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Oil shock returns as central banks confront
rising yields

All eyes on the Strait of Hormuz and central bank decisions

Rising oil prices have returned to focus as the rapid re-escalation in the Middle
East sent front-month Brent crude to USD108/bbl at the time of writing. In
contrast to the initial outbreak earlier this year, when hopes were high for a fast
resolution to the war, all signs now point to no immediate resolution and a
substantial chance that the conflict drags on into 2027. We see an increasing risk
that the market transitions from a temporary oil shock narrative to one of
persistent energy constraints.

Our concern, however, is that the market has not yet fully appreciated the
severity and duration of the oil supply loss and is therefore underpricing oil
further along the futures curve. The first chart below shows the US Energy
Information Administration’s latest estimates for global crude production and
consumption. While consumption had largely recovered to its pre-war level by
September, production continued to lag. News flow over the past week suggests
that the latest production forecast remains too optimistic, given damage to both
production and transportation infrastructure. Reportedly, Saudi Arabia’s crude
production plunged to its lowest level since 1990, while subsequent attacks on oil
pipelines have resulted in the closure of alternative shipping routes.

Crude oil production forecast is too optimistic
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The immediate impact of higher-for-longer oil prices is a repricing of inflation
risk. Fiscal measures and the belief that the initial oil-price jump would be
temporary have contained inflation thus far, with consensus full-year inflation
forecasts declining since mid-year. Both assumptions are now at risk. More
importantly, the inflation consequences of a second leg higher in energy prices
may be larger than the first. Input costs remain elevated and have not fully
unwound the initial war shock. A renewed rise in oil prices therefore risks
generating broader second-round effects through transport, manufacturing and
consumer goods prices. In the US, retail diesel prices have already surpassed their
March peak and reached an all-time high.

The resurgence of oil price is set to lead input prices higher from an
already elevated level
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For global central banks, the risk is that inflation expectations stop improving just
as bond markets are already grappling with higher term premia and fiscal
concerns. Ten-year yields across developed markets have risen by more than
30bps on average since Jackson Hole.
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10y yields rose sharply since Jackson Hole
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Following last week's hike by the European Central Bank, both the Federal
Reserve (Fed) and the Bank of Japan (BoJ) are expected to raise rates this week.
The US August inflation reports came in above expectations, with core inflation
accelerating by 0.3% month-on-month versus the 0.2% consensus forecast. As
the market has almost fully priced in a 25bps hike at Wednesday's Federal Open
Market Committee meeting, we think the hike itself is unlikely to satisfy a market
looking for more hawkish guidance. Given Fed Chairman Warsh'’s well-
telegraphed reluctance to provide forward guidance, we expect the market to
pay greater attention to the updated Fed dot plot and Summary of Economic
Projections. That said, any direct hawkish comments from Warsh could help re-
anchor inflation expectations, restrain the recent selloff in bond markets, and
offer support to the USD. Similar to the Fed, the market has largely priced in a BoJ
hike this week and shifted its attention to BoJ governor Ueda'’s forward guidance.
However, we think the bar for a faster pace of normalisation remains high, and
the BoJ is likely to retain a meeting-by-meeting approach.

For the rest of Asia, duration risks remain skewed to the downside. Asian rates
have remained relatively resilient despite the rise in Developed Market bond
yields. A weaker USD and front-loaded local repricing have helped cushion the
move. However, this resilience may prove temporary if higher oil prices worsen
external balances and force renewed repricing of inflation and policy
expectations. In line with consensus, we continue to expect policy-rate hikes in
India, Indonesia and the Philippines in the remainder of 2026. We are more
hawkish than consensus and pencil in 25bps hikes in Korea and Malaysia, and a
12.5bps hike in Taiwan.
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2026 policy rate forecasts
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Market Review

Global equity markets weakened over the week, with the MSCI AC World Index declining -0.9%. US equities fell, with the S&P 500 and Nasdaq
falling -0.8% and -0.7% respectively while Emerging Markets were down -0.2%. Asia Pacific ex Japan declined -0.8%, whereas Japan was the
only major equity market to post a gain, rising 0.1%.

Gold fell -1.8% over the week, and the US dollar index weakened by -0.1%. Bond markets were mixed with Global Corporate Bonds increasing
significantly by 7.0%. In contrast, Global High Yield Bonds fell -0.5% and Global Government Bonds declined -0.8%.

Asset Performance
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Market Data

1 week 1 month 3 month 1year YTD

Government Bonds
change (%) change (%) change (%) change (%) change (%)

52 week high 52 week low

US Treasury Yield (%)

10 Year 4.98 3.99 6.21 11.42 24.03 19.79 4,98 3.95
10 Year Bond Yield (%)

Japan 2.99 2.65 6.27 11.17 89.40 44.20 3.02 1.58
China 1.69 0.42 -1.00 -5.17 -6.74 -9.29 1.93 1.68
Australia 5.36 4.10 7.02 9.43 26.55 12.67 5.36 4.10
Singapore 2.46 3.24 6.05 17.65 37.43 10.66 2.47 1.75
Malaysia 419 5.27 11.53 16.51 22.54 19.88 419 3.40
Indonesia 7.16 0.76 -0.97 -3.84 11.55 16.95 7.48 5.92

Close chL:v;:Z’/o) c:iamncg):t(;;) crs:amncg):t(;;) ch;::ea;%) cha:;: (L) 52 week high 52 week low

