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Introduction

We are on contrarian alert. The great Barton Biggs at Morgan Stanley wrote about his
plumber providing him with stock trading tips in 1999/2000 as a sign that the
speculative bubble was nearing its popping. Are we at a similar stage in the inflation
cycle? Inflation is certainly all the rage at dinner parties and in the popular news.

On our own model, US headline CPI will fall from its current 8.5% to 4.0% over the
next 12 months. What is more, while a few months ago the lowest estimate at Wall
Street was well below 2%, the forecast community is clearly not in denial anymore.

Inflation Is Set to Ease Somewhat Overthe Next 12 Months

Figure 1. One-Year Forward Inflation Projection (Headline CPI YoY) with Market Expectations
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Source: Bureauof Labor Statistics, Professor Shiller, Bloomberg and Man DNA team calculations. As of 28 April 2022.
We model 13 components of the US CPl basket. For ‘Food At Home’ we take a basket of agricultural and livestock futures
lagged by 12 months. For ‘Energy’ we use a basketof energy futures, with no lag and use the shape of the forwardcurve
to project. For ‘Shelter’ welag changes in US house prices by 18 months. For ‘Vehicles’ we use the Manheim Used Vehicle
Auction Pricesindex, lagged by 6 months. For all other categories we assumereversion to the last cycle mean.

Note: Future market and interest rate conditions, among other factors, may affect inflation, and are outside the control of
the firm. These future events may materially affect results. Investment decisions should not be made based upon these
projections.

Whilewe do expect This begs two questions: first, is the inflation problem on its way to being solved?

inflation to ease a bit And second, what would this mean for asset prices?

into year-end...in our On the first question, while we do expect inflation to ease a bit into year-end,
courtesy of the base effect, in our judgment the inflation problem is far from over.
There is a lack of commodities, labour and housing; Fed fund rates at 50 basis points
inflation problemis far are still well below neutral, widely estimated to be around 250bps, not to speak of
European Central Bank or Bank of Japan rates; and policy goals of climate change,
reducing inequality, rebuilding supply chains, tooling back up militarily, as well as the
financial repression required to address large debt burdens are all consistent with

judgement the

from over.
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One should brace for
wilder inflation swings
in both directions, in
this new nascent
regime, providing new
risks and
opportunities.

higherinflation. And we have not even mentioned the continued risk to supply chains
of China’s zero-covid policy, and the impact on commodity prices of the ongoing
Russia-Ukraine conflict.

History of Inflation

Figure 2 illustrates our best guess of where we are: not at the end of the inflation, but
around the middle or even the start.

Figure 2. US Headline CPI YoY, Overlaid With Inflation Regimes and Economic Recessions
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Source: Bureauof Labor Statistics; as of 28 April 2022.

Note: Inflation regimes defined according to The Best Strategies for Inflationary Times, and represent p eriods where the rate
of inflation moves up through 2%, then 5%, and peaks. The red rectangles at the bottom of the chart are periods wherethe
US economy was in recessionas defined by the National Bureau of Economic Research.

But still, one should brace for wilder inflation swings in both directions, in this new
nascent regime, providing new risks and opportunities. So, in response to popular
demand, using the extensive database and method used in our paper The Best
Strateqgies for Inflationary Times, we have looked into the second question: what
happens around major inflation peaks historically? As a reminder, our definition is
such that the inflation regime ends when the rate has at least halved from its peak.
See the paper for more detail about methodology and sources.

We have studied what happens around major inflation peaks (Figure 3).

Figure 3. US Headline CPI YoY, Overlaid with Inflation Regimes and Economic Recessions
P 20%

| We analysed Inflationary
performance around periods
eventual peaks
15%

reg % \
A ¥ \ 10%
5%
0%
¥
-5%
-10%
r - | . ! | . -15%
1920 1940 1960 1980 2000 2020
Inflation Regime NBER Recession e CPI YOY %

Source: Bureau of Labor Statistics; as of 28 April 2022.

Note: Inflation regimes defined according to The Best Strategies for Inflationary Times, and represent p eriods where the rate
of inflation moves up through 2%, then 5%, and peaks. The red rectangles at the bottom of the chart are periods where the
US economy was in recessionas defined by the National Bureau of Economic Research.

The Road Ahead | 2


https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3813202
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3813202

Figure 4 gives the answers. We show annualised real performance for the major asset
classes during inflations, in the last six months up to the eight historical major
inflation peaks, and in the subsequent six and 12 months after the inflation peak. We
observe the following based on the averages across these eight regimes:

1. Traditional assets such as equities and bonds sufferin inflations, and especially
so in the last six months up to the inflation peak, when there is some sort of
crescendo in the selloff, in part in anticipation of the recession that typically
causes inflation to peak. Conversely, commodities, equity Momentum L/S and
trend keep on doing well all the way up to the end of the inflationary regime;

2. The inflation peak itself coincides with a large turning point to the positive for
these same traditional assets of equities and bonds, while commodities and the
equity Momentum L/S style make the opposite move, flipping from doing well to
doing badly after inflation peaks;

3. Five major assets and/or strategies are relatively insensitive to inflation peaking.
Four of these keep on doing well before AND after the inflation peak, historically:
trend-following strategies, gold, TIPS and equity Quality long/short. And one
stops going down after inflation peaks, but without delivering positive realreturn,
on average: high yield.

