 

• Notes structures with shorter terms and strike prices tighter to spot 

• Degradation of NAV 

In contrast, a stock-specific strategy enables the portfolio to avoid the use of leverage, lengthen the term 
(which can result in enhanced tax efficiency), and set strike prices far enough above the prevailing spot 
rate that the portfolio has room to generate a desirable level of potential capital appreciation. 
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Derivative income 
strategies can use 
options to pursue 
income while 
maintaining 
significant 
exposure to equity 
market risk.  
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Single-stock equity-linked notes 

To avoid some of these challenges, we employ a process differentiated by its focus on writing single stock 
equity-linked notes. We believe these can potentially deliver higher incremental yields than an index-
based approach. In our view, the focus on idiosyncratic opportunities helps lower the risk of a reduction 
in overall market volatility, which has been exacerbated by the large amount of call options on equity 
indices. Therefore, the process can seek consistent income generation despite prevailing market 
conditions.  

In addition, through our process implementation and the mechanics of selecting the underlying securities, 
we aim to produce an enhanced total return profile, as a large proportion of this return may come in the 
form of committed income. After careful study of the category composition and the evolution of buy-write 
strategies over the past five years in response to changing market conditions, we believe our structure is 
uniquely positioned to pursue strong returns for the long-term investor. 

Exhibit 3: Performance of the Equity-Linked Note (ELN) Carveout* as of August 31, 2024 

 ELN Carveout 
Return (Gross)* 

ELN Carveout 

Return (Net)* 
ELN Carveout 

Yield (Net)* 
S&P 500 Index 

(SPX) 

Russell 1000 
Value Index 

(RLV) 

1 Year 14.47% 13.67% 15.07% 27.12% 21.12% 

3 Year 10.45% 9.68% 14.94% 9.36% 7.22% 

5 Year 11.85% 11.07% 14.17% 15.88% 11.12% 

Since Inception 
(Dec. 31, 2016) 

10.81% 10.04% 12.82% 14.80% 9.53% 

*The Equity-Linked Note Carveout is a subset of the equity-linked note assets from the representative account within  
Amundi US’s Multi-Asset Income composite. The performance inception of ELN Carveout is 12/31/16. Please see the 
GIPS Report for more information. The performance results of the total portfolio from which the ELN carveout has been 
extracted is available upon request.  
 
Gross of fee returns are presented before management and custodial fees, but after all transaction costs. Net of fee 
returns are net of model fees and calculated in the same manner as gross of fee returns using the Time Weighted 
Rate of Return method. On July 3, 2017, Amundi Asset Management acquired Pioneer Investments (the “prior firm”, 
now Amundi US). Performance prior to July 3, 2017 occurred while members of the portfolio management team were 
affiliated with the prior firm. Such members of the portfolio management team were responsible for investment 
decisions at the prior firm and the decision-making process has remained intact.  
Source: Amundi US. See Terms & Indices section for more information. Past performance is no guarantee of future 
results. 
 

Selecting the underlying security is an important part of our process. We create equity-linked notes based 
on the stocks of individual companies with strong fundamentals including free cashflow generation, the 
reasonable valuation of any growth elements, and a volatility level that can potentially enhance total return 
in a buy-write structure.  

By writing on individual companies, we seek to generate yield from individual stocks that may not have a 
dividend, and therefore would not otherwise be bought for income. We may also select stocks with higher 
levels of volatility to provide enhanced potential yield. We aim to mitigate their greater unpredictability 
through diversification2 across multiple individual underliers. 

As shown in Exhibit 4, which compares our ELN composite with the S&P 500 and Russell 1000 Value 
Index, this approach has historically generated an attractive total return solidly anchored by the income 
generated. By pairing the attractive equity return profile with a high level of income, an investor’s total 
return was smoothed over time.  

 

2 Diversification does not assure a profit or protect against loss. 
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Exhibit 4: Equity-Linked Note (ELN) Carveout* growth over time 

 

*The Equity-Linked Note Carveout is a subset of the equity-linked note assets from the representative account within  
Amundi US’s Multi-Asset Income composite. The performance inception of ELN Carveout is 12/31/16. Please see the 
GIPS Report for more information. The performance results of the total portfolio from which the ELN carveout has been 
extracted is available upon request.  
 
Gross of fee returns are presented before management and custodial fees, but after all transaction costs. Net of fee 
returns are net of model fees and calculated in the same manner as gross of fee returns using the Time Weighted 
Rate of Return method. On July 3, 2017, Amundi Asset Management acquired Pioneer Investments (the “prior firm”, 
now Amundi US). Performance prior to July 3, 2017 occurred while members of the portfolio management team were 
affiliated with the prior firm. Such members of the portfolio management team were responsible for investment 
decisions at the prior firm and the decision-making process has remained intact.  
Source: Amundi US, and Bloomberg as of August 31, 2024. Last data point August 31, 2024. Past performance is 
no guarantee of future results. 
 

