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Just a few weeks ago, global equity
benchmarks were setting new
record highs as optimism around
Al drove torrid gains in technology
stocks and an improving macro
backdrop supported bullish investor
sentiment. U.S. inflation figures
resumed their downward trajectory
after a series of higher-than-
expected prints. Improvement in
international growth data pointed
toward broadening in the global
expansion. Some major central
banks began lowering rates, and the
Fed suggested an initial cut could
arrive soon. A year out from the last
Fed hike, the clock appeared to be
running out on a policy-induced
recession, and many forecasters

lowered their subjective recession
risk assessments.

And yet just a few days later, equity
markets were in a tailspin, with the
MSCI World ultimately drawing
down more than 8% by the time it
bottomed on August 5%, Within and
across asset classes, recent winners
fared particularly poorly relative to
recent underperformers, as investors
fled from anything cyclical and/

or tech oriented. The yen surged,
high-carry currencies crashed, pro-
cyclical commodities like energy
and industrial metals sold off, and
bond markets showed a classic
flight-to-safety.

What transpired to engineer this abrupt market reversal?

Simply put, market participants
were served a series of vivid
reminders that the elevated
macroeconomic uncertainty of the

post-pandemic period has not faded.

Political risk reemerged as a
tumultuous sequence of events
rocked the U.S. election campaign,
swinging betting market
assessments of the race toward

Trump and then toward his (new)
opponent Vice President Harris.
Meanwhile, news reports that the
U.S. government might further
tighten technology sales to China
reminded holders of high-flying tech
shares that political developments
should not be ignored. Unexpected
policy changes in Japan served

to further unsettle markets, as
official intervention to strengthen
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the yen and a surprise rate hike by the Bank
of Japan late in the month propelled the
currency to double-digit percentage gains.
The strengthening yen proved to be a pressure
point for global markets, sparking unwinds of
carry and momentum trades across the macro
space. Finally, a one-two punch of downside
surprises on key U.S. data releases—the

ISM Manufacturing PMI and the monthly
employment report—prompted a sudden
reassessment of whether recession risk had
truly receded to the degree implied by asset
prices. In other words, we saw an abrupt
reminder that the world is still very much
uncertain.

The Continued Rise in Unemployment Has Sparked a Reassessment of Recession Risk
U.S. Unemployment Rate, 3m Average, Increase from Trailing 2-Year Low
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Source: AQR, Bureau of Labor Statistics.

Each of these specific catalysts was
unexpected. In a broader sense, however,

this turbulence is not surprising. Global
macroeconomic uncertainty remains
extremely elevated as the aftershocks of the
pandemic and the ensuing inflationary boom
continue to play out. Couple that with rising
political risk worldwide, and it seems clear we
are still in a very uncertain place.

Soft landing, hard landing, and persistent
inflation scenarios—each very different
macroeconomic regimes—are all highly
plausible near-term outcomes. An inflation
revival in response to a renewed shock
(simmering tensions between Israel and Iran

Jan-94

Jan-99 Jan-04 Jan-09 Jan-14 Jan-19 Jan-24

come to mind as an all-too-plausible trigger
for higher energy prices) remains a real
possibility, but again with a lot of uncertainty.

While the Fed and other major central banks
appear likely to ease in the near term, the
speed and degree of easing is highly uncertain.
Recall that only a few months ago many were
questioning whether monetary policy was
even appropriately contractionary.

Assuming monetary policymakers will “stick
the landing” is far from a safe bet, especially
with central banks facing risks to both their
inflation and employment objectives.* Their
recent record is far from stellar. Major central

1 Brooks (2023) notes that macroeconomic uncertainty is meaningfully higher than average during periods in which the Federal Reserve
faces tradeoffs between its inflation and maximum employment mandates (e.g., inflation and unemployment meaningfully higher than
target levels).
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banks allowed real interest rates to plummet at
the onset of inflation, contributing both to its
surge and persistence after initial inflationary
catalysts wore off, before abruptly tightening
monetary conditions in 2022 and early 2023.
History tells us that such aggressive tightening
leaves the economy in a vulnerable state.

Although financial markets have largely been
calm until recently, there were telltale signs
of heightened macroeconomic uncertainty.
Futures-implied expectations for the path

of interest rates have oscillated wildly over

the last two years—from imminent and
aggressive rate cuts (now, the beginning of this
year, March 2023 post Silicon Valley Bank,
December 2022 - January 2023) to higher-for-
longer. Volatility at the front end of the yield
curve in part reflects the inherent difficulty
markets have in parsing central bank policy.
But to an even larger extent it reflects true
fundamental uncertainty about the path of
employment and inflation, the appropriate
longer-term level of interest rates, and the
ability and willingness of central banks to
preserve the two percent inflation target.

