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imposed  by  the  US  on  sales  of  chip  design  software  to  China,  which  

affected  major  companies  such  as  Intel,  AMD,  and  NVIDIA.  Despite  

this,  NVIDIA's  strong  results  on  Wednesday  served  as  a  welcome  

relief.

Source:  Sentosa  &  Co

Gold  was  volatile,  reaching  $3,316.80  midweek  before  falling  to  

$3,293.60  on  Friday  as  the  dollar  strengthened.  Oil  rose  throughout  the  

week  on  supply  concerns  from  Venezuela  and  Canada.  Asian  markets  

were  mixed,  with  Japan's  Nikkei  225  showing  strength  (up  1.18%  on  

Thursday),  while  Chinese  markets  remained  subdued.

Semiconductor  stocks  faced  headwinds  due  to  new  restrictions May  was  exceptional  for  US  equities ,  with  the  S&P  500  posting  its  

largest  monthly  gain  since  November  2023,  up  6.2%.  The  Nasdaq  100  

rose  9.6%  for  the  month,  while  the  Dow  climbed  3.9%.  The  S&P  500  is  

now  trading  4%  below  its  February  all-time  high,  demonstrating  

remarkable  resilience  despite  trade  uncertainties  and  tensions.

Geopolitical.  Market  sentiment  remains  cautiously  optimistic,  supported  

by  strong  corporate  earnings  and  solid  consumer  confidence,  although  

trade  policy  developments  continue  to  drive  short-term  volatility.

request  from  European  Commission  President  von  der  Leyen.  However,  

uncertainty  was  renewed  on  Thursday  when  a  federal  court  blocked  

Trump's  "reciprocal"  tariffs  affecting  more  than  180  countries.  There  

were  mixed  signals  on  Friday,  as  Trump  accused  China  of  violating  

trade  agreements  before  taking  a  more  conciliatory  tone  regarding  

possible  talks  with  President  Xi  Jinping.  Still,  the  market  closed  the  

week  higher,  with  the  S&P  500  up  +1.19%,  the  Nasdaq  up  +0.99% ,  

and  the  Dow  Jones  Industrial  Average  up  +0.98%.

It  marked  the  first  increase  in  six  months  and  supported  Tuesday's  rise.  

Minutes  from  the  Federal  Reserve's  May  meeting  revealed  that  

policymakers  acknowledge  that  "tough  trade-offs"  lie  ahead  and  maintain  

a  cautious,  wait-and-see  stance  amid  concerns  about  inflation  and  rising  

unemployment.  Treasury  yields  fell  to  4.423%  at  the  end  of  the  week.

The  week's  narrative  was  largely  driven  by  President  Trump's  tariff  

policies  and  their  implications  for  the  market.  Tuesday's  strong  rally  

(+2%  for  the  S&P  500)  was  triggered  by  Trump's  decision  to  postpone  

the  50%  EU  tariffs  until  July  9.

support  and  the  value  rose  3.3%  on  Thursday.  Consumer  confidence  

rose  to  98.0  in  May,  which
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After  two  days  of  high-level  talks  in  Switzerland,  tensions  between  the  United  States  and  China  have  dramatically  eased.  The  world's  two  

largest  economies  agreed  to  reduce  tariffs  on  each  other's  products  for  three  months  to  work  on  a  broader  agreement.  Since  the  April  

lows,  the  market  has  rallied  more  than  23%,  and  recession  risks  are  now  significantly  reduced  due  to  the  reduction  in  tariffs  between  

China  and  the  US.

Prices  have  recovered  above  the  20-week  moving  average,  and  the  likelihood  of  a  return  to  April's  lows  has  significantly  reduced.  The  

computer  sector,  and  particularly  the  semiconductor  subsector,  has  led  the  market's  recovery.  Moreover,  MAG  7s  have  been  primarily  

responsible  for  the  latest  rally.  They  have  accounted  for  nearly  55%  of  total  market  capitalization  gains  since  April  7.  That  said,  we  

continue  to  see  little  upside  for  the  equity  market  at  this  level,  as  the  PE  has  returned  to  25.5x  and  the  economic  situation  continues  to  

show  signs  of  slowing.

