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Equity markets in the US retraced as long-term bond yields rose following the house narrowly
passing the proposed tax bill (by one vote) and sending it on to the US Senate. Bond markets in
the US reacted to concerns that much of the bill's increased spending is frontloaded adding
(initially) to the federal deficit, while cuts are expected to occur in the outer years. The 30-year and
10-year treasury yields spiked well above key levels of 5% and 4.5%, respectively, as the bill
passed the house vote, moderating somewhat to end the week just above those levels. The
steepening of the yield curve in three (3) months' time has been significant with many market
participants expecting it to continue. Accordingly, market pricing for credit default swaps for the
US sovereign debt has risen as of late to levels reflecting pricing that is at odds with the current
credit rating of the US. Similarly, should the bear steepening progress, as some market participants
are predicting, it could raise questions about equity valuations which have significantly rebounded
as of late yielding a price-earnings (‘P/E') ratio of approximately 23.7x on the S&P. As reference,
over the last five (5) years the P/E ratio ranged between 19.4x and 24.3x

Powered by Clearnomics




et ondEconomic b iy 26,2025 Simultaneously, long-term yields globally,
Treasury Yield Curve but particularly in the UK and Japan

The shape of the U.S. Treasury curve last year versus today experienced notable steepening as well. In
the UK that saw inflation surprise markets
by increasing to 3.5% in April, up from
2.6% in March, increasing concerns that

! the Bank of England's monetary policy may
be disconnected with UK's economic and
fiscal outlook added to the selloff in gilts,
elevating long-term yields, with the 30-

3.5% —- Latest

| s Quartrar 3 2025 year gilt yields reaching levels not seen
3 since 1988. The Bank of England had been
easing its monetary policy, cutting the
Bank Rate by 100 basis-points (bps) from
5.25% to 4.25% since August 2024. In
Japan, meanwhile, markets are reassessing
the country's fiscal sustainability and

inflationary risks after years of flat or inverted yield curve.

10¥4.51%

While the steepening of the yield curve arguably reflects a general re-evaluation of sovereign risks
and long-term fiscal stability globally, the rate at which the steepening, particularly the rising of
long-term maturities is occurring, is somewhat of a concern. Specifically, Japan's movements are
disconcerting to some market participants, as the unwind of the "yen carry trade" last August
triggered a global selloff in equities, with the S&P declining 3% on a single day. JP Morgan at the
time (on or about October 2024) had estimated, with exact figures difficult to assert, that about 65-
75% of the global carry trade had effectively been unwound.

et ond ot Chrbook oy 25,205 The S&P500 retraced 2.6% for the week

U.S. and Japan Interest Rates with the Dow Jones and tech-heavy Nasdaq

Yields and spread between U.S. 10Y Treasury and Japan 10¥ Government Bond seeing similar declines for the week of

2.5%, respectively. The declines impacted

all the S&P sectors lead by energy with a

- weekly decline of 4.4% followed by tech,
real estate and consumer discretionary
declining by -3.5%, -3.3% and -3.1%,
respectively.

With yet another weekly decline, all major
US indices turned negative again for the
year after a weekslong rally that saw the
S&P rebound nearly 20% from the lows on
T April 8th. Concerns about increased
deficits, reflected in the steepening of the
yield curve, and renewed tariff risks to
nations (with POTUS looking to impose 50% tariffs on the EU effective June 1st, only to retract it
Sunday) and specific companies (by threatening removal of current exemptions to Apple and
subsequently extending it to Samsung covering a large share of the smartphone market) led to the
markets selling off towards the end of the week.

Globally, all major indices declined following the rise in long-term yields, except for London and
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Hong Kong that showed gains of 0.4% and 1.1%, respectively.

ket oot Chros oy 5,202 N With little macroeconomic data reported
Stock Market Performance last week, markets focused on the tax bill
$&P 500 Index, recent period that narrowly passed the house and its now
making its way to the Senate where
changes (to the current bill) are expected.
Leading economic indicators continued to
deteriorate, coming in at -1.0% for April
compared to -0.9% expected and -0.8% in
March. The labor market, however,
continues to be resilient, with initial jobless
claims of 227K just below the 230K
expected and the 229K reported the week
prior. Continuing claims did surpass 1.9M
for the second time in four (4) weeks and
are projected to climb higher in the coming
weeks. If confirmed, this may indicate
some cooling in the labor market as finding
employment (after a layoff) may become more challenging.

