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1. XLB – Valuation Fatigue?

Materials have led US sectors over the past month. Tailwinds are plentiful: defence 
spend, AI build-out, gold, critical minerals.

But it’s stretched:
•	 XLB sits +1.9σ rich vs Qi fair value — near cycle extremes
•	 Gold RSI at 94 says positioning is crowded
•	 Valuation at 20.5x forward PE, close to prior peaks (22–23x)

The momentum is strong, but history says mean reversion still matters. Over the last 
year, XLB spot has tracked its Fair Value Gap closely. Extremes have marked turning 
points and therefore need to be respected.
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2. Run It Hot — But Pick the Right Cyclical

Cyclicals are a consensus 2026 trade under Trump’s run-it-hot policy mix. The 
question is which sector offers the best value?

The proposed credit card cap and a poor reaction to JPM earnings has resulted in a 
sharp sell-off in US banks; XLF now sits 1.6σ cheap (-4.3%) versus XLI.

Clearly idiosyncratic policy directives have the power to hurt but, from a macro 
perspective, we’d observe:

•	 Macro has strong explanatory power of the XLF/XLI RV trade – model 
confidence is 78% 

•	 Macro conditions support XLF outperformance - model value is up 2.25% over 
the last month

•	 The current FVG sits at the bottom of historical ranges
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3. Aussie fx Upside. Right Story, Wrong Price.

Long AUD is a popular “Year Ahead” trade, driven by China optimism, Japanese 
stimulus and RBA rate hike expectations.

But while most crosses (including AUDUSD) are at fair value, the rally has critically 
overshot in two specific pairs. On both EURAUD and AUDCHF, the Aussie Dollar 
screens as 1.6σ rich.

Macro drivers are flatlining while spot price has rallied to range highs. The RBA 
repricing and the move in metals are tailwinds but other factors, notably relative yield 
curve shape, have offset.

Of the two, short AUDCHF looks the better setup. It’s a high-probability signal: since 
2009, fading AUDCHF at these levels has a 79% hit rate with an average return of 
+1.8%. Long AUDCHF is a popular carry trade for the year ahead but, right now, the risk 
reward suggest downside offers an attractive “risk off” hedge.
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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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