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« MPC leaves UK base rate unchanged

« Unexpected declines in latest UK
inflation prints

« GBP 100 billion quantitative
tightening (QT) supply for the next
12 months confirmed

Market Commentary

In September, following a series of 14 consecutive rate hikes,
the Bank of England’s Monetary Policy Committee (MPC)
decided to pause and leave rates unchanged at 5.25%, with

a narrow 5-4 vote split (four members opted for a 25 bp hike).
Accompanying its decision, the MPC reiterated comments
from its previous meeting, stating that it sees the current
monetary policy stance as being “restrictive,” and that while
“further tightening in monetary policy would be required if there
were evidence of more persistent inflationary pressures [...]
there are increasing signs of some impact of tighter monetary
policy on the labour market and on momentum in the real
economy more generally.”

Markets closed the month with a terminal rate priced below
5.4%, over 30 bp lower than the peak rate forecasted at the
end of August. Furthermore, gilt yields at the front of the curve
declined MoM, with 5-year nominal rates falling by 15 bp.

The latest UK headline Consumer Price Index (CPI) print for
August surprised to the downside, falling from 6.8% YoY in July
to 6.7% YoY, well below MPC’s forecast of 71%. Importantly,

for the central bank, both core inflation (which excludes more
volatile components such as food and energy) and services
inflation experienced larger declines than anticipated by both
the market and the MPC.

Alongside the hold in rates, the MPC confirmed its QT

supply for the next 12 months, which is set at GBP 100 billion,
broadly in line with market expectations. The impact on supply,
however, may be two-fold. At current prices, this QT supply

will be locking in losses to be absorbed by the Treasury well
above the Office for Budget Responsibility’s (OBR) forecasts.
Consequently, the Debt Management Office (DMO) may need
to issue more bonds to cover. Throughout the month, longer-
tenor gilt yields rose across the curve, with 30-year nominal
yields rising by nearly 30 bp MoM.
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Figure1 Market Moves

29 September Gilt Yields OIS Swaps Swap Spreads Gilt Real Yields Gilt Breakeven RPI Swaps lota Spread
2023 % CoM % CoM bp CoM % CoM % CoM % CoM bp CoM
(bp) (bp) (bp) (bp) (bp) (bp) (bp)
Syr 4.50 -15.5 4.60 -17.3 60.4 -11.2 0.48 -32.8 4.02 17.3 4.26 19.2 23.8 1.9
10yr 4.44 7.9 4.35 4.8| -17.7 -6.0 0.59 -0.5 3.85 8.3 3.93 6.7 8.5 -1.6
30yr 4.90 29.2 4.22 24.9| -62.8 -7.1 1.47 30.3 3.42 -0.8 3.41 2.0 -1.4 2.8
50yr 4.45 32.5 3.99 29.1| -43.5 -7.9 1.06 37.0 3.39 -4.5 3.30 -4.1 -9.3 0.4
10s30s 0.46 21.3| -0.13 20.0| -45.1 -1.1 0.88 30.8| -0.43 -9.1| -0.583 -4.7 -9.9 4.4
30s50s -0.44 3.3| -0.23 4.3 19.8 -0.8| -0.41 6.7| -0.083 -3.7| -0.11 -6.1 -7.9 -2.4

Source: Bloomberg, State Street Global Advisors, as at 29 September 2023
Past performance is not a reliable indicator of future performance.

Figure 2 Market Curves
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Source: Bloomberg, State Street Global Advisors, as at 29 September 2023.
Past performance is not a reliable indicator of future performance.
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About State Street Global Advisors

Our clients are the world’s governments, institutions and
financial advisors. To help them achieve their financial goals we
live our guiding principles each and every day:

e Start with rigor

o Build from breadth
e Invest as stewards
e Invent the future

For four decades, these principles have helped us be the quiet
power in a tumultuous investing world. Helping millions of
people secure their financial futures. This takes each of our
employees in 29 offices around the world, and a firm-wide
conviction that we can always do it better. As a result, we are
the world’s fourth-largest asset manager* with US $3.8 trillion®

under our care.

* Pensions & Investments Research Center, as of December 31,2022.

* This figure is presented as of June 30,2023 and includes approximately $63
billion USD of assets with respect to SPDR products for which State Street
Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing
agent. SSGA FD and State Street Global Advisors are affiliated. Please note all

AUM is unaudited.

Your LDI Contacts

Gehan Ginige

UK Consultant Relations Team

gehan_ginige@ssga.com
+44 7408 868784

CFAP® and Chartered Financial Analyst® are trademarks of

the CFA Institute.

ssga.com

Marketing communication.
For institutional/professional investors
use only.

