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Chart of the Week

U.S. Tariffs Rise and Revenue Increases, but Ultra-Long Yields Stay Elevated

> US. effective tariffs have climbed to 17%, U.S. Effective Tariffs Rise to 17%, Highest Since U.S. Treasury Market Has Gradually Calmed This
marking the sharpest annual shift in decades, with the 1930s Year
year-end levels the highest since the 1930s. This (%)
has reshaped global supply chains. We estimate — Average Effective Tariff (Index) = Bloomberg U.S. Treasury Total Retum Index(lndex)
tariffs will drag GDP growth by 0.3ppt, though 30 2450 = BofA MOVE Index 145
increased Al investment offsets much of the impact. 25 135
Tariffs generate over USD 200bn in revenue—4%
of total government income, vs. 2% in 2024. 20 168 2,400 125
15 115
» The Fed cut rates again, delivering 75 bps of 10 105

2,350
easing for the year, and ended QT in December to 5

maintain ample liquidity. With core goods a small MM 85
share of CPI, tariff-related inflation is largely one-off, 0 2.300 mﬂ

and the Fed has avoided turning hawkish. Yields 2025/01 2025/04 2025/07 2025/10

across the front end and belly have declined, but Yield Curve Steepens After Rate Cuts 65
ultra-long yields remain elevated, steepening the 2,250 55
curve. Other central banks, including the ECB and (%) U.S. Treasury Yield Curve (%) 2024/12  2025/03  2025/06  2025/09
BoE, also cut rates, while Japan hiked, exiting its
ultra-loose stance. ’ ’ >0 202471231 (Index) = BofA MOVE Index
=—2025/12/17 (Current) 200
4.5
» The U.S. Treasury market has calmed. With the 150
Fed back in a cutting cycle, yields have moved 4.0
lower and total returns on Treasuries have been 100
solid. The BofA MOVE Index, which tracks Treasury 35 —— y
volatility (similar to the VIX for equities), has fallen ' 50
steadily to a near four-year low.
3.0 0
3M 6M 1Y 2Y 3Y 5Y 7Y 10Y 20Y 30Y 2021 2022 2024 2025

Source: Bloomberg, The Budget Lab, KGI




Final Week of 2025: U.S. Equities Soft; Europe Holds Steady

» In the final week of 2025, with limited corporate
news flow and no fresh catalysts—and shortened
trading sessions due to holidays—investor
participation was muted. All three major U.S. indices
extended mild declines. Energy was the only sector
posting a modest gain, with some rotation into
traditional sectors.

» For the full year, the S&P 500 rose 16.4%, near its
record high, marking a third straight year of double-
digit gains. The Nasdaq and SOX posted +20.4%
and +42.2%, while the Dow, weighed by lower tech
exposure, gained 13.0%.

» While U.S. year-end performance was soft,
European equities held firmer. The Stoxx 600 ended
2025 near its historic high, its best year since 2021.

» Media reports indicated Chinese tech firms have
ordered over 2mn Nvidia (NVDA) H200 chips, but
current inventory is only around 700k. Nvidia is
therefore seeking increased output from TSMC
(TSM). In thin holiday trading, Nvidia dipped slightly
for the month.

Source: Bloomberg
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Major Stock Markets / Recap

U.S. Sector Index Performance (%)
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Bond/ Commaodities/ Forex / Recap

Yield Curve Steepens; Precious Metals Highly Volatile at Year-End

» Minutes from the December FOMC meeting showed

0
notable division among officials on the policy path, Performance of Bonds (%)

Performance of Commodities and Currencies (%)

raising the likelihood of a pause at an upcoming
meeting. Most officials believe shifting policy toward
neutral would help avoid further labor-market

1 Week (%)

3 Months (%)

1 Week (%)

3 Months (%)

deterioration. Conversely, easing too aggressively UST 10Y 0.1 1 04| WTICrude ;45| 58
while inflation remains elevated risks undermining

UST 2Y o
the Fed’s credibility on the 2% target. | 0.1 Gold 351 M 7
Rates futures still price 25-50 bps of cuts next year. Global IG 0.1 1 | 0.1 Natural Gas g | 107 W
Treasury yields were mixed: the 2Y fell while the 0.0
10Y rose, steepening the curve. The Fed is US.IG : oo Iron Ore | 18 | 1.7
maintaining accommodation  under  political 1

