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Transitoryis the Name of the Game

WATCH LIST
Date Period Consensus Previous
U.S.
Mon 7/19 NAHB Housing Market Index Jul 82 A 81
Tue 7/20 Building Permits Jun 1690 K A 1681 K
Tue 7/20 Housing Starts Jun 1590 K A 1572 K
Thu 7/22 Existing Home Sales Jun 5.95M A 5.80M
Fri 7/23 Markit Manufacturing PMI (Preliminary Estimate) Jul 62.1 - 62.1
Fri 7/23 Markit Senices PMI (Preliminary Estimate) Jul 64.8 A 64.6
Europe
Thu 7/22 ECB Monetary Policy Meeting Jul 0.0% - 0.0%
Thu 7/22 EZ Consumer Confidence (Advance Estimate) Jul -3.0 A -3.3
Fri 7/23 EZ Markit Manufacturing PMI (Preliminary Estimate) Jul 62.1 v 63.4
Fri 7/23 EZ Markit Senvices PMI (Preliminary Estimate) Jul 60.0 A 58.3
Fri 7/23 U.K. Markit Manufacturing PMI (Preliminary Estimate) Jul 62.0 v 63.9
Fri 7/23 U.K. Markit Senices PMI (Preliminary Estimate) Jul 62.5 A 62.4
Fri 7/23 U.K. Retail Sales Jun 0.4% M/M A -1.4%M/M
Asia Pacific
Tue 7/20 PBOC Monetary Policy Meeting Jul - --
Tue 7/20 Japan Consumer Price Index Jun 0.2% Y/IY A -0.1% YIY
Tue 7/20 Japan Exports Jun 46.3% Y/IY v 49.6% Y/IY
Wed 7/21 South Korea Exports (First 20 Days) Jul 29.5% YIY
Arrows indicate consensus forecast compared to the previous period. Local dates of release.
U.S. Europe Asia Pacific
e  Markit flash PMIs for this e Expect the ECB to adjust e Japan CPI should remain muted,
month will be released July 23. We forward guidance to its new but rising PPI amid elevated
will watch the second derivative to policy strategy when it meets commodity prices could lead
gauge if there’s a shift from extremely July 22.Tt will likely prolong or policymakers to address margin
fast, to slower (but still fast) growth. increase asset purchases but may pressures and the resulting impact on
e Housing starts and permits are wait until fall, when there’s more business investment and wage growth.
expected to remain robust. clarity around the Delta variant. A ¢ South Korea export growth could
Demand is strong despite recent rise in euro area inflation moderate following months of
volatility; with low inventories, this expectations, now stuck around impressive gains. Expect still-elevated
will support new home construction. 1.5%, would be a sign of success. levels amid robust DM demand.

What This Week Means For Markets

Muted reactionto a high U.S. CPIreading confirmed that markets believe the Fed is heading toward a policy mistake following the
recent upward shift in median dots. The 2s10sand 2s30s curve flattened, consistent with rate hike expectations being pulled forward
as shorter-term yieldsincreased. Meanwhile, longer-term expectations have declined—reflecting more pessimistic growth, or our
Gravity Prevails scenario. Separately, the Fed is perceived to be more hawkish than the ECB, particularly following the announcement
of the ECB strategy review, which should fuel the dollar’s strength. We are sticking with our “The Best of All Possible Worlds!” scenario
as FOMC leadership remains steadfast in its accommodative stance, focusing on a full labor market recovery. Please see our Monthly
Macro Dashboard.
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https://bwebprod.blob.core.windows.net/assets/user/media/macro-dashboard-05.31.21.pdf
https://bwebprod.blob.core.windows.net/assets/user/media/macro-dashboard-05.31.21.pdf
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IN REVIEW

U.S. Inflation Exceeds Expectations, But Watch For
Transitory Pressures

U.S. inflation data for June surprised to the upside. While many
thought CPIwould peak in May given fading base effects,
headline CPI accelerated from 5% Y/Y to5.4% Y/Y. Despite the
overshoot, details show that a majority of the increase was
driven by transitory factors. While there may be upside to near-
term inflation, the data continues to support our baseline view
of strong growth and temporary price pressures.
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Details show used car sales up 10.5% M/M, lodging-away-from-
home rose 7% M/M, and airfares rose 2.7% M/M. We expect
some easing in the coming months as consumer preferences
shift and supply and demand normalize.

