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The ‘Broadening’ IWM Trade is Running on One Engine

IWM, the iShares Russell 2000 ETF, is +10% YTD. Impressive headline. But decompose
those returns through Qi’'s MFERM and the pictureis farless comfortable.

The entire YTD gain has been fuelled by idiosyncratic drivers. Macro is recovering from
peakIran escalation but hasn’t clawed all the way back:

o May oilfuturestrade at $91vs. $65 pre the Iran Conflict. Oilis the biggest
IWM factordrag YTD.

o Corporate HY credit spreads at 336bpsvs. 288bps tights backinlate Jan.
The next biggest drag.

e Ratevol & equityvolare backtolevels at the start of the Iran Conflict but
notat YTD lows.

e 10yrrealyields remain notably above YTD lows.

Yes, stocks are a discounting mechanism and it has been noted that earnings revisions
have remained robustin the face of peaking macro fear. IWM’s Macro Share of Risk
spiked during the crisis — and the subsequent decline in MSR fuelled arecovery in
risk-adjustedreturns. Classic pattern: fear dissipates, Sharpe recovers. The squeeze
from peak macro fear was the trade.

But here’s the question: can MSR continue to fall?
For MSR to keep declining, macro headwinds need to genuinely clear. Oil at $91, HY at
336bps, realyields wellabove YTD lows — these aren’t clearing. Michigan Consumer

Sentimentis atrecordlows. The lower half of the K-economy is struggling.

The start-of-year narrative was a “broadening” trade driven by a stronger consumer,
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above-trend growth, below-trendinfiation, a friendly FOMC backdrop, and a rotation
out of Mag’/. The macro data says that narrative is broken. The broadeningis alive in
idio — earnings revisions have held — but it has no macro floorunderneath.

The broadening trade isrunning on one engine. As we go into earnings season, if idio

stalls, there’s nothing to catchit.
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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) OrdeRSqO05
(“FPO”)) or to persons to whom it would otherwise be lawfulto
distributeit. Accordingly, persons who do not have professional
experience in matters relating toinvestments should not rely on
this document. Theinformation 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 noranything contained herein shall form
the basis of any contract or commitment whatsoever. This
document does not constitute any recommendationregarding
anysecurities, futures, derivatives or otherinvestment products.
Theinformation contained herein is provided forinformational

and discussion purposes only and is not and may not be

relied on in any manner as accounting, legal, tax, investment,
regulatory or otheradvice. 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 orimplied, 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 orcompleteness of any suchinformation oropinions.

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 QuantInsight
Limited.
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