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LLC Macro Commentary

The macro environment continues to be in flux; however, things are getting clearer. As shown in the chart below, US econom-
ic activity has been surprising to the upside. Europe has been weak, but improved slightly of late (bottom right).

As we move forward, expect a further weaking in Europe
while US surprises should slow. On average, the relative slow-
ing of the EU economies vs a stable US should allow for the
Euro to move lower over time.

Regarding the yen position, the Bank of Japan (BOJ) moved close to expectations. The market reaction was not expected. De-
spite a lessening of yield curve control (YCC), the market sold the yen off. While most likely a function of positioning, nonethe-
less, the magnitude was surprising. The main change to monetary policy was the BOJ allowing the 10-year yield to move up to
a maximum of 1% vyield from 0.5%. With inflation running at 4.2% (ex-food and energy), one would expect further revisions to
the upper end of the yield band over time. With Japanese yields finally allowed to rise, the differential between US and Japa-
nese yields should narrow which should further support the Japanese yen.

At the risk of sounding like a broken drum, the yield curve here in the US is finally starting to move. Earlier this week, US
Treasury announced that they will need to sell $1 trillion in debt this quarter. That estimate was raised from earlier projec-
tions of ~S$733 billion. The extra debt issuance is weighing on the longer end of the curve leading to a bear steepening of the
yield curve (long rates going up faster than shorter-term). As shown in earlier market comments, when the curve finally stops
inverting, the yield curve normalizes going to the 10-year yield at least 150 basis points over the 2-year yield (quite often going
to 250 over). Needless to say, this is a massive trade opportunity. The program currently has a small core position that will be
upsized over time.

Sincerely,

Dbt £57

Stephen Davis
August 4, 2023
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