EUIG 0.1
pressure, keeping front-end yields low; however, | 02 Copper I 19 Bl 40
risks around Fed independence and inflation could Asialc -02 B .
. 2.4 Bitcoin 0.0 -

push long-end yields higher and keep the curve O 25.5 [
steep. Global HY o | Ethereum | 1.0 313
Precious metals saw extreme year-end volatility. Ho:

U.S. HY :
Gold retreated after hitting a record above USD 2 DXY 0.4 0.6
4,500/0z and may consolidate before resuming its EU HY o l 07 EUR 03| 01
uptrend, supported by central-bank diversification N o>
and rate cuts. Other precious metals (silver, Asia HY ' i AUD 05| | 0.9
platinum, palladium) outperformed gold through N o>
December amid tighter supply and a surge in EM (Local) 4 JPY 05| 62
futures activity. Volatility in metals weighed on EM (USD) o o CNY 04 | 18

mining stocks.

Source: Bloomberg




» Although Trump announced steep tariffs on
Liberation Day, triggering a trade war and a sell-off
in risk assets—with the VIX spiking to around 52—
sentiment improved as the U.S. and multiple
countries later reached agreements, driving a
rebound in global equities, including U.S. stocks.

» As we noted in December 2024, Trump’s primary
objective is to secure more favorable deals for the
U.S., meaning policies are unlikely to inflict major
economic damage. During his first term, the fear
gauge briefly surged above 30 before markets
staged a sharp rebound. Historically, buying large-
cap stocks during VIX spikes has outperformed
random entry points; the same pattern appeared
this year on Liberation Day.

» With 2026 being a midterm election year, Trump
may soften trade measures to avoid hurting his
political standing. However, if reciprocal tariffs are
overturned and new tariffs are introduced to
compensate for fiscal revenue, uncertainty could
rise again, lifting volatility—but also creating
attractive buying opportunities.

» Beyond buying large caps when the VIX jumps,
investors can add portfolio protection when the VIX
is near average levels, such as by purchasing put
options or taking long VIX positions—strategies built
around VIX dynamics.

Source: Bloomberg

VIX Spike Created Buy Opportunities This Year

(Index)

VIX Index (LHS) 4,000

(Index) e Stoxx 600 (RHS)

= S&P 500 (RHS)
—FTSE 100 (RHS)

What’s Trending

Trade War Spurs Market Volatility, but Panic Creates Ideal Entry Points

VIX Spiked Sharply During Trump’s First Term

(Index)

= S&P 500 Index (LHS) 90
= VIX Index (RHS)
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45
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U.S. Risk Events Early in the Year
30
China Tightens Export Licensing for Rare Earths;
100 Trade Tensions Rise
Supreme Court Begins Hearing on Removing Fed
20 Governor Cook
Jan  |Fed Governor Miran’s Interim Term Ends
10 Supreme Court Rules on Tax Constitutionality
Trump Expected to Nominate New Fed Chair
RHS: 2024/12/31 =100 (Pending)
0 : . 75 Feb European Parliament Votes on EU-U.S. Trade
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In Focus

m The Fed Cut 75 bps, but Ultra-Long Yields Remain Elevated

» The Fed resumed rate cuts in the second half, S. 7 in 202 ltra-Lona Yiel . .
delivering 75 bps of easing. U.S. Treasuries across U.S. Cut 75 bpsstayeod 5E’|2:;tg; a-Long Yields Medium-to-Long Tenor Treasuries Outperformed
most maturities posted solid performance YTD. _ . Bloombera U.S. Treasurv Total Retum Index
However, yields beyond 20 years have not fallen U.S. Treasury Yield Curve (%) g Y
meaningfully—30Y vyields even edged higher—so —2025/12/17  ==2025/06/30 ® YTD = 6M
total returns on ultra-long bonds were roughly equal 5.0 —2024/12/31 8%
to their coupons, meaning almost no price-driven
gains. 45 6%

» The divergence in yields reflects differing catalysts at 4%
the front and long ends. Short-term rates respond 4.0
directly to Fed policy; lower front-end yields reflect 2%
the ongoing rate-cut cycle and expectations of further 35
accommodation, with 1-3Y vyields especially
subdued. 5-7 7-10 10-20 20+

3.0

» Longer maturities are far less sensitive to policy 3M 6M 1Y 2Y 3Y 5Y 7Y 10Y 20Y 30Y 30Y U.S. Treasury Prices Softened in 2025
rates. Tariff-driven inflation expectations, concerns Changes (bps)
around fiscal discipline, questions on monetary- . U.S. Treasury 4.50%, maturing 2054/11/15 — Price
policy independence, and a resilient U.S. economy 20 2025/12/17 vs 2025/06/30 102
all keep long-end yields elevated. As a result, the " 202512117 vs 2024/12/31

o

yield curve has steepened, with uneven declines
across maturities leading to varied price gains within

" . . : . - . -
Treasuries.
96
» Outside U.S. Treasuries, the spread between -40 ATY
investment-grade (IG) corporates and government 94
bonds is extremely tight, meaning moves in Treasury -60

92
yields carry significant impact on IG credit pricing.

