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Introduction

Investors often must navigate a combination of cyclical and secular forces, ranging
from geopolitical unrest to volatile inflation. Natural resource investments, referring to
assets which derive from nature such as agriculture, oil and gas, and metals, are often
overlooked by investors but we believe, in today’s world, they should form a core part
of any well-diversified portfolio. In this paper, we outline some of the key attributes of
the asset class which lead us to this conclusion, including:

1. Natural resources have ranked among the most effective hedges against inflation
and may offer protection in various market environments.

2. They have tended to have a low correlation to other major asset classes.

3. Each commodity is exposed to a unique supply and demand dynamic which drives
distinct price performance, creating opportunities to generate alpha.

4. The commodities market has offered high liquidity owing to its long-established and
developed nature.

5. Natural resources can offer protection against volatility induced by geopolitical
conflict.

Let’s dive in.

1. Potential for protection in various market environments

In times of inflation volatility, investors often flock to real estate, infrastructure or private
investments. These asset classes may offer some degree of protection but historical
data shows that natural resources have ranked among the most effective. Table 1
shows that the commodities complex provided both real returns, as well as a high hit
rate, as defined below, in various historical inflationary environments. While the sharp
inflationary spikes of recent years are likely anomalies, the low inflation environment of
the past several decades is unlikely to be the norm going forward. In an environment
where market and inflation volatility persists, we believe that natural resource equities
can offer potential protection and real returns in various market environments.

Table 1. Commodity futures returns during historical US inflationary episodes and annualised returns during
inflationary and non-inflationary times
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Atart month 1941 1946 1950 1966 1972 1977 1987 2007
End month May Mar Feb Jan Dec Mar Nov Jul

1942 1947 1951 1970 1974 1980 1990 2008

Total prce lavel 15% 21% 7% 19% 24% 37% 20% 6%

chg

Commodity Real return (total) Real return (ann.)
Industrials 115% 38% -6% 306% 3% | 19% 4% 7% 80%
Precious 28% 29% 185% -27% 33% 11% 2% 1% 80%
Agriculture 12% 6% -23% 197% -21% 6% 33% 7% -3% 0% 71%
Softs -41% 243% 15% 11% 15% 8% -3% -1%  80%
Livestock 69% -21% 35% 97% -23% 7% 1% 2% 60%
Energies -3% 2% 6% -16% 264% 57% 201% 68% m%\ -1% 3% 100%
Gold 166% 154% -18% 27%  18% -1% 1% 67%
Silver 9% 99% 210% -41% 36%  12% -5% 0% 80%
28312"5’3‘12 12% 6% 26% 85% 38% 84% 21%  14% 1% 4% 100%

Past performance is not indicative of future results. Source: Reproduced from H. Neville, T. Draaisma, B. Funnell, C. R. Harvey
and O. van Hemert, “The Best Strategies for Inflationary Times,” The Journal of Portfolio Management, vol. 47, no. 8, August
2021. Returns in grey extend history using spot returns. The hit rate is the proportion of inflationary periods with positive returns.
The periods selected are exceptional and the results do not reflect typical performance. The start and end dates of such events
are subjective and different sources may suggest different date ranges, leading to different performance figures.
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Historical precedent
shows that commodity
demand destruction
from economic
slowdowns is more
limited than generally
perceived, as well as
isolated to certain
commodities rather

than broad based.

Economic cycles
will rise and fall but
consumption will
remain a constant

trend.

A common argument is that a bearish economic cycle will derail commodity prices.
Separating myth from reality is important here. Firstly, historical precedent shows

that commodity demand destruction from economic slowdowns is more limited than
generally perceived, as well as isolated to certain commodities rather than broad
based. Secondly, demand tends to return to growth trends within a relatively short
period of time. In many cases, the severity of commodity downturns depends as
much on supply response. Furthermore, occurrences of “stagflation” — a low growth,
inflationary environment — are quite rare, with the main recorded instance in the 1970s
when global markets were hit by a combination of supply shock (oil embargo) and
ineffective central bank policies. If the 1970s cycle serves as a precedent, commodities
offered one of best offensive and defensive investments. It is also interesting to

note that commodities’ outperformance in the 1970s was not isolated to the energy
complex, but was rather experienced across agriculture and precious metals.

How can commodities outperform if economic growth is low or negative? Contrary

to popular belief, natural resources demand is not as price sensitive as commonly
perceived. Indeed, it is generally supply response that ends commodity cycles. When
viewed through a long term, multi-decade lens, we can see that consumption of
commodities (showing grains and steel as an example in Figure 1 and 2 below) trends
steadily higher, with economic shocks like the Global Financial Crisis (GFC) being fairly
small blips in the overall bigger picture. As an example, during the depths of the GFC,
peak quarterly crude oil demand saw only a 3% decline to the trough and by 2009-
2010, global oil demand had rebounded to new highs. Economic cycles will rise and fall
but consumption will remain a constant trend.

Figure 1. Global corn and soybean consumption
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Source: Bloomberg, as of 31 December 2022.