VISION  OF  INON  CAPITAL  SA
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Chart  1:  Global  public  debt Chart  2:  Interest  on  US  public  debt  (3.2%  of  GDP)
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It  is  reminiscent  of  the  controversies  of  August  2011,  when  Standard  &  Poor's  dared  to  make  its  first  downgrade  in  history.  Investors  were  not  at  all  surprised  by  this

Moody's  has  finally  stripped  the  United  States  of  its  last  "triple-A"  rating.  By  lowering  the  sovereign  rating  one  notch,  the  agency  has  followed  in  the  footsteps  of  Fitch,
which  had  already  made  this  adjustment  in  2023,  and  Standard  &  Poor's  in  2011.  For  investors,  the  "AAA"  label  means  that  there  is  virtually  no  risk  of  default.  Losing  it

This  key  factor  is  compounded  by  the  chronic  inability  of  the  U.S.  Congress  to  agree  on  a  balanced  budget  path.  The  Secretary  of

third  downgrade  of  the  United  States'  credit  rating.  However,  they  should  not  underestimate  it,  as  it  will  automatically  mean  billions  of  dollars  in  debt  payments.

(122%  of  GDP)  and  associated  interest  (3.2%  of  GDP)  are  increasing  more  rapidly  than  in  comparable  countries  (Charts  1  and  2).
It  means  admitting  that,  in  the  event  of  a  shock,  the  country's  resilience  is  no  longer  considered  absolute.  Moody's  points  out  that  the  $36.1  trillion  US  public  debt

4

additional  annual  interest  for  the  Treasury.  This  will  fuel  the  vicious  cycle  of  public  finances

Treasury  Secretary  Scott  Bessent  attempted  to  downplay  the  importance  of  the  warning  shot,  calling  the  rating  agency's  decision  a  "lagging  indicator."  This  argument

What  does  Moody's  downgrade  mean  for  the  US?

THE  TOPIC  OF  THE  WEEK
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The  US  macro  situation  is  no  better  than  Italy's

TO-AA- A+ BBB+  BBB  BBB-AA TOAAA  AA+

HOPE  FOR  OR

BB- B+ BBBBB+ CCC+  Less

largest  bond  market  (Chart  4).  Interestingly,  on  a  purely  macro  level,  the  United  States  is  on  par  with  Italy,  which  currently  has  a

overvalued  with  its  current  AA+.  The  approach  is  simple  and  mathematical,  based  on  a  score  of  economic  and  financial  ratios:  primary  balance,  interest  expenses,
According  to  a  model  developed  by  Altitude  Investment  Solution  that  allows  the  evaluation  of  a  country's  macro  situation,  the  United  States  could  still  be  considered

BBB+  rating  (chart  3).

Riskier

bond  investors.

Several  European  countries  are  included,  such  as  Greece,  the  United  Kingdom,  France,  Belgium  and  the  Netherlands.  Surprisingly,  the  United  States  is  also  part  of  this  group,  which  is  the

The  second  objective  is  to  compare  the  results  of  this  scoring  with  the  ratings  assigned  by  the  main  rating  agencies  and  the  performances  required  by

• The  first  objective  is  to  classify  the  risk  of  major  public  debts.  The  higher  the  score,  the  greater  the  risk.

Some  sovereign  debts  appear  to  be  "high  risk"  or,  conversely,  "cheap."  Among  the  countries  whose  ratings  could  be  downgraded  and  whose  interest  rates  could  rise

They  compile  13  criteria.  This  score  does  not  represent  a  probability  of  default,  but  rather  serves  two  functions:
average  coupon,  maturity  dispersion,  national  savings  rate,  foreign  ownership,  central  bank  intervention,  cost  of  default  insurance,  etc.  In  total,

•
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Debt:  

Chart  3:  Comparison  between  credit  rating  and  bond  risk  rating
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Chart  4:  List  of  countries  with  at  least  'AAA'  from  rating  agencies
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The  breakdown  of  US  debt  is  worse  than  that  of  Japan:  40%  of  bonds  have  maturities  of  less  than  18  months.  The  situation  is  not  yet  critical,  but  it  is  
beginning  to  be  worrying.  Whatever  the  angle  of  analysis,  the  "AA+"  rating  proposed  by  the  three  major  US  agencies  does  not  seem  justified  and  is  likely  to  
be  lowered  further.  In  this  regard,  it  is  interesting  to  note  that  the  China  Dagong  agency,  arguably  more  impartial  than  the  three  major  US  agencies,  
only  gives  the  United  States  a  meager  "A"  (Chart  4).

