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H| "LET THEM EAT CAKE"

= US consumption is driving global economic growth

= This support is unusual because affluent households account for a large share of spending
= However, the wealth effect and the Al revolution are a double-edged sword

= |n the event of a crisis, essential sectors will hold up better than "tech and semiconductors"

CHART OF THE WEEK: “The wealth effect has rarely been so positive”
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FINANCIAL MARKETS ANALYSIS

US household consumption expenditure accounts for 68 per cent of the United States’ gross domestic
product (GDP) (see Fig. 2) and 20 per cent of global growth. In absolute terms, it now stands at around
20,000 billion dollars a year, which is more than China’s entire GDP. No other economy contributes as
much to global order books. Strong momentum in US consumer spending is therefore crucial to the
growth of listed companies’ profits and, ultimately, to the performance of stock market indices across
the globe. The second-quarter earnings season, which kicks off this week on Wall Street, will provide
further evidence of this. Conversely, when the US sneezes, it is Chinese factories, Japanese and German
exporters, and French luxury goods houses that catch a cold.
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In recent years, American consumers have displayed an unusual trait. Behind their outward appetite lies
a lack of appetite, the full extent of which few investors truly grasp. Spending is no longer spread evenly
across all households but has become extremely concentrated. The top income decile - that is,
Americans earning more than $250,000 a year — accounts for nearly half of the country’s total consumer
spending, compared with 36 per cent in the mid-1990s (see Fig. 3) i.e. lawyers, consultants, finance
professionals, and workers in the technology sector. Never before, not even at the height of the dot-
com bubble, has the world’s largest economy been so dependent on the purchasing power of its
wealthiest citizens. At the other end of the scale, the least well-off 80 per cent now account for only
around 37 per cent of spending, a share that is eroding year on year.
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Marie-Antoinette is said to have uttered this undoubtedly apocryphal remark on the eve of the French
Revolution, when she was told that the people had run out of bread: “Let them eat cake”. The phrase
has come to symbolise a country dependent on the lifestyle of a handful of wealthy households. Two
centuries later, America lives by the same principle, feeding on cake far more than bread - a diet as
flattering as it is fragile.

This concentration of expenditure has been amplified by several converging forces. Firstly, the surge in
prices, following the pandemic and the war in Iran, has eroded the purchasing power of the most modest
households (see Fig. 4), whose incomes depend mainly on labour and very little on capital. For these
households, whose budgets are largely taken up by food, housing and energy, the cumulative inflation of
recent years has acted as a silent tax that has swallowed up their meagre savings. Secondly, the rise in
key interest rates has cut them off from access to credit. Deprived of this last resort, low-income
households first drew on their savings before cutting back on their spending. Delinquencies on credit cards
and car loans have, in fact, risen to levels not seen since the end of the financial crisis. Conversely, at the
top end of the consumer spectrum, the wealth effect has rarely been so positive (see Chart of the Week).
The sharp rise in property prices initially, followed by the surge in stock market assets, caused the wealth
of this segment of the population to soar. In the United States, virtually all equity wealth is held by the
top third of households.

This paradox has fuelled discretionary spending (see Fig. 5) — from luxury travel to second homes - and
has perpetuated the illusion of unshakeable US consumer spending. Conversely, the consumer staples
sector— those everyday products that nobody can do without - is struggling to perform on the stock
market. In an economy where marginal spending comes from the wealthiest, it is the premium retailers
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and desirable brands that are driving growth, not the discount retailers. This shift is evident in the share
prices themselves, where major luxury brands are outperforming whilst retailers of everyday goods are
lagging behind. The flip side of this dynamic is that it also works the other way round. Investors seem
to overlook the fact that two very different types of consumer coexist under the same statistical
umbrella, and that global growth does not rest on the average American but solely on a handful of
wealthy individuals. They also undoubtedly underestimate the fact that this dynamic is extremely
sensitive to the white-collar labour market and to fluctuations in share prices.
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Artificial intelligence could ultimately lead to an imbalance. Certain tasks, long spared from automation,
are now being carried out by agents. This is the case in consultancy, law, finance and IT programming.
In the technology sector, announcements of job cuts have been on the rise since the start of the year.
By eliminating certain skilled office jobs, Al could put a brake on white-collar consumption. The paradox
is cruel, as the very innovation that has enabled stock market indices to break records and wealthy
households to grow richer now risks undermining their consumption. There would then be little hope of
offsetting the impact, as lower-income households have little to spend.

