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In summary
= Market reacts to mini-budget
= Bank of England intervenes in the bond market
= The dollar showcases its strength

The market'’s reaction to Kwasi Kwarteng’s ‘mini-budget’ has been significant. Since the release of the new Chancellor
of the Exchequer’s statement, the fall in the pound has been swift, with the sterling/dollar exchange rate going from
1.13 to 1.07, having briefly gone below 1.040'. The more extreme declines in the early hours of Monday morning
during the Asian trading session looked somewhat disorderly and quickly reversed.

Bond Market Turmoil

It has been a particularly extraordinary few days in the Gilt market, with the UK deviating from the fiscal path relative
to its developed market peers. Whilst raising interest rates has been used to combat inflation for the most part of the
year, to quote Rishi Sunak, using the country’s credit card to pay for things has big consequences as we have seen in
both the gilt market and the sterling exchange rate.

In essence, the omission of an accompanying Office of Budget Responsibility or Institute of Fiscal Studies Report has not
only brought the credibility of how these fiscal measures will be funded into question, but also wider debt sustainably.
Initially, short-dated yields shot up to 4% on Friday, raising the possibility of fiscal policy miscalculation that may be
clarified or adjusted down the line. However, over the weekend, the Chancellor of the Exchequer seemed to double
down on his rhetoric and expressed that he is considering further tax cuts, resulting in him being dubbed as ‘Kamikaze
Kwasi'. Thirty-year gilt yields subsequently touched 5%, having traded below 3.6% the prior week.
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Bank of England response

Following speculation of a potential emergency rate hike in an effort to stabilise markets, BoE Chief Economist, Huw
Pill, spoke up on Tuesday. Pill stated that the BoE's preference remains to review any rate increases in the November
meeting, once the initial volatility settles and greater clarification has been received from the government. That said,
whilst the rate hike is yet to come, in the face of long-dated gilt yields of around 5%, yesterday morning the BoE
intervened in the bond market by announcing a temporary bond purchase program starting today to restore “financial
stability”.

These purchases are taking place until the 14t of October and the planned gilt sales from the 3™ of October have now
been postponed until the 315t of October. The full indemnification could also be interpreted as some questions
surrounding the independence of the central bank despite commitments by Treasury to preserve it. However, it became
increasingly clear that the leverage in the liability driven investment approach by pension funds was driving further
margin calls and thus was fuelling the sell off. With the prospects of pension funds having to liquidate, financial
stability concerns overtook the need to further tighten policy.

For further information on the effects of mini-budgets, please read our article, A high stakes game for central bankers
here.

Currency drivers

To put these market movements into context, year to date the pound is now down 20% against the dollar and is the
equal worst performer alongside the Japanese yen among G10 currencies®l. The euro is also down some 15% versus
the dollar. This demonstrates that, whilst the latest leg down in sterling was to do with the measures announced by the
Chancellor, prior weakness has been more about USD strength.

Energy cap will curb inflation

Whilst the market has concentrated on the negatives associated with the Chancellor’s tax cuts, there is another side to
consider. The energy cap on unit energy cost should help limit the inflation peak to low double digits (as opposed to
the 18-20% that were mentioned by some think tanks). On top of this, wage increases, and the announced fiscal
measures could contribute to better-than-expected economic activity. Whether these potential positive effects can
contribute to growth depend hugely on the stability in sterling and gilts markets. Given the volatility in UK assets, faster
and more pronounced rate hikes are now expected which has led banks to withdraw most of their mortgage products.

Hence a period of stability is required to reap the potential rewards from the budget.

Conclusion

Whilst we cannot predict when these periods of market volatility may subside, we believe it is important at times like
this to re-emphasise our quality approach to investing. We remain of the view that with a strong focus on quality
companies, investors with a medium to long-term view are well positioned to weather such market conditions.

Bl Factset as at 22/9/22
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Important information
LGT Wealth Management UK LLP, LGT Wealth Management US Limited and LGT Wealth Management Jersey Limited are affiliated financial services companies
(each individually an “Affiliate") together known as “LGT Wealth Management”.

This publication is marketing material. It is provided for informational purposes only and is intended for confidential use by the recipient. It is not to be
reproduced, copied or made available to others. This is not an investment research report as defined by the Financial Conduct Authority and has not been
prepared in accordance with legal requirements designed to promote the independence of investment research. The information presented herein is insufficient
for making an informed investment decision. This document is considered to be a general market commentary and does not constitute advice or a personal
recommendation or take into account the particular investment objectives, financial situations or needs of individual clients. This document is not intended
and should not be construed as an offer, solicitation or recommendation to buy or sell any investments. You are recommended to seek advice concerning
suitability of any investment from your investment adviser.

Clients should be aware that past performance is not a reliable indicator of future performance; and the value of investments, as well as the income from
them may fluctuate, and investors may get back less than the original amount invested.

The information and opinions expressed herein are based on current public information we believe to be reliable; but we do not represent that they are
accurate or complete, and they should not be relied upon as such. Any information herein is given in good faith, but is subject to change without notice. No
liability is accepted whatsoever by LGT Wealth Management or its employees and associated companies for any direct or consequential loss arising from this
document. This document is not for distribution outside the United Kingdom. LGT Wealth Management officers and staff, including its research analysts, may
have personal shareholdings in the stock of the company discussed in this report.

LGT Wealth Management UK LLP does not provide any services to the companies in relation to whom it issues research reports.

LGT Wealth Management UK LLP is a Limited Liability Partnership registered in England & Wales, registered number OC 329392. Registered Office: 14
Cornhill, London EC3V 3NR. LGT Wealth Management UK LLP is Authorised and Regulated by the Financial Conduct Authority and is a member of the London
Stock Exchange.

LGT Wealth Management US Ltd is a registered Company in England & Wales, registered number 06455240. Registered Office: 14 Cornhill, London EC3V
3NR. LGT Wealth Management US Ltd is Authorised and Regulated by the Financial Conduct Authority in the UK and is a Registered Investment Adviser with
the Securities and Exchange Commission in the US.

LGT Wealth Management Jersey Limited is incorporated in Jersey and is requlated by the Jersey Financial Services Commission in the conduct of Investment
Business and Funds Service Business. Registration number: 102243; https://www.jerseyfsc.org/industry/requlated-entities, Registered office: 30-32 New
Street, St Helier, Jersey, JE2 3TE.
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