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The market has stopped pricing credit risk.
SPY’s sensitivity to wider high yield spreads is now the shallowestin a year.

Quant Insight’s MFERM model shows SPY’s credit beta at -0.355,a +2.1a reading
versus its own trailing one-year history.

Plain English: equities are behaving as if credit risk does not really matter.
That usually happens after a strong run.
When we sort history by SPY’s credit sensitivity, the patternis clear:

e Theshallowerthe credit beta, the stronger the trailing year
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o Butthe forwardyear gets weaker
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It tracks trailing Sharpe at +0.73. Both use
the same 252 days.
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o Theaverage forward l-yearreturnfalls from +22.6% in the deepest credit-beta
regime to +10.4% in the shallowest

Trailing return rises. Forward return falls.
The legs cross.
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e Thechance of anegative yearrises from 4% to 26%

Shallow credit beta is a receipt,
not a forecast

+26.1% trailing 1y return

shallowest quintile

+10.4% forward 1y return

shallowest quintile

4% - 26% probability of a negative year

deepest — shallowest

The median year is unchanged. The left tail is not. This is not a sell signal — it
is a warning that the asymmetry has gone.

That does not make this a sell signal.

The left tail has thickened.

Thatis the important point.

Markets are not obviously priced forabad outcome. They are priced as if the bad
outcome s unlikely to matter.

History says thatis when fragility builds.

The lessonfrom Qi’'s model:

The best of the easy run may be behind us.

Not because equities must fall.
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But because the market is now carrying creditrisk it is not being paid to carry.
Forinvestors, that argues for owning convexity rather than cutting exposure outright.
The median outcome can still be fine.

The tailis where the risk has moved.




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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