-80 90

3M eM 1Y 2y 3Y 5Y 7Y 10Y 20Y 30Y 12/31 02/28 04/30 06/30 08/31 10/31
Source: Bloomberg
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/ In Focus

Short-Dated Bond Returns to Fall in a Cutting Cycle; Favor Medium-to-Long Tenors for Long-Term
Positioning

» U.S. unemployment rose to 4.6% in November, the Total Return of U.S. Treasuries Across Different . . )
highest since September 2021. Given rising Maturities U.S. Unemployment Rises to Multi-Year High

slowdown risks, we estimate the Fed still has room to

cut, with yields across maturities likely to decline. The Bloomberg U.S. Treasury Total Retum Index

(1996/01—2025/12) B U.S. Unemployment Rate (%)

10Y yield may bottom at 3.7-3.9% in the first half. Annualized
Long-dated Treasuries will remain out of favor, Total 6
keeping the curve steep. Return
» Into 2H26, the U.S. economy may approach a trough, 5.0% 5
and markets may have priced in the end of the Fed'’s
easing cycle. Medium-to-long vyields could then 20+
bottom and rebound. After the Trump-nominated Fed
Chair takes office, a more accommodative stance 4.5%
may anchor front-end yields, while risks around Fed IIIIIIIII“IIIIIII I I s

independence could push long-end yields higher and
keep the curve steep. 2021 2022 2023 2024 2025

» As noted earlier, short-dated bonds offer a high 4.0%

return-to-risk ratio and suit short-term parking or very
conservative investors, but returns will fall in a rate-cut
cycle. With the curve now sloping upward, extending
duration modestly toward the middle and long end can 3.5%

Market Still Expects Two More Cuts Ahead

Rate Futures: Implied Fed Cuts by End-2026 (25 bps each)

® F[ed Forecast

improve potential returns. Many bond funds also 0 .
concentrate in the belly of the curve. Maturities D
beyond 20 years, however, remain a trade on “U.S.
fiscal conditions and Fed independence,” carrying 3.0% 4
higher relative risk.
-6
2.5% -8

0% 2% 4% 6% 8% 10% 12% 14% 0630  07/31  08/31 0930 1031  11/30

Source: Bloomberg Annualized Volatility (Monthly Returns)
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Asset Strategy

Asset Strategy / In Focus

Asset Type Market View Preferred Assets

2026 allocation can follow L (Liquidity Shift), E (Earnings Focused), A (Adding Credit), and D (Diversified Asset) to respond o~ Strategy: Al beneficiaries including

macro drivers. With expected USD softness and flows into non-USD assets, equity investment should focus on growth while ~ Seémiconductors, utilities, industrials;

maintaining valuation discipline, paired with bonds for balanced risk and enhanced retums. non-Al exposures include aerospace,

Equities defense, and pharma.

Eurozone equities for diversification; country picks include fiscally stimulative Germany and fast-improving Spain. Sector focus Regions: Germany, Spain

on financials with stronger balance sheets and defense supported by policy. In the U.S., focus on domestic consumption, banks, Japanese banks, Japanese

and semiconductors. semiconductor stocks.

With the yield-curve steepening, opportunities exist in medium-to-short duration Treasuries and high-grade credit, plus select ~ Duration: Medium-to-short duration

Bonds EM credit post spread adjustments. Attractive sectors include financials, utilities, and industrials. government bonds, high-grade credit.

Types: High-grade credit, especially

USD long-end valuation remains uncertain; increase non-USD IG bond exposure such as EUR, SGD-denominated IG. financials, industrials, utilities.

Fed’s gradual cuts delay the turn in expectations, but weak labor data and cooling inflation widen U.S. cut expectations. In _

. 2026, Fed independence may face challenges, keeping the USD biased weaker. USD: mildly softer
orex

BoJ rate hikes and government preference for gradual normalization support JPY; Fed easing keeps USD soft; narrowing  jpy, EUR: biased higher

U.S.—Europe rate differentials support EUR strength.

