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Seeing the S&P 500 index surpass 7,500 points on
the screens — even if only briefly — particularly
struck me.

| immediately thought back to that Monday
afternoon on April 7, 2025, when the same index
had fallen to just above 4,800 points in the days
following the now-famous “Liberation Day.” A
gain of more than 50% in just over a year: the
perfect moment to exclaim “Incredible, my
friends,” as the late José Altafini would have said.

Even more impressive was the rally that
developed between late March and mid-May, in
an extremely complex geopolitical environment,
yet supported by a U.S. earnings season that was
decisively stronger than expected.

In several cases, corporate results literally
shattered analysts’ estimates.

At a certain point, however, equity investors
must inevitably have turned their attention to
the bond market. The yield on the U.S. 10-year
Treasury rose above 4.6%, while the 30-year
Treasury approached 5.2%, levels not seen since
July 2007. And it was probably at that point that
some investors started doing the math.

Even assuming that the P/E ratio of the U.S.
market has fallen toward the 21-22 range thanks
to strong earnings growth — meaning that,
despite the rally, valuation multiples have
partially compressed, which is normally a
positive factor for equities — the fact that U.S.
government bonds are offering yields close to 5%
implies that the equity risk premium has
narrowed significantly.

And when the spread between expected equity
returns and the risk-free rate becomes too small,
it is natural for some investors to start reducing
their exposure to risk.
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That is why, in recent days, a natural phase of
profit-taking seems to have begun, the intensity
of which will depend on several factors.

Among these, it is worth mentioning a very
interesting statistic compiled by Barclays.
Historically, after the appointment of a new
Federal Reserve Chair and their first official
speech, the response of the U.S. equity market
has not been particularly strong.

According to historical data available since 1930,
the S&P 500 has recorded average declines of
12% and 16% respectively in the 3 and 6 months
following the new Chair’s first public address.

Naturally, this is more of a statistical curiosity
than a truly predictive indicator, but it remains
an interesting element to monitor.

To this we can add the seasonal component —
the famous “Sell in May and go away” —
although today markets seem to be far more
influenced by real interest rates, liquidity
conditions, and corporate earnings than by
simple seasonal statistics.

More interesting, however, is the recent
appearance of several “Hindenburg Omens,” a
technical indicator with a rather spectacular
name but a relatively simple meaning. The
Hindenburg Omen occurs when the market
simultaneously shows many stocks reaching
annual highs while many others hit annual lows.
In practice, the indices continue to rise, but
internal market participation becomes
progressively less uniform.

Historically, this indicator has preceded some
difficult phases for the markets, but it has also
generated numerous false signals. In several
cases, indices continued rising for months after
the indicator appeared.

For this reason, many professionals consider it
more a sign of deteriorating market breadth and
increasing internal fragility rather than a true
predictive tool for an imminent crash. And that

is probably the most appropriate interpretation
today as well. Another key issue, in our view,
continues to be U.S. inflation.

The PPl (Producer Price Index), namely the
producer price inflation index, remains relatively
elevated and suggests that inflationary pressures
have not yet fully subsided.

But perhaps the most important point is another:
the U.S. economy continues to show surprising
resilience. The latest macroeconomic data
revealed industrial production above
expectations, accelerating manufacturing
activity, still-solid consumer spending, and
nominal GDP growth close to 6%.

And it is precisely this economic strength that is
complicating the Federal Reserve’s task.

Because an economy that is too resilient makes
it more difficult to justify rapid interest rate cuts,
and this is exactly where much of the tension
observed in the bond market over recent weeks
originates.

Without necessarily wanting to play Cassandra,
the feeling is therefore that Wall Street is
entering a different phase: less linear, more
volatile, more sensitive to interest rates, and
above all far more selective than the one
observed during the first part of the year.

For this reason, as always, the most rational
choice is probably to avoid both excessive
enthusiasm and panic, even if the historically
negative  statistics associated with the
appointment of a new Fed Chair were once again
to prove accurate.

Michele De Michelis

ClO, FRAME Asset Management
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This document is marketing material and is not the result of independent financial/investment research, and therefore has not been prepared in accordance with
the legal requirements for independent financial/investment research. It is not subject to any prohibition on trading prior to the dissemination of
financial/investment research. It has been produced by Frame Asset Management SA, based in Lugano. Information regarding financial instruments and issuers is
updated irregularly or following significant events.