Another cause for concern is the residential property market. Hit by rising construction material costs
in 2020, followed by higher mortgage rates in 2022, the property market is struggling to recover. With
30-year mortgage rates at around 6.5 per cent, compared with 3 per cent five years earlier, house sales
are sluggish (see Fig. 6). Further evidence of this is that the stock of new-build homes now represents
more than 10 months’ worth of sales — a level not seen since the subprime crisis in 2009. There is little
chance of things improving as long as borrowing costs remain so high and as long as it is significantly
more advantageous to rent than to buy (see Fig. 7).

For those who might doubt the complexity of the situation, let us take a concrete example. An American
family on the median income - around $106,800 a year — can just about afford to buy a 1770 m2 home
priced at $404,300. Under current conditions, the total monthly cost (including mortgage, taxes and
maintenance) would consume a proportion of their income very close to the one-third threshold usually
accepted by lenders (see Fig. 8). More importantly, owning this house currently costs nearly 50 per cent
more each month than renting it — a difference of around $900 a month. This median family therefore
risks having to settle for a smaller, less well-equipped, more remote or older property, or even giving up
on home ownership altogether. Since 2022, the American dream of owning a detached house has come
up against the hard facts of arithmetic.
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Finally, the last risk factor relates to the complacency of households themselves. Their allocation to
equities has just reached nearly 50 per cent of their financial assets, a record high in modern history. This
level closely mirrors the valuation curve, a sign that households’ herd instinct drives them to buy even
more shares the more expensive they become (see Fig. 9). During the next bear market, these retail
investors will seek to sell their holdings, initially slowly, then in a rush, which will exacerbate the stock
market correction and trigger a negative wealth effect. The leverage that has fuelled consumer spending
in recent years will then act as a significant brake on it.
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In light of all these factors, it is easy to see why not only the listed property sector but also consumer
sectors such as the automotive industry are significantly underperforming the rest of the market (see
Fig. 10). These two industries are the most sensitive to the cost of credit and household confidence.
Historically, they have almost always signaled turning points in the cycle before other sectors. Their
relative weakness is no mere blip; it is a symptom of consumers with empty pockets. In their own way,
the markets are beginning to sense what every Ancien Régime eventually discovers: that a feast reserved
for a select few can never sustain a nation in the long term.
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When the next crisis hits, it will be other sectors that have suffered which will prove most resilient:
consumer staples and healthcare products and services (see Fig. 11). Unlike cake, these are essential to
households, even in times of crisis. They will take over from the tech giants and semiconductor
manufacturers. It is difficult to pinpoint exactly when this sector rotation will occur, but investors are
already preparing for it.
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Markets Performances Last Price | Momentum 1-Week (%) 1-Month (%) 2026 2025 (%) 2024 (%)
Year-to-Date (%)

(local currencies) Indicator (RSI)

