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The idea that human psychology drives markets is M&G
nothing new...

Keynes (General Theory, 1936):

" .the professional investor is forced to concern himself with... the mass psychology
of the market”

Ben Graham (Intelligent Investor, 1949):

“..Mr. Market lets his enthusiasm, or his fears run away with him, and the value he
proposes seems to you a little short of silly.”

Sources: https://www.marketplace.org/story/2008/01/16/keynes-professional-money-managers; https://www.cabotwealth.com/daily/value-stocks/benjamin-grahams-mr-market 2
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Markets seem to be more volatile than they should L M&G

Investments
If it was all about fundamentals markets would be less volatile than they are

ﬂ Past performance is not a guide to future performance

Comparing Actual Real Stock Price with the Present Value of Future Real Dividends

5000
500
(0]
.9
a M\/‘
50
1860 1880 1900 1920 1940 1960 1980 2000 2020

— Real share price —'Fundamental Value' (present value of real 10Y dividends)

Source: Robert J. Shiller, from his book ‘Market Volatility’, 1989, revised and updated. Neither Robert J. Shiller nor any affiliates or consultants, are registered investment advisers and do not guarantee the accuracy or completeness of the
CAPE Ratio here, or any data or methodology either included therein or upon which it is based. No representation is made as to the accuracy of the assumptions made within, or completeness of, any modelling, scenario analysis or back-
testing. Link to online data: http://www.econ.yale.edu/~shiller/data.htm 3
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But much “behavioural finance” tends to focus on

on the individual...

We store memories differently based

on how they were experienced

We reduce events and lists ®
to their key elements @

What should we
remember?

We discard specifics
to form generalities g
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We edit and reinforce
some memories after the fact @

We favor simple-looking options and
complete information over complex,
ambiguous options

To avoid mistakes,
we aim to preserve autonomy and
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To act, we must be confident we can make o

an impact and feel what we do is important

Source: https://murat-durmus.medium.com/a-list-of-over-150-biases-belief-decision-making-behavioral-social-memory-a51204bcaaf2

We notice things already primed in
memory or repeated often

Bizarre, funny, visually striking, or

anthropomorphic things stick out more than
non-bizarre/unfunny things

We notice when something has changed

We are drawn to details
that confirm our own existing beliefs

We notice flaws in others
more easily than we notice
flaws in ourselves

0 M&G
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Too much
information
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... and can lead to dangerous thinking LI M&G

Investments

‘Everybody else’ is biased, it doesn’t affect me The market is ‘just wrong,” so | can carry on being smarter

-

Ot it @ A

You must ask when and why the market might be wrong

Source: Getty Images. For illustrative purposes only. 5



Why prices move: the common view 0 MRG

Investments

The search for alpha/edge is linked to information: better research, more people (committees)

Information Jl[' ‘Fundamentals’ @
Q Profits Inflation
|

Interest rates Defaults




The consensus is usually wrong

G\%

2020:
Fragile Goldilocks

)

==

2023:
Global recession

Source: M&G.
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2021:

Recovery, revival, rotation

2024
Higher for longer

<

1

2022:
Less of the same

2025:
US exceptionalism
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Why prices move: our view O M&G

Investments

Information Jl[' ‘Fundamentals’
Q Profits Inflation

Interest rates Defaults

IR Human behaviogr and
perceptions of risk

Role of human behaviour frequently underestimated

Source: M&G. 8



Why prices move: our view O M&G
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Information Jl[' ‘Fundamentals’
Q Profits Inflation

Interest rates Defaults

The most 4
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use of
your time v
is to focus |
on this <
m
D

IR Human behaviogr and
perceptions of risk

Role of human behaviour frequently underestimated

Source: M&G. 9



What causes behavioural opportunities and how can

we identify them?

Overconfidence:

Humans (and markets) often underestimate true range
of possible futures

Panic and return chasing:

Short-term loss or gain often dominate decision-
making

Investor Emotion:

Pain of loss, regret, excitement can become
widespread

Myopia/short-termism:

Investors often inappropriately overweight more salient
risks

Herding and anchoring:

Social dynamics and industry incentives create
‘groupthink’

Source: M&G, March 2026.