Market Expectations for the Path of Interest Rates Have Oscillated Wildly
Fed Funds Futures Pricing: December 2024 Contract
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As of this writing, in-line readings on various
U.S. data releases have helped risky assets
reverse much of the damage done in late July
and early August.

Yet, investors would be well served not to be
complacent and write the recent period off as

AN
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an August blip. Macroeconomic uncertainty
tends to be extremely persistent? and is a
powder keg for financial markets.? As we just
witnessed, markets can ignite rapidly, often
sparked by fairly innocuous catalysts.

2 The Jurado, Ludvigson, and Ng (2015) macro uncertainty index ("JLN") has a monthly autocorrelation of 0.98, implying shocks to macro
uncertainty have a half-life of around four years. See Brooks (2023) for more details.

3 Asdiscussedin Brooks (2023), macro uncertainty has a strong association with financial market volatility. The JLN macro uncertainty
index is 0.6 correlated, and realized volatility tends to be meaningfully higher than average when macro uncertainty is elevated (e.g.,

top tercile).



4 An August of Discontent: Market Volatility and Macroeconomic Uncertainty | September 2024

With this in mind, how should investors respond?

Against a backdrop of macroeconomic
uncertainty, it is critical for investors to ensure
their portfolios are well diversified. A recession
or renewed inflation scenario would likely lead
to significant tumult in equity markets. Private
equity and credit investments are ultimately
beholden to the same drivers as public equities
(the ability of firms to generate cash flows and
the amount investors are willing to pay for
these uncertain cash flows) and would not be
immune to the pain.

In contrast, liquid alternative strategies,
which can make money independent of the
direction of equity markets, are a valuable tool
in constructing a well-diversified portfolio.
They are even more critical, however, when
macroeconomic uncertainty is high, as
investors can’t solely rely on equity risk to be
the growth engine of their portfolio.

Some liquid alternative strategies, such as
trend following, are not only resilient to
economic volatility, but also tend to capitalize
on it. Since trend-following strategies profit
from asset prices underreacting to new
information, large economic shocks are
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typically associated with a more attractive
opportunity set.4 Diversified approaches to
trend investing that include a larger number
of lowly correlated markets, and that better
measure trends by explicitly modeling
fundamental catalysts have historically
provided even better performance against a
backdrop of market tumult.s

Should we expect trend following and liquid
alternatives in general to profit every time
there is a spike in volatility? Certainly not.
In this month’s abrupt momentum crash,
many categories posted losses.® But looking
over quarters and years as opposed to weeks
and months, liquid alternative strategies
have performed exceptionally well against
the recent highly volatile macroeconomic
backdrop.

Of course, investors should not aim to “time
diversification”—those that do will often find
themselves a day late and a dollar short. This
time around we are fortunate markets have
fired a warning shot. We should heed the
message.

Brooks, Jordan, Noah Feilbogen, Yao Hua Ooi,
and Adam Akant. 2023. “Economic Trend

Following.” AQR Capital Management
White Paper.

Jurado, Kyle, Sydney C. Ludvigson, and Serena
Ng. 2015. "Measuring Uncertainty." American
Economic Review, 105(3): 1177-1216.

Babu et al (2020) links the performance of trend following strategies to the magnitude of risk-adjusted market moves.

Price-based trend following strategies tend to perform better in protracted, as opposed to short-lived, drawdowns. The performance

of economic trend, which positions based on trends in fundamentals, is less dependent on the duration of market drawdowns. Economic
trend tends to perform better in drawdowns that are preceded by deteriorating fundamentals, as opposed to those that lack an

identifiable catalyst.
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Disclosures

This document has been provided to you solely for information purposes and does not constitute an offer or solicitation of an
offer or any advice or recommendation to purchase any securities or other financial instruments and may not be construed
as such. The factual information set forth herein has been obtained or derived from sources believed by the author and
AQR Capital Management, LLC (“AQR") to be reliable but it is not necessarily all-inclusive and is not guaranteed as to its
accuracy and is not to be regarded as a representation or warranty, express or implied, as to the information’s accuracy or
completeness, nor should the attached information serve as the basis of any investment decision. This document is intended
exclusively for the use of the person to whom it has been delivered by AQR, and it is not to be reproduced or redistributed to
any other person. The information set forth herein has been provided to you as secondary information and should not be the
primary source for any investment or allocation decision. Past performance is not a guarantee of future performance.