6000
5500
5000
4500
4000
3500
3000

2500 2016 Election

The S&P flash PMI readings (or preliminary readings) for the US service and manufacturing sectors
did surprise with both showing a (preliminary) reading of 52.3 for May, well above expectations and
the prior month, or in expansionary territory. With respect to the housing market, data reported
last week was mixed that saw existing home sales unexpectedly fall to 4M, the slowest April since
2009 and signaling a weak start to the spring selling season, while new home sales increased to
743K the highest in more than three (3) years. Home builders do have the ability to offer
discounted financing rates which attract buyers particularly in periods when US 30-year mortgage
rates jump above 7%.

This week begins with markets in the US
closed to observe Memorial Day.
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Mortgage Rates

30-Year Fixed Rate Mortgage Thereafter, markets will focus on the Fed's

12%

FOMC meeting minutes due on Wednesday
as well as inflation in general with the
Fed's closely watched PCE inflation index
for April due on Friday that may reflect

Py some initial tariff impact. Estimates for
April remain moderate, with month-over-
month ('‘MoM') and year-over-year ('YoY')
core PCE inflation index expected to

increase by 0.1% and 2.6%, respectively,

moderately up from March.

Sources:

Prior to, markets will focus on the first

revision to Q1 GDP on Thursday, which is

expected to confirm the preliminary
decline of -0.3% for the quarter as well as initial jobless claims to be reported on the same day with
little changes of 228K expected. On Tuesday, durable goods orders for April are expected to retreat
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significantly, by -7.8%, after March had shown a significant increase of 9.2% as many may have
processed orders ahead of tariffs. The upcoming week will also provide an update on consumer
sentiment with the survey conducted by the University of Michigan expected to show a further
decline in sentiment.
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If you have questions about how this may impact your investments, or how you should be
positioned, please do not hesitate to contact us at claudio@caladocapital.com.

The opinions and analyses presented are for educational and informational purposes only, and do
not necessarily represent investment advice. As such, it does not consider anyone’s particular
investment objectives, financial situation, suitability or needs and therefore cannot be relied upon
as an appropriate recommendation. If acting on information in these analyses you should consider
whether it is appropriate and suitable for your circumstances and may want to seek advice from
us, your financial or investment advisor.

Past performance is no guarantee of future results.

Copyright (c) 2025 Clearnomics, Inc. All rights reserved. The information contained herein has
been obtained from sources believed to be reliable, but is not necessarily complete and its
accuracy cannot be guaranteed. No representation or warranty, express or implied, is made as to
the fairness, accuracy, completeness, or correctness of the information and opinions contained
herein. The views and the other information provided are subject to change without notice. All
reports posted on or via www.clearnomics.com or any affiliated websites, applications, or services
are issued without regard to the specific investment objectives, financial situation, or particular
needs of any specific recipient and are not to be construed as a solicitation or an offer to buy or sell
any securities or related financial instruments. Past performance is not necessarily a guide to
future results. Company fundamentals and earnings may be mentioned occasionally, but should
not be construed as a recommendation to buy, sell, or hold the company's stock. Predictions,
forecasts, and estimates for any and all markets should not be construed as recommendations to
buy, sell, or hold any security--including mutual funds, futures contracts, and exchange traded
funds, or any similar instruments. The text, images, and other materials contained or displayed in
this report are proprietary to Clearnomics, Inc. and constitute valuable intellectual property. All
unauthorized reproduction or other use of material from Clearnomics, Inc. shall be deemed willful
infringement(s) of this copyright and other proprietary and intellectual property rights, including
but not limited to, rights of privacy. Clearnomics, Inc. expressly reserves all rights in connection
with its intellectual property, including without limitation the right to block the transfer of its
products and services and/or to track usage thereof, through electronic tracking technology, and
all other lawful means, now known or hereafter devised. Clearnomics, Inc. reserves the right,
without further notice, to pursue to the fullest extent allowed by the law any and all criminal and
civil remedies for the violation of its rights.
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