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Chill, Baby, Chill - The fall of American
exceptionalism

US market fundamentals have shifted; a short-term rebound is possible,
but long-term uncertainty remains

In 2024, the US stock market performed strongly, with the S&P 500 index surging over 23% for the year
and reaching record highs. The rally was driven by economic resilience, rapid growth in the technology
sector, improved liquidity condifions, and sustained global capital inflows. As a result, the "US
excepftionalism" narrative gained widespread fraction in the market.

However, entering 2025, the market's frading logic has undergone a significant shift, leading fo a
slowdown in overall upward momentum.

Between February and March 2025, US equities experienced a deep correction. On the surface, this
correction appears similar to the pullback observed in July-August 2024, categorized as a "recession
frade"; however, it would be a mistake to consider the 2025 correction as a mirror copy of the
correction in 2024:

B Different antecedents: The market downturn in July-August 2024 was primarily triggered by
weaker-than-expected non-farm payroll data, a declining ISM Manufacturing Index, and
uncertainty surrounding the Federal Reserve's policy direction. The S&P 500 experienced a
peak-to-trough decline of over 8%. However, a swift rate cut by the Fed helped restore market
confidence, leading to a rapid rebound. Losses recovered within approximately 30 days.

B Difference in severity: In contrast, the February-March 2025 correction was far more severe, with
the S&P 500 dropping over 10%, a significantly steeper decline than in mid-2024.

B Different implications: The triggers for the 2025 correction were more complex and had more
far-reaching implications. The Trump administration's erratic tariff adjustments have fueled
instability in global supply chains, exacerbating market concerns. Additionally, the US labor
market has shown continued weakness, consumer spending growth has slowed, and the extent
of future Fed rate cuts remains uncertain, leading to heightened risk aversion. These factors
have collectively intensified the sell-off in technology stocks and accelerated capital outflows.

At its core, the 2025 market correction reflects a profound shift in the key factors that had supported
US equities up to the beginning of 2025. In 2024, the market rally was built on solid economic growth,
the high-growth trajectory of the technology sector, an accommodative monetary environment, and
strong international capital inflows. However, in 2025, market dynamics have changed significantly:

B Slower economic growth and rising recession risks: GDP growth forecasts for 1Q 2025 have
been continuously downgraded. Weak consumer spending and deteriorating corporate
earnings have dampened market confidence.

B Greater policy uncertainty: The Trump administration's protectionist frade policies have
disrupted global capital flows, raising concerns about the long-term aftractiveness of the US
stock market.

B Reassessment of technology stock valuations: Breakthroughs in emerging technologies, such
as DeepSeek, have reshaped the competitive landscape of the global tech industry,
challenging the long-term dominance of US tech stocks. This has triggered a new round of
valuation corrections in the US technology sector.

B Shifts in global capital flows: With Europe and Asia showing signs of economic recovery,
international capital has started flowing into these regions, reducing the relative appeal of US
equities.

Short-term outlook (next few months): In the coming months, we believe the S&P 500 will consolidate
around the 5500 level and see a technical rebound. However, given that market confidence has not
been fully restored, the strength of any potential recovery is likely to be limited. Investors should closely
monitor the following factors:

B Federal Reserve monetary policy: If the Fed signals a dovish shift or adjusts its quantitative
fightening (QT) plans, market sentiment could improve.

B Policy developments: If the Trump administration provides greater clarity on trade and
diplomatic policies, reducing market uncertainty, it could help to stabilize equities.

B Economic data trends: If non-farm payroll data, consumer spending, and corporate earnings
improve, it could provide near-term support for the market.

Full-year outlook and investment strategy: We lower our upper limit forecast for the S&P 500 in 2025
from 6700 to 6400, as overall upside potential remains constrained. Given heightened volatility and
structural changes in market drivers, investors should adopt a more defensive allocation strategy:

B Monitor key support levels: Should the S&P 500 fall below 5300, we would advise reducing risk
exposure to guard against a deeper correction.

B Optimize asset allocation and reduce US equity exposure: With increasing market volatility,
investors should limit exposure to high-risk, high-volafility assets and focus on defensive sectors.

B Increase exposure to safe-haven assets: Given elevated market uncertainty, gold and other
defensive assets have become more attractive for portfolio diversification.

B Explore global investment opportunities: As Europe and Asia contfinue to recover, investors
should adjust their global asset allocation accordingly, and consider opportunities in China's
structural growth sectors (e.g. technology, consumer).
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