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BOND MARKET ROUT

There was volatility with some wide-daily trading ranges during the payroll jobs week. The headlines
of bond yields hitting levels not seen in over two decades sound scarier than necessary. There has
been a tendency for 10-yr Treasury yields to peak in an interest rate cycle at the final destination of
the Fed policy rate. Bernanke’s tightening to 5.25% before the 2007-09 recession saw 10-yr yields
peak at 5.11% on a monthly average basis in June 2006 and hit 5.25% on the day of June 28. Finding
value in 10-yr Treasury purchases can also be measured against inflation. Headline inflation comes
and goes, but core consumer inflation seems good enough for an historical valuation that can never
be done with rocket-science precision unless you hold a CFA.
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Fiscal concerns in Europe, France and UK mostly, keeps the push on 10-yr US Treasury yields again
this week. The debt time bomb worries of $40 trillion in US debt outstanding (just $28.9 ftrillion for
marketable T-bills, notes and Government bonds) did not stop investors from buying 10-yr notes
auctioned Wednesday, and 30-yr bonds on Thursday. The Treasury did do $6 billion of buybacks of
20Y to 30Y long debt Thursday, purchasing mostly 30-yr bonds, one issued in 2019 and another in
2021 in an operation done between 140pm and 200pm, after the strong 30-yr auction results were
known. For stocks it was Tech or at least Nvidia new record highs early in the week moving the S&P
500 to a new closing record Tuesday up 14.2% YTD. The previous high was way back on August 13,
closing up 13.9% YTD. CPI is back, September core expected at 0.2% Wednesday, October 14.

PepsiCo, Inc. (PEP) down 12.2 YTD

Pepsi rallied 3.7% to $128.34 Thursday after earnings in the morning, rallied from the 2026 low. It
could have been worse perhaps with the company cutting full-year guidance. The stock closed under
$150 back on May 11 with the rest of consumer staples (XLP) selling off. The war restart and higher
gas prices have sent PEP and XLP lower since a relatively recent August 24 high. There are cost cuts
coming but the company says it is experiencing higher input costs, and even said GLP-1 weight-loss
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FEDERAL RESERVE POLICY

The Fed meets October 27-28, 2026 to consider
its monetary policy. Fed governor Waller gave the
market some guidance Thursday about more rate
hikes being needed to bring inflation down more
quickly to target, and he seems to be flexible on a
date, and perhaps the two more hikes that are
needed are consistent with the 8 out of 18 Fed
participants forecasting a 4.5% Fed funds rate at
the end of 2027. He almost made it sound like
rates could go even higher next year before
changing into rate cuts by year end. We are not
sure what happened with the long-held Warsh
belief that Fed officials talk too much. Waller gave
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his own view on “communications” which sounds

little different than the good old pre-Wash days. He does not
think policymakers should be locked into any specific guidance
on the path of rates or forecasts that they give. Well, then just
change the forecast would be our thought if circumstances
change. Come to think of it, Waller’s speech on “The Signaling

