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Constructive for the 2026 Market Outlook
L. E. A. D. Is Our Core Investment Strategy if Everything Goes as Expected

Liquidity Shift

Earnings Focused

Adding Credit

Diversified Asset

◼ U.S.: Larger Rate Cuts, Weaker Currency Adjustment

◼ Asia and Europe: Limited Rate Cuts, Capital Inflows Likely

◼ Japan: Rate Hike Expectations Persist, Yen Weak First Then 

Stronger

◼ Positive on Europe and Asia

◼ Fed Liquidity Support, U.S. Treasury Yields Face Downside 

Potential

◼ Event Risks Persist, Capture Quality Bond Opportunities

◼ Dollar Depreciation Risks Remain, Diversify into Non-U.S. Bonds

◼ Focus on IG Corporate Bonds <10-year duration

◼ U.S. Equities to Start Weak, End Strong, Positioning 

Opportunities Ahead

◼ Europe’s Economic Recovery, Watch Sector Performance

◼ Corporate Reforms Bearing Fruit, Fiscal Stimulus Provide Extra 

Support

◼ Positive on the U.S. leaders and Japanese small-mid cap 

companies

◼ Gold

◼ Virtual Currencies

◼ Private Assets
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Dovish Fed’s Policy Breeds Runaway Inflation
Tail Risk 1

Q: Why is Federal Reserve’s policy expected to be dovish? 

1) Weakening job market; 

2) New Fed Chairman is likely to be a Trump loyalist; 

3) U.S.’s DOJ attempted prosecution of the Fed Chair

Q: Why would inflation come back?

1) Too much money chasing for too few goods

2) Companies pass through higher import duty costs to the consumers when the early imports in 2025 depleted

Term premiums start to rise in the bond market on back of inflation expectation and fiscal concernsOutcome
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Inflation Expectation on the Rise Amid Falling Reported Inflation
Inventory From Cheaper Imports in 2025 Is Depleting

One Year Inflation Expectation Reported Inflation
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Fiscal Concerns Cast Doubts on G7 Holding Power in Treasuries
Tail Risk 2

◼ China has been reducing its holding in the U.S. treasuries by U.S.$365bn over the last five years despite the U.S.$1.8 trn

trade surplus with the U.S. over the same period.

◼ Japan is keeping its holding in the U.S. treasuries stable at U.S.$1.2 trn while its cumulative trade surplus with the U.S. 

reached U.S.$360bn over the last five years.

◼ Belgium and Cayman represented a combined U.S.$434bn increase in holdings in U.S. treasuries. Belgium is the headquarter 

of Euroclear which provides custody services and a lot of global hedge funds are domiciled at Cayman. Sovereign demand is 

not translated into rate-sensitive investment demand.

◼ United Kingdom’s U.S.$435bn increase in the U.S. treasuries seems odd when its cumulative trade deficit with the U.S. 

totaled U.S.$119bn.

If the current U.K. government is replaced by a new leadership that focus on big increase in public

spending, there could be a weakening of its holding power in the U.S. treasuries. Any sudden surge

in funding cost will also drive a quite unwinding on the treasuries holding from the hedge funds.

Outcome
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Change in “G7+China” Holding in the U.S. Treasuries
U.K.’s Holding in U.S. Treasuries Increased Despite Growing Trade Deficit With the U.S.

Country
Holdings (billions of 

USD, as of Oct 2020)

Holdings (billions of 

USD, as of Oct 2025)
Change U.S.$ mn Comments

Japan 1,273 1,200 -73 Trade surplus increased over the last 5 years

China 1,054 689 -365 Trade surplus increased over the last 5 years

United Kingdom 443 878 435 Trade deficit with the U.S.

Canada 131 419 288 Trade surplus increased over the last 5 years

France 137 390 253 Trade surplus increased over the last 5 years

Germany 74 115 41 Trade surplus increased over the last 5 years

Italy 44 66 22 Trade surplus increased over the last 5 years

Belgium 239 468 229
Euroclear is headquartered in Belgium which provides the

securities depository and custody services

Cayman Island 221 426 205 A lot of global hedge funds domiciled at Cayman
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U.S. Supreme Court Voting Down the Tariffs Under the IEEPA
Tail Risk 3

◼ According to online prediction platform, the odds of this happening is 75%.