The information and opinions contained in this document were produced as of the date of writing and are subject to change without notice. This document is purely
for informational purposes and does not constitute advice, an offer, or an invitation by or on behalf of Frame Asset Management to buy or sell securities, derivative
products based on securities, or other products, nor to participate in specific trading strategies in any jurisdiction under financial services law. The opinions and
comments of the authors reflect their current judgments, but not necessarily those of other Frame Asset Management companies or any other third parties. Other
Frame Asset Management companies may have published or may publish in the future other documents whose content or conclusions may differ from those of this
document. Frame Asset Management does not undertake any obligation to ensure that such documents are brought to the attention of the recipients of this
document. Although the information and data contained herein are obtained from sources believed to be reliable, no representation is made as to their accuracy or
completeness. In particular, it is possible that the information provided in this document does not cover all relevant information related to financial instruments or
their issuers. Frame Asset Management accepts no responsibility for any losses arising from the use of this document.

Nothing in this document constitutes investment, legal, accounting, or tax advice, nor does it contain any statement regarding the suitability or appropriateness of
a particular investment or strategy to individual circumstances, nor any personalized recommendations directed at specific investors. Frame Asset Management
advises investors to independently assess, with the help of a professional advisor, specific financial risks as well as legal, regulatory, credit, tax, and accounting
consequences. If reference is made to a specific research report, this document should not be read without considering the specific report mentioned, which may
be provided upon request.

The price, value, and income from investments in any investment category mentioned in this document are subject to fluctuations, and investors may not recover
the amount initially invested. The risks inherent in the investment categories mentioned herein include, but are not limited to, market, credit, political, and economic
risks. The investor may be exposed to currency risk when products or their underlying instruments are denominated in a currency other than that of the investor's
country of residence. The investment and its performance would therefore be exposed to currency fluctuations, and their value could increase or decrease. The
particular risks associated with specific investments mentioned in this document are clearly disclosed in the relevant product fact sheet, subscription agreement,
information note, prospectus, or other offering document related to the issuance of securities or other financial instruments. Such documents are available upon
request free of charge. Investments in emerging markets are speculative and subject to much greater volatility than those in developed markets. Any investment
decision should only be made after carefully reading the current prospectus and/or other documents or information available. This document may include figures
related to simulated past performance. Past performance, simulations, and performance forecasts are not reliable indicators of future performance. Shares, debt
securities of banks (e.g., bank bonds and interest-bearing certificates), and other claims against financial institutions are subject to specific provisions, such as the
"Bank Recovery and Resolution Directive" and the "Single Resolution Mechanism." These provisions may have negative consequences for the investor/contractual
partner of the financial institution in the event of insolvency or the need for resolution of the financial institution.

This document may contain information obtained from third parties, including ratings issued by agencies such as Standard & Poor's, Moody's, Fitch, and other similar
agencies, materials from research providers such as MSCI ESG Research LLC or its affiliates, as well as data obtained from index providers such as Bloomberg (as
defined below). Issuers mentioned or included in materials from MSCI ESG Research LLC may be clients or affiliates of a client of MSCI Inc. (MSCl) or another MSCI
affiliate. "Bloomberg" refers to "Bloomberg®" and Bloomberg indices, which are service marks of Bloomberg Finance L.P. and its affiliates, including Bloomberg Index
Services Limited (BISL), the index administrator. Bloomberg is not an affiliate of Frame Asset Management. Reproduction and dissemination of such information in
any form without prior authorization from the person from whom the information originates is prohibited. Third parties providing information contained in this
document do not guarantee the accuracy, completeness, timeliness, or correctness of such information, including ratings and research, and accept no liability
whatsoever for any errors and/or omissions (whether negligent or otherwise), regardless of the cause, or for the outcome of the use of such information. Third-
party providers of information contained in this document make no express or implied warranties, including, but not limited to, merchantability and/or fitness for a
particular purpose or use of such information. Third-party providers of information contained in this document are not liable for direct, indirect, incidental,
compensatory, punitive, special, or consequential damages, nor for expenses, costs, legal fees, or losses (including lost income and profits or opportunity costs)
resulting from the use of the information (including ratings and research) contained in this document. Third-party content providers do not endorse, verify, control,
or recommend the services and/or products mentioned in this document. In particular, credit or research ratings express opinions, not facts or recommendations to
buy, hold, or sell securities. They do not address the market value of securities or their suitability for investment purpose s and do not replace investment advice.

This document and the market data contained herein may not be distributed to third parties without the approval of Frame Asset Management or the source of the
respective market data. It is not intended for individuals in jurisdictions where such documents are unauthorized (due to nationality, residence, or other
circumstances).
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