DEFLATION OF THE
FEAR OF
INFLATION

US FED STIMULUS CHECKS HELPED THE
ECONOMY, CAUSING INFLATION TO SPIKE,
BUT WON’T CAUSE LONG TERM INFLATION




EQUITY INFLOWS
ARE DOUBLE THAT
OF 2020

INFLATION
EXPECTIONS HAVE
CALMED
SIGNIFICANTLY.

v" Inflation Expectations have calmed significantly. The US 10yr
Bond is yielding 1.46%. Investors realize that the supply
chains will start to flow as the economy returns to normal.

v' S&P 500 earning margins are expanding. This will result in
higher earnings numbers which leads to higher share prices.

v “The main spur to inflation, actual and expected, has been
the extraordinary U.S. fiscal stimulus.” Barron’s

v’ Year-to-Date Inflows are $417.5 billion, more than double
the $179.4 billion seen this time last year. Inflows continue
into Technology Stocks and US Equities.



Highest Level Since 1992

Year-over-year change in the Consumer Price Index for
All Urban Consumers in the U.S.”

I Core Inflation Shoots to
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v' The chart shows inflation year over year, COVID slowed
inflation, but we can see the rebound has been a sharp move
higher.

v" Over the long term, the spike will have little effect.




US JOB OPENINGS
SURGED TO A
RECORD IN APRIL
AS BUSINESSES,
ESPECIALLY IN THE
HOSPITALITY
SECTOR, ARE
LOOKING FOR

High as Workers Quit in Droves

Number of job openings, quits and layoffs
in the United States (seasonally adjusted)

I U.S. Job Openings Hit Record
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STAFF AHEAD OF
SUMMER

v Job openings have risen as the US economy reopens.

v" Workers are beginning to move into higher paying jobs as they
become available.

v' A lag has developed between job openings and those willing to
take them, which has caused a rise in wages.




MANY FIRMS ARE
HAVING TROUBLE
FILLING
VACANCIES. THERE
IS A RELUCTANCE
TO GET BACK TO

WORK, WHICH
COULD BE COVID
FEARS OR
GENEROUS
UNEMPLOYMENT
INSURANCE

.
A jobless recovery

United States, % of firms with
one or more hard-to-fill jobs
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v Firms are struggling to find employees as the economy reopens.

v’ Stimulus checks will dry up and the fear of COVID will dissipate,
driving workers back into the work force.

v" As more employees fill open jobs, wages will fall.



THERE HAVE BEEN
PRICE INCREASES
IN TRAVEL-
RELATED SECTORS
WHICH HAVE BEEN
AFFECTED BY THE
RETURN OF
TOURISM

Transitory Transport?
Huge price rises in travel-related sectors are at least slowing down

M Rental Cars - Month-on-Month Inflation Air Fares - Month-on-Month Inflation
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v’ As people return to tourism, prices are increased, and less
discounts are offered.

v" Inevitably, like in all economics, when there is a demand the
world will create the supply, and supply will drive the prices
back down.




COMMODITY
PRICES HAVE
RALLIED IN THE

LAST 12 MONTHS.
GROWTH IS
SLOWING

Transitory Commodity Boom?
Commodity prices have rallied in the last 12 months - but growth is slowing
Normalized As Of 06/10/2020 M Bloomberg Industrial Metals Subindex - Last Price

Bloomberg Agriculture Subindex - Last Price M Bloomberg Energy Subindex - Last Price
Bloomberg Commodity Index - Last Price
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v' Commodity manufacturers, producers, will produce , and drive
the prices back down.



LOWEST-PAID
WORKERS WERE
MOST LIKLEY TO BE
LAID OFF DURING
THE PANDEMIC,
PUSHING UP THE
AVERAGE PAY OF
THOSE WHO
REMAINED

Transitory Wage Deflation

Re-hiring lower-paid workers has decreased average earnings

B US Real Average Hourly Earnings 1982-1984 USD YoY SA - Last Price
US Real Average Weekly Earnings 1982-1984 USD YoY SA - Last Price
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v As lower paid workers gradually go back on the payroll, the
earnings average will come back down.