◼ Trump may find some other ways to implement tariffs. During the process of resetting and basing the tariffs on different 

methodology, this could induce even higher uncertainty to the global supply chain.

◼ The Court could force the Treasury department to refund the tariffs to importers which may take up to one year to do so. 

During the process, tariffs represented a major source revenue to the U.S. government will become increasingly apparent. The 

worsening fiscals of the U.S. government may in turn put pressure on the U.S. treasuries.

Increase in the volatility of the long-end of the yield curve.Outcome
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Tariff Revenue Could Be as Much as U.S.$3bn Per Year
Without Tariff Revenue, the U.S. Government Need to “Eat” the Fiscal Deficit

Our estimates of the tariff revenue could be simplistic but the estimates by different non-partisan bodies does 

highlight that tariff represents a major revenue although bulk of it is from the U.S. importers.

Projections of tariff revenue from different bodies

2026–2035 Tariff Revenue Forecast 

(U.S.$ trn)

Tax Foundation Estimates 2.3

Congressional Budget Office 3.3

The Budget Lab at Yale 2.7

Penn Wharton Budget Model 5.2

Average 3.4
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U.S. Breaks up With the NATO
Tail Risk 4

◼ After the U.S. captured the president of Venezuela, Nicolas Maduro, the U.S. administration has repeatedly mentioned the 

potential use of military force to seize Greenland which is an autonomous territory of the Kingdom of Denmark. 

◼ The NATO is surprisingly silent in response to this threat from the U.S.. It could very well merely a bluff from the U.S.. 

However, in the very unlikely event that a conflict happened, this could lead to a rapid disassociation between the U.S. and the

other NATO members.

The implications can include:

1. NATO’s members’ purchase of the U.S. treasuries may come to a halt

2. Significant rise in the geopolitical risk premium which could cause a rapid decline in risky assets

3. The U.S. dollar will weaken further

4. The exports by the U.S. defense contractors to the NATO members will be negatively impacted

5. The list of negative consequences is long and we believe any right mind would not be stepping into such territory. 

However, this remains a key tail risk that we have to manage.
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Where Could Trump Strike Next?
Further Aggression From the U.S. Will Drive a De-Rating of Global Risky Assets
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Investment Strategies
With a Tilt to Manage The Tail Risk

Liquidity Shift

Earnings Focused

Adding Credit

Diversified Asset

◼ U.S.: Larger Rate Cuts, Weaker Currency Adjustment

◼ Asia and Europe: Limited Rate Cuts, Capital Inflows Likely

◼ Japan: Rate Hike Expectations Persist, Yen Weak First Then 

Stronger

◼ Positive on Europe and Asia

◼ Fed Liquidity Support, U.S. Treasury Yields Face Downside 

Potential

◼ Event Risks Persist, Capture Quality Bond Opportunities

◼ Dollar Depreciation Risks Remain, Diversify into Non-U.S. Bonds

◼ Focus on IG Corporate Bonds <10-year duration

avoid pure U.S. corporates

◼ U.S. Equities to Start Weak, End Strong, Positioning 

Opportunities Ahead

◼ Europe’s Economic Recovery, Watch Sector Performance

◼ Corporate Reforms Bearing Fruit, Fiscal Stimulus Provide Extra 

Support

◼ Positive on the U.S. leaders and Japanese small-mid cap 

companies which focus on domestic economy.

◼ Gold

◼ Limited Virtual Currencies as risk premium increases

◼ Private Assets focusing on Asia
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Disclaimer and Important Notice

Hong Kong: The information contained in the document herein is confidential and is not intended for general public distribution or for use by any person or entity located or residing in any jurisdiction which restricts the

distribution of such information by KGI Asia Limited ("KGI") or any affiliate of KGI. Re-distribution of the document herein and any part thereof by any means is strictly prohibited. Such information shall not be regarded as

an offer, invitation, solicitation or recommendation to invest in or sell any securities or investment products to any person or entity in any jurisdiction. The above information (including but not limited to general financial and

market information, news services, market analysis and product information) is for general information and reference purpose only and may not be reproduced or published (in whole or in part) for any purpose without the

prior written consent of KGI Asia Ltd. Such information is not intended to provide investment advice and should not be relied upon in that regard. You are advised to exercise caution, and if you are in any doubt about such

information, you should seek independent professional advice.

