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NAVIGATING HIGHER-FOR-LONGER
AND A LIQUIDITY DROUGHT

SUMMARY

Hopes that inflation would be short-lived have evaporated following the release of the latest US inflation data. This, in turn,
has led the equity markets to accept that interest rates will likely remain elevated well into 2024, adding to already bearish
sentiment. Selling equity positions in the current climate, however, may prove especially costly in light of an ongoing
liquidity drought.

Poor market liquidity, coupled with little hope of improvement next year, is pushing investors to consider innovative solutions
to raise capital to diversify their portfolios or pursue other opportunities, while maintaining the upside potential of their core
holdings. Securities-based financing provides an ideal tool to do just that.

HOPES FOR TRANSITORY INFLATION HAVE VANISHED

US headline inflation came in higher than expected in August, up 8.3% year-on-year. Though the consumer price index (CPI)
in August was up just 0.1% from July, analysts had expected a lower headline number, particularly since gasoline prices
were down 10.6%. That puts paid to the previously widespread belief that inflation will be brought under control once energy
prices start to decline. With a range of underlying inflation measures reaching fresh multi-decade highs in August, hopes that
high inflation would prove transitory have been quashed.

SEVERAL MEASURES OF “CORE INFLATION” CONTINUE TRENDING UP
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EXPECTATIONS FOR SWIFT RATE CUTS HAVE EVAPORATED

It now appears inflation could be much more long-lived than many were expecting even a month ago. That, in turn, has raised
expectations that central banks around the world, including the US Federal Reserve (Fed), will need to not only continue
raising interest rates but also maintain higher rates for a longer period. After approving its third consecutive interest-rate rise
of 0.75 percentage points on September 21st, the Fed signaled additional large increases were likely at upcoming meetings
to tame inflation.?

As recently as the beginning of August, there was a general consensus that rates would peak at the end of 2022 and begin
declining at the beginning of 2023, as reflected in Bloomberg’s World Interest Rate Probabilities calculation. In light of recent
inflation data, however, the latest expectation is for rates to continue rising to considerably higher levels and remain elevated
throughout next year.

EXPECTATIONS FOR SIGNIFICANT RATE CUTS FROM EARLY NEXT YEAR HAVE EVAPORATED
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HIGH INTEREST RATES RAISE THE PROBABILITY OF RECESSION

High interest rates work to curb inflation by cooling economic activity. Essentially, higher rates make money more expensive,
reducing the ability and inclination of people and companies to borrow, invest and consume. The longer rates remain high,
the more economic activity will slow, and the greater the odds of a recession.

Bank of America Corp.’s monthly survey of global fund managers showed that expectations of a recession, which have been
trending up since the middle of this year, rose even further in September.

Whereas Covid-19 had led to a spike in recession expectations in April 2020, a resurgence of the pandemic is now seen as a
risk by just 1% of survey respondents. By far the biggest worry now is that persistent inflation will lead central banks to raise
rates and keep them higher for longer, which is expected to result in significant declines in corporate profits.

Source:[1]https://www.cnbc.com/2022/09/20/stock-market-futures-open-to-close-newshtml.html , Bloomberg World Interest Rate Probabilities
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PERCENTAGE OF FUND MANAGERS SAYING A RECESSION IS LIKELY
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BOND YIELD OVERTAKES EARNINGS YIELD

Even ahead of those lower profit figures being released, rising interest rates have resulted in the rate from a lower tier of 10-
year investment-grade bonds surpassing the S&P 500's earnings yield for the first time in over a decade. This makes stocks
even less attractive compared to corporate debt. The last time the spread between these yields was negative, in 2010, the
S&P 500 went flat the following year, halting a two-year rally.2

THE S&P 500 EARNINGS YIELD DIPS BELOW BBB-RATED 10-YEAR CORPORATE BOND YIELDS

9% 4.5%
8% 4.0%
3.5%
%
3.0%

6% 2.5%

5% 2.0%

4% 1.5%
1.0%
3%
0.5%

2% 0.0%

1% -0.5%

2010 2012 2014 2016 2018 2020 2022

=== SQP 500 Earnings Yield (Left Axis) US Corporate BBB Yield Curve 10-Year (Left Axis) == Spread (Right Axis)

