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WHY ARE STOCKS 
IGNORING THE BOND 
MARKET’S WARNING?



Stocks are trading near record highs, but bonds are not 
behaving as if everything is fine.

The 30-year US Treasury yield touched 5.7% in early October 
and has spent much of the past two months above 5% —  
its highest and longest stretch above that level since 2007, 
one year before the worst of the global financial crisis.1  
The benchmark 10-year US Treasury yield has also hit a  
fresh post-crisis high of above 5.3%.2   

Two forces are driving this dynamic: inflation that has  
proved to be stickier than the Federal Reserve had hoped, 
and a federal deficit that is on pace for roughly $1.9 trillion 
this year. The deficit is pushing the US Treasury to issue  
more debt into a market that is demanding a higher price  
to absorb it.3,4 

It’s a very different story in equities. The S&P 500 index has 
remained within touching distance of the all-time record it 
set in August, although there has been considerable volatility 
in recent weeks.5, 6

Two of the most closely watched signals in markets are 
essentially pointing in different directions.

Long bond yields matter because they often portend  
trouble ahead. The last time the 30-year bond spent a 
sustained period above 5% — between 1998 and 2004 —  
the S&P 500 registered a 1% annualized return over a  
period that included the dot-com bust.7 And when 10-year 
bonds approach yields of 5%, they become a real alternative 
to equities for anyone managing money against a fixed 
liability like pension fund managers or insurers. 

At the same time, some foreign buyers may reduce their 
demand just as supply needs to increase. Japanese 
investors have long been among the largest buyers of 
Treasuries, a habit shaped by decades of near-zero yields at 
home. But if Japanese yields keep climbing and narrow the 
gap, some of that capital could return to Japan — removing  
a buyer that has helped absorb US issuance for years.8 

Higher yields also raise borrowing costs and slow the 
economy. About $4.3 trillion of non-financial corporate 
bonds issued in US markets will mature between 2027  
and 2031.9 Companies that locked in cheap fixed-rate  
debt earlier in the decade will have to refinance that  
maturity wall at higher rates, which will be a drag on  
earnings and cash flow.  
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WHAT DOES THE BOND MARKET KNOW  
THAT THE STOCK MARKET DOESN’T?    
CONTINUED  

Compounding it all is a war in Iran with no end in sight.  
Oil has traded above $100 a barrel for weeks driven by  
the continuing conflict. Elevated crude prices feed directly 
into diesel and other refined products that move through 
the rest of the economy, fueling exactly the kind of energy-
driven inflation that gives the hawkish Federal Reserve 
chair Kevin Warsh the cover he needs to keep hiking.10  

Investors are worried that a higher-for-longer regime in  
the US will compress valuations for growth equities that are 
priced on distant, uncertain outcomes — unless quarterly 
earnings continue to be exceptional over the next 12 months.

To be sure, AI infrastructure providers, US hyperscalers, and 
a handful of AI start-ups continue to post revenues that are 
growing at an exponential rate. 

There is a counter-argument and it centers on productivity. 
AI-driven efficiency gains are leading some investors to 
pencil in a higher long-run growth rate for the US economy, 
which would justify a higher “neutral” long-term yield 
without implying anything is broken.11,12  

Simply put, companies and governments could be  
earning more revenue in the coming years, which would 
ease the market’s current worry that elevated yields are  
a sign of distress even if those yields themselves stay 
structurally higher. 

Some analysts say that the data-center building boom 
— which is lifting growth, employment, and commodity 
prices — could be putting the economy on a footing that  
can bear higher rates for longer.13 We may be entering  
a period in which companies are ready to pay more to 
borrow, households are content to spend more servicing 
their debt, and government interest bills rise but are offset 
by higher tax revenues.  