Figure 2. Global steel production
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Source: worldsteel.org, 1950-2021. Available here: https://worldsteel.org/steel-topics/statistics/world-steel-in-figures-2022/
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2. Low correlation to other major asset classes

One of the most important characteristics of the natural resource asset class is its
low correlation to other major asset classes. Using the Bloomberg Commodity Index
as a proxy, we analysed the correlation of natural resources to both equities and
bonds across various timeframes, as well as during significant market events. The low
correlations are particularly remarkable from a long term perspective (when economic
and/or commodity cycles are smoothed out). During extraordinary market events such
as the GFC or Covid-19 pandemic, correlations with other assets can temporarily ‘go
to one’ but will revert to the historic low correlation shortly thereafter.

Table 2. Correlation with equities and bonds

Period Correlation with Equities Correlation with Bonds
1973-2022 0.16 0.36
1980-2022 0.02 0.22
1990-2022 -0.19 0.03
2000-2022 -0.51 -0.45
2010-2022 -0.56 -0.76
70s Inflation Cycle (1970-1980)* -0.01 0.80
China Supercycle (1998-2007) 0.30 0.89
Global Financial Crisis (2007-2009) 0.76 -0.64
Lost Decade (2010-2019) -0.85 -0.84
COVID (2020) 0.96 -0.28
Current (2021-2022) -0.13 -0.64

Past performance is not indicative of future results. Source: Bloomberg, as at 30 December 2022. Equities represented by the
S&P 500 Index and bonds represented by the Bloomberg US Treasury Index. * Bond correlation from 1973-1980. The periods
selected are exceptional and the results do not reflect typical performance. The start and end dates of such events are subjective
and different sources may suggest different date ranges, leading to different figures.

3. Idiosyncratic characteristics of natural resources drives dispersion
of returns

Dispersion is a vital feature of investing in natural resources. Each commodity is
exposed to a unique supply and demand dynamic that drives distinct price performance,
regardless of broader systematic trends. For example, in the broader metals and

mining universe, iron ore demand will be primarily driven by Chinese property and
infrastructure consumption while another metal like copper will have a more diverse set
of consumption drivers such as energy transition uses. For natural resource equities,
the average dispersion (measured by the average performance in the top 50% versus
the bottom 50%) is close to 50% (see Figure 3). This is among the widest across asset
classes and can create meaningful opportunities for active investors.
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Figure 3. Wide dispersion of returns in the S&P Global Natural Resources Index
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Source: Bloomberg, as at 31 December 2022. Based on annual returns of S&P Global Natural Resources Index. Shows the
difference between the average of the top 50% and bottom 50% index constituents.

4. Liquidity and daily mark-to-market

Commodities are one of the basic building blocks of the global economy and the
market is long-established and developed. As of June 2023, the annual market size of
oil surpassed $2 trillion (market size measured as 2022 production multiplied by June
2023 prices). The largest metals markets as illustrated by iron ore, gold and copper
were $283 billion, $196 billion and $183 billion, respectively. Given the size of the
physical market, the daily financial market is consequently highly liquid, providing a
daily and constant mark-to-market on price. Within listed public equities, the three-
month average daily traded volume for the S&P Global Natural Resources Index is
estimated to be in the range of $7.5-8 billion at the time of writing.

Figure 4. Market size of oil compared to top 10 metals worldwide (in billion USD)
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Source: Visual Capitalist, as of 7 June 2023. In Statista. Retrieved January 2024 from https://www.statista.com/
statistics/1404193/0il-vs-metals-market-size/
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5. Protection against geopolitical tensions

In recent years, we have seen an emergence of a multi-polar world and a slow
breakdown of historical social and economic conventions. From the rise of China as

an economic superpower to the increased military activism seen in Russia/Ukraine

and the Middle East, there is an underlying power paradigm change. For investors,
geopolitical shifts and spikes are difficult to hedge against. One overarching factor that
links many geopolitical events is commodities. The natural resource world is bifurcated
between the ‘have’ and ‘have nots’, with production often concentrated in the hands
of a few producers. Using wheat as an example, the top 10 wheat exporters in the
world account for more than 80% of total global export volumes (see Figure 5). Even
more alarming, the Russia/Ukraine region accounts for between 30-40% of global total
exports. Even non-traditional areas like renewables are often dominated by one or two
countries. China, for example, controls most of the solar supply chain (see Figure 6), as
well as other critical areas like rare earth. As geopolitical tensions continue to shift and
grow in the future, commodities will be increasingly ‘weaponised’ and we believe the
natural resource equity complex will be one of the most effective means of hedging the
resulting price volatility.

Figure 5. 2020 world’s largest wheat exporters
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Source: Statistica. Available here: https://www.statista.com/chart/26928/largest-wheat-exporters/

Figure 6. China dominated all steps of solar panel production
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Source: Bloomberg. Countries refer to headquarters, rather than factory locations, though no Chinese polysilicon manufacturer
has significant capacity outside of China.
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Conclusion

Our goal in this paper was to outline the potential benefits of investing in natural
resources, particularly given the unique combination of cyclical and secular forces
investors face today. We find that natural resources have a low correlation to other
major asset classes and can offer protection in various market environments, including
inflation and in the face of geopolitical tensions, while the unique supply and demand
dynamics of individual commodities within the asset class creates opportunities to
generate alpha.

