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How does the S&P 500 perform when the Fed starts hiking?

Meanwhile, bond yields are rising across major markets. Each week, the Syz
investment team takes you through the last seven days in seven charts.



S&P 500 returns around the start of Fed
hiking cycles

Drawing on the last seven tightening cycles, Goldman Sachs
observes that the S&P 500 typically has a difficult start,
losing an average of 2% over the first three months.

This slump rarely lasts long. The index then rises by an
average of 9% over the following twelve months. 2022 was
the painful exception. Earnings growth ultimately sets the
market’s direction, but the speed and volatility of the move in
rates can weigh heavily on equities along the way.

S&P 500 Returns Around the Start of Fed Hiking Cycles
7 episodes since 1988
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Chart #2
Global bond yields at multi-decade highs

Every major government bond market is under pressure at
the same time. Japan’s 10-year yield has just reached 3%
for the first time this century, while US yields stand at their
highest since 2007, UK yields since 2008, and German
yields since 2011.

Global bond yields at multi-decade highs
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The historic relationship between gold
and US real yields has broken down

This is one of the most striking macroeconomic diver-
gences in today’s markets. Gold’s long-standing link
to US real yields has come apart. Since Western gov-
ernments froze Russia’s reserves, central banks have
increasingly treated gold as politically neutral reserve
collateral. Real yields, meanwhile, are moving towards
levels the US fiscal position can barely absorb. At this
level of debt, real rates that stay higher for longer are
more than merely restrictive, they represent a growing
solvency risk.

This divergence is reflected in current market levels, with
gold trading near $4,400 while 10-year real yields stand
at around 2.5%.

Gold vs. 10-Year Real Yield (Inverted)
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Gold rate hikes have some good
historical news for investors

Historically, gold has tended to strengthen after the Fed’s
first rate hike, with the strongest gains occurring in the
following six months.

Gold Has Historically Strengthened After the Fed’s First Rate Hike

Average gold return around the first rate hike of a tightening cycle
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Tanker earnings exceed $1 million a day
on benchmark

For the first time, the cost of chartering an oil tanker on
the industry’s benchmark route from the Middle East to
the Far East has passed $1 million a day. A year ago, the
same voyage earned less than $100,000 a day.

Million-Dollar Freight

Tanker earnings exceed $1 million a day on benchmark
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Chart #6
S&P 500 price vs. valuation

What explains the resilience of the S&P 5007
Exceptionally strong earnings growth.

Geopolitical shocks and persistent uncertainty, which
have pushed oil prices and bond yields higher, have
nonetheless triggered a valuation reset of the kind
normally seen in a bear market. The index’s P/E multiple
has compressed from 23x at the end of 2024 to roughly
19x today. The headline index looks resilient, yet beneath
the surface uncertainty is already being priced in through
lower valuations.

S&P 500: Price Resilience, Multiple Compression
Strong earnings offset a sharp valuation reset
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62% of the entire S&P 500 index’s
expected EPS growth comes from one
industry

The five largest companies now represent a record 27%
of expected S&P 500 earnings over the next 12 months.
More striking still, semiconductors and semiconductor
equipment are forecast to deliver 9.6 percentage points
of the 15.4% consensus EPS growth expected for the
S&P 500 in 2027. In other words, a single industry
accounts for 62% of the index’s entire expected EPS
growth.

None of this implies that the semiconductor forecasts
are wrong. It does mean the margin for error is narrowing:
the companies carrying earnings growth have to keep
delivering, while elevated infiation prevents the discount
rate from offering any relief.

BofA also expects Hyperscalers capex growth to
decelerate from more than 90% in 2026 to around 35%
in 2027. That is still a very high rate, but the acceleration
phase is fading just as the index becomes unusually
dependent on semiconductor earnings.

Semis drive 62% of consensus S&P 500 EPS growth in 2027

Source: TME, BofA
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Disclaimer: This document is “powered by Syz” meaning that it has been prepared in collaboration with Bank Syz Ltd (“Syz”) in Switzerland exclusively for Theia Investments Ltd.
Theia Investments Ltd brought this document to you for information purposes only without intervention from Syz. Neither the information nor any opinion expressed herein may be
deemed as an advertisement, an offer or an invitation to make an offer or a personalised recommendation, to buy or sell any financial instrument or any other investment or currency
in any jurisdiction. This document is not directed to any person in any jurisdiction where, by reason of that person’s nationality, residence or otherwise, its dissemination or use is
prohibited. It cannot be quoted, reproduced, disclosed, distributed or otherwise referred to, in whole or in part, to any third party without Theia Investments Ltd’s prior written consent.
This document may contain information on past performances of financial products, all kinds of economic and financial valuations and analyses, as well as opinions of Syz, Theia
Investments Ltd or of third parties. Any market valuations, terms and calculation methods, yields and opinions expressed are subject to change without notice. The information and
opinions contained herein have been compiled and provided in good faith, based on information obtained from sources believed to be trustworthy. However, such information has
not been independently verified. While it is believed to be correct at the time used and derived from reliable sources, no guarantee, representation, or warranty of any kind, whether
express or implied, is provided by Syz, Theia Investments Ltd or by relevant data vendors and other sources with respect to the accuracy, reliability, currentness or exhaustiveness of
the information communicated, the methodology employed or the prices contained herein. Past performance is not a reliable indicator of current or future results. Any reference to
the past performance of an investment does not guarantee its future performance. Fluctuations in exchange rates may adversely affect the value, price orincome of any investment.
Investing in international markets may involve additional risks, such as social and political instability, market illiquidity, exchange-rate fluctuations, a high level of volatility and limited
regulation. Investments in emerging markets are by their nature riskier and potentially more volatile than those inherent in established markets. Prospective investors should not
construe the contents of this document as containing legal, tax, or financial advice. This information is purely objective since it does not take into consideration the personal situation
(including financial knowledge and experience), the investment objectives and risk profile of any recipient. Moreover, certain financial instruments mentioned (in particular, but not
exclusively, derivatives, options and futures) involve a high risk of loss and may not be suitable. Accordingly, prospective investors should consult their stockbroker, bank manager,
lawyer, accountant or other professional advisor on such matters, including but not limited to the possible tax consequences of investing in any financial product mentioned herein,
and make their own assessment of the suitability of any investment product described in this document and should understand that future expectations may not be realised. Should
arecipient make an investment on the basis of the present communication, the recipient alone shall bear the consequences thereof. In no event shall Theia Investments Ltd or Syz,
their directors, employees, affiliates or agents be held responsible for damages of any kind arising out of the use of all or part of the information provided herein.
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