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Higher for longer will run into recession risk ...

Rising US recession risk will keep pressure on short-term rates and yields as the market begins to price in more
cuts again as the economy weakens

Recession Risk Will Weigh on SOFR Curve

SOFR Curve Now == 3 Months Ago
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Rising recession risk
and yet-to-reaccelerate

inflation will keep
flattening pressure
on SOFR curve

o > Cp Yoy L
,}‘}(‘4")(‘4%,5 %4‘%

SOFR Contract Number

Recessions Happen When Hard and Soft Data Weaken

== |JS Hard Data Stress Index US Soft Data Stress Index
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... but eventually inflation will return |

Inflation in the US is likely to re-accelerate for several reasons. For a start, the liquidity-driven rise in oil and
commodity prices, as well as rising food prices

Excess Liquidity Still Supportive for Oil

== Brent YoY, lhs Excess Liquidity Indicator (Pushed Forward 9 Months), rhs
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Rising Global Food Prices a Portent of Rising Inflation

UN Food and Agriculture World Food Price Index

== S CPI YoY, lhs (Pushed Forward 6 Months), rhs

Food prices
lead US CPI
and have begun
to turn up
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... but eventually inflation will return |l

Money growth continues to be supportive for inflation, as savings-deposits’ growth is weak. Even headline
measures, such as adjusted M1 and M2’s annual growth, has started to rise. Expectations are rising again too

And when stimulus in China gains traction, as it soon should, this will also add to US inflation

Falling Savings Show Inflation Likely to Remain Sticky
== (Cleveland Median CPI YoY, rhs
M2 Savings Deposits YoY (Pushed Forward 12 Months; Reversed), lhs
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China PPI Is a Key Driver of US Consumer Inflation
== |JS CPI YoY, lhs China PPI YoY (Pushed Forward 3 Months), rhs
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Stock market has been masking credit crunch in making

Low implied equity volatility is helping keep credit spreads repressed, compounded by the now huge 51.5 trillion
private credit market distorting price discovery

VIX and HY Credit Spreads Tied at the Hip
== BarCap US Corp HY YTW - 10 Year Spread, lhs
Chicago Board Options Exchange Volatility Index, rhs
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Credit Spreads Disconnected From Real Economy
US High Yield Credit Spreads (Pushed Forward 3 Months), rhs
== Bankruptcy Filings (4-Week Sum, 12-Week MA; Bloomberg Compiled), lhs

Bankruptucy filings
are at odds with
subduod credit
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Banks at risk from positive stock-bond correlation

The market has yet to fully digest the implications of a positive stock-bond correlation. It threatens to drive bond

risk premium wider, and bond prices lower

US banks and other mark-to-market holders still have elevated holding of USTs

US Stocks and Bonds Move Together Again

2-year rolling correlation of 1-week changes in S&P vs USTs

75

Stock-bond ratio is
50 positive again \\\

after two decades

-50

75

1980 1985 1990 1995 2000 2005 2010 2015 2020 2025
Source: Bloomberg

Bloomberg

Banks' Holdings of Treasuries Still High

== US Banks Holdings of Treasury and Agency Securities as a % of Total Assets, lhs
-Fed Funds (Reversed, Pushed Forward 12 Months), rhs
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