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Strong payrolls, hawkish Fed talk, and the debt-deficit

conundrum push yields higher across the US, Europe and
the UK, with all eyes now on CPI.
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STRONG PAYROLLS. ALL EYES ON CPI

It's not that the US debt or deficit have changed in the last few weeks — what has changed is the market focus. Treasury yields have spiked from 4.35% levels
end Jun to 4.78% (4.82% 2 days back). Strong Aug payrolls (162K vs. 56K consensus) aren't helping, neither is Warsh's hawkish statement at Jackson Hole. Rate
increase probabilities (16th Sep) are elevated at two-thirds, up from one-third pre-Jackson Hole.

The rout in bonds is universal across US, Europe, UK. While inflation is a causal factor, the larger issue, and an unsolvable one, is the
debt-deficit conundrum that central banks face. With no real political will for austerity, the only way is to inflate their way out. Neither
is a palatable option for policy makers.

IMPACT & POSITIONING (IN ORDER)

m Precious Metals (negative) — Higher yields = Negative for Gold in particular. Gold has retrenched 7% over the last 8 trading sessions. While the fundamental
case remains and if anything strengthens on dollar debasement, without a reprieve on rates, the path is murky in the short-term.

m Growth Sectors / Al Capex (slight negative) — With large, debt funding needed for Al capex, higher yields are a negative, however, elevated margins, tight
credit spreads, offset the basis impact. Credit spread dispersion is likely, and will be a differentiator. Position for quality, not yield.

m Duration (negative, but priced in?) — While the debt-deficit combo will keep a floor on yields, there doesn't appear to be a case for a run-away increase in
yields. Negatives appear priced in — not a case for extending duration, but equally the best gains on shorting long-dated bonds appear to be behind.

m TIPS (positive) — Inflationary concerns benefit TIPS.

m Industrial Commodities (positive) — Stronger growth metrics support demand, especially related to Al Capex. Energy remains a beneficiary of a fractured
geopolitical set up.

A WIDESPREAD ROUT IN BONDS...
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IMPORTANT INFORMATION

Disclaimer

CONFIDENTIALITY

The contents of this document are confidential and are meant for the intended
recipient only. If you are not the intended recipient, please delete all copies of
this document and notify the sender immediately.

GENERAL COMMENTARY

This document, provided as a general commentary, is for informational purposes
only and is not to be construed as an offer to sell or solicit an offer to buy any
financial instruments in any jurisdiction. This does not constitute any form of
regulated financial advice, and your independent financial advisor should be
consulted prior to taking any investment decision(s). This document is based on
information from sources which are reliable but has not been independently
verified by Lighthouse Canton Pte. Ltd. and its affiliates (“LC"). LC has taken
reasonable steps to verify the contents of this document and accepts no liability

for any loss arising from the use of any information contained herein. Please also
note that past performances are not indicative of future performance.
Information contained herein are those of the author(s) and does not represent
the views held by other parties. LC is also under no obligation to update you on
any changes made to this document.

REGULATION

This document is prepared by Lighthouse Canton Pte. Ltd. and its affiliate,
Lighthouse Canton Capital (DIFC) Pte. Ltd., which are regulated by Monetary
Authority of Singapore (“MAS”) and Dubai Financial Services Authority (“DFSA”)
respectively. MAS and DFSA have no responsibility for reviewing, verifying and
approving the contents of this document and/or other associated documents.
The contents of this document may not be reproduced or referenced, either in
part or in full, without prior written permission from LC.
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