Of  course,  Uncle  Sam  enjoys  incomparable  advantages:  the  world's  largest  economy,  significant  technological  leadership,  high  productivity,  a  hegemonic  
currency  for  commercial  transactions,  a  powerful  military  force,  and,  as  a  result,  a  massive  influx  of  international  capital  into  its  sovereign  debt.  Proof  of  this  
is  that  US  Treasury  bonds  are  considered  by  investors  around  the  world  to  be  the  "risk-free  asset."  They  are  purchased  en  masse,  especially  through  Money  
Market  Funds,  whose  volumes  have  recently  reached  $7  trillion,  fueling  low  interest  rates.

However,  in  recent  years,  the  United  States  has  begun  to  experience  difficulties  in  properly  allocating  its  public  debt.

THE  TOPIC  OF  THE  WEEK

Source:  Sentosa  &  Co,  Altitude  IS
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Chart  5:  Outstanding  balance  of  total  US  Treasury  public  debt.

Source:  Sentosa  &  Co,  Altitude  IS

•  Despite  internal  dissension  and  Democratic  opposition,  the  Republican  majority  is  attempting  to  pass  the  Big  Beautiful  Bill  (BBB).  Two  weeks  ago,  after  more  than  22  hours  of  debate,  the  
House  Rules  Committee  approved  the  budget  bill  by  8  votes  to  4.  It  does  not  need  to  go  to  the  Senate,  where  a  lengthy  review  has  already  been  announced.  The  "BBB"  seeks  to  make  
the  2017  tax  cuts  permanent,  cap  taxes  on  new  industrial  investment  at  15%,  fund  a  tougher  immigration  policy,  and  drastically  cut  social  spending  such  as  Medicaid.  This  budget  proposal  
is  so  unbalanced  that  it  will  increase  the  public  deficit  by  an  additional  $2.5  billion  to  $3.8  billion  over  the  next  ten  years.  In  2026  and  2027,  it  will  increase  the  public  deficit  by  1.3%  and  
1.8%  of  GDP  respectively,  keeping  it  above  6%.

• The  public  debt  ceiling,  set  at  $36.1  trillion,  resurfaced  last  January  (Chart  5).  Since  then,  the  Treasury  Department  has  not  authorized  any  new  spending  and  has  resorted  to  
extraordinary  measures  to  pay  its  bills.  In  a  letter  to  Congress  dated  May  9,  Treasury  Secretary  Scott  Bessent  warned  that  this  extraordinary  capacity  would  be  exhausted  in  August.  
Therefore,  it  is  necessary  to  raise  or  suspend  the  debt  ceiling  before  the  July  recess.  All  that  is  needed  is  a  bill  passed  by  both  chambers  and  then  signed  by  the  President.  Currently,  
each  party  is  using  the  ceiling  as  leverage  to  extract  budgetary  or  political  concessions.  There  are  still  several  months  left  to  bring  negotiations  to  a  successful  conclusion  and  avoid  the  
risk  of  a  technical  default.

The  two  main  short-term  issues  In  the  near  future,  
two  issues  will  keep  Treasury  bond  holders  on  tenterhooks:  1.  the  raising  of  the  debt  ceiling  and  2.  the  tax  cuts  promised  by  Donald  Trump.
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Also  interesting  is  the  question  of  who  owns  Treasury  bonds.  Contrary  to  popular  belief,  US  sovereign  debt  is  not  mostly  held  by  foreigners,  and  even  less  so  by  Chinese.  In  fact,  75%  
of  the  $36.1  trillion  of  outstanding  debt  is  held  by  Americans  themselves:  banks,  insurance  companies,  pension  funds,  investment  funds,  and  also  the  central  bank  (Chart  
6).  Among  foreign  holders,  Eurozone  countries  lead  the  way,  followed  by  Japan  and  the  United  Kingdom,  and  then  China  with  just  2%,  or  about  $760  billion.  The  remainder  is  shared  
among  oil  producers,  emerging  countries,  and  some  offshore  centers.