0 M&G

Investments
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Example: the start of the pandemic in 2020

MSCI All Country World & Emerging Market Government
Bond Index

Rebased as at 31 October 2019
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Source: M&G, LSEG Datastream, 6 November 2022. lllustrative purposes only.

0 M&G
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v’ Rapid/correlated moves:

Sharp falls across and within markets

v Extreme sentiment:
Bearishness and focus on short term loss

v Valuation:

Equity valuations most attractive since
Eurozone crisis

"



Example: bond vulnerabillity in late 2021 L M&G

Investments

US Five-year Treasury Yield and Core CPI (%)

7 v Valuation:
Yields below pre-COVID levels
6
4 Inconsistency:
5
Yields stable as inflation rises
4
4 Herding:
3 jelge iy, High confidence that inflation will fall
2 Herding: Economists’ 2022 Inflation forecasts in July 2021
50%
1 40%
30%
0 20%
Jan-18  Ju18  Jan-19  Ju-19  Jan-20  Jul-20  Jan-21  Jul-21 1% . . ]
0% [ |
= US 5-Year Treasury Yield = Core CPI (Cleveland Fed 'Nowcast') <18 18-23 23-28 28-32 32-37 >=37

Source: M&G, LSEG Datastream, 6 November 2022. lllustrative purposes only. 12



Valuation signals: Q4 2021 00 MRG
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ﬂ Past performance is not a guide to future performance

Sample of assets, showing real yield against an assessment of neutrality
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Neutrality is the positioning if all assets were trading at their ‘fair value'.

*Real yield. For cash/bonds = prevailing interest rate/nominal yield minus consensus long term inflation expectations. For equities = inverted p/e ratio, using forward consensus earnings data. The above data is a hypothetical representation

for illustrative purposes only and is not representative of any M&G product or strategy. No representation is being made that any account, product, or strategy will or is likely to achieve profits, losses, or results similar to those shown.

Investors cannot invest directly in an index.

Source: M&G, Bloomberg, 31 December 2021. 13
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Valuation signals: Q4 2023 00 MRG

ﬂ Past performance is not a guide to future performance

Sample of assets, showing real yield against an assessment of neutrality
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Neutrality is the positioning if all assets were trading at their ‘fair value'.

*Real yield. For cash/bonds = prevailing interest rate/nominal yield minus consensus long term inflation expectations. For equities = inverted p/e ratio, using forward consensus earnings data. The above data is a hypothetical representation
for illustrative purposes only and is not representative of any M&G product or strategy. No representation is being made that any account, product, or strategy will or is likely to achieve profits, losses, or results similar to those shown.
Investors cannot invest directly in an index.

Source: M&G, Bloomberg, 31 December 2023.

Brazil Equity

Turkey Equity

China Equity

14



WHAT ABOUT
TODAY?




Valuation signals: January 2025 0 M&G
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Sample of assets, showing real yield against an assessment of neutrality
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Neutrality is the positioning if all assets were trading at their ‘fair value'.

*Real yield. For cash/bonds = prevailing interest rate/nominal yield minus consensus long term inflation expectations. For equities = inverted p/e ratio, using forward consensus earnings data. The above data is a hypothetical representation

for illustrative purposes only and is not representative of any M&G product or strategy. No representation is being made that any account, product, or strategy will or is likely to achieve profits, losses, or results similar to those shown.

Source: M&G, LSEG Datastream, 27 January 2025. 16



Valuation signals: January 2026 0 M&G
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Sample of assets, showing real yield against an assessment of neutrality
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Neutrality is the positioning if all assets were trading at their ‘fair value'.

*Real yield. For cash/bonds = prevailing interest rate/nominal yield minus consensus long term inflation expectations. For equities = inverted p/e ratio, using forward consensus earnings data. The above data is a hypothetical representation

for illustrative purposes only and is not representative of any M&G product or strategy. No representation is being made that any account, product, or strategy will or is likely to achieve profits, losses, or results similar to those shown.

Source: M&G, Bloomberg, 16 January 2026. 17



Valuation signals: January 2025 & 2026 L M&G
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January 2025 January 2026
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Neutrality is the positioning if all assets were trading at their ‘fair value'.

