- .
“frontier

Economic distance model
September 2022

Inflation a major issue but not the same as the 1970s

The period of high and volatile inflation rates of the 1970s offers some valuable lessons for the current
period. We have just completed a research paper, distributed exclusively to Frontier clients, where we
gauge the main similarities and differences between the current economic conditions and historical
periods dating back to 1970 by looking for the nearest neighbour in history using an ‘economic
distance model’. The model uses a selection of macroeconomic factors to measure the similarity of
historic time periods (from an economic and market point of view) compared with today’s conditions.

The key takeaway of the research is that today's environment is very different from the 1970s-style
inflation spiral. While certain indicators (CPI, oil price) show some similarity, the overall low distance
score in the 70s’ to today, suggests fundamental changes in general market conditions over the past
several decades. Further analysis shows the difference in today’s environment is driven by multiple
factors, including the paradigm shift in monetary policy framework, better anchored inflation
expectations, strong labor market, relatively mild oil price surge magnitude and the rise of technology.

Economic distance score

Current environment looks quite different from history
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*Economic distance score ranges from 0 — 100%, the higher the score, the more similar a historical
period is to today. The latest period always has a score of 100% by definition, i.e,100% similarity to
current economic environment.

Observations on the current economic distance (as of April 2022):

e  The upward-sloping trend in score suggests higher similarity to the current economic
environment in more recent periods.

e  Within the 1970s, while the score is generally low around this time, there is higher similarity
around ‘77/78 leading into the early 1980s’ recession.

e While all three models align well in general, including oil as a factor increases the scores during
the peak periods, indicating oil has historically been a key macroeconomic factor driving high
inflation conditions.

e  The current period scores most closely to 1988, 1999/00, 2005/07 and 2018, which were all
periods of interest rate hiking (except for 2007).
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The research paper provides Frontier clients with a further breakdown and analysis of specific factors
and sectors and reveals the periods of most similarity to today’s conditions. The paper also provides
detail on the set up of the model which Frontier's Capital Markets and Asset Allocation Team has
been utilising continuously for more than a year.

Our team has also produced an interactive website that allows real-time tracking of the market. We
plan to make this tool, along with several other interactive quantitative models, available on our
Partner’s Platform in the future.

To discuss the full report please contact Frontier.

Economic distance model — September 2022 2




' (]
“frontier

Frontier

Level 17/130 Lonsdale St, Melbourne VIC 3000
Tel +61 3 8648 4300

frontieradvisors.com.au

@frontier_adv

The information contained in this presentation is current as at the date of preparation, but may be subject to change. The
information contained in this presentation is intended as general commentary and should not be regarded as financial, legal or
other advice. This presentation has been prepared without taking into account your objectives, financial situation or needs.
You should consider this presentation in light of these matters. Should you require specific advice on the topics or areas
discussed please contact the presenter directly or an appropriate advisor. This presentation may contain forward looking
statements. These are not facts, rather, these forward looking statements are based on the current beliefs, assumptions,
expectations, estimates, and projections of Frontier Advisors Pty Ltd about the business, the industry and the markets in
which we operate. Past performance is not a reliable indicator of future performance. Frontier Advisors Pty Ltd makes no
representation or warranty that any of the information contained in this presentation is accurate or complete. To the maximum
extent permitted by law, Frontier Advisors Pty Ltd does not accept any liability for loss arising from any reliance placed on the
use of this presentation including the information contained within it. The contents of this presentation are confidential and
must not be disclosed to any third party without our written consent. This presentation must not be copied, reproduced or
distributed without the written consent of Frontier Advisors Pty Ltd. Frontier Ad visors Pty Ltd does not provide taxation advice
and you should seek your own independent taxation advice from a registered tax agent.
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