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1. Rate sensitive vs. bond proxy stocks – too far, too fast?

The RV pair XLF vs. XLU (US Financials vs. US Utilities) has today a Qi fair value gap of 1.9 sigma / 7.1% 
rich to its macro-warranted fair value. 

Typically this pair has moved with long-end rates given their differing duration features and the 
recent sell-off in US rates has provided support. US Financials outperformance requires reflationary 
backdrop where both inflation-expectation and rates move higher. Indeed, it appears the market is 
excited about growth acceleration in Q1.

However, the fair value gap sits at almost 5yr highs. This must be respected given the close recent 
correlation with price action and the Qi FVG. 
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2. EURGBP – upside risks

Between them nominal and real yield differentials account for nearly 40% of Qi’s EURGBP model. 
There are other drivers of course. For example, current relationships show the Euro is seen as the more 
defensive bet – weaker UK & European GDP growth help the single currency appreciate.

But the recent re-pricing of 2026 ECB rate expectations after Gov Schnabel’s comments on rate 
hikes should have been supportive for EURGBP. Whether a function of GBP short covering post 
Budget or something else, the market has thus far ignored the shift in interest rate differentials. 

That divergence leaves the cross 1.2 sigma (1.8%) cheap to macro-warranted fair value. The cross has 
only been in regime & this cheap to Qi model 11x since 2009. Back tests reveal a 82% hit rate suggesting 
decent risk-reward on EURGBP upside from here.
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3. EM bonds – trend break or pause that refreshes?

There’s a narrative that Emerging Markets continue to look attractive; several strategists suggest both 
EM equities & bonds deserve a decent allocation into 2026. 

Qi’s model for EMB, the iShares ETF tracking JP Morgan’s Hard Currency EM bond index looks 
interesting. After a long period out of regime, macro relevance is now 79%. Model value has been 
trending strongly higher since April. 

But, more recently, it has stalled. Qi’s model shows strong economic growth, healthy risk appetite 
(low VIX, tight credit) are still tailwinds. But the re-pricing of Western Central Banks is starting to 
impact. EMB wants DM rate cuts & Quantitative Easing (low rate vol). The recent wobble in G7 bond 
markets has become an offsetting headwind.

The good news is markets have already priced some of that bad news in. EMB sits 0.5 sigma (1.8%) 
cheap to aggregate macro conditions. Nothing to do right now but watch Qi model value to see which 
way macro momentum breaks next.
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Disclaimer
This document is being sent only to investment professionals 
(as  that  term  is  defined  in  article  19(5)  of  the  Financial Services  
and  Markets  Act  2000  (Financial  Promotion) OrdeRSq005  
(“FPO”))  or  to  persons  to  whom  it  would otherwise be lawful to 
distribute it. Accordingly, persons who do  not  have  professional  
experience  in  matters  relating  to investments  should  not  rely  on  
this  document.  The information  contained  herein  is  for  general  
guidance  and information only and is subject to amendment or 
correction. 

This document is not directed to, or intended for distribution 
to or use by, any person or entity who is a citizen or resident of  
or  located  in  any  locality,  state,  country  or  other jurisdiction  
where  such  distribution,  publication,  availability or use would 
be contrary to law or regulation. This document is provided 
for information purposes only, is intended  for  your  use  only,  
and  does  not  constitute  an invitation or offer to subscribe for 
or purchase any securities, any  product  or  any  service  and  
neither  this  document  nor anything  contained  herein  shall  form  
the  basis  of  any contract  or  commitment  whatsoever.  This  
document  does not constitute any recommendation regarding 
any securities, futures,  derivatives  or  other  investment  products.  
The information  contained  herein  is provided  for informational 
and  discussion  purposes  only  and  is  not  and  may  not  be 

relied  on  in  any  manner  as  accounting,  legal,  tax, investment, 
regulatory or other advice. Information  and  opinions  presented  
in  this  document  have been  obtained  or  derived  from  sources  
believed  to  be reliable,  but  Quant  Insight  Limited  (QI)  makes  
no representation  as  to  their  accuracy  or  completeness  
or reliability  and  expressly  disclaims  any  liability,  including 
incidental  or  consequential  damages  arising  from  errors  in 
this publication. No reliance may be placed for any purpose on 
the information and opinions contained in this document. No  
representation,  warranty  or  undertaking,  express  or implied, is 
given as to the accuracy or completeness of the information or 
opinions contained in this document by any of QI, its employees 
or affiliates and no liability is accepted by such persons for the 
accuracy or completeness of any such information or opinions. 

Any  data  provided  in  this  document  indicating  past 
performance  is  not  a  reliable  indicator  of  future returns/
performance. Nothing contained herein  shall  be relied  upon  
as  a  promise  or  representation  whether  as  to past  or  future  
performance.  This  presentation  is  strictly confidential  and  may  
not  be  reproduced  or  redistributed  in whole  or  in  part  nor  
may  its  contents  be  disclosed  to  any other  person  under  any  
circumstances  without  the  express permission of Quant Insight 
Limited.
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