Source: Bofa Global Fund Manager Survey , Bloomberg



NAVIGATING HIGHER-FOR-LONGER AND A LIQUIDITY DROUGHT VOL 25, OCT 2022

STAYING INVESTED DURING A LIQUIDITY DROUGHT

Although the outlook for equities has turned decidedly bearish, in past bear markets the best strategy for investors has
generally been to take the long view and maintain their positions rather than sell and return to the market at some point

in the future.® This is especially the case because markets have been plagued by a liquidity drought this year, making it
expensive for investors to exit positions. Liquidity as gauged by bid/ask spreads on S&P 500 futures contracts in mid-2022
was as bad as during the first quarter of 2020, when markets were battered by the initial uncertainty surrounding Covid-19.

AVG. NUMBER OF S&P 500 CONTRACTS WITH THE TIGHTEST BID/ASK PRICES
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HOW THE EFH SOLUTION HELPS

Ongoing weak sentiment has made it especially challenging for investors to access the liquidity they need to remain invested,
go bargain hunting, diversify portfolios or for other purposes.

EquitiesFirst provides a compelling solution for investors to navigate the higher-for-longer interest-rate landscape in the
form of securities-based lending, which allows investors to use their shares to access low-cost funding. EFH’s solution
enables barrowers to:

1. Access liquidity while maintaining upside potential of underlying positions

2. Use capital for any purpose, with no restrictions

3. Diversify risk and secure dry powder for bargain hunting

Accessing liquidity through a sale and repurchase agreement with EFH provides the following benefits:

» Industry-leading loan-to-value (LTV) ratio: With USD100 worth of collateral, the shareholder can borrow USD65-70

= Non-recourse feature: This limits the downside risk of the shareholder. In the worst-case scenarios, the shareholder
has the option to walk away from the loan with no further liabilities (while keeping the loan proceeds)

= Margin Call Advantage: Our margin call threshold is calculated as 80% of the loan LTV. If the LTV is 65%, the margin
call threshold would be 80% x 65% = 52%. This means the share price needs to drop from 100 to below 52 (for 3
consecutive days) before there would be a margin call

Source: [3]https://www.morganstanley.com/articles/top-5-investor-mistakes , JPMorgan Chase & Co
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EquitiesFirst is a global investment firm which specializes equity-backed financing for long-term, concentrated shareholders
Over the past 19 years, EquitiesFirst has provided capital to hundreds of investors and entrepreneurs around the world. (https://equitiesfirst.com/)
______________________________________________________________________________________________________________]
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DISCLAIMER

