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Market Outlook - May 2022

Since the start of the year, global financial markets have been in tailspin. The year began with global markets rotating aggressively from
growth to value companies, as investors attempted to adjust to a higher interest rate environment. Selling pressure in interest rate and
fixed income markets has been unrelenting. We have also dealt with the Russian Ukraine war, food shortages, China lockdowns and

supply chain disruptions, among other issues.

Global markets and the news flow associated with them seem to be running at an ever-increasing rate. In fast moving environments like
these, we find it effective to expand the assessment timeframe, review new information and data at hand, and then ascertain how this

new information may impact our market outlook.

First let's start with an assessment of the notable events which have occurred since the start of the year.

n Russian war

Aside from the tragic loss of human life, the war in Ukraine has
numerous and far-reaching consequences for financial markets. The
major focus for us has been on grain, gas and oil markets. Due to the
severe sanctions placed on Russian resource exports, the already tight
global supply of these commodities has accelerated since the start of
the year.

This acceleration has driven the price of these commodities higher,
which will result in increased input costs for producers over the
upcoming months. In this situation, the producer can then either absorb
these costs (which reduces profit margins and their ability to grow)
or pass the additional cost onto the consumer which would increase
inflation and reduce affordability.

This event has and will impact both inflation and growth prospects

Communication from the Fed earlier this year continued with the
narrative that inflation was transitory, and that they expect it to pass as
supply chains eased. Since then, supply chains have tightened further,
and US inflation has accelerated. This has forced the Fed to pivot. They
now think inflation is a problem and have recognised they need to do
whatever it takes to get it under control.

Fed pivot

On numerous occasions, the Fed has mentioned that they need to level
outthe supply/demand equation. Since the Fed has limitedinfluence over
the supply side of the economy, they must target demand destruction
to achieve their goals. This ultimately means a reduction in asset prices
(property, equities, venture capital etc) is inevitable.

This event has and will impact growth prospects negatively and should
impact inflation positively.

negatively.



Market Outlook - May 2022 cont.

As a result of their zero COVID policy, cities across China continue to
be plunged into strict lockdowns as new COVID cases emerge. This
has weakened Chinese demand for metals, energy, agriculture, and
consumer products. These lockdowns will continue unless China pivots
away from their zero COVID policy. This is difficult as the COVID-19
vaccine presently in use across China has low efficacy and wears off
relatively quickly.

China lockdown

This event impacts growth prospects and has an inconclusive impact on
the inflation outlook.

Bonds have been selling off consistently since the start of the year. Sofar,
the Bloomberg Global-Aggregate Total Return Index is down -12.44%*.
The previous worst year was 1999, where the index declined by -5.17%.
This sell-off has meant coupon rates on these bonds have appreciated
swiftly. Not only are there implications for companies and their profit
levels, but investor positioning is also having to unwind years of bond
allocations due to this new environment. Although the move seen so far
is statistically significant, the lack of capitulation or acceleration tells
us it is far from over.

Bond sell-off

This event impacts the growth outlook negatively. «09/05/22

Outlook

In our view, the Fed has started to increase rates far too slowly. It has
meant that inflation has run out of control, and they are now in a pickle.
In the US, affordability is one of the largest political sticking points, and

with there being a mid-term election in November, they must show that
they are aggressively attempting to control inflation. Unfortunately, as
we have seen from other periods in time where inflation has run rampant
(1970's), raising interest rates is not a solution that has a short-term
impact on inflation.

It took the Fed two attempts to control inflation in the 1970’s. The
first time between 1973 and 1975 CPI rose from 4% to 12%, while the
Federal Funds rate rose from ~3% to ~13.5%. The second occasion was
between 1977 and 1980, where inflation rose from 6% to 14%. This time
the Fed was forced to raise rates from ~4% to ~20%.

Inflation only returned to below 6% approximately 10 years after they
first started to increase rates. On both occasions policy responses
caused recessions and significant volatility in financial markets, as
investors rapidly repriced growth outlooks.

Through the above assessment process, we can see that many of
these events have impacted both growth and inflation negatively. One
of our core themes for 2022 was ‘inflation’. We have now experienced
numerous extraneous events this year which will make inflation even
more difficult to control. Because of this, have adjusted our market
outlook for the next 12 months.

Previously, we were overweight equities, underweight fixed income,
overweight commodities, and neutral weight to currencies.

After these events, we have now pivoted to be underweight equities,

underweight fixed income, overweight commodities and have a neutral
weighting to currencies.

The rest of this document is our outlook in charts.



Historically a very challenging time

Both stocks and bonds have underperformed this year. Numerous factors such as the Russia Ukraine War, the Fed pivot, out of
control inflation, and supply chain issues have all contributed to this poor start.

S&P 500 Total Return vs U.S. 10-Year Treasury Bond Total Return 1928 - 2022
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Bond markets have had the worst start in over 20 years s

The Fed pivot has meant bond markets have gone through a period of poor performance as the US Federal Reserve attempts to
tackle inflation head on. Raising interest rates has been their first port of call.

U.S. 10-Year Treasury Futures Total Return Index 2000 - 2022
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Russia Ukraine War 6

The War in Ukraine has added pressure to an already tight supply chain for global commodities. Russia produces a signficant
amount of commodities consumed by the global market.

