/)
Quick Take: Inflation—Scary Headlines, Rational Markets -’i"fi-’&

June 2021

View from the Bond Market: Rising Inflation but Minimal Risk of a Breakout

* While U.S. Treasuries are pricing in the highest inflation expectations since the
GFC, markets have priced in confidence that central banks will maintain control.

* Ten-year inflation breakevens are below 2 and 5-year (top chart), consistent with
the Fed’s stated willingness to let inflation pulse higher to broaden employment.

View from Commodities: A Nuanced Outlook

* The gold market is keenly watching the Fed’s reaction function. Although U.S. real
yields resumed a downward trend last year, with the 5-year nearing -2%, gold only
rallied at the end of March as nominal yields stabilized and the Fed indicated that it
will keep rates low despite the improving economy—no hikes likely before 2023.

* Industrial metals are reflecting the specific nature of this reflationary cycle—
Developed Markets leading as opposed to China. Copper prices in Shanghai, for
example, have underperformed prices on the LME (bottom chart). The relative
weakness in Shanghai reflects the Chinese government’s hawkish moves—
tightening credit, removal of stimulus, and tamping down speculation—and
highlights the importance of regional factors driving commodities prices.

* In oil, the physical market is currently tight but also aware of significant spare
capacity from multiple sources that can be brought online quickly to help offset
rising demand. OPEC has been in the process of gradually bringing production
back online, thus preventing the existing deficit from widening excessively.

On Balance: A Rational Market Response

* While inflation expectations have climbed, fixed income and commodities markets
are pricing in largely rising but controlled inflation with some headwinds against
sweeping increases in input prices.

¢ Given current information, the market’s response seems reasonable from the
perspective of a dispassionate, systematic investor. We would caution investors to
avoid reflexive and reductive inflation trades that dismiss information that we see
markets efficiently pricing.
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Inflation Breakevens: U.S. Treasuries

+4%, - The Treasury market is pricing in the highest inflation
since the GFC. Ten-year breakevens are below 2 and 5,

suggesting a view that the Fed won't lose control.
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Source: Bloomberg. For illustrative purposes only.

Copper “Arbitrage” Pricing: Shanghai vs. LME (USD/metric tonne, 30d MA)

$300 - Recently, copper has underperformed in
Shanghai relative to London, owing in part to the
Chinese government’s relatively hawkish stance,
which is dampening domestic demand.
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The “arbitrage” calculation reflects the approximate cost of buying copper in London and shipping it to China, reflecting VAT,
currency, and tariff effects. Please see https://www.Ime.com/Education-and-events/Online-resources/LME-insight/L ME-SHFE-

Cross-Market-Arbitrage for additional information. Source: Acadian. For illustrative purposes only. Past results are not
indicative of future results. Investors have the opportunity for losses as well as profits.


https://www.lme.com/Education-and-events/Online-resources/LME-insight/LME-SHFE-Cross-Market-Arbitrage

LEGAL DISCLAIMER

Acadian provides this material as a general overview of the firm, our processes and our investment capabilities. It has been provided for informational purposes only. It does not constitute or form part of any offer to
issue or sell, or any solicitation of any offer to subscribe or to purchase, shares, units or other interests in investments that may be referred to herein and must not be construed as investment or financial product
advice. Acadian has not considered any reader's financial situation, objective or needs in providing the relevant information.

The value of investments may fall as well as rise and you may not get back your original investment. Past performance is not necessarily a guide to future performance or returns. Acadian has taken all reasonable
care to ensure that the information contained in this material is accurate at the time of its distribution, no representation or warranty, express or implied, is made as to the accuracy, reliability or completeness of such
information.

This material contains privileged and confidential information and is intended only for the recipient/s. Any distribution, reproduction or other use of this presentation by recipients is strictly prohibited. If you are not the
intended recipient and this presentation has been sent or passed on to you in error, please contact us immediately. Confidentiality and privilege are not lost by this presentation having been sent or passed on to you in
error.

Acadian’s quantitative investment process is supported by extensive proprietary computer code. Acadian’s researchers, software developers, and IT teams follow a structured design, development, testing, change
control, and review processes during the development of its systems and the implementation within our investment process. These controls and their effectiveness are subject to regular internal reviews, at least
annual independent review by our SOC1 auditor. However, despite these extensive controls it is possible that errors may occur in coding and within the investment process, as is the case with any complex software or
data-driven model, and no guarantee or warranty can be provided that any quantitative investment model is completely free of errors. Any such errors could have a negative impact on investment results. We have in
place control systems and processes which are intended to identify in a timely manner any such errors which would have a material impact on the investment process.

Acadian Asset Management LLC has wholly owned affiliates located in London, Singapore, Sydney, and Tokyo. Pursuant to the terms of service level agreements with each affiliate, employees of Acadian Asset
Management LLC may provide certain services on behalf of each affiliate and employees of each affiliate may provide certain administrative services, including marketing and client service, on behalf of Acadian Asset
Management LLC.

Acadian Asset Management LLC is registered as an investment adviser with the U.S. Securities and Exchange Commission. Registration of an investment adviser does not imply any level of skill or training.
Acadian Asset Management (Singapore) Pte Ltd, (Registration Number: 199902125D) is licensed by the Monetary Authority of Singapore.

Acadian Asset Management (Australia) Limited (ABN 41 114 200 127) is the holder of Australian financial services license number 291872 ("AFSL"). Under the terms of its AFSL, Acadian Asset Management
(Australia) Limited is limited to providing the financial services under its license to wholesale clients only. This marketing material is not to be provided to retail clients.

Acadian Asset Management (UK) Limited is authorized and regulated by the Financial Conduct Authority ('the FCA') and is a limited liability company incorporated in England and Wales with company number
05644066. Acadian Asset Management (UK) Limited will only make this material available to Professional Clients and Eligible Counterparties as defined by the FCA under the Markets in Financial Instruments
Directive.
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