It’s impossible to know if that view will turn out to be correct. 
What is clear is that conditions today are in many ways 
similar to 2022: ample liquidity (the Chicago Fed National 
Financial Conditions Index14 has trended downwards since 
late 2022), leveraged bets, a wave of new issuers and 
heightened trading volumes all suggest an “everything 
bubble.”15 At that time, a tightening cycle led to an annus 
horribilis for both bonds and equities.  

US President Donald Trump has said rates should be 1%  
or lower.16 Given the current Fed Funds range of 3.75%-
4.00%, that aspiration looks far-fetched right now. The 
bond market is pricing in a reality the White House may 
have to reluctantly accept.

It may be worth asking the same question of equity 
investors. Stocks are pricing in a soft landing, exceptional 
AI-driven earnings, and a Fed that eventually comes around 
to lower rates. Bonds are pricing in none of that. 



LEADERSHIP Q&A SERIES

VINCENT XU: YOUR BIGGEST ASSET  
NEEDS BETTER SAFEGUARDS  
Vincent Xu, CEO of Hong Kong & Mainland China at EquitiesFirst, explains why he sees  
long-term loans against shares as a hedge against loss of value for what is usually a  
HNWI’s largest asset, and why private credit is set to fund the next phase of AI.

Your career has taken you from  
corporate advisory to a coal mine  
in Fujian. What ties it together? 

When I first joined the firm, our chairman, 
Al Christy, Jr., told me it’s not about the 
money — it’s about what the money can  
do. Everything wraps around what the 
borrower needs: who they are, what  
they do, why they’re taking the funds.

I started out advising businesses on  
cash flow and accounting, then moved 
into raising alternative financing for 
institutional clients when Chinese buyers 
were chasing mining projects all over  
the world. That taught me how to build 
structures that met the client’s needs 
when traditional financing couldn’t. 

Being a director of a coal mine taught  
me how risky capital-intensive projects 
are. A swing in commodity prices can kill 
the whole operation. Those businesses 
value long-term financing, a stable interest 
rate, and a margin call that sits much 
further from the share price.

Can you give an example of long-term 
financing making the difference?

I have a client who borrowed the longest 
term I’ve ever written: seven years at a 
fixed 3.25 percent for a commercial real 
estate project in China. At the time, bank 
financing for such projects was around  
9 percent. Think about the timeline. It 
takes time to buy the land, clear the title, 
and run a two-year construction project. 
Then, because it’s commercial property,  
it takes another year to bring in the 
merchants. It’s about five years before  
real cash flow comes back into the 
business. If he’d been on a bank loan that 
had to be renewed every two years, there 
would have been a lot of uncertainty. The 
seven-year term loan at a lower rate really 
saved his business and he has come back 
for three or four more tranches.

Vincent Xu



LEADERSHIP Q&A SERIES

A CONVERSATION WITH VINCENT XU
CONTINUED

I am confident about the infrastructure 
layers because demand for AI use grows 
every day. The top layer is where it gets 
unpredictable. Some stock bubbles will 
burst. Enjoy that competition rather  
than fear it but keep both higher-risk  
and lower-risk assets in your portfolio.

How is all that AI infrastructure being paid 
for? Increasingly, it’s through private credit.

Big tech companies don’t want too  
much liability on their balance sheets  
so they’re coming up with creative 
solutions. Instead of buying the GPUs 
outright, an outside entity such as a bank 
or a special purpose vehicle holds the 
assets and the company pays as it goes 
for the tokens it wants to use. It becomes 
an operating expense rather than capex. 
Much of that money is coming through 
mezzanine finance, where private credit 
players charge a high interest rate on 
such quasi-loans. It’s happening in both 
the US and China and I don’t think the 
trend will stop. 

It’s only through a combination of equity 
and debt that companies will be able to 
fund the AI infrastructure that the world 
needs. The amount of AI use, measured 
in tokens, keeps climbing across every 
application, whether it’s biotech research, 
short-film production, or technical 
research. It wouldn’t surprise me if it’s 
doubling every month. 

Is Hong Kong property benefiting  
from a strong stock and IPO market?