World (MSCI) 1126.5 05.3% 3.8% 12.2% 22.9% 18.0%
USA (S&P 500) 7575 1i3% 4.3% 11.3% 17.9% 25.0%
USA (Dow Jones) 52637 -Q.S% 5.5% 10.5% 14.9% 15.0%
USA (Nasdaq) 26282 1i7%) 4.5% 13.4% 21.2% 29.6%
Euro Area (DJ EuroStoxx) 665.7 -2:.1% 3.6% 11.4% 21.2% 10.2%
UK (FTSE 100) 10497 -1.7% 2.5% 7.7% 25.7% 9.6%
Switzerland (SMI) 14235 -1:.3% 5.7% 10.4% 18.0% 7.5%
Japan (Nikkei) 67243 -1.7% 6.9% 37.3% 28.7% 21.3%
Emerging (MSCI) 1691 -l:.7% 1.8% 21.9% 34.3% 8.0%
Brasil (IBOVESPA) 177 866 2i2% 5.5% 10.4% 34.0% -10.4%
Mexico (IPC) 66 496 -0.8% 2.6% 5.0% 35.1% -11.0%
India (SENSEX) 77520 -0.2% 5.3% -8.1% 10.5% 9.6%
China (CSI) 4693 -1.1% 1.2% 4.5% 21.0% 18.2%
Com. Services (MSCI World) 165.7 2i2% 1.6% 1.6% 33.0% 31.9%
Cons. Discretionary (MSCI World) 438.4 0i7% 2.7% -3.6% 9.8% 20.7%
Cons. Staples (MSCI World) 302.9 -11% -0.6% 6.2% 9.3% 4.7%
Energy (MSCI World) 314.1 3i2% -4.9% 20.8% 14.8% 2.9%
Financials (MSCI World) 239.9 0i7% 7.2% 8.0% 29.5% 25.1%
Health Care (MSCI World) 401.8 -2.2% 5.2% 2.9% 15.3% 1.5%
Industrials (MSCI World) 525.9 -2.1% 4.8% 13.7% 26.2% 12.8%
Info. Tech. (MSCI World) 1231.2 1i3% 4.6% 27.8% 26.6% 31.9%
Materials (MSCI World) 416.5 -3.0% 0.5% 6.8% 32.5% -7.6%
Real Estate (MSCI World) 1040 -0.3% -0.4% 5.5% 3.6% -0.4%
Utilities (MSCI World) 207.3 -0.9% 2.8% 9.1% 24.7% 13.0%
World (Aggregate) 3.89% -0.4% -0.2% -0.7% 8.2% -1.7%
USA (Sovereign) 4.46% -0.4% 0.2% -0.2% 6.3% 0.6%
Euro Area (Sovereign) 3.27% -0.7% 0.4% 0.2% 0.6% 1.9%
Germany (Sovereign) 2.93% -0.7% 0.3% 0.0% -1.6% 0.6%
UK (Sovereign) 4.88% -0.6% 0.7% -0.1% 6.1% -3.0%
Switzerland (Sovereign) 0.61% -0.6% 0.4% -0.1% 0.3% 5.4%
Japan (Sovereign) 2.39% 0i0% -0.1% -2.5% -4.6% -2.1%
Emerging (Sovereign) 6.20% -0.4% 0.0% 1.8% 13.1% 7.0%
USA (IG Corp.) 5.32% 0.8% -0.5% 0.1% 7.8% 2.1%
Euro Area (IG Corp.) 3.58% -Q.4% 0.1% 0.9% 3.0% 4.7%
Emerging (IG Corp.) 6.46% -0.2% 0.0% 1.5% 8.1% 7.0%
USA (HY Corp.) 7.16% -0.1% 0.4% 2.1% 8.6% 8.2%
Euro Area (HY Corp.) 5.87% 0i0% 0.5% 1.9% 5.2% 8.2%
Emerging (HY Corp.) 7.40% -0.3% 0.3% 4.2% 13.9% 14.9%
World (Convertibles) 625.1 00% 1.3% 16.0% 22.4% 9.4%
USA (Convertibles) 833.4 0i5% 1.9% 19.1% 16.9% 10.1%
Euro Area (Convertibles) 307.8 13% 0.3% 5.9% 24.8% 14.7%
Switzerland (Convertibles) 296.6 0j1% 2.0% 4.8% 17.5% -10.5%
Japan (Convertibles) 326.1 -4.1% 4.2% 26.4% 13.8% 6.4%
Hedge Funds Industry 1896 77.61 n.a. -0.5% n.a. 4.8% 11.1%
Macro 1535 n.a. -1.8% n.a. 4.6% 7.4%
Equity Long Only 2590 n.a. 1.0% n.a. 4.7% 12.0%
Equity Long/Short 2110 78.14 n.a. 0.0% n.a. 7.1% 14.0%
Event Driven 2080 84.98 n.a. 1.4% n.a. 8.3% 8.7%
Fundamental Equity Mkt Neutral 2010 89.06 n.a. 0.9% n.a. 7.3% 12.4%
Quantitative Equity Mkt Neutral 1887 79.52 n.a. 0.4% n.a. 4.3% 9.8%
Credit 1773 92.05 n.a. 0.5% n.a. 3.2% 8.5%
Credit Long/Short 1809 94.45 n.a. 1.3% n.a. 4.4% 10.0%
Commodity 2019 n.a. -6.1% n.a. 0.9% 14.7%
Commodity Trading Advisors 1516 n.a. -2.6% n.a. 6.7% 7.9%
VIX 15.03 -6.9% -32.4% 0.5% -13.8% 39.4%
VSTOXX 16.85 8.4% -21.7% 14.5% -13.5% 25.3%
Commodities (CRB) 565.3 n.a. 1:0% 2.4% 4.7% 0.6% 5.1%
Gold (Troy Ounce) 4055 n.a. -3.6% -6.0% -6.1% 64.6% 27.2%
Silver (Troy Ounce) 58.21 n.a. -6.2% -16.8% -18.8% 148.0% 21.5%
Oil (WTI, Barrel) 71.41 n.a. 4,0% -20.7% 24.4% -19.9% 0.1%
Oil (Brent, Barrel) 74.21 n.a. 7:1% -21.5% 18.8% -15.7% -4.6%
USD (Dollar Index) 101.10 0;2% 1.4% 2.8% -9.4% 7.1%
EUR 1.1408 -0.3% -1.6% -2.9% 13.4% -6.2%
JPY 162.09 0;,0% -1.1% -3.3% 0.3% -10.3%
GBP 1.3385 -0.1% -0.2% -0.7% 7.7% -1.7%
AUD 0.6932 -0.3% -2.0% 3.9% 7.8% -9.2%
CAD 1.4161 0:3% -1.2% -3.1% 4.8% -7.9%
CHF 0.8092 -0.5% -1.8% -2.1% 14.5% -7.3%
CNY 6.7837 0i2% -0.4% 3.0% 4.5% -2.7%
MXN 17.509 -0.7% -1.7% 2.8% 15.7% -18.5%
EM (Emerging Index) 1864.7 0i3% 0.3% 0.7% 7.2% -0.7%
XBT 62820 n.a. 1.2% -2.2% -28.3% -6.5% 120.5%