United States, prices, % change on a year earlier
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INPUT PRICES ARE 5
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egarding the supply chain being clogged, everything we've
SAV' N G S A N D discussed leads to the result of why that's occurring, but in the
highly efficient world which we are in, when people go back to
STl M U I—U S C H EC KS work and factories are set to go back to full production, they will
produce, sell the goods at a higher prices until they drive it back
down and then economy returns to a normal growth rate.




S&P 500 FIRMS
NET PROFIT

MARGINS ARE
INCREASING

EF 500 firms, net-profit margin, %
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v S&P 500 firms net profit margins are increasing. These are
guarterly numbers, so what you can see is an increase coming
through, which of course will result in an increase in earnings
which of course will result in higher equity price.
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v' The 10 -year bond rate rose as inflationary fears took hold but has since
back down to a more normal level.




THERE IS LITTLE
REASON FOR
INFLATION
CONCERN WHEN
LOOKING AT THE

AVERAGE OVER
THE PRECEDING
TWO YEARS

(ADJUSTS FOR THE DECLINE AND ACCELERATION
OF INFLATION EXPECTATIONS DUE TO COVID)

US underlying inflation: what the Fed sees

Cleveland Fed Median CPI
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v Shows a completely benign level of inflationary expectation.

Inflation is dead in line with where the Federal Reserve would

like it to be. Inflation is much better than deflation.



Deflation Territory

Year-over-year monthly inflation in South Korea (in %)
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v" Korea handled Covid well and thus employment and supply
constraints did not hit their economy as powerfully as other global

economies.
v" This leads us to believe we will see the same in the US as it recovers,

driving inflation lower.




Average Net Fund Flows 1992-2019
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v" We have been telling people this would happen after an election
year, and that's exactly what happened, we have seen inflows into
equities of $417.5 billion more than double the $179 .4 billion seen
this time last year.




Top 10 Creations (All ETFs)

Net Flows AUM (%, AUM %
mim ) Change

Ticker Name ($.mm)

: . frust 373.7 53,269.85 0.71%
O F | N F LOWS EZLS Shares MSCI Eurozone ETF 1,367.58 8,237.22 16.60%
TOTA I_L E D S 14 5 BMND :a;L pard Total Bond Market 1 340.34 77.137.48 ane

VOO Vanguard S&P 500 ETF 1,050.93 227.734.80 0.46%

THE WEEK ENDING e 67142 24643938 027%

. SPDR Dow Jones Industria
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THE MAJORITY e
S7.5 BILLION R —

WENT INTO US

EQU'T'ES v" Where has that money been going ?

v In the last week it has predominantly been going to the S&P 500.

YLE laterials Select Sector SPDR s01.00 10,109.12 4.06%,

Funa




ETF Weekly Flows By Asset Class

Net Flows (%, mm) AUM (%, mm) % of AUM

U.5. Equity 7,524.12 3,7/21,880.31 0.20%
International Equity 3,903.74 1,289,853.56 0.30%
U.S. Fixed Income 1,319.65 1,027,969.43 0.13%
International Fixed Income 1,039.53 141,141.03 0.74%
TH E MAJ O R |TY Commodities 361.16  149,208.84 0.24%
Currency 15.87 1,871.33 0.85%

S7 . 5 B | I_I_l O N Leveraged -235.50 58,905.00 -0.40%
W E NT | NTO U S Inverse 260.90 11,819.84 2.21%

Asset Allocation 188.24 16,042.99 1.17%
EQU |T| ES Alternatives 87.63 6,403.58 1.37%
Total: 14,465.44 6,425,095.92 0.23%

v" Where has the money been going with regard to weekly inflows
over the course of equities in general ?

v' $14.5 billion into ETFs of which $7.5 billion went into equities.