Yes. In Hong Kong, property usually 
catches up with the stock market within 
three to six months. That has been the 
norm for 20 years. Lately, I’ve seen a lot 
of luxury properties changing hands,  
and I think one reason is tax. Mainland 
entrepreneurs and HNWIs face heavier 
tax on foreign holdings so many are 
moving to Hong Kong and taking up tax 
residency here.  
 
Once they’ve moved, many buy property. 
Some of my clients have done exactly 
that and worked with EquitiesFirst to 
secure liquidity.

Who comes to EquitiesFirst in Hong 
Kong and Mainland China? What are  
they looking for?

Mostly people who want alternative 
financing come to us because the banks 
don’t meet their needs. Our terms are 
usually three years (normally 2+1) so 
clients treat it as long-term financing. 
Whether it’s family offices from old  
Hong Kong and Chinese families or tech 
entrepreneurs, they want to get some 
liquidity out of their shareholdings and 
reinvest it somehow.  

Family offices or shareholders from 
wealthy families hold large positions  
in stable, dividend-paying stocks like 
banks. Some borrow against those 
shares to reinvest in higher-growth areas 
like AI-related stocks because most of 
their wealth is in low-risk assets anyway. 
Tech entrepreneurs hold stocks that can 
multiply several times and then drop 
sharply so many take money out and 
move it somewhere less risky such as 
dividend-paying stocks or US Treasuries.

You’ve described these loans as a form 
of protection to your clients. What do  
you mean?

For most people, an IPO comes once in  
a lifetime and the shares are usually the 
largest part of their wealth. This applies 
to founders, co-founders, long-term 
employees and senior management.
When I meet a client, I’ll say: you have a 
net worth of $500 million and you surely 
have health insurance, you must have 
insured your car and your property but 
what’s the single largest asset you own? 
It’s often their shares which took 10 or 15 
years to build from nothing.  

What if regulations change dramatically 
tomorrow or their biggest customer 
leaves or some other black swan  
event occurs? Their wealth can go from  
$500 million to $100 million or less very 
quickly. It has happened before. With  
our product, they can get access to 
liquidity and keep the upside if the stock 
performs. If it falls below the margin call 
level, they can choose to walk away. 

Given the non-recourse nature of our 
equity-backed loans, their losses are 
limited to forfeiture of security or the 
value of the shares they took the loan 
against. In effect, it can be seen as  
a way to hedge against the potential  
loss of value of the largest assets that  
many high net worth individuals own.   

How does that compare with banks  
and margin lenders?

Banks, brokers, and margin lenders are 
similar but their costs move whenever 
there is a change in bank lending rates, 
and their margin calls are very sensitive.  
If the stock falls 10 or 20 percent, you 
usually have to top up within 24 to 48 hours.

We’re different in three ways. On single 
stocks, we offer a higher loan-to-value 
than the banks in almost 90 percent of 
cases. Our cost of capital is usually lower. 
And most importantly, our margin call 
level is much further away.

If you’re an entrepreneur reinvesting  
in your business, you don’t want to hear 
from us except when you pay interest on 
the loan each quarter. In 2008 and again 
in 2022, I saw many ultra-high-net-worth 
individuals borrow from private banks 
against their shares and put money into 
US Treasuries, one of the lowest-risk 
asset classes. They got margin calls and 
were quite disappointed to lose access  
to their shares. Private banks also offer 
collar financing, with a similar loan-to-
value and cost to ours. The drawback is 
that it caps your upside. If you borrow 
against shares you’re confident in, why 
give away the gains? If you believe in  
your company, come to us.

What role is private credit playing in  
the development of China’s AI sector?

China has deep AI talent, heavy spending 
from both the government and the private 
sector, abundant power, and lower 
infrastructure setup costs. I think of AI  
as a pyramid. Power is at the bottom, 
then data centers, then chips, then large 
language models, and applications are 
on top. 