China, Hong Kong and Singapore - Equities First Holdings Hong Kong Limited holds a Hong Kong Securities and Futures Commission Type 1 License and licensed in
Hong Kong under the Money Lenders Ordinance (Money Lender’s Licence No. 2199/2021). EquitiesFirst (“EquitiesFirst” refers to Equities First Holdings LLC, and all
subsidiaries of such company in all countries where they are engaged in business activities of any nature). This document is prepared by EquitiesFirst. It is not intended
as an offer to sell securities or a solicitation to buy any product managed or provided by Equities First. It aims to provide general information on the EFH loan facility
which is not authorized for retail use in Hong Kong and is only available for Professional Investors. This document is not directed to individuals or organizations for whom
such offers or invitations would be unlawful or prohibited. Past performance is not a guarantee or a reliable indicator of future results. All investments contain risk and
may lose value. The information contained herein may be incomplete or incomprehensive. Accordingly, the information is qualified in its entirety by the terms applicable
to the facility as set out in its constitutive documents (Loan Documents) and should be read together with such Loan Documents. This presentation has been prepared
without consideration of the investment objectives, financial situation, or particular needs of any individual investor. You should consider your own investment objectives,
financial situation, and particular needs before taking any action with respect to a financial product referred to in this presentation. In preparing this presentation, EFH is
assuming your organization is capable of evaluating the merits and risks of any financial transaction described herein and its suitability for your organization’s purposes
and its legal, taxation, accounting, and financial implications and that in making this evaluation you are not reliant on any recommendation or statements made by EFH.
Before entering into any transaction EFH strongly encourages you to independently assess these things and fully understand the transaction in its entirety. EFH does not
act as an adviser in any capacity and strongly recommends all borrowers seek independent advisement when assessing the transaction and its suitability. To the extent it
is permitted by applicable law, Equities First, its affiliates, and any officer or employee of Equities First or its affiliates do not accept any liability whatsoever for any direct
or consequential loss arising from the use of this presentation or its contents, including for negligence. Trading in equities, futures, options, commodities, currencies, or
derivatives can have risks and is not appropriate for all persons. Under some market conditions, it may be impossible to liquidate a position. Copyright protections exist in
this presentation. The contents of this presentation are strictly confidential and may not be disclosed, reproduced, distributed, or published by any person for any purpose
without the expressed written consent of EFH, LLC. EFH makes no guarantee, representation, or warranty and accepts no responsibility or liability as to its accuracy or
completeness. Expressions of opinion are those of Equities First only and are subject to changes without notice. Further information is available upon request.

Thailand - EquitiesFirst (“EquitiesFirst” refers to Equities First Holdings LLC, and all subsidiaries of such company in all countries where they are engaged in business
activities of any nature). The foregoing is intended solely for certain, or certain class of, recipient who is qualified to independently consider and act on the information
provided herein pursuant to laws and regulations applicable to such recipient. As such, the information provided herein is for information purposes only and does not
constitute an offer to sell (or solicitation of an offer to purchase) the securities or investments referenced herein, to participate in any particular trading strategy, or to
provide any particular advisory services (“Offer”), in any jurisdiction in which such Offer would be illegal. Any Offer shall only be made through the relevant offering or other
documentation which sets forth its material terms and conditions pursuant to applicable laws and regulations. The foregoing and any non-public information contained
therein are confidential and have been provided solely for the benefit of the intended recipient and for the limited purpose of the potential transaction that the intended
recipient has already discussed with the Company. Except with the Company’s prior written consent, such confidential information may not be shared with any party
other than with professional advisors and affiliates of the intended recipient, in which case the information may be shared for such limited purpose and on a need-to-know
basis. If you are not the intended recipient of the foregoing, any disclosure, copying, distribution or use of its content is strictly prohibited. The foregoing does not provide
or purport to provide investment advice and has been prepared by the Company based on or derived from sources the Company reasonably believes to be reliable. The
Company has not independently examined or verified the information provided herein and no representation is made that it is accurate or complete. Before acting on any
information, the recipient is thus encouraged to seek independent financial and/or legal advice. Opinions and information herein are subject to change without notice.

South Korea - The foregoing is intended solely for sophisticated investors, professional investors or otherwise qualified investors who have sufficient knowledge and
experience in entering into securities financing transactions such as securities repo or securities loan transaction. It is not intended for, and should not be used by,
persons who do not meet that criteria. Information provided herein is for information purposes only and does not constitute an offer to sell (or solicitation of an offer to
purchase) the securities or investments referenced herein (“Offer”). Any such Offer shall only be made through a relevant offering or other documentation which sets forth
its material terms and conditions. The foregoing does not provide or purport to provide investment advice, nor does it provide or purport to provide any legal or financial
advisory or other professional advice or services which are regulated in jurisdiction in which EquitiesFirst (Equities First Holdings, LLC and its subsidiaries) operates, does
business, resides, including, Republic of Korea or that may otherwise have regulatory authority over EquitiesFirst. The foregoing has been prepared by EquitiesFirst based
on or derived from sources EquitiesFirst reasonably believes to be reliable. However, EquitiesFirst has not independently examined or verified the information provided
herein and no representation is made that it is accurate or complete. Opinions and information herein are subject to change without notice.