This material is not research and should not be treated as research. This paper does not represent valuation judgments
with respect to any financial instrument, issuer, security or sector that may be described or referenced herein and does not
represent a formal or official view of AQR. The views expressed reflect the current views as of the date hereof and
neither the author nor AQR undertakes to advise you of any changes in the views expressed herein.

The information contained herein is only as current as of the date indicated, and may be superseded by subsequent market
events or for other reasons. Charts and graphs provided herein are for illustrative purposes only. The information in this
presentation has been developed internally and/or obtained from sources believed to be reliable; however, neither AQR nor
the author guarantees the accuracy, adequacy or completeness of such information. Nothing contained herein
constitutes investment, legal, tax or other advice nor is it to be relied on in making an investment or other decision. There
can be no assurance that an investment strategy will be successful. Historic market trends are not reliable indicators of actual
future market behavior or future performance of any particular investment which may differ materially, and should not be
relied upon as such.

The information in this paper may contain projections or other forward-looking statements regarding future events,
targets, forecasts or expectations regarding the strategies described herein, and is only current as of the date indicated.
There is no assurance that such events or targets will be achieved, and may be significantly different from that shown
here. The information in this document, including statements concerning financial market trends, is based on current
market conditions, which will fluctuate and may be superseded by subsequent market events or for other reasons. There is a
risk of substantial loss associated with trading commodities, futures, options and other financial instruments. Before
investing or trading, investors and trading counterparties should carefully consider their financial position and risk
tolerance to determine if the proposed trading style is appropriate. Investors and trading counterparties should realize that
when trading futures, commodities and/or granting/writing options one could lose the full balance of their account. It is also
possible to lose more than the initial deposit when trading futures and/or granting/writing options. All funds committed
should be purely risk capital.

Note toreadersin Australia: AQR Capital Management, LLC, is exempt from the requirement to hold an Australian Financial
Services License under the Corporations Act 2001, pursuant to ASIC Class Order 03/1100 as continued by ASIC
Legislative Instrument 2016/396 (as extended by amendment). AQR is regulated by the Securities and Exchange
Commission ("SEC") under United States of America laws and those laws may differ from Australian laws. Note to readers in
Canada: This material is being provided to you by AQR Capital Management, LLC, which provides investment advisory and
management services in reliance on exemptions from adviser registration requirements to Canadian residents who
qualify as “permitted clients” under applicable Canadian securities laws. No securities commission or similar authority in
Canada has reviewed this presentation or has in any way passed upon the merits of any securities referenced in this
presentation and any representation to the contrary is an offence. Note to readers in Europe: AQR in the European
Economic Area is AQR Capital Management (Germany) GmbH, a German limited liability company (Gesellschaft mit
beschrankter Haftung; “GmbH?"), with registered offices at Maximilianstrasse 13, 80539 Munich, authorized and regulated
by the German Federal Financial Supervisory Authority (Bundesanstalt fur Finanzdienstleistungsaufsicht, ,BaFin“),
with offices at Marie-Curie-Str. 24-28, 60439, Frankfurt am Main und Graurheindorfer Str. 108, 53117 Bonn, to provide
the services of investment advice (Anlageberatung) and investment broking (Anlagevermittlung) pursuant to the
German Securities Institutions Act (Wertpapierinstitutsgesetz; “WplG"). The Complaint Handling Procedure for
clients and prospective clients of AQR in the European Economic Area can be found here: https://ucits.agr.com/Legal-and-
Regulatory. Note to readers in Hong Kong: This presentation may not be copied, reproduced, republished, posted,
transmitted, disclosed, distributed or disseminated, in whole or in part, in any way without the prior written consent of
AQR Capital Management (Asia) Limited (together with its affiliates, “AQR") or as required by applicable law. This
presentation and the information contained herein are for educational and informational purposes only and do not
constitute and should not be construed as an offering of advisory services or as an invitation, inducement or offer to sell or
solicitation of an offer to buy any securities, related financial instruments or financial products in any jurisdiction.
Investments described herein will involve significant risk factors which will be set out in the offering documents for such
investments and are not described in this presentation. The information in this presentation is general only and you should
refer to the final private information
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memorandum for complete information. To the extent of any conflict between this presentation and the private information
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304 of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA")) or (ii) otherwise pursuant to, and in accordance
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FO07651). Itsprincipal place of businessis Gate Village 10, Level 3, Unit 4, DIFC, Dubai, UAE. This marketing communication
is distributed on behalf of AQR Capital Management, LLC.

Request ID: 389771

www.agr.com

AQR Capital Management, LLC  One Greenwich Plaza, Greenwich, CT 06830 P +1.203.742.3600 F +1.203.742.3100