LIQUIDITY INDEX 

CREDIT RESISTS BOND MARKET  
FEARS, BUT WHAT WILL 2027 BRING?  
Our Liquidity Pulse index has halted its recent climb.  
As bond yields rise, the question is when credit will react.

The tussle between relief and fear is helping shape the latest 
edition of our Liquidity Pulse index, presenting a complex 
picture for any effort to predict its likely path in 2027. 

After a steady increase since the last drop in the index, in March 
2026, the index has posted a fall in September from its latest 
high point in August, to sit at exactly 1.00. This marks precisely 
one standard deviation above the index’s long-term mean, 
which is dynamically recalculated in each edition of Liquidity 
Pulse to reflect the entire dataset at any one time. 

With our index representing the average of the standard 
deviations of its nine components, a rise indicates a broad 
easing of lending conditions, while a fall indicates a tightening.

The gap between the market components of our Liquidity Pulse 
index — the VIX equity market volatility index, the 10-year US 
Treasury yield, and the Federal Reserve’s Broad Dollar Index 
— and the central bank lending data components continues  
to be at historic wides. 

The VIX continues to fall from its recent high of 31 at the time  
of the start of the conflict in the Middle East in March, and now 
sits at about half that peak. At the same time, US Treasury yields 
have risen to eye-watering levels.17  

Lending, meanwhile, as measured by central bank data in our 
component markets of the UK, the European Union, Singapore, 
Hong Kong, the Chinese Mainland, and Japan, continues to  
tick up, suggesting that nervousness has not yet impacted 
lending appetite sufficiently to outweigh any increase in lending 
driven by inflation-driven cost increases and need for increased 
working capital, or more positively, by optimism for the future.18 

The aggregated lending components are running at 1.89 
standard deviation units above their long-term mean, while  
the market conditions components now sit at 0.76 units below 
theirs. The resulting gap of 2.66 index points is the third widest 
since our dataset began at the start of 2006.

The widest divergence between market and lending 
components — of 2.74 index points — was at the time of the 
Liberation Day tariff shock in April 2025. The next was at the 
start of the Iran crisis in March 2026, at 2.70 index points. 
The gap is only likely to continue to increase, judging by market 
movements after the calculation of the index as of the end of 
September. Most strikingly, the US Treasury 10-year yield has 
soared to above 5.3% at the start of October.19 

What’s clear is that if bond yields are flashing a danger signal, 
bank lending is not yet feeling the impact. 

LIQUIDITY PULSE COMPOSITE INDEX
As of end-Sept 2026

About Liquidity Pulse  
Liquidity Pulse is a proprietary composite index that  
tracks global credit and liquidity conditions across  
a selection of major economies, drawing on both 
market-based signals and central bank-reported lending 
data. It is a purely indicative editorial feature: it has no 
connection to any EquitiesFirst product, it is not tradable, 
nor is it a benchmark of any kind.The index runs from 
January 2006. Market indicators are the US 10-year 
Treasury yield, the CBOE Volatility Index (VIX), and the 
Broad Dollar Index, each of which is inverted. Lending  
data is taken from central banks in six economies:  
UK (M4 lending), euro area (loans to non-financial 
corporations), Singapore (commercial bank lending by 
industry), Hong Kong (loans and advances by licensed 
banks), Japan (loans and discounts, total of major and 
regional banks), and China (total loans). Each data series 
is standardized using z-score normalization, with index 
values reflecting deviations from average for whole time 
period. All indicators are weighted equally. For a full 
overview of the index and how it is compiled, refer to  
the first issue of Asset Pulse here.
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CREDIT RESISTS BOND MARKET FEARS, 
BUT WHAT WILL 2027 BRING? 
CONTINUED

Taken collectively, the lending components of our index have 
now been rising since the middle of 2024, and at roughly the 
same rate that they have risen since late 2016 — except for a 
dramatically flattened period during 2023 as the effects were 
felt of the global tightening cycle that began in 2022.