Source: Bloomberg, Altitude Investment Solutions Total Return by asset class (Negative \ Positive Performance)
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DISCLAIMER

This document is issued by Altitude Investment Solutions (hereinafter "Altitude 1S"). It is not intended for distribution,
publication, or use in any jurisdiction where such distribution, publication, or use would be unlawful, nor is it aimed at any
person or entity to whom it would be unlawful to address such a document.

This document is provided for information purposes only. It does not constitute an offer or a recommendation to subscribe
to, purchase, sell or hold any security or financial instrument. It contains the opinions of Altitude IS, as at the date of issue.
These opinions and the information herein contained do not take into account an individual’s specific circumstances,
objectives, or needs. No representation is made that any investment or strategy is suitable or appropriate to individual
circumstances or that any investment or strategy constitutes a personal recommendation to any investor. Each investor must
make his/her own independent decisions regarding any securities or financial instruments mentioned herein. Tax treatment
depends on the individual circumstances of each client and may be subject to change in the future. Altitude IS does not
provide tax advice. Therefore, you must verify the above and all other information provided in the document or otherwise
review it with your external tax advisors.

Investments are subject to a variety of risks. Before entering into any transaction, an investor should consult his/her
investment advisor and, where necessary, obtain independent professional advice in respect of risks, as well as any legal,
regulatory, credit, tax, and accounting consequences. The information and analysis contained herein are based on sources
considered to be reliable. However, Altitude IS does not guarantee the timeliness, accuracy, or completeness of the
information contained in this document, nor does it accept any liability for any loss or damage resulting from its use. All
information and opinions as well as the prices, market valuations and calculations indicated herein may change without
notice. Past performance is no guarantee of current or future returns, and the investor may receive back less than he invested.
The investments mentioned in this document may carry risks that are difficult to quantify and integrate into an investment
assessment. In general, products such as equities, bonds, securities lending, forex, or money market instruments bear risks,
which are higher in the case of derivative, structured, and private equity products; these are aimed solely at investors who
are able to understand their nature and characteristics and to and bear their associated risks. On request, Altitude IS will be
pleased to provide investors with more detailed information concerning risks associated with given instruments.

The value of any investment in a currency other than the base currency of a portfolio is subject to the foreign exchange rates.
These rates may fluctuate and adversely affect the value of the investment when it is realized and converted back into the
investor’s base currency. The liquidity of an investment is subject to supply and demand. Some products may not have a
well-established secondary market or in extreme market conditions may be difficult to value, resulting in price volatility and
making it difficult to obtain a price to dispose of the asset. If opinions from financial analysts are contained herein, such
analysts attest that all of the opinions expressed accurately reflect their personal views about any given instruments. In order
to ensure their independence, financial analysts are expressly prohibited from owning any securities that belong to the
research universe they cover. Altitude IS may hold positions in securities as referred to in this document for and on behalf of
its clients and/or such securities may be included in the portfolios of investment funds as managed by Altitude IS.




