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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 for weeks. Equities largely ignored them. That
may be changing. Since early September, US HY spreads have widened 55bp, from
300bp to 355bp. Yet the S&P 500 is about flat over that period.
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Quant Insight's model reveals a striking disconnect:

1. In late August, equity beta to credit hit a record 1.95. By 13 October, it had collapsed
to 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 +3.2σ,
almost twice the actual +1.7σ move. The reaction was especially pronounced in AI
stocks. Our model suggests macro moves explained a 2.6% decline in the AI basket,
yet the market priced closer to 5.1%. When the reaction exceeds the news, it can signal
fragility.

3. AI is increasingly a credit story. The AI build-out requires enormous capital. More
debt issuance, wider spreads and rising funding costs could eventually challenge
capex assumptions. And with market leadership concentrated in AI, credit stress has
the potential to become 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 deeper equity drawdown risk. The key test: does equity beta rise above
1 while HY spreads push wider.

Is the market finally questioning the cost of funding the AI boom?
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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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