Disclaimer

Note: Disclaimer: This document s intended for and directed at investment professionals and not intended for retail
customers. Persons who do not have professional experience in matters relating to investment should not rely on this
document.

AQA UCITS Fund SICAV plc is licensed in Malta by the Malta Financial Services Authority as an undertaking for collective
investment in transferable securities (UCITS).

This document is issued by Castlestone Management LLC (“We”).The information contained in this document is not directed
at, nor is it intended for distribution to, or use by, persons in any jurisdiction in which the investment products are not
authorized for distribution or in which the dissemination of information regarding the investment products is not permitted.
This document is not offering to sell any product. Any investment in the Fund is required to be undertaken in line with the
Offering Supplement of the Fund. Copies of the Offering Supplement, audited annual financial statements and half-yearly
reports and the key investor information documents (in English Language) are available free of charge upon request. We will
not be liable for any use you make of any information in this document. We are not your advisor or fiduciary. We are not
recommending or making any representations as to suitability of any product or the tax, legal or accounting treatment of
any product. We are not responsible for information stated to be obtained or derived from third party sources. All opinions
are given as of the date hereof and are subject to change. We are not obliged to inform you of any such changes. Any
projections and opinions expressed herein are expressed solely as general market commentary and do not constitute
investment advice or guaranteed return. They represent the views of Castlestone Management LLC at the time of
publication and are subject to change without notice. Any simulated performance data and/or past performance data
contained herein is not a reliable indicator or guarantee of future performance. An investment in the Fund may include a
commission or sales fee which is charged at the time of the initial purchase of the investment and may be deducted from the
invested amount therefore lowering the size of your investment. A redemption / contingent deferred sales charge may be
charged at the time you redeem your investor and such charge may have an impact on the amount of money you receive
back upon your redemption. Income from investments may fluctuate and investors may not recoup the amount originally
invested. An investment in the Fund may be effected by changes in currency exchange rates. If you redeem your investment
before 6 years, you may be at higher risk of losing some, or all of, the money you invest. Any forward-looking statements
concerning the financial condition, results of operations and businesses of Castlestone Management LLC expressed or
implied, are based on management's current expectations and assumptions, which may change without notice, and are no
guarantee of future results, performance or events. Nothing in this document constitutes a representation that any
investment strategy or recommendation is suitable or appropriate to an investor’s individual circumstances or otherwise
constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own
judgement in making their investment decisions. Investors and prospective investors should make reference to the risk
warnings set out in the Offering Supplement of the Fund. This document is confidential. No part of it may be reproduced,
distributed or transmitted without Castlestone Management’s written permission. Neither this document nor any copy of it
may be distributed, directly or indirectly, in the United States of America or its territories or possessions (the “United States”
or to any US Person as defined in Regulations under the United States Securities Act of 1933 (as amended)). Any failure to
comply with these restrictions may constitute a violation of United States securities law. This is not exhaustive; other
regional-specific wording may apply. If in doubt, please consult with Castlestone Management’s Compliance department.
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MANAGEMENT

Castlestone Management LLC is a registered investment adviser in the state of New Jersey. Being registered does not imply a
certain level of skill or training. Investment in any Fund involves significant risks. A prospective or continuing investor should
not invest in any Fund unless satisfied that it and/or its investment representative or professional adviser has/have asked for
and received all information which would enable it or both of them to evaluate the risks in terms of an investment or
continued investment in the Fund. The information in this document has not been approved or verified by the United States
Securities and Exchange Commission or by any state securities authority. No invitation to the public in Hong Kong to buy or
subscribe for any product is permitted to be made. You should consult your own attorney, business adviser and tax adviser
as to legal, business, tax and related matters concerning any of the contents of this document.

Additional information about Castlestone Management LLC is available on the United States Securities and Exchange
Commission’s website at https://adviserinfo.sec.gov/firm/summary/170379.

WARNING

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.
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