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Strategist’s Corner As the Paradigm Shifts, Liquidity is

September 2025 Here to Stay
Author In brief

= History teaches us that governments struggle to rein in liquidity once it’s been unleashed.
= We're entering a new paradigm in which tangible fixed investment is replacing financial
engineering.

= |n this new environment, the disruption of profit pools may advantage active managers.

While the US government’s indebtedness is no secret, investors may underappreciate its
potential drag on the economy in the future. The chart below shows the growth of total
US public debt compared with the size of the US economy over the past several decades.
Unsurprisingly, the lines begin to diverge following the 2008 global financial crisis.
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Exhibit 1: Debt to GDP has ballooned since the Global Financial Crisis
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Source: Bloomberg. Quarterly data from 31 December 1999 through 30 June 2025 (latest available). Data is
normalized as of 31 Decemher 1999

What is happening in the US is nothing new, and while history can help us think about

its potential consequences, | think investors expecting a drain in liquidity to address this
imbalance may be disappointed. | offer another outcome, one that isn’t without costs, but
one that may upend the recent and growing trend of how investors think about the price of
portfolio advice.
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Governments have often debased the money supply

Dating back centuries, governments have increased the money supply to fund various initiatives.

This can be achieved through different methods — methods that often end up impacting the broader
economy and financial markets. Two examples among the hundreds are ancient Rome and 16th century
England.

Starting around 200 B.C. through 265 A.D., to fund wars, the silver content of the Roman denarius was
reduced from 100% to 1%, leading to hyperinflation and contributing to the eventual decline of the
Roman Empire.

Centuries later, in 16th century England, King Henry VIl ordered the precious metal content of gold and
silver coins to be reduced, also to fund costly wars. Beginning in the 1540s, “The Great Debasement”
replaced precious metals with cheaper copper. This led to significant inflation, damaged England’s
international trade reputation and created economic turmoil that lasted for many years.

Since 2008, the US government has created money in a different way: through quantitative easing (QE).
Because lowering interest rates to 5,000-year lows was not enough to stimulate economic growth, the
US Federal Reserve purchased large amounts of Treasury and mortgage-backed securities in the open
market. To pay for these assets, it created reserves, which increased the money supply.

However, as evidenced by the GDP line in the chart above, QE doesn’t always lead to economic growth
orinflation. When money is debased, whether by diluting the percent of silver or by creating bank
reserves that are not dedicated to economically productive purposes, it leads to debt imbalances.

This is important because to support this imbalance, the Fed cannot meaningfully pull back liquidity.
The money supply needs to be ample relative to the debt load, and not to GDP, as commonly believed.
Until the economy grows to a level that can service this debt, excess liquidity is likely here to stay in
order to avoid a debt crisis.

The more likely pathway and the changes it may bring

It’s not only caesars, kings or central banks that create money. Fractional reserve banking allows
commercial banks to create money, as well. In modern times, up until the financial crisis, this is how
most money was created. Here’s a refresher on how it works:

When banks lend out a portion of their deposits, a loan contract is signed and a promissory note is
created. That account payable is then discharged, which creates money.

For example, when a customer takes out a $100 loan, they sign a loan contract and a promissory note,
representing a promise of repayment. The bank’s assets increase by $100 in the form of the promissory
note and so do its liabilities, via accounts payable. The bank discharges its commitment by crediting the
borrower’s account with the loan amount, which effectively creates a new deposit. The promissory note
remains a bank asset while the liability is replaced by a deposit of $100. This deposit represents new
money in the economy that previously didn’t exist.

This system has been vital for modern economies, allowing banks to generate returns and stimulate
economic growth. Of course, it stalled following the 2008 crisis, when it was needed the most. The
US government’s QE programs were designed to “prime the economic pump,” but obviously didn’t
produce the intended outcome, as the liquidity went instead into financial asset prices via stock
buybacks, higher dividends, and mergers and acquisitions.
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- Since 2022, however, some of the new money has come from this private sector mechanism,
funding investment in supply chain adjustments, the digital economy and, most specifically,
the infrastructure for artificial intelligence. These are projects with potential economic utility,

which contrasts with what, in hindsight, can be viewed largely as a wealth transfer from savers to
borrowers from 2009-2021 that mostly enriched the owners of financial assets.

While circumstances can change, going forward we expect economic growth will be superior to the
decade of stagnation of the 2010s. However, that will likely keep inflation and long-term borrowing
costs at or around current levels.

Depending on the rate of real growth, excessive US government debt levels are likely to persist,
which will make it much more difficult for policymakers to ease financial conditions in future
periods of economic or market stress.

Conclusion

Government-created liquidity is a persistent feature of economies, past and present. History
suggests that once increased, liquidity is hard to pull back, because leaders don’t like disappointing
their citizens with spending cuts. In the absence of austerity, massive central bank balance sheets
need to be maintained to support excessive debt loads.

While liquidity is probably here to stay, a new capital cycle has emerged. Tangible fixed investment
is rising. While it may be cut short and/or not be enough to reduce the debt burden, | believe there
are three important changes entrepreneurs and investors will face that will be quite different than
the 2010s.

1. While the Fed may cut short rates, long-term borrowing costs will probably anchor around
present levels due to new economic activity. Specifically, | don’t think we should expect 10-year
Treasury yields to fall meaningfully, if at all. They could even rise.

2. The cost of running a business is, and will remain, much higher. It isn’t just capital — goods are
also more expensive than in the 2010s due to policy changes and economic activity. At the same
time, technology has created a competitive explosion, challenging industry incumbents across
multiple sectors and forcing spending on product innovation and better customer engagement.