Selected Fed assets and liabilities Change
Fed H.4.1 statistical release from
billions, Wednesday data 7-Oct 30-Sep 23-Sep 16-Sep  3/11/20*| 3/11/20
Factors adding reserves toOct 7
U.S. Treasury securities 4566.384 4564.161 4558.332 4554.450| 2523.031| 2043.353
Federal agency debt securities 2.347 2.347 2.347 2.347 2.347 0.000
Mortgage-backed securities (MBS) 1898.089 1898.089 1910.409 1913.523| 1371.846| 526.243
Repurchase agreements 0.002 1.200 0.001 0.255| 242.375| -242.373
Primary credit (Discount Window) 9.965 8.738 6.235 6.879 0.011 9.954
Bank Term Funding Program 0.000 0.000 0.000 0.000
FDIC Loans to banks via Fed 0.000 0.000 0.000 0.000
Paycheck Protection Facility 0.007 0.007 0.015 0.016
Main Street Lending Program 0.873 0.872 0.872 0.871
Term Asset-Backed Facility (TALF 1) 0.000 0.000 0.000 0.000
Gold stock 11.041 11.041 11.041 11.041 11.041 0.000
Central bank liquidity swaps 0.207 0.207 0.072 0.094 0.058 0.149
Federal Reserve Total Assets 6799.4 6794.9 6799.5 6798.3 4360.0| 2439.364
3-month-Libor % SOFR % 3.88 3.90 3.87 3.62 1.15 2.730
Factors draining reserves
Currency in circulation 2486.120 2482.756 2482.383 2483.040| 1818.957| 667.163
Term Deposit Facility 0.000 0.000 0.000 0.000 0.000 0.000
U.S. Treasury Account at Fed 885.783  984.046 947.317 991.708| 372.337| 513.446
Treasury credit facilities contribution 0.000 0.000 0.000 0.000
Reverse repurchases w/others 2.338 11.539 0.461 5.375 1.325 1.013
Federal Reserve Liabilities 3777.324 3913.200 3829.614 3876.772| 2580.036| 1197.288
Reserve Balances (Net Liquidity) 3022.066 2881.686 2969.922 2921.536| 1779.990| 1242.076
Treasuries within 15 days 102.162  107.411 131913 140.626| 21.427| 80.735
Treasuries 16 to 90 days 394.160 372.603 368.918 360.938| 221.961| 172.199
Treasuries 91 days to 1 year 526.600 540.933 531.946 527.324| 378.403| 148.197
Treasuries over 1-yr to 5 years 1436.121 1436.000 1426.912 1426.916| 915.101| 521.020
Treasuries over 5-yrs to 10 years 482.130 482.108 473.532 473.533| 327.906| 154.224
Treasuries over 10-years 1625.211  1625.107 1625.110 1625.114| 658.232| 966.979
Note: QT starts June 1, 2022 Change 10/7/2026 6/1/2022
U.S. Treasury securities -1204.395 4566.384 5770.779
Mortgage-backed securities (MBS) -809.357 1898.089 2707.446
**March 11, 2020 start of coronavirus lockdown of country
Fed Policy-key variables Long
2026 2027’ 2028 2029| Term
Fed funds 4.1 4.1 3.9 36/ 3.2
PCE inflation 3.7 2.3 21 20, 20
Core inflation 34 25 22 2.0
Unemployed 4.1 4.1 4.1 41| 4.2
GDP 23 24 22 21 2.0
September 2026 median Fed forecasts

Value of the Summary of Economic Projections” in Turkey this

week could have been an attempt to stop its elimination under the new Warsh Administration.
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Next up: September CPI inflation Wednesday, October 14 830am ET
Monthly 2026 2025
% Changes Aug  Jul Jun May Apr Mar Feb Jan Dec Nov Oct Sep Aug Jul Jun
Core CPl inflation 0.3 0.2 0.0 0.2 0.4 0.2 0.2 0.3 0.2 na na 0.2 0.3 0.3 0.2
Core PCE inflation 0.2 0.1 0.1 0.3 0.3 0.3 0.3 0.4 0.3 0.2 0.2 0.2 0.2 0.2 0.3
Core PCE YOY 3.0 3.0 3.0 3.2 3.1 3.1 3.0 29 29 2.7 2.7 2.8 2.9 2.8 2.8
Core CPI YOY 2.4 2.5 2.6 2.8 2.7 2.6 2.5 2.5 2.6 2.6 na 3.0 3.1 3.1 2.9
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OTHER ECONOMIC NEWS

More trade deficit red ink (Tuesday)
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deficit with its trading
partners

Breaking economy news.
The trade deficit jumped to
$105.6 billion in August and
the July data were revised
sharply higher as well to
$92.8 billion from the $88.6
billion preliminary figure. The
increase in the trade deficit
will be a drag on real GDP
growth in Q3 2026, but it is
likely to end up in inventories
which adds to real GDP. It is
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China have shrunk over time with imports from Taiwan and Vietnam of similar magnitude this year.

China imports peaked at $538.5 billion in 2018.

Net, net, the international trade deficit literally exploded this month back to worrisome triple digit levels
which will take a toll on economic growth this quarter as the goods are not being produced here
domestically. Despite the Administration’s economic policies which have jacked up the tariff-related
costs of many imported goods, America is just as dependent as ever on foreign produced goods as
there is no good alternative. Despite all the campaign rhetoric, the trade deficit was $79.8 billion when
the President was elected in November 2024 and it is $105.6 billion in August 2026 which means the