Bond Indices

Bloomberg Global Aggregate USD 91.48 -0.93 -1.44 -2.29 -3.86 -3.35 95.69 91.48
Bloomberg U.S. Aggregate USD 90.47 -1.08 -1.37 -2.77 -4.12 -3.83 95.21 90.47

1 week 1 month 3 month 1year YTD
change (%) change (%) change (%) change (%) change (%)

Equity Indices
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Disclaimer

This document is produced by Eastspring Investments (Singapore) Limited and issued in:
Singapore by Eastspring Investments (Singapore) Limited (UEN: 199407631H)

Australia (for wholesale clients only) by Eastspring Investments (Singapore) Limited (UEN: 199407631H), which is incorporated in
Singapore, is exempt from the requirement to hold an Australian financial services licence and is licensed and regulated by the
Monetary Authority of Singapore under Singapore laws which differ from Australian laws.

Hong Kong by Eastspring Investments (Hong Kong) Limited and has not been reviewed by the Securities and Futures Commission of
Hong Kong.

Indonesia by PT Eastspring Investments Indonesia, an investment manager that is licensed, registered and supervised by the Indonesia
Financial Services Authority (OJK).

Malaysia by Eastspring Investments Berhad (200001028634/ 531241-U) and Eastspring Al-Wara’ Investments Berhad (200901017585
/ 860682-K) and has not been reviewed by Securities Commission of Malaysia.

Thailand by Eastspring Asset Management (Thailand) Co., Ltd.

United States of America (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN: 199407631H), which is
incorporated in Singapore and is registered with the U.S Securities and Exchange Commission as a registered investment adviser.

European Economic Area (for professional clients only) and Switzerland (for qualified investors only) by Eastspring Investments
(Luxembourg) S.A., 26, Boulevard Royal, 2449 Luxembourg, Grand-Duchy of Luxembourg, registered with the Registre de Commerce
et des Sociétés (Luxembourg), Register No B 173737.

Chile (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN: 199407631H), which is incorporated in
Singapore and is licensed and regulated by the Monetary Authority of Singapore under Singapore laws which differ from Chilean laws.

The afore-mentioned entities are hereinafter collectively referred to as Eastspring Investments.

The views and opinions contained herein are those of the author and may not necessarily represent views expressed or reflected in
other Eastspring Investments’ communications. This document is solely for information purposes and does not have any regard to
the specific investment objective, financial situation and/or particular needs of any specific persons who may receive this document.
This document is not intended as an offer, a solicitation of offer or a recommendation, to deal in shares of securities or any financial
instruments. It may not be published, circulated, reproduced or distributed without the prior written consent of Eastspring
Investments. Reliance upon information in this document is at the sole discretion of the reader. Please carefully study the related
information and/or consult your own professional adviser before investing.

Investment involves risks. Past performance of and the predictions, projections, or forecasts on the economy, securities markets or
the economic trends of the markets are not necessarily indicative of the future or likely performance of Eastspring Investments or any
of the funds managed by Eastspring Investments.

Information herein is believed to be reliable at time of publication. Data from third party sources may have been used in the
preparation of this material and Eastspring Investments has not independently verified, validated or audited such data. Where lawfully
permitted, Eastspring Investments does not warrant its completeness or accuracy and is not responsible for error of facts or opinion
nor shall be liable for damages arising out of any person’s reliance upon this information. Any opinion or estimate contained in this
document may subject to change without notice.

Eastspring Investments companies (excluding joint venture companies) are ultimately wholly owned/indirect subsidiaries of Prudential
plc of the United Kingdom. Eastspring Investments companies (including joint venture companies) and Prudential plc are not affiliated
in any manner with Prudential Financial, Inc., a company whose principal place of business is in the United States of America or with
the Prudential Assurance Company Limited, a subsidiary of M&G plc (a company incorporated in the United Kingdom).

Sources

Asset performances: (bar charts) Eastspring Investments, Refinitiv, as of 11 September 2026. Equities: using MSCI indices in USD,
United States is using the S&P 500. Corporate Bonds: using ICE BofA indices in USD. Government Bonds: using the FTSE Global
Sovereign Bond index, in USD. Gold is London Bullion Market US Dollar per Metric Tonne. DXY is US Dollar Index. (line charts)
Eastspring Investments, Refinitiv, as at the end of the prior week, rebased to 100 as at 1 year ago. Equities: MSCI indices, in USD.
Corporate Bonds: using Bloomberg indices in USD. Government Bonds: using ICE BofA US 10 Year US Treasury and ICE BofA 7-10 Year
Euro Government indices. Commodities: Gold is London Bullion Market US Dollar per Metric Tonne Ounce. Copper is LME Copper
Grade A Cash US Dollar per Metric Tonne. Oil is Crude Oil WTI Spot Cushing US Dollar per Barrel. US Dollar is US Dollar Index.

Market data: Eastspring Investments, Refinitiv, as of 11 September 2026. Equities: MSCl indices in USD, other indices in local currency.
Other indices or assets as stated. Please note that there are limitations to the use of such indices as proxies for the past performance
in the respective asset classes/sector. The historical performance or forecast presented in this slide is not indicative of and should not
be construed as being indicative of or otherwise used as a proxy for the future or likely performance of the Fund.
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