Ireland: State Street Global Advisors Europe
Limited is regulated by the Central Bank of
Ireland. Registered office address 78 Sir John
Rogerson’s Quay, Dublin 2. Registered Number:
49934. T: +353 (0)1 776 3000.
F:+353(0)1776 3300.

United Kingdom: State Strest Global
Advisors Limited. Authorised and regulated
by the Financial Conduct Authority. Registered
in England. Registered No. 2509928. VAT No.
577659181. Registered office: 20 Churchill
Place, Canary Wharf, London, E14 5HJ.

T:020 3395 6000. F: 020 3395 6350.

The information contained in this
communication is not a research
recommendation or ‘investment research’
and is classified as a ‘Marketing
Communication’ in accordance with the
Markets in Financial Instruments Directive
(2014/65/EU) or applicable Swiss
regulation. This means that this marketing
communication (a) has not been prepared
in accordance with legal requirements
designed to promote the independence of
investment research (b) is not subject to
any prohibition on dealing ahead of the
dissemination of investment research.

This communication is directed at professional
clients (this includes eligible counterparties

as defined by the appropriate EU regulator)
who are deemed both knowledgeable and
experienced in matters relating to investments.
The products and services to which this

communication relates are only available
to such persons and persons of any other
description (including retail clients) should
not rely on this communication.

The trademarks and service marks referenced
herein are the property of their respective
owners. Third party data providers make no
warranties or representations of any kind relating
to the accuracy, completeness or timeliness of
the data and have no liability for damages of any
kind relating to the use of such data.

Investing involves risk including the risk of
loss of principal.

Bonds generally present less short-term risk
and volatility than stocks, but contain interest
rate risk (as interest rates rise, bond prices
usually fall); issuer default risk; issuer credit
risk; liquidity risk; and inflation risk. These
effects are usually pronounced for longer-term
securities. Any fixed income security sold or
redeemed prior to maturity may be subject to
a substantial gain or loss.

Equity securities may fluctuate in value
in response to the activities of individual
companies and general market and
economic conditions.

International Government bonds and corporate
bonds generally have more moderate short-
term price fluctuations than stocks, but
provide lower potential long-term returns.

Derivative investments may involve risks
such as potential illiquidity of the markets
and additional risk of loss of principal.

Diversification does not ensure a profit
or guarantee against loss.

The views expressed in this material are the
views of the UK LDI Team through the period
ended 29 September 2023 and are subject to
change based on market and other conditions.
This document contains certain statements
that may be deemed forward-looking
statements. Please note that any such
statements are not guarantees of any

future performance and actual results or
developments may differ materially from
those projected.

All the index performance results referred
to are provided exclusively for comparison
purposes only. It should not be assumed
that they represent the performance of
any particular investment.

Volatility management techniques may result
in periods of loss and underperformance, may
limit the Fund’s ability to participate in rising
markets and may increase transaction costs.

The use of leverage, as part of the investment
process, can multiply market movements into
greater changes in an investment value, thus
resulting in increased volatility of returns.

The whole or any part of this work may not

be reproduced, copied or transmitted or any of
its contents disclosed to third parties without
SSGA's express written consent.

Increase in real interest rates can cause
the price of inflation-protected debt
securities to decrease. Interest payments
oninflationprotected debt securities can
be unpredictable.

Investing in swaps is highly risky. Swap
contracts are not standardised, nor are they
traded on an index. Rather, they are negotiated
privately between the counterparties and are

not settled by a centralised clearing-house.

As such, swap contracts subject a party to
significant counterparty risk. Swap positions
are considered highly leveraged because the
initial margins are significantly smaller than the
notional value of the contracts. The smaller the
value of the margin in comparison to the
notional value of the swap contract, the higher
the leverage. There are a number of risks
associated with forward investing including but
not limited to counterparty credit risk, currency
risk, derivatives risk, foreign issuer exposure
risk, sector concentration risk, leveraging and
liquidity risks.

The information provided does not constitute
investment advice as such term is defined
under the Markets in Financial Instruments
Directive (2014/65/EU) and it should not be
relied on as such. It should not be considered

a solicitation to buy or an offer to sell any
investment. It does not take into account any
investor’s or potential investor’s particular
investment objectives, strategies, tax status,
risk appetite or investment horizon. If you
require investment advice you should consult
your tax and financial or other professional
advisor. All information is from SSGA unless
otherwise noted and has been obtained from
sources believed to be reliable, but its accuracy
is not guaranteed. There is no representation or
warranty as to the current accuracy, reliability
or completeness of, nor liability for, decisions
based on such information and it should not be
relied on as such.
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