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Credit Has Widened. Equities Are Only Starting to Listen

HY Credit Spreads Have Widened 55bps since early September. Equities Are Only
Now Listening.

Credit has been flashing warning signs forweeks. Equities largely ignored them. That
may be changing. Since early September, USHY spreads have widened 55bp, from
300bp to 355bp. Yetthe S&P 500 is about flat over that period.
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Credit has widened 55bp. Equities are only now starting to listen.

Equity beta to credit = how much of a credit-spread move the US stock cross-section prices in. B > 1: amplified. B < 1: ignored.
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Quant Insight's model reveals a striking disconnect:

1. Inlate August, equity beta to credithitarecord 1.95. By 13 October, it had collapsed
t0 0.52 - the 7th percentile. Credit stress was rising. Equities were becoming
increasingly indifferent.

2. Yesterday may have marked a turning point. Equities priced a credit shock of +3.20,
almost twice the actual +1.70 move. The reaction was especially pronounced in Al
stocks. Ourmodel suggests macro moves explained a 2.6% decline in the Al basket,
yet the market priced closerto 5.1%. When the reaction exceeds the news, it can signal
fragility.

3. Alisincreasingly a credit story. The Al build-out requires enormous capital. More
debtissuance, wider spreads and rising funding costs could eventually challenge
capex assumptions. And with market leadership concentrated in Al, credit stress has
the potential tobecome an equity-market problem.

What next? Historically, equity sensitivity to credit has rebounded sharply from
depressed levels. But when spreads are already wide and widening, that adjustment
has come with deeperequity drawdownrisk. The key test: does equity betarise above
1while HY spreads push wider.

Is the market finally questioning the cost of funding the Alboom?
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