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US inflation outlook

First, we expect to see a sizable popin the already
relatively elevated Consumer Price Index (CPI)
readings, beginning with April's 4.2% year-over-year
risel—which is likely to head even higher in May.
Throughout the end of Q2 and into the beginning of Q3,
we’re also likely to encounter ongoing upside surprises
across a host of price measures, from import prices to
prices paid indexes in surveys.

Second, the pace of inflation should then begin to slow
meaningfully in late Q3 2021 and continue into 2022 as
the mismatch in demand and supply begins to ease.
The handoff from goods price inflation to services price
inflation, which typically takes some time, should also
feed into that narrative. Crucially, we also expect labor
supply to improve by late Q3, which should mollify
concerns about wage pressures. This period should
confirm that sizable increases in headline inflation were,
indeed, transitory.

Finally, as we peer into 2023 and beyond, we see scope
for slightly higher structural inflation (in the 2.0% to 2.5%

US inflation outlook: an overview

‘.‘ Material upside risks likely

9 June
Market Note 2021

We’re entering a period where concerns about inflation have reached fever pitch.
As such, inflation-related data releases are likely to be scrutinized closely for clues
pertaining to what could happen next. In this market note, Frances Donald, Global
Chief Economist and Global Head of Macroeconomic Strategy, shares her inflation

realm versus the 1.5% to 2.0% range during the
prepandemic period) as the delayed effects of higher
shelter costs, infrastructure spending, lending activity,
and medical costs translate into moderate longer-term
price pressure.

Note that throughout our forecast period, we
expect core inflation to remain below headline inflation
(nearly all the time) and, crucially, within the U.S.
Federal Reserve’s (Fed’s) average 2.0% inflation
targeting mandate.

The global inflation picture remains benign

The United States isn't an island—U.S. inflation is
heavily correlated to global inflation, which remains
muted. Notably, Chinese credit trends are consistent
with future weaker inflation in China, which tends to filter
through to U.S. inflation through trade and global forces.
Crucially, the relatively weaker U.S. dollar has been an
important contributor to inflation in the United States
and signs of further weakness will translate into higher
import prices.

', Downside risks likely
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.5 dollar in
previous period

Source: Manulife Investment Management, as of 13 May 2021.
1 U.S. Bureau of Labor Statistics, May 12, 2021.

Beginning of structurally higher
inflation as (a} longerterm
fiscal multipliers create mild
pressure, (b) shelter prices
rise with lag, and (c) some
monetary-driven pressure as
credit activity picks up
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Disclaimers

A widespread health crisis such as a global pandemic could cause
substantial market volatility, exchange-trading suspensions and
closures, and affect portfolio performance. For example, the novel
coronavirus disease (COVID-19) has resulted in significant disruptions
to global business activity. The impact of a health crisis and other
epidemics and pandemics that may arise in the future, could affect the
global economy in ways that cannot necessarily be foreseen at the
present time. A health crisis may exacerbate other pre-existing political,
social and economic risks. Any such impact could adversely affect the
portfolio’s performance, resulting in losses to your investment.

Investing involves risks, including the potential loss of principal. Financial
markets are volatile and can fluctuate significantly in response to
company, industry, political, regulatory, market, or economic
developments. These risks are magnified for investments made in
emerging markets. Currency risk is the risk that fluctuations in exchange
rates may adversely affect the value of a portfolio’s investments.

The information provided does not take into account the suitability,
investment objectives, financial situation, or particular needs of any
specific person. You should consider the suitability of any type of
investment for your circumstances and, if necessary, seek professional
advice.

This material, intended for the exclusive use by the recipients who are
allowed to receive this document under the applicable laws and
regulations of the relevant jurisdictions, was produced by, and the
opinions expressed are those of, Manulife Investment Management as
of the date of this publication, and are subject to change based on market
and other conditions. The information and/or analysis contained in this
material has been compiled or arrived at from sources believed to be
reliable, but Manulife Investment Management does not make any
representation as to their accuracy, correctness, usefulness, or
completeness and does not accept liability for any loss arising from the
use of the information and/or analysis contained. The information in this
material may contain projections or other forward-looking statements
regarding future events, targets, management discipline, or other
expectations, and is only current as of the date indicated. The information
in this document, including statements concerning financial market
trends, are based on current market conditions, which will fluctuate and
may be superseded by subsequent market events or for other reasons.
Manulife Investment Management disclaims any responsibility to update
such information.

Neither Manulife Investment Management or its affiliates, nor any of their
directors, officers or employees shall assume any liability or
responsibility for any direct or indirect loss or damage or any other
consequence of any person acting or not acting in reliance on the
information contained here. All overviews and commentary are intended
to be general in nature and for current interest. While helpful, these
overviews are no substitute for professional tax, investment or legal
advice. Clients should seek professional advice for their particular
situation. Neither Manulife, Manulife Investment Management, nor any
of their affiliates or representatives is providing tax, investment or legal
advice. This material was prepared solely for informational purposes,
does not constitute a recommendation, professional advice, an offer or
an invitation by or on behalf of Manulife Investment Management to any
person to buy or sell any security or adopt any investment strategy, and
is no indication of trading intent in any fund or account managed by
Manulife Investment Management. No investment strategy or risk
management technique can guarantee returns or eliminate risk in any
market environment. Diversification or asset allocation does not
guarantee a profit or protect against the risk of loss in any market. Unless
otherwise specified, all data is sourced from Manulife Investment
Management. Past performance does not guarantee future results.
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Manulife Investment Management is the global wealth and asset
management segment of Manulife Financial Corporation. We draw on

more than a century of financial stewardship to partner with clients across
our institutional, retail, and retirement businesses globally. Our specialist
approach to money management includes the highly differentiated
strategies of our fixed-income, specialized equity, multi-asset solutions,
and private markets teams—along with access to specialized,
unaffiliated asset managers from around the world through our
multimanager model.

This material has not been reviewed by, is not registered with any
securities or other regulatory authority, and may, where appropriate, be
distributed by the following Manulife entities in their respective
jurisdictions.  Additional information about Manulife Investment
Management may be found at manulifeim.com/institutional
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