Administration’s trade policies have largely been a failure, there Top US Trade Partners for Goods
can be no other conclusion, trade tariffs have done nothing to | =~ 2026AugustYTD
. . . . S billions Exports  Imports X-M
reduce America’s reliance on the import of foreign-produced |y;qico 2635 4193  -155.8
goods. The cost of American labor is simply too high to produce |canada 236.0 269.6 -33.6
goods here cheap enough for consumers to even think about |China 739 1835  -1096
purchasing. Even if US manufacturers were willing, the factories | 2" 393 1865 1476
’ ’ ’ Vietnam 12.2 176.1 -163.9
could not be built here fast enough to produce the goods that US (g orea 550 1101 55.1
consumers depend on. At the moment the only major [japan 66.7 96.5 -29.8
manufacturing plant construction is in data centers and in a few [Germany 579 1006 -42.7
. -y . Total 1,641.3 24152  -773.9
scattered auto production facilities trying to evade the Trump 2.0
tariffs. Stay tuned.
$min Trade balance Exports Imports
Total | Goods |Services| Total | Goods |Services| Total | Goods |Services
Jul 2026 -92,826(-123,809| 30,982| 310,723| 201,245| 109.479| 403,550| 325,053| 78,497
Aug 2026 |-105,572|-136,572| 31,000| 315,182| 205,660| 109,522| 420,754| 342,232| 78,522
Change -12,746| -12,763 18| 4,459 4,415 43| 17,204| 17,179 25
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Analyst Certification

The views expressed in this report accurately reflect the personal views of the research staff at FWDBONDS LLC, the
primary analysts responsible for this report, about the subject securities or issuers referred to herein, and no part of
such analysts’ compensation was, is or will be directly or indirectly related to the specific recommendations or views
expressed herein.

The information herein is provided for information purposes only, and is not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities or
other financial instruments. Neither this nor any other communication prepared by FWDBONDS LLC should be construed as investment advice, a recommendation to enter into a particular
transaction or pursue a particular strategy, or any statement as to the likelihood that a particular transaction or strategy will be effective in light of your business objectives or operations.
Before entering into any particular transaction, you are advised to obtain such independent financial, legal, accounting and other advice as may be appropriate under the circumstances. In
any event, any decision to enter into a transaction will be yours alone, not based on information prepared or provided by FWDBONDS LLC. FWDBONDS LLC hereby disclaims any
responsibility to you concerning the characterization or identification of terms, conditions, and legal or accounting or other issues or risks that may arise in connection with any particular
transaction or business strategy. While FWDBONDS LLC believes that any relevant factual statements herein and any assumptions on which information herein are based, are in each case
accurate, FWDBONDS LLC makes no representation or warranty regarding such accuracy and shall not be responsible for any inaccuracy in such statements or assumptions. Note that
FWDBONDS LLC may have issued, and may in the future issue, other reports that are inconsistent with or that reach conclusions different from the information set forth herein. Such other
reports, if any, reflect the different assumptions, views and/or analytical methods of the analysts who prepared them, and FWDBONDS LLC is under no obligation to ensure that such other
reports are brought to your attention.

Copyright 2026 FWDBONDS LLC All Rights Reserved

The articles and opinions in this publication are for general information only, are subject to change, and are not intended to provide specific investment, legal, tax or other advice or
recommendations. The information contained herein reflects the thoughts and opinions of the noted authors only. We are not offering or soliciting any transaction based on this information.
‘We suggest that you consult your attorney, accountant or tax or financial advisor with regard to your situation. Although information has been obtained from sources we believe to be
reliable, neither the authors nor FWDBONDS LLC vouch for its accuracy, and such information may be incomplete or condensed. Neither the authors nor FWDBONDS LLC shall be liable
for any typographical errors or incorrect data obtained from reliable sources or factual information.

Opinions, estimates, forecasts, and other views contained in this document are those of the FWDBONDS LLC research group, and does not necessarily represent the views of FWDBONDS
LLC or its management. Although the Financial Markets This Week newsletter attempts to provide reliable, useful information, it does not guarantee that the information or other content in
this document is accurate, current or suitable for any particular purpose. All content is subject to change without notice. All content is provided on an “as is” basis, with no warranties of any
kind whatsoever. Information from this document may be used with proper attribution. Alteration of this document or its content is strictly prohibited. ©2026 by FWDBONDS LLC.

By the way, in the way of the usual disclaimers, this is a final legal reminder that there is no investment advice offered or given anywhere in this newsletter or on the fwdbonds.com website.
These are just the things we would like to see before we save, invest, spend, and otherwise plan for the future, which of course is always uncertain.
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