Federal Reserve Chairman Jerome Powell remained firm in his
July 14 testimony to Congress that price pressures are transitory
and he is focused on a full labor market recovery. Thisimplies
that while the median dot may have shifted higher in the last
Summary of Economic Projections, FOMC leadership remains
committed to its accommodative stance and new policy
framework.

Looking ahead, the July print will be important to watch. While
it is expected to ease over the month, a further M/M rise in
inflation will raise additional concerns. Keep an eye on the
underlying details driving inflation in the months ahead.

New ECB Strategy: Close to But Not Exactly Average
Inflation Targeting

The ECB gave itself space to push inflation up in its Strategy
Review. The new inflation target is symmetric, around 2%, and
there are more similarities than differences with the Fed’s 2%

average target. Both are vague and aim at lifting inflation closer
to 2% in the medium term. The ECB will not target inflation
above 2%, but it will tolerateit. The euro depreciated slightly on
this news, an indication markets understood the dovish signal.

China Growth Continues a Slow Rebalance

Fears of a drastic slowdown in Chinese growth may be
overblown, despite last week’s surprise announcement to lower
required reserve requirements. China Q2 GDP rose 7.9%Y/Y,
slightly below consensus of 8%, but showed accelerationon a
sequential basis, with GDP growing 1.3% Q/Q in Q2 from0.4%
in Q1. While generally still lagging the recovery, the service
sector’s contribution to growth exceeded the industrial sector’s
contribution in Q2, showing a gradual rebalancing of growth

drivers.

Meanwhile, non-property investment and consumption also
improved gradually. Fixed Asset Investment picked up 6% Y/Y
in June (5.5% prior), supported by manufacturing and
infrastructure capex. Retail sales in June were also strong,
growing 12.1% Y /Y—downslightly from 12.4% in May on fading
base effectsbut still above expectations. Activity was led by
strong online sales despite a slight moderation in restaurant
transactions amid the latest surge in infections.
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Looking ahead, further investment gains should be fueled by
still-robust industrial profits amid resilient exports, together
with the expected accelerationin government spending in H2.
Consumption should benefit from reacceleratingincome growth,
declining unemployment, and a steady drawdown of still-
elevated household savings. Both should drive growth,
particularly through year-end. Uncertainty remains, however, as
internal demand is still highly sensitive to contagion risks, as
seen in the latest outbreak in Guangdong.
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KEY FINANCIAL INDICATORS