Chart  6:  US  sovereign  bond  holdings

Investors  see  the  consequences  very  clearly.  A  swift  agreement  on  the  debt  ceiling  is  needed  for  Treasury  auctions  to  run  smoothly  this  summer.  Similarly,  passage  of  the  
Big  Beautiful  Bill  must  be  minimal,  so  as  not  to  excessively  increase  the  deficit  and,  therefore,  the  supply  of  Treasury  bonds.  Failure  to  resolve  either  of  these  two  issues  
would  risk  a  sustained  rise  in  long-term  interest  rates,  reinforcing  doubts  about  debt  sustainability  and  triggering  market  turmoil.

Concerns  about  future  foreign  investor  distrust  therefore  seem  exaggerated.  It  is  true  that  the  United  States  has  every  interest  in  maintaining  its  ability  to  attract  capital,  but  
it  is  not  dependent  on  it.  The  main  caveat  to  this  analysis  is  that  some  investment  vehicles  domiciled  in  the  United  States  can  be  used  by  foreign  investors.  This  is  the  case,  
for  example,  with  some  of  the  billions  of  dollars  managed  by  Money  Market  Funds  offered  by  Fidelity,  JPMorgan,  Vanguard,  Charles  Schwab,  and  BlackRock.
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Chart  8:  Yield  on  10-year  US  debt  (4.42%)
Chart  7:  US  10yrs  yields  (4.42%) /  Daily  Chart /  Weekly  chart

Source:  Sentosa  &  Co,  Altitude  IS

The  numerous  and  varied  prudential  regulations  implemented  in  recent  decades  have  forced  banks,  insurers,  pension  funds,  and  other  financial  institutions  to  hold  AAA  
sovereign  bonds.  Banks,  for  example,  are  trying  to  improve  their  liquidity  ratios  (LCRs)  with  "Tier  1"  assets,  weighted  at  0%  under  Basel  III.  European  insurers,  for  their  
part,  are  optimizing  their  solvency  ratios  (SCRs)  by  preferring  these  securities,  which  have  a  virtually  zero  capital  charge  under  Solvency  II.  Pension  funds  and  money  
market  funds,  which  are  governed  by  IORP  II  or  the  MMF  regulation,  reserve  a  pool  of  top-quality  government  bonds  to  reduce  volatility  and  meet  daily  redemption  
requirements.  Finally,  central  banks  use  these  bonds  as  their  primary  collateral,  guaranteeing  liquidity  and  security.  Fortunately,  the  US  downgrade  should  trigger  very  
few  forced  sales.  In  most  prudential  frameworks,  the  regulatory  bar  is  not  set  at  "AAA"  but  at  "AA-,"  so  Treasury  bonds  will  retain  their  status  as  very  high-quality  assets.  
Therefore,  banks,  insurers,  and  pension  funds  will  not  have  to  adjust  their  portfolios.  Instead,  sales  will  come  from  so-called  "AAA-only"  mandates.  These  money  market  
funds  will  have  to  move  a  fraction  of  their  assets  to  the  small  group  that  still  holds  the  highest  rating.

9

Long-term  yields  have  been  showing  some  risk  aversion  among  investors  toward  US  bonds  since  April.  From  3.8%,  yields  have  suddenly  spiked  to  4.6%  in  the  last  two  months  due  
to  trade  tensions  and  the  Moody's  rating  downgrade  (Chart  7).  The  risk-off  environment  tends  to  increase  as  yields  approach  the  5%  resistance  level.  We  believe  US  10-year  yields  
should  remain  below  the  long-term  resistance  level  of  5%  and  fall  back  toward  3.5%  in  the  coming  months,  as  the  recent  downgrade  is  not  unexpected  (Chart  8).

Will  the  downgrade  put  pressure  on  financial  companies'  bonds?
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However,  a  rise  in  yields  above  5%  could  cause  tension  in  the  equity  market  and  increase  risk  aversion.

10

Passage  of  the  Big  Beautiful  Bill  could  further  push  up  long-term  bond  yields  and  spook  the  market  due  to  further  macroeconomic  deterioration.