How should one reconcile this dynamic? Partly this is a  
matter of pace. Equity market volatility, as measured by the  
VIX, fell swiftly because its proximate trigger — the Iran conflict 
— appeared to have receded as an immediate and worsening  
risk. That dynamic may alter after the mid-term elections in the 
US, when President Donald Trump has indicated he might seek 
to resolve the conflict20, but for the moment equity investors 
seem content to adapt to a new normal.

But that conflict continues to act as a driver of global inflation, 
and the elevated 10-year Treasury yield is in part reflecting the 
Federal Reserve’s response to that — interest rate hikes. And 
while investor fears over the US deficit are also a factor, if bond 
yields are rising primarily in expectation of higher real rates,  
that is at least not a sign of panic over inflation or a loss of  
faith in central bank action.21 

How is Liquidity Pulse reflecting all this? In short, the market 
components are telling us they no longer fear a shock, but they 
are also repricing the cost of money. Activity in bank lending 
— with its traditional lag — is not reflecting that yet. The question 
as we look forward to 2027 is whether a delayed reaction to a 
tightening cycle will flatten the index as it did before.



LATEST INSIGHTS 

OUR LATEST THINKING ON MARKETS, 
CAPITAL TRENDS AND INVESTOR BEHAVIOR   
EquitiesFirst monitors critical market and industry trends relevant  
to our clients, providing timely and actionable insights each month. 

WHAT WILL NEW VISA RULES 
MEAN FOR FOREIGN INVESTORS 
IN JAPAN?       

Japan wants to attract entrepreneurs, investors and 
high-skilled professionals to ease mounting demographic 
pressures — but at the same time, it is raising the 
financial bar for residency. Capital requirements for the 
business manager visa have increased sharply. This 
creates challenges for those looking to build a long-term 
presence in the market.

In this article, we look at how Japan’s new visa rules are 
reshaping the calculus for foreign founders and investors, 
and why flexible access to liquidity is becoming central to 
a long-term commitment to the country, where the rewards 
for staying put are significant.

READ THE FULL ARTICLE HERE

WHY THE WEALTHY ARE BUYING 
SPORTS TEAMS 

Buying a sports team was long the preserve of a small circle  
of moneyed tycoons from wealthy families who wanted a box 
and a seat at the boardroom table. That’s changing today: 
many younger owners see them as growth assets. But whether 
you’re a billionaire or millionaire, funding such an acquisition  
is rarely as simple as borrowing money from a bank. 

In this piece, we look at the opportunities and challenges  
of owning a sports franchise, why it’s an increasingly strong 
draw for high-net-worth individuals, and how different forms 
of alternative financing can help unlock the funds for that 
once-in-a-lifetime purchase.  
 
READ THE FULL ARTICLE HERE

ARE HONG KONG BUSINESSES 
PREPARED FOR HIGHER  
CREDIT COSTS? 

Hong Kong does not set its own interest rates. Under  
the currency peg, monetary policy is effectively imported 
from the US, leaving businesses with limited visibility  
on future funding costs. Softer US data has trimmed 
expectations of a near-term hike, but tariffs, elevated 
energy costs and a continued focus on inflation suggest 
the case for rates staying higher for longer has been 
interrupted rather than removed.

In this article, we take a look at how an imported rate 
cycle is shaping funding decisions in Hong Kong, and 
why access to a broader range of credit is a prudent 
strategy for business owners.

READ THE FULL ARTICLE HERE

INSIGHTS INSIGHTS 

HOW TO FUND IT

https://equitiesfirst.com/int/articles/what-will-new-visa-rules-mean-for-foreign-investors-in-japan/
https://equitiesfirst.com/int/articles/how-to-fund-it-why-the-wealthy-are-buying-sports-teams/
https://equitiesfirst.com/int/articles/are-hong-kong-businesses-prepared-for-higher-credit-costs/
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