The SPY/XLB spread
has triggered a rare

-10% drawdown
signal, raising the
probability of a major
regime change.

The Investigation: Is this a benign “buy the
dip” opportunity (like 2011, 2017, 2022) or a
malignant “regime change” (like 2000)? The
answer lies in the valuation threshold.

Data Key
Asset Class: S&P 500 (SPY) vs. Materlals (XLB) Spread.

Jan 12, 2026: -10% Trigger
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On January 12, 2026, the spread officially
breached the -10% drawdown threshold.
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Event Date: Jan 12, 2026
Signal: -10% Valuation Reset
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CONTEXT:

This is the first reset
of this magnitude
since late 2022.

Unlike recent
corrections, this
drop initiates from a
structural peak
nearly identical to
the Dot-com era.
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While -10% drawdowns have occurred 33 times since 1999,
the current starting valuation is historically extreme.
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Scenario A: In normal bull markets, a -10% spread
drawdown functions as a buying opportunity.
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Outcome: +7% to +15%
rally over subsequent year.

Buying Opportunity:
Rally ensued

2022

The ‘Noise’ Diagnosis: If the macro environment is stable, these drops are false alarms that resolve in a return to trend.
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Scenario B: The current reversal creates a near-perfect
overlay with the onset of the Dot-com collapse.
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The ‘Head Fake’: The 2000 collapse began with a
deceptive rally before the ultimate regime change.

The Data Story Visual Diagram

& Trigger Date: May 8, 2000 mms== Dot-com Reversal (Peak: 2000)

*—__ The Head Fake /
Exit Opportunity

e The Trap: Initial 6-month
return was positive (+13.5%).

e The Reality: 12-month return
collapsed (-13.9%).

e The Result: Spread dropped
~50% from peak.

<— Regime Change

g . ﬂ
Initial Trigger

Normalized Spread

Peak

-20 -10 0 10 20 a0 40
Weeks from Peak

Implication: Investors must not mistake a potential short-term bounce for safety.
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The 2008 Financial Crisis offers a volatile
outlier rather than a direct structural parallel.

2007 2008 2009

100 || Why 2008 is different:

This was a liquidity crisis, not a
valuation reset.
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The spread rallied because
cyclical sectors (Materials)
crashed faster than the broad
index (SPY).
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Counter-Intuitive Rally
SPY outperformed Materials (XLB)
during peak panic.
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The 2026 setup Is a valuation
unwind, distinct from the 2008

-20 -10 0 10 20 panic mechanics.
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The “14.0 Threshold’ distinguishes minor
corrections from major regime changes.

SPY/XLB Spread: -10% Drawdown Event Triggers
DANGER ZONE: Structural Excess
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Verdict: The structural similarities to 2000
outweigh recent bull market precedents

The Evidence The Diagnosis

+ Signal Magnitude: -10% Drawdown
+ Valuation Peak: > 15.0 (Extreme)

+ Trajectory Shape: Sharp Reversal

+ Historical Match: 2000 Dot-com Cycle .

Risk Assessment: While a “normal” bull market suggests buying the dip, the

extreme starting valuation implies this is the early stage of a Regime Change.
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The technical signal is the precursor; broader
economic shifts will provide the confirmation.

THE RULE THE WATCH LIST CONCLUSION
A drop from levels >14.0 is a e Monitor for the ‘Head Fake' rally We are currently in the ‘Echo of
reliable precursor to regime (+10-15% bounce). 2000’. Caution is warranted
change only when accompanied » Watch for macro-economic until the spread normalizes below
by broader economic shifts. deterioration to validate the extreme levels.

signal.
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