Asset Performance During and After Inflations

Figure 4. Annualised Real Returns for Inflation Regimes (1926 to Present)
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Source: Equities arethe S&P 500 using Professor Shiller’s data. UST10 is from GFD. 60/40is the monthly rebalanced 60%
equity, 40% bonds portfolio. Commodities are proxied by an equal weight portfalio of all futures contracts as they appear
through history. From 1926 to 1946 this is based off work done by AQR. From 1946 we use returns from the Man AHL
database. Styles arethe Fama-French portfolios (Mom., Value (HML) and Size (SMB)), and AQR (QMJ) for Quality. TIPS
prior to 1997 based offa backcast by William Marshall at Goldman Sachs, otherwise Bloomberg. HY portfolio constructed
by the Man DNAteam, usingdata provided by Morgan Stanley; as of 28 April 2022.
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Conclusion

What to do with all this? In brief, also taking the signals from our monthly RADAR'
into account, in addition to the above, we judge that:

" We are not close to a bullish turning point for equities. Regardless of whether
inflation is peaking or not, central banks are tighteninginto a slowing economy
while our equity models are not telling us to buy;

® Bond markets may very well be close to a more interesting moment — rates have
moved higher, a lot of hawkish news isin the price, and a slowdown in nominal
growth is typically good for bonds, not bad;

" The case for Value over Growth in equity funds is not as strong as it has been, in
part because inflation, real growth and nominal bond yields may be rolling over
for a while.

All'in all, now that most people are used to the new normal of rising inflation,
Mr Market — so adept at making the biggest fool out of the largest number of people
as often as possible — may well be throwing a new curve ball soon.

Higher inflation = more volatility. We should all get used to it.

1. Please contact your relationship manager for more information.
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Important Information
This information is communicated and/or distributed by the relevant Man entity identified below (collectively the ‘Company’) subject to the following
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performance is not indicative of future results.
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(Europe) AG, which is authorised and regulated by the Liechtenstein Financial Market Authority (FMA). Man (Europe) AG is registered in the
Principality of Liechtenstein no. FL-0002.420.371-2. Man (Europe) AG is an associated participant in the investor compensation scheme, which is
operated by the Deposit Guarantee and Investor Compensation Foundation PCC (FL-0002.039.614-1) and corresponds with EU law. Further
information is available on the Foundation’s website under www.eas-liechtenstein.li. This material is of a promotional nature.

European Economic Area: Unless indicated otherwise this material is communicated in the European Economic Area by Man Asset Management

(Ireland) Limited (‘MAMIL’) which is registered in Ireland under company number 250493 and has its registered office at 70 Sir John Rogerson’s

Quay, Grand Canal Dock, Dublin 2, Ireland. MAMIL is authorised and regulated by the Central Bank of Ireland under number C22513.

Hong Kong SAR: To the extent this material is distributed in Hong Kong SAR, this material is communicated by Man Investments (Hong Kong)

Limited and has not been reviewed by the Securities and Futures Commission in Hong Kong. This material can only be communicated to

intermediaries, and professional clients who are within one of the professional investors exemptions contained in the Securities and Futures

Ordinance and must not be relied upon by any other person(s).

Japan: To the extent this material is distributed in Japan it is communicated by Man Group Japan Limited, Financial Instruments Business Operator,

Director of Kanto Local Finance Bureau (Financial instruments firms) No. 624 for the purpose of providing information on investment strategies,
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— For Clients (as such term is defined in the Swiss Financial Services Act): Man Investments (CH) AG, Huobstrasse 3, 8808 Pfaffikon SZ, Switzerland.
Man Investment (CH) AG is regulated by the Swiss Financial Market Supervisory Authority (‘FINMA’); and

— For Financial Service Providers (as defined in Art. 3 d. of FINSA, which are not Clients): Man Investments AG, Huobstrasse 3, 8808 Pfaffikon SZ,
Switzerland, which is regulated by FINMA.

United Kingdom: Unless indicated otherwise this material is communicated in the United Kingdom by Man Solutions Limited (‘MSL’) which is an

investment company as defined in section 833 of the Companies Act 2006. MSL is registered in England and Wales under number 3385362 and has

its registered office at Riverbank House, 2 Swan Lane, London, EC4R 3AD, United Kingdom. MSL is authorised and regulated by the UK Financial

Conduct Authority (the ‘FCA’) under number 185637.

United States: To the extent this material is distributed in the United States, it is communicated and distributed by Man Investments, Inc.

(‘Man Investments’). Man Investments is registered as a broker-dealer with the SEC and is a member of the Financial Industry Regulatory Authority

(“FINRA’). Man Investments is also a member of the Securities Investor Protection Corporation (‘SIPC’). Man Investments is a wholly owned

subsidiary of Man Group plc. The registration and memberships described above in no way imply a certain level of skill or expertise or that the SEC,

FINRA or the SIPC have endorsed Man Investments. Man Investments, 452 Fifth Avenue, 27th fl., New York, NY 10018.

This material is proprietary information and may not be reproduced or otherwise disseminated in whole or in part without prior written consent.

Any data services and information available from public sources used in the creation of this material are believed to be reliable. However accuracy is
not warranted or guaranteed. © Man 2022.
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