3. We believe the combination of points one and two means that profit generation will likely
become more difficult, creating greater profit dispersion within sectors and industries.
Businesses with goods or services that customers need — and that can raise prices in the face
of higher input costs — will thrive. Those without, however, will disappoint current lofty profit
expectations, particularly without the economic safety net of artificially low interest rates and
cheap labor.

Taken together, | think these factors will pull forward a new paradigm in which security selection
finally matters again. 4
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MSCI EAFE (Europe, Australasia, Far East) Index (net div) - a market capitalization-weighted index that is designed to measure equity market performance in the developed markets,
excluding the U.S. and Canada.

Standard & Poor’s 500 Stock Index - a market capitalization-weighted index of 500 widely held equity securities, designed to measure broad U.S. equity performance.

Index data source: MSCI. MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data contained herein. The MSCI
data may not be further redistributed or used as a basis for other indices or any securities or financial products. This report is not approved, reviewed or produced by MSCI.

“Standard & Poor’s” “ and S&P “S&P" “ are registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”) and Dow Jones is a registered trademark of Dow Jones Trademark
Holdings LLC (“Dow Jones”) and have been licensed for use by S&P Dow Jones Indices LLC and sublicensed for certain purposes by MFS. The S&P 500" is a product of S&P Dow Jones Indices
LLC, and has been licensed for use by MFS. MFS’s Products are not sponsored, endorsed, sold or promoted by S&P Dow Jones Indices LLC, Dow Jones, S&P, or their respective affiliates, and
neither S&P Dow Jones Indices LLC, Dow Jones, S&P, their respective affiliates make any representation regarding the advisability of investing in such products.

The views expressed are those of the author(s) and are subject to change at any time. These views are for informational purposes only and should not be relied upon as a recommendation to
purchase any security or as a solicitation or investment advice. No forecasts can be guaranteed. Past performance is no guarantee of future results.

GLOBAL DISCLOSURE
Unless otherwise indicated, logos and product and service names are trademarks of MFS® and its affiliates and may be registered in certain countries.
Distributed by: U.S. - MFS Investment Management; Latin America - MFS International Ltd.

Please note that in Europe and Asia Pacific, this document is intended for distribution to investment professionals and institutional use only. In Canada, this document is intended
for distribution to institutional clients only. In Qatar this document i strictly for sophisticated investors and high net worth individuals only.

Note to readers in Canada: Issued in Canada by MFS Investment Management Canada Limited. Note to UK and Switzerland readers: Issued in the UK and Switzerland by MFS International
(UK) Limited (“MIL UK”), a private limited company registered in England and Wales with the company number 03062718, and authorised and regulated in the conduct of investment business
by the UK Financial Conduct Authority. MIL UK, an indirect subsidiary of MFS®, has its registered office at One Carter Lane, London, EC4V 5ER. Note to Europe (ex UK and Switzerland)
readers: Issued in Europe by MFS Investment Management (Lux) S.a r.l. (MFS Lux) - authorized under Luxembourg law as a management company for Funds domiciled in Luxembourg and
which both provide products and investment services to institutional investors and is registered office is at S.a . 4 Rue Albert Borschette, Luxembourg L-1246. Tel: 352 2826 12800. This material
shall not be circulated or distributed to any person other than to professional investors (as permitted by local regulations) and should not be relied upon or distributed to persons where such
reliance or distribution would be contrary to local regulation; Singapore - MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand - MFS International Australia Pty
Ltd (“ MFS Australia”) (ABN 68 607 579 537) holds an Australian financial services licence number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission.;
Hong Kong - MFS International (Hong Kong) Limited (“MIL HK”), a private limited company licensed and regulated by the Hong Kong Securities and Futures Commission (the “SFC”). MIL HK

is approved to engage in dealing in securities and asset management regulated activities and may provide certain investment services to “professional investors” as defined in the Securities

and Futures Ordinance (“SFO”).; For Professional Investors in China - MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue, Shanghai World
Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide financial management consulting services.; Japan - MFS Investment
Management K.K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Trust Association, Japan and the Japan
Investment Advisers Association. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period and market conditions, the total amount nor
the calculation methods cannot be disclosed in advance. All investments involve risks, including market fluctuation and investors may lose the principal amount invested. Investors should obtain
and read the prospectus and/or document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before making the investments ; For readers in Saudi Arabia, Kuwait,
Oman, and UAE (excluding the DIFC and ADGM). In Qatar strictly for sophisticated investors and high net worth individuals only. In Bahrain, for sophisticated institutions only: The
information contained in this document is intended strictly for professional investors. The information contained in this document, does not constitute and should not be construed as

an offer of, invitation or proposal to make an offer for, recommendation to apply for or an opinion or guidance on a financial product, service and/or strategy. Whilst great care has been taken

to ensure that the information contained in this document is accurate, no responsibility can be accepted for any errors, mistakes or omissions or for any action taken in reliance thereon. You
may only reproduce, circulate and use this document (or any part of it) with the consent of MFS international U.K. Ltd (“MIL UK”). The information contained in this document is for information
purposes only. It is not intended for and should not be distributed to, or relied upon by, members of the public. The information contained in this document, may contain statements that are not
purely historical in nature but are “forward-looking statements” These include, amongst other things, projections, forecasts or estimates of income. These forward-looking statements are based
upon certain assumptions, some of which are described in other relevant documents or materials. If you do not understand the contents of this document, you should consult an authorised
financial adviser. Please note that any materials sent by the issuer (MIL UK) have been sent electronically from offshore. South Africa - This document, and the information contained is not
intended and does not constitute, a public offer of securities in South Africa and accordingly should not be construed as such. This document is not for general circulation to the public in South
Africa. This document has not been approved by the Financial Sector Conduct Authority and neither MFS International (U.K.) Limited nor its funds are registered for public sale in South Africa.

MFSE_FLY_3908750_9_25
66399.1