In Part Il of this series, we will explore what we believe are the benefits of investing in
natural resource equities over and above natural resource futures.

Disclosures

One should carefully consider the risks associated with investing, whether the strategy suits your investment
requirements and whether you have sufficient resources to bear any losses that may result from an investment.

Commodity Risk: The value of commodities can be volatile and may carry additional risk. Commodity prices can
also be influenced by the prevailing political climate and government stability in commodity producing nations.

Market Risk: Commodity and natural resource investments are subject to normal market fluctuations and
the risks associated with investing in domestic and international securities markets; therefore, the value
of your investment and the income from it may rise as well as fall and you may not get back the amount
originally invested.
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Important Information

This information is communicated and/or distributed by the relevant Man entity identified below (collectively the ‘Company’) subject to the following
conditions and restriction in their respective jurisdictions.

Opinions expressed are those of the author and may not be shared by all personnel of Man Group plc (‘Man’). These opinions are subject to change
without notice, are for information purposes only and do not constitute an offer or invitation to make an investment in any financial instrument or

in any product to which the Company and/or its affiliates provides investment advisory or any other financial services. Any organisations, financial
instrument or products described in this material are mentioned for reference purposes only which should not be considered a recommendation
for their purchase or sale. Neither the Company nor the authors shall be liable to any person for any action taken on the basis of the information
provided. Some statements contained in this material concerning goals, strategies, outlook or other non-historical matters may be forward-looking
statements and are based on current indicators and expectations. These forward-looking statements speak only as of the date on which they

are made, and the Company undertakes no obligation to update or revise any forward-looking statements. These forward-looking statements are
subject to risks and uncertainties that may cause actual results to differ materially from those contained in the statements. The Company and/or its
affiliates may or may not have a position in any financial instrument mentioned and may or may not be actively trading in any such securities. Past
performance is not indicative of future results.

Unless stated otherwise this information is communicated by the relevant entity listed below.

Alpha: A measure of performance on a risk-adjusted basis. Alpha takes the volatility (price risk) of an investment and compares its risk-adjusted
performance to a benchmark. The excess return of the investment relative to the return of the benchmark is alpha.

Correlation: Correlation is a measure of how two assets perform in relation to each other. Assets that are strongly correlated (with a measure near 1)
tend to move together, while uncorrelated assets (with a measure near -1) tend to move in opposite directions.

Hit rate: The number of trades that made money versus the number of trades that lost money.

Indexes are unmanaged and one cannot invest directly in an index. The Bloomberg Commodity Index (BCOM) uses a consistent, systematic
process to represent the commodity markets. BCOM uses both liquidity data and U.S. -dollar-weighted production data in determining the relative
quantities of included commodities. The Index is composed of exchange-traded commodity futures contracts.

The S&P Global Natural Resources Index is comprised of 90 of the largest U.S. and foreign publicly traded companies, based on market
capitalization, in natural resources and commodities businesses that meet certain investability requirements. The Index component securities
represent a combination of the component securities included in each of the following three sub-indices: the S&P Global Natural Resources -
Agriculture Index, the S&P Global Natural Resources -Energy Index and the S&P Global Natural Resources - Metals and Mining Index. The weight of
each sub-index equals one-third of the total weight of the Index.

S&P 500 Index: The S&P 500® is widely regarded as the best single gauge of large-cap U.S. equities and serves as the foundation for a wide range
of investment products. The index includes 500 leading companies and captures approximately 80% coverage of available market capitalization.

Bloomberg US Treasury Index: The Bloomberg US Treasury Index measures US dollar-denominated, fixed-rate, nominal debt issued by the US
Treasury. Treasury bills are excluded by the maturity constraint, but are part of a separate Short Treasury Index. STRIPS are excluded from the index
because their inclusion would result in double-counting.

United States: To the extent this material is distributed in the United States, it is communicated and distributed by Man Investments, Inc.

(‘Man Investments’). Man Investments is registered as a broker-dealer with the SEC and is a member of the Financial Industry Regulatory Authority
(‘FINRA’). Man Investments is also a member of the Securities Investor Protection Corporation (‘SIPC’). Man Investments is a wholly owned
subsidiary of Man Group plc. The registration and memberships described above in no way imply a certain level of skill or expertise or that the SEC,
FINRA or the SIPC have endorsed Man Investments. Man Investments, 1345 Avenue of the Americas, 21¢ floor, New York, NY 10105.

This material is proprietary information and may not be reproduced or otherwise disseminated in whole or in part without prior written consent.
Any data services and information available from public sources used in the creation of this material are believed to be reliable. However accuracy is
not warranted or guaranteed. © Man 2024.
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