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Summary 

This year, a major market shift has been the rotation under the surface of the headline 
indices: 

• Value has outperformed Growth 
• Equal-weighted S&P 500 has outperformed market-cap weighted 
• The S&P 493 has outperformed the Magnificent 7 

These rotations have rebounded from multi-year lows – but they are one in the same. This 
begs the question - can this broadening market trend be sustained? Further, what macro 
factors need to align? Bottom-line, real rates remain the key risk for the broader 
market outside of the defensive megacap growth stocks 

Real Rates Remain a Key Risk for "The Rest" 
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Details 

1. Qi’s Risk Model - Today, Value vs. Growth Have Divergent Needs: 

The revelation from Qi's Risk Model is that Value and Growth have distinct and divergent 
needs. In turn, this has ramifications for the hope of higher market breadth i.e. SPW vs. 
SPX and 493 vs. Mag 7: 

Value wants a Goldilocks environment: A weaker dollar, lower real rates, and higher 
nominal GDP growth. 

Growth has no issue with tighter FCIs: It wants a stronger dollar, higher real rates, and 
lower nominal GDP growth. As we confirm below, the hypothesis is that this is driven by 
a thematic bet on the secular AI narrative, which counterbalances the traditional macro 
risks like tighter FCIs / lower growth. 
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This is a break from past norms: Over the last decade, higher real rates implied higher 
economic confidence allowing respite for Value; while tighter FCIs hurt Growth by 
raising the cost of capital. Today, those reaction functions are different. 

Further, the size of these differences are stark relative to recent history: The negative 
sensitivity of Value / Growth to real rates is at 5yr lows; the positive sensitivity to 
economic growth is close to 5yr highs: 
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2. Digging deeper - MegaCap Tech is the source of Growth’s positive real rates 
sensitivity 

Both the average market cap and forward earnings growth for growth stocks with a 
positive real rates sensitivity is ~80% higher compared to those with a negative 
sensitivity. As you can see below, MegaCap Tech’s defensive qualities is not 
representative of the entire Growth universe. 
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3. Why this matters? 

Real rates remain a key risk: The bottom line is that the broader market, outside of the 
mega cap Growth stocks, still remains highly sensitive to real rates and a Goldilocks 
outcome. 

To empirically make this point, below we show the same chart of the 3 rotations but vs. 
10yr real yields (inverted) and vs. the Atlanta Fed GDP Nowcast. 
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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. 
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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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