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Executive summary

e Inflation shocks can impact the
performance in various ways.

o With history as a guide, we
expect the value factor to
outperform the quality factor in
the short- to medium-term.

e Value stocks tend to have shorter
duration profiles, or less
sensitivity to changes in interest
rates, than quality stocks.

e  Still, factor diversification, rather
than reliance on a single factor,
remains critical.

Equity factors such as value, momentum, and quality
are widely used by investors seeking repeatable
sources of return. Over long horizons, these factors
have demonstrated robustness across sectors,
market capitalizations, and geographies. However,
long-term averages can obscure meaningful regime-
dependent behavior, particularly during periods of
elevated and rising inflation.

As John Maynard Keynes famously observed, “In the
long run we are all dead.” For investors concerned
with portfolio positioning through inflation shocks,
the short- and medium-term behavior of equity
factors matters.

Lessons from the inflationary
1970s

The 1970s provide a useful historical reference point. This period was
characterized by persistent inflation, rising interest rates, supply shocks, and
weak economic growth. Equity market leadership shifted meaningfully during
this regime.

As shown in Exhibit 1, value-oriented equities and real assets performed
relatively well, while long-duration assets—including long-dated government
bonds and quality equities—which are more sensitive to changes in interest
rates, experienced significant drawdowns.
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Exhibit 1: Factor and asset class returns versus U.S. equities 1971 to 1981
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Source: SEI QiM. March 1, 1971, to September30, 1981 period coincides with the bottom-to-peak move in US 10-year Treasury Yields. Value Equities:
Top 30% ranked U.S. equities by book-to-market, from Kenneth R. French Data Library. Momentum Equities: Top 30% ranked 12-1 Price Momentum,
from Kenneth R. French Data Library. Commodities: S&P GSCI Index, from Standard & Poor's. Cash: 3-month U.S. Treasury bill returns from Ibbotson
and Associates Inc. 10y+ Treasuries as measured by the Bloomberg U.S. Treasury: Long Index. Quality Equities: Top 30% ranked U.S. equities by
quality as defined in Asness, Frazzini and Pedersen (2014), “Quality Minus Junk"

Duration sensitivity and valuation effects

At a high level, the relative performance of value and quality during inflationary episodes can be understood through
duration (sensitivity to movements in interest rates).

e Value stocks, typically characterized by lower valuation multiples, embed a shorter duration of cash flows. Their
present value is therefore less sensitive to changes in discount rates.

e Quality stocks, often trading at higher multiples, derive a larger share of their valuation from cash flows expected
further into the future. Rising inflation and interest rates increase discount rates, disproportionately compressing
these valuations.

Inflation and corporate fundamentals

Beyond valuation mechanics, inflation also affects companies through the income statement.

Quality businesses—defined broadly as firms with high and stable profitability— often rely on durable competitive
advantages, or “economic moats.” These may stem from brand strength, network effects, scale, or regulatory barriers. While
such advantages can be long-lasting, they are rarely permanent.

During inflationary periods, these businesses can face a double headwind:
e Input costs rise—pressuring margins.
e Consumers face real income erosion—Ilimiting pricing power.

The result is often a combination of margin compression and valuation derating, reinforcing the negative impact on the
quality-style returns during inflation shocks.
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Is this time different?

Each inflationary episode is shaped by its own catalysts. Nevertheless, history suggests that when inflation and interest rates
rise, factor leadership can shift in predictable ways.

Across inflationary regimes, assets and styles with shorter duration characteristics—including value equities and real
assets—have tended to fare better than long-duration growth and quality exposures.

Exhibit 1: Year-over-year (YoY) U.S. inflation rate comparison, 1966 to 1982 versus 2013 to 2026
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Notable periods:

12/76 - OPEC announces price increases

02/79 - Iranian Revolution

05/81 - Fed hikes 100 basis points (1%) to a record 14%

Source: SEI QiM; data from FRED. Conceptual framing is inspired by work discussed by Niall Ferguson, Hoover Institution.

Portfolio implications

For equity investors navigating inflation uncertainty, the key takeaway is not to abandon quality entirely, but to recognize
regime sensitivity:

e Valuation discipline matters more when discount rates are rising.
e Exposure to shorter-duration cash flows can improve portfolio resilience.
e Factor diversification, rather than reliance on a single style, remains critical.

