-~ Elston Insights

18" November 2021

UK inflation reaches +4.2%yy (October 2021)

= UK inflation reaches 4.2%yy in October
= Ahead of 3.9%yy estimate, and +3.1%yy in September
= Bank of England expects peak of +5% in April 2022

Ahead of estimates
UK CPI print for October came in at 4.2%yy vs 3.9% estimate and 3.1%yy in September.

Inflation rates were higher than expected and the highest in a decade, putting more pressure on
the Bank of England to raise interest rates and creating a palpable squeeze on cost of living for
households through the winter. The increase was driven by energy prices and the impact of
supply shortages across the economy.

In the chart below to what extent UK inflation has varied, relative to forecasts. The greater the
positive difference between actual and surveyed estimate, the greater the “shock”.
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This is still below 2011 levels, and whilst economists still expect inflation to moderate to trend
rates, we are concerned that they are behind the curve.
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Where are breakeven rates

The UK 5 year breakeven rate is at 4.34%, following the announcement, compared to 4.16% end
October and 2.72% at end 2020.
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Inflation scenarios

In its latest Monetary Policy Committee report, the Bank of England’s central scenario is that
inflation could peak at +5% in April 2022, a material increase compared to their previous estimate
of a +4% peak "near-term”. The breadth of the range of potential outcomes has also broadened.
Forecasts could vary further depending on supply chain issues and energy/gas pressure.
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Chart 1.4: CPl inflation projection based on market
interest rate expectations, other policy measures as
announced

Fercentage increase in prces on a year earier
T

[N NI A ACAS B IS e F]
amr 18 12 20 Fal 22 224

The fan chat depicts the probabiiny of various cutcomes Tor CF inflation in che fubere. It Bas bean
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Chart 1.4: CPl inflation projection based on market
interest rate expectations, other policy measures as
announced
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The fan chart depicts the probabiity of various cetcomes for CF1 inflation in the future. It has been
condtioned on the assumpions in Table LA footnote {b). If economic cirrumstances identical to
today’s were to prevail an 100 occagions, the MPCs best collective judgemant & that inflation in
any particular quaner would Ee within the darkest central band on only 30 of those occsions. The
fan chart & constructed so that cuttums of inflation are Jso expocted 10 bo within eadh pair of the
Eghter rod areas on 30 occasions. In any particular quarter of the forecast period, inflation is
thersdore expectad to §e somewhero within the 23ns on 30 cut of 100 occasions And on the
remaining 10 out of 100 eccasions nflation can fall anywhers outside the red area of the fan dhart
Over the forecast period, this has been depicted by the ight grey Background. See the bax an
pages 48-49 of the May 2002 nftation Report for a fuller descrigtion of the fan dhart and what it
1OpCesents

We focus on 5 year breakeven rates as in indicator of market-implied inflation expectations.

Inflation is proving to be more persistent than transitory. How to incorporate inflation protection
strategies in place of nominal bonds remains a key focus for decision-makers.

We believe a layered approach makes sense, incorporating real asset exposure and (value-biased)
equities.

Henry Cobbe

Elston Consulting
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For more insights and information on research, portfolios and indices, visit:

Find out more

www.elstonsolutions.co.uk or NH ETF<Go>

www.elstonsolutions.co.uk

ABOUT ELSTON

We research, design and build investment solutions with and for asset owners, managers
and advisers.

Our Research & CPD focuses on multi-asset strategies, index funds and ETFs.

NOTICES

With reference to the European Union Directive 2014/65/EU on markets in financial instruments ("MiFID 1I"): this Report
does not provide a recommendation for an action, provides information freely available for public consumption and does
not therefore constitute “Research” as defined by MIFID II. This is because this report contains purely factual information
on one or several financial instruments or issuers and does not explicitly or implicitly recommend or suggest an investment
strategy. It does not therefore constitute an investment recommendation as defined within the meaning of Article 3(1)(35)
of EU Markets Abuse Regulation ("MAR"), in conjunction with Article 3(1)(34) of MAR. For further information, please refer
to ESMA guidance ESMA70-145-111 Version 12.

With reference to the European Union's Market Abuse Regulation (Regulation (EU) 596/2014): we warrant that the
information in this report is presented objectively, and the following commercial interests are hereby disclosed: Elston
Consulting Limited creates research portfolios and administers indices that may or may not be referenced in this report.
If referenced, this is clearly designated and is to raise awareness and provide purely factual information as regards these
portfolios and/or indices.

An “Index” is a Regulated Benchmark. An “Index Portfolio” is not a regulated benchmark but a research portfolio of index-
tracking investments with a periodic rebalancing scheme.

All company, product and service names and trademarks used in this article are for identification purposes only and are
the property of their respective owners, and their usage does not imply endorsement.

This document is not an advertisement or financial promotion. It is provided for informational purposes only and is not
intended to be an offer or solicitation, or the basis for any contract to purchase or sell any security or other instrument,
or for Elston Consulting Limited to enter into or arrange any type of transaction as a consequence of any information
contained herein.

This document is issued by Elston Consulting Limited registered in England & Wales, registration number 07125478,
registered office: 1 King William Street, London EC4N 7AF.
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