U.S. inflation remains sticky, but expectations of continued Fed easing plus geopolitical risks—including U.S./Nordic pressure Gold: Bullish in the medium to long

. . . . . L. . i term
Commodity on Russia’s oil exports—keep commodity prices elevated. Tech and semiconductors are driving strong silver demand;

geopolitical tension and sanctions support gold.

Silver: Remains strong in the near
term.
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Key Economic Data / Events

Key Economic Data / Events / Appendix

» DEC 2025 » JAN 2026
29 Monday 30 Tuesday 31 Wednesday 1 Thursday ? Friday
* U.S. Initial Jobless Claims (Wk) * U.S. Dec S&P Global Mfg. PMI
(Act:199k Est:218k Prev:215k) Final (Est:51.8 Prev:52.2)
* China Dec Mfg. PMI * Eurozone Dec Mfg. PMI Final
(Act:50.1 Est:49.2 Prev:49.2) (Est:49.2 Prev:49.6)
* China Dec Services PMI
(Act:50.2 Est:49.6 Prev:49.5)
» China Dec S&P Global Mfg. PMI
(Act:50.1 Est:49.8 Prev:49.9)
5 Monday o6 Tuesday 7 Wednesday 8 Thursday 0 Friday

* U.S. Dec ISM Mfg. PMI
(Est:48.4 Prev:48.2)

« Japan Dec S&P Global Mfg. PMI
Final (Prev:48.7)

» China Dec S&P Global Services
PMI
(Est:52.0 Prev:52.1)

* U.S. Dec S&P Global Services
PMI Final (Est:52.9 Prev:52.9)
* Eurozone Dec HCOB Services
PMI Final (Est:52.6 Prev:53.6)

* U.S. Dec ADP Employment
Change (Est:48k Prev:-32k)

* U.S. Dec ISM Services PMI
(Est:52.3 Prev:52.6)

* U.S. Nov JOLTS Job Openings
(Est:7,726k Prev:7,670k)

* U.S. Oct Durable Goods MoM
Final (Prev:0.7%)

* Eurozone Dec CPI YoY Flash
(Est:2.0% Prev:2.1%)

» Taiwan Dec CPI YoY
(Est:1.30% Prev:1.23%)

* U.S. Initial Jobless Claims (Wk)
(Prev:199k)

» Eurozone Dec Consumer
Confidence Final (Prev:-14.2)

* Eurozone Nov PPl YoY
(Prev:-0.5%)

* Eurozone Nov Unemployment
Rate
(Est:6.4% Prev:6.4%)

* U.S. Dec Nonfarm Payrolls
(Est:55k Prev:-105k)

* U.S. Dec Unemployment Rate
(Est:4.5% Prev:4.6%)

* U.S. Oct Housing Starts
(Est:1,325k Prev:1,307k)

* U.S. Oct Building Permits (Prel.)
(Est:1,349k Prev:1,330k)

« U.S. Jan Michigan Sentiment
(Prel.) (Est:53.5 Prev:52.9)

» China Dec CPI YoY
(Prev:0.7%)

Source: Bloomberg
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YTD Performance / Appendix

2025 Major Market / Asset Performance

Equities & Bond Markets 2025 Performance (%) Currencies and Commodities Market 2025 Performance (%)
®Max ®mMin @ Current ® Max mMin @ Current

S&P 500 USD Index
NASDAQ -20.9 EUR
STOXX Europe 600 JPY
Nikkei 225 -20.8 333 AUD
Shanghai Composite Onshore CNY
TAIEX -245 NTD
EM Index 31.7 EM Currency
UST 10Y BTC

UST 2Y ETH -558 449
Global IG Bonds WTI Crude

Global HY Bonds Spot Gold 70.9
EM Bonds (USD) Base Metals

Source: Bloomberg, 31 Dec 2025




Technical Analysis /Appendix

Technical Analysis
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Market Monitor / Appendix

Market Monitor

U.S. CPI YoY (%) U.S. 10-Year Treasury Yield (%) U.S. Treasury Yield Spread (bps) U.S. Treasury Yield Curve (%)
10.0 50 50 2026/1/2
90 foo 20257712
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Source: Bloomberg, 2 Jan 2026 ,
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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 KGl, 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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