Inflation regimes challenge long-held assumptions. Understanding how factor returns behave under these conditions can
help investors position portfolios more deliberately without relying on the hope that the long run arrives quickly.
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Glossary and index definitions

For financial term and index definitions, please see: https://www.seic.com/ent/imu-communications-financial-glossary

Important information

Index returns are for illustrative purposes only and do not represent
actual investment performance. Index performance returns do not
reflect any management fees, transaction costs or expenses.
Indexes are unmanaged, and one cannot invest directly in an index.
Past performance does not guarantee future results. Diversification
may not protect against market risk.

This material represents an assessment of the market environment
at a specific point in time and is not intended to be a forecast of
future events or a guarantee of future results. All information as of
the date indicated. There are risks involved with investing, including
possible loss of principal. This information should not be relied upon
by the reader as research or investment advice, (unless you have
otherwise separately entered into a written agreement with SE| for
the provision of investment advice) nor should it be construed as a
recommendation to purchase or sell a security. The reader should
consult with their financial professional for more information.

Statements that are not factual in nature, including opinions,
projections and estimates, assume certain economic conditions and
industry developments and constitute only current opinions that are
subject to change without notice. Nothing herein is intended to be a
forecast of future events, or a guarantee of future results.

Certain economic and market information contained herein has
been obtained from published sources prepared by other parties,
which in certain cases have not been updated through the date
hereof. While such sources are believed to be reliable, neither SEI
nor its affiliates assumes any responsibility for the accuracy or
completeness of such information and such information has not
been independently verified by SEI.

The information contained herein is for general and educational
information purposes only and is not intended to constitute legal,
tax, accounting, securities, research or investment advice regarding
the strategies or any security in particular, nor an opinion regarding
the appropriateness of any investment. You should not act or rely
on the information contained herein without obtaining specific legal,
tax, accounting and investment advice from an investment
professional.

The views contained herein are not to be taken as advice or a
recommendation to buy or sell any investment in any jurisdiction.
Our outlook contains forward-looking statements that are
judgments based upon our current assumptions, beliefs, and
expectations. If any of the factors underlying our current
assumptions, beliefs or expectations change, our statements as to
potential future events or outcomes may be incorrect. We
undertake no obligation to update our forward-looking statements.

Information in the U.S. is provided by SEI Investments Management
Corporation (SIMC), a wholly owned subsidiary of SEl Investments
Company (SEI).
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Information in Canada is provided by SEI Investments Canada
Company, a wholly owned subsidiary of SEl Investments Company
(SEIl), and the Manager of the SEIl Funds in Canada.

Information issued in the UK by SEI Investments (Europe) Limited,
1st Floor, Alphabeta, 14-18 Finsbury Square, London EC2A 1BR
which is authorised and regulated by the Financial Conduct
Authority. Investments in SEl Funds are generally medium- to long-
term investments.

This document has not been registered by the Registrar of
Companies in Hong Kong. In addition, this document may not be
issued or possessed for the purposes of issue, whether in Hong
Kong or elsewhere, and the Shares may not be disposed of to any
person unless such person is outside Hong Kong, such person is a
“professional investor” as defined in the Ordinance and any rules
made under the Ordinance or as otherwise may be permitted by the
Ordinance.

The contents of this document have not been reviewed by any
regulatory authority in Hong Kong. You are advised to exercise
caution in relation to the offer. If you are in any doubt about any of
the contents of this document, you should obtain independent
professional advice.

This information is made available in Latin America, the Middle East,
the Nordics, and Australia FOR PROFESSIONAL (non-retail) USE
ONLY by SIEL.

Any questions you may have in relation to its contents should solely
be directed to your Distributor. If you do not know who your
Distributor is, then you cannot rely on any part of this document in
any respect whatsoever.

Issued in South Africa by SEI Investment (South Africa) (Pty) Limited
FSP No. 13186 which is a financial services provider authorised and
regulated by the Financial Sector Conduct Authority (FSCA).
Registered office: 3 Melrose Boulevard, 1st Floor, Melrose Arch
2196, Johannesburg, South Africa.

SIEL is not licensed under Israel’s Regulation of Investment
Advising, Investment Marketing and Portfolio Management Law,
5755-1995 (the “Advice Law”) and does not carry insurance
pursuant to the Advice Law. No action has been or will be taken in
Israel that would permit a public offering or distribution of the SEI
Funds mentioned in this email to the public in Israel. This document
and any of the SElI Funds mentioned herein have not been approved
by the Israeli Securities Authority (the “ISA”).
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