It’s no secret that inflation has been running hot. Central banks around
the globe began hiking interest rates in an effort to bring it down. Even
though most measures have shown that inflation is cooling, SEI believes
expectations for future inflation may still be too low.

Simply put, much of the recently lower inflation can be attributed to falling commodity prices. In our view, the trend in

commodities seems ready to reverse higher, and higher commodity prices feed into costs and can contribute to inflation
staying higher for longer.

Consumer prices jumped in 2008 ahead of the Great Financial Crisis (GFC), and then swung lower as the crisis took hold.
Inflation trends reverted following the GFC and consumers enjoyed a relatively stable decade of modest inflation until
COVID-19 shook the world. Following a brief but sharp decline, inflation as measured by the U.S. Consumer Price Index
(CPI) soared to over 9% for the year ended June 2022. Inflation has notably cooled since then, and much of that can be
attributed to falling energy prices. As shown in Exhibit 1, inflation for the all items CPI—which includes more volatile
food and energy costs—is significantly less than the all items less food and energy CPI.

Exhibit 1: U.S. consumer inflation
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Source: U.S. Bureau of Labor Statistics, June 2023.



Looking at the trends in CPI, investors may believe that the inflation fight is nearing its end. Indeed many investors
expect central banks to end their rate hiking cycles over the next few months or quarters, and then even cut rates at
some point next year. As much as we would enjoy inflation receding to around 2%, we do not share that same optimistic
view and see numerous reasons why inflation will potentially be higher for longer.

Lack of investment

Commodity prices suffered a precipitous drop from their highs following the GFC and then spent roughly another decade
in a downward trend. This discouraged investment in more traditional mining, exploration, and refineries. In the early
2010s, hydraulic fracturing—commonly called fracking—brought significant additional crude oil supplies to market and
hampered oil prices. At the start of the fracking boom most frackers pumped as much oil as they could in an effort to
gain market share, however this was short lived. Starting around 2015, frackers have shown significantly more discipline
in their operations and have generally chosen to prioritize the return of cash to investors in the form or dividends and
stock buybacks. The decline in capital investment in energy and metals has led to a reduction in capacity—a situation
exacerbated by the disruptions caused by COVID-19.

Exhibit 2: Commodity prices
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Transition away from fossil fuels

Longer term, the transition away from fossil fuels should continue to put some downward pressure on oil prices, but the
effects of this transition will not be felt evenly across the commodity complex. For example, part of the transition is
greater adoption of electric vehicles (EVs). As demand for EVs surges, so does demand for metals—copper, lithium,
manganese, and cobalt for example—that are required for battery production, but supply may well be constrained by the
lack of investment. It can take a decade plus to bring a copper mine on-line from the time a deposit is discovered.
Further, environmental obstacles can add additional years to the developmental timeline. Overall, we believe this points
to higher commodity prices.



Business environment

Energy producers, meanwhile, face an increasingly unfriendly business environment as governments seek to accelerate
the transition away from fossil fuels. Higher-cost producers have no incentive to explore for new oil and gas deposits or
build pipelines and refineries if they are not guaranteed a source of adequate demand for the next 20 or 30 years. This
could lead to periodic price spikes, as we saw in 2022, in the event of a supply disruption whether it be a war, a major
fire at a refinery or just a bad hurricane in the Gulf.

Geopolitics

Geopolitics are seemingly constantly in play when pricing commodities. Historically, turmoil in the Middle East always
roiled oil markets, but today the geopolitical concerns are even greater as globalization has not only increased demand
for commodities, but inserted many more choke points in the supply chain. China has threatened to cut off exports of
rare-earth metals to the U.S. and other countries. Indonesia has banned the export of raw nickel since December 2020,
requiring foreign buyers to set up smelters within the country. Peruvian copper mines are subject to attacks by
indigenous protestors. Of course these are all additional concerns to ongoing war in Ukraine.

Climate changes

It’s not just energy and metals either. Even agricultural commodities face the possibility of more structural disruption
owing to climate change with the increased frequency of droughts and high temperatures in major growing areas like the
U.S. Midwest. Note that an El Nino weather pattern is developing in off the coast of Latin America which has historically
led to generally higher global temperatures. Depending upon its severity it could have a major impact on Argentinian
wheat along with Brazilian soybeans and coffee production. In the meantime, Ukraine again faces a blockade of its wheat
exports owing to the war.

Our view

We have a high degree of conviction in our view for rising commodity prices and find this view incongruent with the
seemingly broadly held view by investors that inflation will quickly return to its benign pre-COVID-19 levels. The bottom
line is, higher commodity prices feed into costs and contribute to inflation staying higher for longer.

For investors in our Dynamic Asset Allocation funds or fully tactical strategies, this view has been implemented with
tactical positions in commodities.

Index definitions

The Bloomberg Commodity Total Return Index comprises futures contracts and tracks the performance of a fully
collateralized investment in the index. This combines the returns of the index with the returns on cash collateral
invested in 13-week (three-month) U.S. Treasury bills.

Consumer-price indexes measure changes in the price level of a weighted-average market basket of consumer goods and
services purchased by households. A consumer price index is a statistical estimate constructed using the prices of a
sample of representative items whose prices are collected periodically.



Important information

Diversification may not protect against market risk. There is no assurance the goals of the strategies discussed will be
met.

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. Positioning and holdings are subject to change. 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. 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 SEI 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.

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.

There are risks involved with investing, including loss of principal. The value of an investment and any income from it can
go down as well as up. Investors may get back less than the original amount invested. Returns may increase or decrease
as a result of currency fluctuations. Past performance is not a reliable indicator of future results. Investment may not be
suitable for everyone. Diversification may not protect against market risk.

This material is not directed to any persons where (by reason of that person’s nationality, residence or otherwise) the
publication or availability of this material is prohibited. Persons in respect of whom such prohibitions apply must not rely
on this information in any respect whatsoever.

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. This information should not be construed as a
recommendation to purchase or sell a security, derivative or futures contract. You should not act or rely on the
information contained herein without obtaining specific legal, tax, accounting and investment advice from an investment
professional.

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

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 SEI Funds are generally
medium- to long-term investments.

SIEL has appointed SEI Investments (Asia) Limited (SEIAL) of Suite 904, The Hong Kong Club Building, 3 Jackson Road,
Central, Hong Kong as the sub-distributor of the SEI UCITS funds.

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 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 Investments (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.