CONCLUSION  
US  Treasuries  are  unlikely  to  lose  their  safe-haven  status,  or  even  their  designation  as  a  "risk-free"  asset.  However,  investors  may  eventually  question  American  
exceptionalism  and  seek  alternatives.  It  is  sometimes  forgotten,  but  there  are  also  some  AAA  ratings  outside  of  sovereign  debt,  in  the  corporate  bond  universe.  
These  companies,  all  American,  can  be  counted  on  one  hand:  Apple,  Microsoft,  Johnson  &  Johnson  (Chart  9).  In  the  future,  this  winning  trio  will  undoubtedly  serve  
as  an  alternative  to  US  Treasuries.  If  economic  theory  holds  true,  their  bonds  should  offer  lower  yields  than  those  offered  by  the  US  government.  However,  this  is  not  yet  
the  case,  as  they  retain  a  premium:  spreads  remain  positive.

Source:  Sentosa  &  Co,  Altitude  IS

At  this  point,  the  Federal  Reserve  will  undoubtedly  have  the  tools  to  reduce  pressure  on  yields  by  becoming  more  accommodative  in  its  monetary  policy  or  by  activating  bond  monetization.

THE  TOPIC  OF  THE  WEEK

Chart  9:  10-year  yields  on  Microsoft,  Apple,  Johnson  &  Johnson  vs.  10-year  US  Treasury  yields
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independently  (with  their  professional  advisors)  the  specific  risks  and  legal,  tax  and  accounting  consequences  and  eligibility  conditions  for  any  purchase,  holding  or  sale  of  securities  

or  investment  products  mentioned  in  the  content.  In  On  Capital,  its  directors,  representatives,  employees,  agents  or  shareholders  may  have

interests  in  the  investments  described  herein  and/or  be  bound  by  subscription  commitments  to  such  investments.  In  On  Capital  does  not  guarantee  the  suitability  of  the

applicable  local  regulations.  In  On  Capital,  SA  is  an  entity  regulated  and  supervised  by  the  Panamanian  Securities  Market  Superintendency  (SMV)  296/2014.
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This  content.  The  ongoing  information,  reviews,  and  evaluations  in  this  document  apply  at  the  time  of  publication  and  may  be  revoked  or  modified  without  notice.

prior  notice.  This  content  is  intended  only  for  recipients  who  understand  the  risks  involved  and  can  assume  them.  Before  entering  into  any  transaction,  recipients  should  determine  

whether  the  product  or  investment  product  mentioned  in  the  content  is  appropriate  for  their  particular  circumstances  and  should  ensure  they  evaluate

acquire  or  sell  rights  to  securities  or  investment  products  or  be  part  of  any  transaction  of  any  kind,  in  particular  with  any  recipient  other  than  a

In  On  Capital,  SA  makes  this  content  available  for  informational  purposes  only  and  without  the  intention  of  constituting  a  solicitation  or  offer,  recommendation  or  advice  for

For  Recipient  Use  Only  -  This  presentation  is  not  
for  use  or  distribution  to  the  general  public.

In  On  Capital,  its  directors,  representatives,  employees,  agents  or  shareholders  do  not  assume  any  responsibility  for  this  content  and  do  not  offer  any

guarantee.  The  data  mentioned  is  accurate,  complete,  or  reliable.  Therefore,  In  On  Capital  assumes  no  liability  for  any  loss  resulting  from  the  use  of

for  any  other  purpose.  It  is  not  intended  for  distribution  to,  or  use  by,  individuals  or  legal  entities  that  are  nationals  of  any  country,  or  is  subject  to  the  jurisdiction  of  any  jurisdiction  whose  

laws  or  regulations  prohibit  such  distribution  or  use.  While  In  On  Capital  will  endeavor  to  obtain  information  from  sources  that

Qualified,  authorized,  eligible,  and/or  professional  investor.  This  content  is  for  the  exclusive  use  of  the  recipient  and  may  not  be  communicated,  printed,  downloaded,  used,  or  reproduced.

Information,  notices,  or  securities  and  investment  products  mentioned.  Historical  performance  data  for  securities  and  investment  products  or  underlying  assets  is  not  an  organizational  

unit  responsible  for  financial  research.  In  On  Capital  is  subject  to  separate  regulatory  requirements,  and  certain  services,  securities,  and/or  investment  products

may  not  be  available  in  all  jurisdictions  or  to  all  recipients.  Recipients  must  comply  with  all  applicable  laws  and  regulations.  This  document  is  not  intended  to  provide  services,  securities  

and/or  investment  products  in  countries  or  jurisdictions  where  such  an  offer  would  be  unlawful  under  the  laws  and  regulations.
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