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FUNDS Inflation Is Here to Stay

Fund in focus: Brompton Sustainable Real Asset Dividend ETF (BREA)

“I think we now understand better how little we understand about inflation”
- Jerome Powell (June 29, 2022)

To say inflation has been running hot might be an understatement without proper context. On August 10, 2022, the
Bureau of Labor Statistics announced that the Consumer Price Index in the U.S. increased by 8.6% from the prior
year through July. This was down only marginally from last month when the year-over-year inflation through June
rate came in at 9.1%, which was a 40+ year high. The chart below shows that inflation began to take hold in early
2021 as vaccines were rolled out and the economy began to recover from the pandemic. While initially thought to
be deflationary, the pandemic became a powerful inflationary force around the world as consumers, whose balance
sheets were buoyed by government support, purchased goods at a record pace while supply, which was negatively
impacted by pandemic shutdowns, could not keep up.
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The chart above also includes 1-year forward inflation expectations implied by the market and shows that the market
has consistently underestimated inflation since the beginning of the pandemic. We believe this is happening because
the pandemic marked the beginning of a regime change toward supply-side inflation, which is structural as opposed
to cyclical, and that market participants have been slow to update their models to reflect this change. While the
pandemic has been one source of supply-side inflation that may become transitory as we continue to return to normal,
and while inflation is very likely to moderate from the extreme rates we have seen lately, there are several sources of
supply-side inflation that, because of their structural nature, are likely to persist for the foreseeable future:

+ Russia’s war in Ukraine and the related sanctions;

+ The reversal of globalization trends, including trade wars, tariffs, and reduced immigration;

+ A decade of underinvestment in many basic necessities, such as commodities, housing, and infrastructure;
- Demographics, particularly as the baby boomer generation gets older; and

« The cost of climate change and decarbonization.

As shown by the quote at the top of this article, even the Fed recently admitted that they don't fully understand
the inflation we have been experiencing. To make matters worse, the Fed and other central banks are also mostly


https://www.bromptongroup.com/product/brompton-sustainable-real-assets-dividend-etf/

powerless when it comes to addressing these structural sources of supply-side inflation, as central banks cannot
produce the things we need. Additionally, if higher interest rates push us into a recession, as many market participants
believe, this would likely bring down inflation in the short term, but it could also lead to further underinvestment in
supply and potentially drive inflation higher again in the medium to long term.

With inflation likely here to stay for the foreseeable future, investors should look for strategies that perform well in
inflationary environments, such as real assets. Real assets can act as a powerful inflation hedge. These are long life,
physical assets that often produce essential services and are characterized by high barriers to entry, low maintenance
capital requirements, and strong pricing power. Real assets have historically outperformed during inflationary periods.
As shown in the chart below, real assets have exhibited strong performance on both an absolute and relative basis
during periods when inflation is above 2.56%. Given our view that inflation is here to stay, we believe that investors
would be well served by adding a real assets investment in the current environment.
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Brompton's Approach

Brompton Sustainable Real Asset Dividend ETF (BREA) provides diversified exposure to global real asset companies
including Utilities, Energy, Communication Services and Real Estate sectors. Many investment fund strategies
currently on the market focus only on one main sector, such as Infrastructure, REITs (real estate), or Energy. Brompton
believes that having a broader investment universe which combines all real asset sectors together, enhances the
opportunity for capital appreciation while also providing “one-stop shopping” for investors. We prefer to invest in high
dividend-yielding companies that are market leaders with strong balance sheets and have predicable free cash flow.
We believe this strategy provides better risk-adjusted returns, particularly in an inflationary environment. In addition,
diversified sector exposure mitigates investment risks in a volatile macro environment. We actively manage the Fund’s
sector weightings to strive to provide investors with optimal sector exposure depending on the state of the economy.
We also use an actively managed call writing overlay to harvest volatility risk premium which enhances risk-adjusted
returns.
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' Based on average year-over-year total returns from 2005-04-30 - 2022-07-31 during periods when inflation is gre rthan 2.6%+ and periods when inflation is less than
2.5%. Global Real Assets represents S&P Real Assets Equity Total Return Index, Global Equities represents MSCI World Net Total Return USD Index, Global 1G Bonds

represents Bloomberg Global-Aggregate Total Return Index Value Unhedged USD.

This document is for information purposes only and does not constitute an offer to sell or a solicitation to buy the securities referred to herein. The opinions contained in
this report are solely those of Brompton Funds Limited (“BFL") and are subject to change without notice. BFL makes every effort to ensure that the information has been
derived from sources believed to be reliable and accurate. However, BFL assumes no responsibility for any losses or damages, whether direct or indirect which arise
formation. BFL is under no obligation to update the information contained herein. The information should not be regarded as a substitute for the
of your own judgment. Please read the prospectus before investing.

Commissions, trailing commissions, management fees and expenses all may be associated with exchange-traded fund investments. Please read the prospectus before
investing. Exchange-traded funds are not guaranteed, their values change frequently and past performance may not be repeated.

in statements contained in this document constitute forward-looking information within the meaning of Canadian securities laws. Forward-lookin
relate to matters disclosed in this document and to other matters identified in public filings relating to the Fund, to the future outlook of the Fund and anticipated events or
results and may include statements regarding the future financial performance of the Fund. In some cases, forward-looking information can be identified by terms such
as ‘may’ “‘will’ “should’, “expect’ “plan’ ‘anticipate’ ‘believe’ ‘intend’ “estimate’ “‘predict’ ‘potential’ ‘continue” or other similar expressions concerning matters that
are not historical facts. Actual results may vary from such forward-looking information. Investors should not place undue reliance on forward-looking statements. These
forward-looking statements are made as of the date hereof and we assume no obligation to update or revise them to reflect new events or circumstances.
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