Rates Yield 1W Change 1M Change 3M Change 6M Change 12M Change YTD Change
Fed Funds 0.25% 0 bps 0 bps 0 bps 0 bps 0 bps 0 bps
U.S. SOFR 0.05% 0 bps 4 bps 4 bps -3 bps -6 bps -2 bps
3 Month USD Libor 0.13% 0 bps 1 bps -6 bps -10 bps -14 bps -11 bps
3 Month Euribor -0.55% 0 bps 0 bps -1 bps 0 bps -11 bps 0 bps
3 Month U.S. T-Bill 0.06% 1 bps 3 bps 4 bps -3 bps -9 bps -2 bps
2-Year U.S. Treasury 0.22% 0 bps 7 bps 7 bps 6 bps 7 bps 10 bps
10-Year U.S. Treasury 1.35% 3 bps -15 bps -28 bps 22 bps 74 bps 43 bps
10-Year German Bund -0.31% 0 bps -6 bps -3 bps 24 bps 13 bps 26 bps
10-Year U.K. Gilt 0.64% 6 bps -10 bps -15 bps 34 bps 49 bps 44 bps
10-Year JGB 0.02% -1 bps -2 bps -7 bps -1 bps 0 bps 0 bps
Fixed Income Yield 1W Return 1M Return 3M Return 12M Return YTD Return
Barclays Capital U.S. Government-Treasury 0.89% -0.2% 0.9% 1.8% -3.1% -1.9%
Barclays Capital U.S. TIPS 1.05% N/A 0.4% 1.5% 3.9% 6.8% 2.8%
Barclays Capital U.S. Aggregate 1.44% 34 -0.2% 0.8% 1.7% -0.5% -1.1%
Barclays Capital Global Aggregate 1.06% 33 0.2% -0.3% 0.8% 2.3% -2.7%
Barclays Capital U.S. ABS 0.45% 23 0.0% 0.0% 0.3% 1.3% 0.3%
Barclays Capital U.S. MBS 1.71% 31 0.0% 0.3% 0.1% -0.2% -0.5%
Barclays Capital U.S. Corporate Investment Grade 2.00% 84 -0.3% 1.4% 3.1% 2.2% -0.7%
BAML Euro Corporate Investment Grade 0.25% 83 0.1% 0.4% 0.7% 3.7% 0.1%
Barclays Capital U.S. Corporate High Yield 3.74% 275 -0.1% 0.9% 2.5% 14.3% 4.0%
BAML European Currency High Yield Non-Financial 2.64% 309 0.0% 0.1% 1.1% 11.0% 3.1%
CS U.S. Leweraged Loans 4.75% 441 0.0% 0.3% 1.2% 11.0% 3.6%
CS Western European Leveraged Loans Non-USD 4.22% 411 0.1% 0.0% 0.9% 9.4% 3.0%
JPM CEMBI Broad Diversified 4.24% 305 0.0% 0.4% 2.1% 8.2% 1.5%
JPM EMBI Global Diversified 4.91% 349 -0.1% -0.4% 2.6% 6.7% -0.5%
JPM GBI-EM Global Diversified 4.97% N/A 0.3% -2.9% 0.8% 4.6% -4.2%
Equities Price Div Yield 1W Return 1M Return 3M Return 12M Return YTD Return
S&P 500 4,374.30 1.29% 0.4% 2.9% 6.4% 38.9% 17.4%
Euro STOXX 600 (Local) 460.56 2.75% 0.2% 0.5% 5.5% 25.4% 15.4%
U.K. FTSE 100 (Local) 7,091.19 3.01% -0.8% -0.8% 2.2% 14.7% 9.8%
Japan Nikkei 225 (Local) 28,608.49 1.52% 0.9% -1.9% -3.4% 26.7% 4.2%
China Shanghai Composite (Local) 3,528.50 2.06% -0.7% -1.7% 3.3% 3.3% 1.6%
MSCI AC World (Local) 726.09 1.70% 0.2% 1.8% 5.1% 34.3% 14.8%
MSCI Emerging Markets (Local) 1,338.13 2.00% -0.1% -1.3% 0.6% 25.7% 6.1%
Commodities/Currencies Price 1W Change 1M Change 3M Change 6M Change 12M Change YTD Change
S&P GS Commodity Index 531.43 1.4% 0.4% 9.0% 21.6% 58.3% 29.8%
WTI Crude ($/bbl) 73.13 1.3% 3.1% 15.8% 36.8% 81.5% 51.3%
Copper ($/Ib) 4.28 -1.2% -5.6% 3.3% 16.6% 46.7% 21.7%
Gold ($/0z) 1,823.20 1.0% -2.3% 5.1% -1.0% 1.2% -3.4%
U.S. Dollar Index 92.41 -0.3% 2.1% 0.8% 2.4% -4.0% 2.7%
Euro (USD/EUR) 1.18 0.2% -2.5% -1.2% -2.6% 3.7% -3.4%
British Pound (USD/GBP) 1.39 0.6% -1.8% 0.6% 1.4% 10.7% 1.4%
Japanese Yen (Yen/USD) 110.09 -0.5% 0.1% 1.0% 6.0% 2.6% 6.6%
Chinese Yuan (CNY/USD) 6.47 0.1% 1.3% -0.9% 0.1% -7.8% -1.0%