You are advised to exercise caution and undertake your own independent review, and you should seek independent professional advice before making any investment decision. You should carefully consider whether

investment is suitable in light of your own risk tolerance, financial situation, investment experience, investment objectives, investment horizon and investment knowledge.

No representation or warranty is given, whether express or implied, on the accuracy, adequacy or completeness of information provided herein. In all cases, anyone proposing to rely on or use the information contained

herein should independently verify and check the accuracy, completeness, reliability and suitability of the information. Simulations, past and projected performance may not necessarily be indicative of future results.

Information including the figures stated herein may not necessarily have been independently verified, and such information should not be relied upon in making investment decisions. None of KGI, its affiliates or their

respective directors, officers, employees and representatives will be liable for any loss or damage of any kind (whether direct, indirect or consequential losses or other economic loss of any kind) suffered or incurred by any

person or entity due to any omission, error, inaccuracy, incompleteness or otherwise, or any reliance on such information. Furthermore, none of KGI, its affiliates or their respective directors, officers, employees and

representatives shall be liable for the content of information provided by or quoted from third parties.

Complex Products refers to an investment product whose terms, features and risks are not reasonably likely to be understood by a retail investor because of its complex structure. Investors should exercise caution in

relation to complex products. Investors may lose the entire amount or more than the invested amount. For complex products with offering documents or information not reviewed by the Hong Kong Securities and Futures

Commission (SFC), investors should exercise caution regarding the offer. For complex products described as SFC-approved, such approval does not imply official endorsement, and SFC recognition does not equate to a

recommendation or assurance of the product’s commercial viability or performance. Past performance data, if provided, is not indicative of future performance. Some complex products are only available to professional

investors. Before making any investment decisions, investors should review the offering documents and other relevant information to understand the key nature, features, and risks of the complex products. Independent

professional advice should be sought, and investors should have sufficient net assets to bear the potential risks and losses associated with the product. Members of the KGI group and their affiliates may provide services

to any companies and affiliates of such companies mentioned herein. Members of the KGI group, their affiliates and their directors, officers, employees and representatives may from time to time have a position in any

securities mentioned herein.

Bond investment is NOT equivalent to a time deposit. It is NOT protected under the Hong Kong Deposit Protection Scheme. Bondholders are exposed to a variety of risks, including but not limited to: (i) Credit risk - The

issuer is responsible for payment of interest and repayment of principal of bonds. If the issuer defaults, the holder of bonds may not be able to receive interest and get back the principal. It should also be noted that credit

ratings assigned by credit rating agencies do not guarantee the creditworthiness of the issuer; (ii) Liquidity risk - some bonds may not have active secondary markets and it would be difficult or impossible for investors to

sell the bond before its maturity; (iii) Interest rate risk – When the interest rate rises, the price of a fixed rate bond will normally drop, and vice versa. If you want to sell your bond before it matures, you may get less than

your purchase price. Do not invest in bond unless you fully understand and are willing to assume the risks associated with it. Please seek independent advice if you are unsure.

All investments involve risks. The prices of securities fluctuate, sometimes dramatically. The price of a security may move up or down, and may become valueless. It is as likely that losses will be incurred rather than profit

made as a result of buying and selling securities. Prices of securities and fund units may go up as well as down and past performance information presented is not indicative of future performance. Investors should read

the relevant fund's offering documents (including the full text of the risk factors stated therein (in particular those associated with investments in emerging markets for funds investing in emerging markets)) in detail before

making any investment decision. You are advised to exercise caution and undertake your own independent review, and you should seek independent professional advice before making any investment decision. You

should carefully consider whether investment is suitable in light of your own risk tolerance, financial situation, investment experience, investment objectives, investment horizon and investment knowledge.

Singapore: This document is provided for general information and circulation only, and is not an offer or a solicitation to deal in any securities or to enter into any legal relations, nor an advice or a recommendation with

respect to any financial products mentioned herein. It does not have regard to the specific investment objectives, financial situation and the particular needs of any recipient hereof. You should ensure that you understand

the risk(s) involved and should independently evaluate particular investments and consult an independent financial adviser before making any investment decisions. All information and opinions contained herein is based

on certain assumptions, information and conditions available as at the date of this document and may be subject to change at any time without notice.
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