Examples of equity-linked notes 

As shown in Exhibit 5, investors participate in the first 10% of equity return upside from the security. 
Additionally, they receive a premium from the sale of the call option, which we believe smooths the 
volatility typically associated with equity ownership, provides a steady return stream, and supplies some 
insulation against drawdowns.  
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Exhibit 5: Example of equity-linked note with 110% equity cap 

 

Source: Amundi, Bloomberg, Aug 31, 2024. For illustrative purposes only. Securities listed are not meant to represent 
any current or future holding of an Amundi US portfolio, and should not be considered recommendations to buy or sell 
any security. 

Exhibit 6 demonstrates an equity-linked note based on an underlying security in the tech sector. Again, 
the addition of income from the sale of the call option smoothed out the volatility of the investment while 
providing some exposure to upside from the equity.  

Exhibit 6: Additional example of equity-linked note with 110% equity cap  

 

Source: Amundi, Bloomberg, Aug 31, 2024. For illustrative purposes only. Securities listed are not meant to represent 
any current or future holding of an Amundi US portfolio, and should not be considered recommendations to buy or sell 
any security. 

Conclusion 

Due to their unique combination of providing equity upside potential while also supplying income, 
derivative income strategies such as equity-linked notes have become popular vehicles for investors.  
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Index and Term Definitions 

▪ Call option: Gives an investor the right, but not the requirement, to purchase a stock at a specific price (known as the strike price) by a 
specific date, at the option's expiration.  

▪ Covered call: An investment strategy in which an investor holds a long stock position and sells call options on that same stock with the 
aim of generating income. 

▪ Chicago Board Options Exchange's Volatility Index (VIX Index): The Chicago Board Options Exchange's CBOE Volatility Index (often 
referred to as the VIX), a popular measure of the stock market's expectation of volatility based on S&P 500 index options. 

▪ Derivatives: Financial contracts that derive their value from an underlying asset, index, or security. They can be used to manage risk, 
speculate, and obtain leverage. 

▪ Derivative income: The premium collected by investors when they sell options. 

▪ Equity-linked note: A type of debt instrument structured to pay out based on the performance of an underlying equity investment. ELNs 
are different from traditional bonds because they do not offer a fixed interest rate; instead, the returns are tied to the performance of the 
underlying equity, which can be a single stock, a collection of stocks, or an equity index. 

▪ JPMorgan Equity Premium Income Index (JEPI): Tracks returns associated with the S&P 500 Index. 

▪ Net Asset Value (NAV): The value of an investment fund, determined by subtracting its liabilities from its assets. 

▪ Stock/equity option: A contract which gives the buyer (the owner or holder of the option) the right, but not the obligation, to buy or sell an 
underlying asset or instrument at a specified strike price prior to or on a specified date. 

 

 

 

 

 

Important information 

Amundi US is the US business of Amundi Asset Management group of companies. Investment advisory services are offered through Amundi Asset 
Management US, Inc. Not all Amundi products and services are available in all jurisdictions. The Amundi Asset Management logo used in this 
document only refers to a brand owned by Amundi and not to any service or product offered or manufactured by Amundi Asset Management SAS, 
headquartered in Paris. 

The views expressed are those of Amundi US, are current through the date indicated on the material, and are subject to change at any time based 
on market or other conditions. Amundi US disclaims any responsibility to update such views. These views may not be relied upon as investment 
advice and, because investment decisions for Amundi US strategies are based on many factors, may not be relied upon as an indication of trading 
intent on behalf of any Amundi US strategy or portfolio. Future results may differ significantly from those stated. 

The services and any securities described in this document 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. Where unregistered, they may not be sold or offered 
except in the circumstances permitted by law. Amundi US is not making any representation nor does this document constitute a representation 
with respect to (i) the eligibility of any recipients of this document to acquire any securities or any services described herein in any jurisdiction or 
(ii) the eligibility of any recipients of this document to receive this document in any jurisdiction. If you are in doubt about the content of this document 
or your eligibility, you should obtain independent professional advice. 

Each portfolio is actively managed. Sector allocations will vary over other periods and do not reflect a commitment to an investment policy or 
sector. Holdings are subject to change due to active management. This should not be construed as a recommendation to buy or sell the securities 
listed. 

Performance shown is past performance, which is no guarantee of future results. Current performance may be lower or higher than the 
performance data quoted. 

This document and any subsequent information (whether written or verbal) provided by Amundi US are private and confidential and are 
for the sole use of the recipient. Such documentation and information is not to be distributed to the public or to other third parties and 
the use of the documentation and/or information provided by anyone other than the recipient is not authorized. The recipient will notify 
Amundi US immediately upon the discovery of any unauthorized use or redistribution of the materials contained in this submission or 
information subsequently provided in connection with this submission. 

For Institutional Use Only. Not for Use with the Public. 

RO# 3904020 
33975-00-1024 
©2024 Amundi Asset Management US, Inc. 
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