*Real yield. For cash/bonds = prevailing interest rate/nominal yield minus consensus long term inflation expectations. For equities = inverted p/e ratio, using forward consensus earnings data. The above data is a hypothetical representation

for illustrative purposes only and is not representative of any M&G product or strategy. No representation is being made that any account, product, or strategy will or is likely to achieve profits, losses, or results similar to those shown.

Source: M&G, Bloomberg, January 2025 and Januray 2026. 18
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0 M&G

ldentifying ‘episodes’

Real yield (using

g ML Earnings yield Spread Carr
e Looking for extremes vs. history/theory gsy consensus/ LT inflation) P Y
S
B
c
@©
= Price . . . -
o . Speed of moves vs own history, heightened correlation within and across markets
Rapid and correlated moves
Sentiment . .
@ Panic or excitement Attention to single story and tone of coverage
o
2
)
] H * .
=~ ATEE response tp news Earnings Inflation and policy Defaults Rate expectations,
o Inconsistency with fundamentals macro trends
S
&)
/J Over.confldence/Bl.as n behefs Clustering of beliefs, narrow distributions, expectations at odds with historic trend delivery
Herding, extrapolation, anchoring
*Price moves inconsistent with new information on “Fundamentals”: Real Rates, inflation, growth (GDP and profits), defaults. 20

Source: M&G, for illustrative purposes only.



Valuation U M&G

ﬂ Past performance is not a guide to future performance

US and UK Equity Markets (earnings yield, %) US and UK 10Y Government Bonds (real yield, %)
16 8
7
14
6
12 5
4
10
3
8 .. -
2
5 1
. Y ' W .
4
-1
2 -2
Apr-90 Apr-95 Apr-00 Apr-05 Apr-10 Apr-15 Apr-20 Apr-25 Apr-90 Apr-95 Apr-00 Apr-05 Apr-10 Apr-15 Apr-20 Apr-25

—US —=UK —US ——UK

Source: M&G, LSEG Datastream, 19 March 2026. 21



Price moves

US equity (Vix) Volatility Index
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Source: M&G, Bloomberg, 20 March 2026.
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US Bond (MOVE) Volatility Index
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Key takeaways

= |f you are engaging in active management, or selecting active managers, it is important to have a philosophy as to why
markets make mistakes

= Behavioural finance can be part of this

- It provides tools to protect against your own mistakes,
- but also provides a model for identifying broader market inefficiencies

= Used correctly, it can provide a vital framework for dealing with uncertainty

Source: M&G, March 2026.

0 M&G
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Valuation signals: March 2026 0 MRG
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ﬂ Past performance is not a guide to future performance

Sample of assets, showing real yield against an assessment of neutrality
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Neutrality is the positioning if all assets were trading at their ‘fair value'.

*Real yield. For cash/bonds = prevailing interest rate/nominal yield minus consensus long term inflation expectations. For equities = inverted p/e ratio, using forward consensus earnings data. The above data is a hypothetical representation

for illustrative purposes only and is not representative of any M&G product or strategy. No representation is being made that any account, product, or strategy will or is likely to achieve profits, losses, or results similar to those shown.

Investors cannot invest directly in an index. Source: M&G, Bloomberg, 23 March 2026. 25
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Marketing Communication for Professional Investors only. Not for onward distribution. No other person should rely on any information contained within.

The distribution of this document does not constitute an offer or solicitation. Past performance is not a guide to future performance. The value of investments can fall as well as rise. There is no guarantee that these investment strategies will work under all
market conditions or are suitable for all investors and you should ensure you understand the risk profile of the products or services you plan to purchase.

Information given in this document has been obtained from, or based upon, sources believed by us to be reliable and accurate although M&G does not accept liability for the accuracy of the contents. M&G does not offer investment advice or make
recommendations regarding investments. Opinions are subject to change without notice. Where relevant, any reference to individual companies is for illustrative purposes only and should not be considered a recommendation to buy or sell securities of

those companies.
This financial promotion is issued by M&G Investment Management Ltd. Registered Office: 10 Fenchurch Avenue, London, EC3M 5AG.
26
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