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Echoes of 2008

The current environment is reminiscent of the one leading up to the 2008-09 downturn. It, too, was heavily
advertised, as economists debated the extent to which the subprime meltdown would spill over into the broader
economy. The soft landing versus recession narrative was commonplace. The Index of Leading Economic
Indicators (LEI) was declining like today, yet real GDP and employment kept growing (also like today). In the current
cycle, the LEI peaked in December 2021.

The LEI peaked in March 2006, but the economy did not peak until along 21 months later in December 2007.
But when the economy entered recession, market participants were still debating whether one had been avoided.
The economy grew in the first half of 2008, with Q1 and Q2 real GDP growth initially reported at 0.6% and 1.9%,
respectively.

While Q1 2008 real GDP has since been revised down to -1.6%, Q2 2008 real GDP growth has been revised up to
a solid 2.3%. No wonder it is so hard to know when the economy is contracting. The economic data get substantially
revised, and even during a downturn, the statistics can move in confounding ways with inexplicable improvements
relative to the underlying fundamentals.

One way investors can get around revisions is to look at data that does not get revised such as financial market
prices like the yield curve or credit spreads. Investors can also look at purchasing managers surveys which tend to
show minimal revision.

Once again, take the 2008-09 analog. In the chart below, we show the ISM services survey. Look how similar
the trends were heading into 2008 compared to today. Services activity was still expanding albeit at a slower
pace. But in February 2008, the services sector showed a substantial jump. The ISM services survey was back
above 50 again and expanding during recession. It was not until the Lehman Bankruptcy that this series and other
broader measures of activity turned noticeably downward, ending the soft landing versus recession debate.

While history may not repeat, the cadence of 2023 bears similarity to 2008. Put another way, the trajectory of today
is similar to back then. Investors beware. The dispute is not yet settled.
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any securities, or any commitment to underwrite, subscribe for or place any securities, is not an offer or commitment to
provide any financing or extension of credit or service, and does not contain any tax or legal advice. This presentation has
been prepared by SMBC Group (which may include, collectively or individually, any of the following entities in the Americas
Division: Sumitomo Mitsui Banking Corporation (“SMBC”), SMBC Nikko Securities America, Inc. (“SMBC Nikko”), SMBC
Nikko Securities Canada, Ltd. (“Nikko Canada”), SMBC Capital Markets, Inc. (‘SMBC-CM”), SMBC Leasing and Finance,
Inc., JRI America, Inc., and SMBC Rail Services LLC) and is being furnished by SMBC Group solely for use by the client or
potential client to whom such materials are directly addressed and delivered. This presentation is confidential and is the
property of SMBC Group subject to copyright. Any reproduction of this presentation, in whole or in part, is prohibited, and
you may not release these materials to any person, except to your advisors and professionals to assist you in evaluating
these materials, provided that they are obligated, by law or agreement, to keep the presentation confidential. These materials
do not constitute research, a recommendation or an offer or solicitation to any person to enter into any transaction or adopt
any hedging, trading, or investment strategy. Prior to participating in any such transaction, you should consult your own
independent, competent, legal, tax, accounting, and other professional advisors.

In preparing this presentation, SMBC Group has relied upon information available from third parties, including public sources,
and we have assumed, without independent verification, the accuracy and completeness of such information. Specific prices,
indices, or measures, including ranges, listed in this document were prepared at the time the document was prepared, and
are subject to change without notice. SMBC Group makes no representations to and does not warrant this presentation’s
accuracy or completeness. SMBC Group expressly disclaims any liability for any use of the information set forth herein,
including, without limitation, any use of the information set forth herein in the preparation of financial statements or accounting
material.

These materials may contain forward-looking statements, which may include projections, forecasts, income estimates, yield
or return, future performance targets or similar analysis. These forward-looking statements are based upon certain
assumptions. All forward-looking statements are based upon currently available information and SMBC Group is not obligated
to provide an update. Actual events may differ from those assumptions. Opinions, projections, pricelyield information and
estimates are subject to change without notice. There can be no assurance that estimated returns or projections will be
realized, that forward-looking statements will materialize or that actual results will not be materially lower than those
presented. Past performance is not necessarily indicative of future results. Any transactions or strategies addressed may not
be suitable for all parties. The value, price or income from transactions or strategies may fall as well as rise. SMBC Group or
an affiliate may have a position in any of the underlying instruments, assets, indices, or rates mentioned in this document.
You should make your own independent judgment or seek independent financial and tax advice with respect to any matter
contained herein.
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