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Disclaimer

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.

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 subsidiaries ("LC"). LC has taken the reasonable steps to verify the contents of this document and accept 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.

This document is prepared by Lighthouse Canton Pte Ltd and its subsidiary, 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 has 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.

This document is confidential and is only intended for Accredited Investors and/or Professional Clients, as defined by MAS and DFSA.
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Investors Are Expecting Fed to Cut Rates

The yield on 2Y US Treasuries has dropped significantly since SVB’s failure
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US Treasuries have rallied sharply on
the expectation that the Fed will halt
rate hikes in response to the collapse of
Silicon Valley Bank. The 2-year yield
has lost 110bps over the last 2 weeks
and now trades below 4%, as investors
have raised bets on rate cuts later this

year.

The SVB fallout has raised the Fed’s
attention to financial stability risks
stemming from the 450 bps of rate

increases delivered over the past year.
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Bond Volatility Surges

The MOVE has surged more than double the magnitude of the VIX over the week.

» This reflects the uncertainty markets have

250 pertaining to the Fed’s policy direction as a
result of the stresses manifesting in the

200 US Regional Banking Sector.

150 * Inflationary uncertainties prevail, further

adding to volatility we are seeing with

rates.
100
* QOur slow and cautious approach to
S0 = Cboe Volatility Index = MOVE INDEX extending duration remains warranted,
while the heightened volatility should
0 create alpha opportunities for macro
01/2022 07/2022 01/2023
managers in the near term.
Source: Bloomberg, March 2023 *Choe Volatility Index - 30-day expected volatility of the U.S. stock market, derived from S&P 500

Index call and put options L I G H T H o U S E
5 *MOVE Index - measures Treasury rate volatility through options pricing c AN To N



US CPI: Still Sticky

Shelter cost increasing leading to stronger Core Services Inflation

Consumer Price Index Heat Map (MoM% Change)
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Commodities: Gloomy Picture

Commodity prices are not pointing to a strong economy globally
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« The S&P GSCI® index is down -11%
== S&P GSCI Index Spot
850.0 P YTD and -21% over the last 12 months.
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« The S&P GSCI® index is widely
750.0 _ _
recognized as a leading measure of
700.0 general price movements and inflation
650.0 in the world economy. It provides
investors with a reliable and publicly
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Source: Bloomberg, March 2023
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Fed Historically Cut Before Each Market Bottom

If history is any guide, the bottom will be seen only after the Fed start decreasing rates

s Market Bottoms w— [-e(Rates
30 « Based on historical trends, investors in
} equities should exercise patience and
await the Federal Reserve's decision
20 to reduce interest rates before
anticipating a possible bottom in the
US equity market. This pattern has
10 occurred consistently during the past
seven bear markets.
0
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Source: Bloomberg, BofA Global Research, March 2023
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LC Views - Summary
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LC Views Summary (1/2)
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It is unlikely that SVB will snowball into a new financial disaster. However, even if the fallout from SVB seems contained, the Fed is now constrained. Eventually,

financial stability will prevail over an excessively hawkish monetary policy. In fact, fixed income investors have quickly adjusted their views. The policy-sensitive two-
year yield has plummeted more than 100 basis points from 5.08% on March 9th to 4.0% on March 13th, representing the biggest drop in the 2Y Treasury Yield since
the early 1980s. Significant cuts are now priced in, which would bring the fed funds rate to 3.9% by year-end. On March 10th, the year-end rate was 4.9%. We
anticipate volatility to remain reasonably high across risky assets in 2023 and reiterate our views to keep a significant allocation to liquid alternative strategies and

bonds which present low correlation to equities and / or thrive during periods of stress.

» Corporate bonds now command attractive yields, and the portfolio should have a larger allocation to the asset class. Short Duration (<3) Investment Grade bonds are
Credit attractive and should be part of any portfolio. We recommend being selective with High Yield bonds and recommend adding duration gradually as 10Y US Treasury
yield get above 4%. We also recommend adding distressed managers who benefit from markets dislocations and mispricing. We expect Fed rates in the U.S. to peak in

Q2 2023 at 5.0%-5.25%, but contrary to what is implied by fixed income investors, we do not believe that the Fed will have to aggressively cut rates this year.

« Jitters from the US banking system have reverberated throughout global equities, resulting in an 8% correction in US equities from their peak in 2023. Consequently,
the S&P 500 index remains flat for the year, with a year-to-date increase of merely 0.42% as of March 13th. The projected depth of this year's profit slump has been
intensifying, and historical precedents suggest that valuations will continue to decrease. Indeed, equity valuations do not appear especially compelling once adjusted
for the shortfall in corporate earnings, and equities do not seem attractive relative to bonds when using a 3-year Z-score Bond-Yield-Earnings-Yield ratio. According
to ASR Research, "US Equities look poised to return the same as Bonds over a 10-year period but with greater volatility." As we highlighted in our Weekly Update two
weeks ago, the Equity Risk Premium (the excess return required by an investor to hold equities over the risk-free rate) has dropped to 4% over the last six months,
compared to its 25-year average of 5.3%. This indicates that equity investors may be exceedingly complacent and excessively optimistic. Therefore, we maintain a

bearish outlook on equities for the next six months and recommend (in order of preference) Long/Short managers, options (FCNs or Puts), and quality stocks.
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LC Views Summary (2/2)
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« Currencies are expected to remain volatile throughout 2023. We recommend adding active managers (Macro funds) to monetize opportunities in currencies and rates.

Currencies
Exposure to JPY, EUR and GBP could be increased over time to benefit from the recent lows.

* Therecent SVB saga has created a tactical tailwind for Gold which tends to be a beneficiary of panic and falling yields.
Commodities * We like Gold for several other structural reasons: diversification benefit, inflation hedge, geopolitical risk and de-dollarization trend.
* Oil is likely to remain highly speculative. On one hand, the slowdown of the economic activity globally, (recessionary fears) should reduce demand progressively in

2023. On the other hand, the lack of capex spending during covid as well as the possibility for OPEC to reduce production will inevitably support prices in the long run.

* Real Estate represents a good hedge against inflation, with its steady income, often linked to inflation. Tightening financial conditions have started to cause sharp

Real Estate repricing in property prices globally and threaten rental growth rates. The risk of further correction in real estate prices should not be underestimated.
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LC Views Summary - Technical Analysis

S&P declines when the Fed starts to cut

IronFlyLtd published on TradingView.com, Mar 16, 2023 02:51 UTC

uso Effective Federal Funds Rate, 1M, Federal Reserve
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Intuitively, and especially with the
experience of 2022, one would expect an
eventual FED rate cutting cycle to be

positive for equities.

However, history suggests otherwise - S&P

declines when the FED starts cutting.

The FED response, either in response to
recession or an economic crisis (as distinct
from a pandemic), is what drives equities
down with the market bottoming with a lag

after the FED starts to cut.
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