Unit Russia Production % of Global % of ex - China
Energy
Qil million barrels/day n M% 12%
Natural Gas Exports billion cubic metres 250 6% 6%
Thermal Coal Exports million tonnes 149 15% 19%
Base Metals
Copper kiloton 900 4% 7%
Aluminium kiloton 4000 6% 13%
Nickel kiloton 164 6% 8%
Zinc kiloton 200 2% 3%
Ferrous Metals
Steel million tonnes 70 4% 7%
Iron Ore million tonnes 150 6% 8%
Platinum Group Metals
Palladium thousand ounces 303 44% 44%
Flatinum thousand ounces 644 10% 10%
Agricultural
Wheat Exports million tonnes 32 18% -
Corn Exports million tonnes 4 2% -

Past performance is not a reliable indicator of future performance. All figures are calculated after fees and before any applicable tax.

E Frame Funds.



Russia Ukraine War cont.

The War has had a significant impact on the global energy complex. Europe was one of the largest buyers of Russian oil and
gas, and have now had to find supply elsewhere.

Energy Commodities

$120 $10
100
’ $8
$80
$6
$60
$4
$40
$2

$20 d

$0 $0
2019 2020 2021 2022
== Crude Oil Future (left axis)
Natural Gas Future (right axis)
= (5asocline Future (right axis)

o

Source: Refinitiv Datastream/Frame Funds
Past performance is not a reliable indicator of future performance. All figures are calculated after fees and before any applicable tax.

E Frame Funds.




US interest rates have a long way to go s

The Fed has only just started increasing interest rates. Considering the current rate of inflation, they still have a long way to go.
Currently, the market is pricing in interest rates at approximately 3% by the end of 2023.

US Policy Rate Pricing
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US personal savings reverting B

The US personal savings rate has started to revert to the mean, as the significant stimulus packages launched during the
COVID induced lockdowns wash out.

Personal Saving as a Percentage of Disposable Income
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Consumer credit increasing, consumer confidence declining 0

As US personal household savings decline, consumer credit has begun to increase. Expanding credit and household debt has
meant consumer confidence has started to roll over.

U.S. Consumer Credit: Month-On-Month Change Consumer Confidence Index
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Numerous job openings, not enough people to fill them 1

The current level of job openings has rarely been seen in history. With the national unemployment rate at record lows, the US
Federal Reserve needs to try and cool the corporate demand side of growth.

US Labour Market
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1970s provides a good insight 2

Although no two periods in financial markets are the same, the 1970s period of high inflation does provide an insight into how
long it took for the US Federal Reserve to control inflation. From start to finish, it took approximately 10 years for inflation to

drop back below 6%.
Inflation, Interest Rates and the S&P 500
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The current cycle may be only just beginning

As we saw in the 1970s, interest rate increases struggle to contain inflation in the short term. Only when demand destruction
occurs (reverse wealth effect), does inflation begin to subside.

Inflation, Interest Rates and the S&P 500
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Follow the money 14

The rule for the last decade has been to not fight the Fed. As the central bank embarks upon a tightening cycle that promises to
reduce liquidity and dampen financial conditions, it seems appropriate to remember - "Don't fight the Fed".

Money Supply and the S&P 500 Money Supply and the S&P 500
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Disclaimer

This information is prepared by Frame Funds Management Pty Ltd (ABN 51 608 862 442, CAR No. 123 9068) (Frame Funds, we or us) for general information purposes and must
not be construed as investment advice. These materials are not to be distributed and must not be copied, reproduced, published, disclosed or passed to any other person at any
time without the prior written consent of Frame Funds. Primary Securities Ltd (ABN 089 812 635, AFSL No. 224 107) (Primary) is the Trustee of, and issuer of units in the Frame
Long Short Australian Equity Fund & the Frame Futures Fund (Funds) and is the Responsible Manager and issuer of units in the Primary Investment Board - Class V - Frame Long
Short Australian Equity Fund.

This material does not constitute an offer or inducement to engage in an investment activity nor does it form part of any offer or invitation to purchase, sell or subscribe for in
interests in any type of investment product or service. This material does not take into account your investment objectives, financial situation or particular needs. You should read
and consider any relevant offer documentation applicable to any investment product or service and consider obtaining professional investment advice tailored to your specific
circumstances before making any investment decision. Any trademarks, logos, and service marks contained herein may be the registered and unregistered trademarks of their
respective owners. Nothing contained herein should be construed as granting by implication, or otherwise, any licence or right to use any trademark displayed without the written
permission of the owner. Statements contained in this material that are not historical facts are based on current expectations, estimates, projections, opinions and beliefs of
Frame Funds. Such statements involve known and unknown risks, uncertainties and other factors, and undue reliance should not be placed thereon. Additionally, this material may
contain “forward-looking statements”. Actual events or results or the actual performance of a Frame Funds financial product or service may differ materially from those reflected
or contemplated in such forward-looking statements. Certain economic, market or company information contained herein has been obtained from published sources prepared
by third parties. While such sources are believed to be reliable, neither Frame Funds or any of its respective officers or employees assumes any responsibility for the accuracy or
completeness of such information.

No person, including Frame Funds, has any responsibility to update any of the information provided in this material. The information in this document is current as at the date
specified and is subject to change.

© 2020 Frame Funds Management Pty Ltd. All Rights Reserved.

Contact

Frame Funds Management Pty Ltd

Ph: +61 2 8668 4877
Email: investors@framefunds.com.au
Address: S25, L6, 58 Pitt Street
Sydney, NSW, 2000
Website: www.framefunds.com.au
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