Source: FactSet and Bloomberg. As of July 14, 2021.
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IMPORTANT INFORMATION

Any forecastsin this document are based upon Barings opinion of the market at the date of preparation and are subject to change without
notice, dependent upon many factors. Any prediction, projection or forecast is not necessarily indicative of the future or likely
performance. Investment involvesrisk. The value of any investments and any income generated may go down as well as up and is not
guaranteed. Past performanceis no indication of current or future performance. PAST PERFORMANCE IS NOT NECESSARILY
INDICATIVEOF FUTURERESULTS. Any investment results, portfolio compositions and or examples set forthin this document are
provided for illustrative purposes only and are not indicative of any future investment results, future portfolio composition or investments.
The composition, size of, and risks associated with an investment may differ substantially from any examples set forth in this document.
No representation is made that an investment will be profitable or will not incur losses. Where appropriate, changes in the currency
exchange rates may affect the value of investments. Prospective investors should read the offering documents, if applicable, for the details
and specific risk factors of any Fund/Strategy discussed in this document. For Professional Investors/Institutional Investors only. This
document should not be distributed to or relied on by Retail/Individual Investors. Barings LLC, Barings Securities LLC, Barings (U.K.)
Limited, Barings Global Advisers Limited, Barings Australia Pty Ltd, Barings Japan Limited, Baring Asset Management Limited, Baring
International Investment Limited, Baring Fund Managers Limited, Baring International Fund Managers (Ireland) Limited, Baring Asset
Management (Asia) Limited, Baring SICE (Taiwan) Limited, BaringAsset Management Switzerland Sarl, and Baring Asset Management
Korea Limited each are affiliated financial service companies owned by Barings LLC (each, individually, an "Affiliate"), toge ther known as
"Barings." Some Affiliates may act as an introducer or distributor of the products and services of some others and may be paid a fee for
doing so.

NO OFFER: The document is for informational purposes only and is not an offer or solicitation for the purchase or sale of any financial
instrument or service in any jurisdiction. The material herein was prepared without any consideration of the investment objectives,
financial situation or particular needs of anyone who may receiveit. This document is not, and must not be treated as, investment advice,
an investment recommendation, investment research, ora recommendation about the suitability or appropriateness of any security,
commodity, investment, or particular investment strategy, and must not be construed as a projection or prediction. In making an
investment decision, prospective investors must rely on their own examination of the merits and risks involved and before making any
investment decision, it is recommended that prospective investors seek independent investment, legal, tax, accounting or other
professional advice as appropriate. Unless otherwise mentioned, the views contained in this document are those of Barings. These views
are made in good faith in relation to the facts known at the time of preparation and are subject to change without notice. Individual
portfolio management teams may hold different views than the views expressed herein and may make different investment decisions for
different clients. Parts of this document may be based on information received from sources we believe to be reliable. Although every effort
is taken to ensure that the information contained in this document is accurate, Barings makes no representation or warranty, express or
implied, regarding the accuracy, completeness or adequacy of the information.

OTHER RESTRICTIONS: The distribution of this document is restricted by law. No action has been or will be taken by Barings to permit
the possession or distribution of the document in any jurisdiction, where action for that purpose may be required. Accordingly, the
document may not be used in any jurisdiction except under circumstances that will result in compliance with all applicable laws and
regulations. Any service, security, investment or product outlined in this document may not be suitable for a prospective inv estor or
available in their jurisdiction.

Copyrightand Trademark: Copyright © 2021 Barings. Information in this document may be used for your own personal use, but may not
be altered, reproduced or distributed without Barings’ consent.

The BARINGS name and logo design are trademarks of Barings and are registered in U.S. Patent and Trademark Office and in other
countries around the world. All rights are reserved.
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