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Net Liquidity: $5.80T
Drivers:
• Treasury General Account declining
• Fed balance sheet expanding
• Bank reserves rising

Despite expanding liquidity conditions, financial markets are reacting 
negatively as bond volatility surges and yields rise.

This creates a false liquidity signal: liquidity is technically expanding, but 
markets are treating it as irrelevant due to macro and geopolitical stress.

The Liquidity Signal

The dominant macro tension is the emergence of a stagflationary risk-off 
environment, where growth is slowing while inflation pressures persist. In 
this regime, the traditional negative correlation between stocks and bonds 
breaks down, forcing investors to seek alternative defensive assets.

Bond volatility above 80 on the MOVE index confirms instability in rates 
markets, while rising yields at 4.13% undermine equity valuations and 
financial conditions.

Liquidity remains supportive at a mechanical level, but the bond market is 
currently dictating financial conditions.

Executive Take

Signal Reversal Triggers

Risk positioning would shift toward a more constructive stance if:

• High Yield spreads fall below 2.8%
• 10Y Treasury stabilizes below 4% with declining volatility
• VIX declines below 22

Until then markets remain in a fragile regime dominated by volatility.

Portfolio Blueprint

Equities: 25%
Short Duration Treasuries (1–3yr): 15%
Cash / T-Bills: 40%
Gold: 20%

Long-duration bonds are avoided due to elevated bond volatility and rising 
yields. The fixed-income allocation is therefore concentrated in short 
duration Treasuries, preserving liquidity while minimizing duration risk.

Current tactical positioning reflects a high-risk macro regime.

Market Configuration

Markets have shifted into a more fragile configuration where rising bond yields, 
surging volatility, and widening credit spreads are overwhelming otherwise 
supportive liquidity conditions.

The macro environment resembles a stagflationary risk-off regime, where 
equities and bonds decline simultaneously while commodities and volatility rise.

Liquidity remains mechanically positive, but markets are increasingly ignoring it 
due to macro uncertainty and rising term premia.

CE Risk Meter

Liquidity: Expanding
Credit: Deteriorating
Volatility: Surging

The combination signals a transition from Defensive → Risk Off.

Key indicators confirming the shift:

• VIX: 29.48
• MOVE: 81.26
• HY spreads: widening from historically tight levels
• 10Y Treasury yield: 4.13%

Simultaneous stress across equity and bond volatility indicates rising 
systemic risk.

Cross Asset Playbook

Equities
Weak breadth and rising volatility favor defensive sectors and quality balance 
sheets while avoiding crowded growth leadership.

Rates
Rising yields and elevated bond volatility make duration exposure unattractive. 
Short-duration Treasuries are preferred.

Credit
Spreads remain historically tight but the trend is deteriorating. Reduce 
high-yield exposure and emphasize credit quality.

Commodities
Energy remains supported by geopolitical risk and supply constraints. Selective 
exposure remains appropriate.

Gold
Gold continues to function as a macro hedge against policy uncertainty and 
systemic shocks.

Cash / Liquidity
Elevated volatility increases the value of optionality. Maintaining high liquidity 
allows opportunistic deployment of capital.

The Liquidity Signal
Market Regime & Portfolio Playbook
Rodrigo Jiménez | Macro Market Strategist

CE Regime Score: 3.86 | Regime: Risk Off/High Risk | Prior Week: 3.11

Liquidity: Expanding | Credit: Deteriorating | Volatility: Surging
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Macro, Liquidity & Credit Detail
Ignore the noise. Follow liquidity. Position accordingly.

Ignore the noise. Follow liquidity. Position accordingly.

Credit markets are beginning to show early signs of deterioration. High yield 
spreads remain historically tight but have started to widen, while investment 
grade spreads are also moving higher.

Although the absolute level of spreads does not yet signal systemic stress, the 
direction of movement is important. Credit markets tend to deteriorate 
gradually before larger repricing events occur.

The surge in bond volatility reinforces this risk. The MOVE index above 80 
indicates heightened uncertainty around interest rates and monetary policy 
expectations. Elevated bond volatility often precedes wider credit spreads 
and weaker equity markets.

Credit conditions therefore remain stable but deteriorating, reinforcing the 
defensive interpretation of the current regime.

Credit Conditions

System liquidity conditions remain mechanically supportive. The Treasury General 
Account continues to decline, which releases reserves back into the banking 
system, while the Federal Reserve balance sheet has stabilized and modestly 
expanded.

Bank reserves remain elevated and funding markets show no signs of stress. SOFR 
remains stable and the reverse repo facility remains near minimal usage levels.

However, the market response to liquidity expansion has weakened. Rising 
Treasury yields suggest that the bond market is pricing higher inflation risk or 
higher term premia despite stable liquidity conditions.

This creates a false liquidity signal where liquidity appears supportive on paper but 
fails to translate into risk asset support.

Liquidity

The macro environment is transitioning toward a more fragile late-cycle 
configuration. Growth remains positive but momentum is slowing, while inflation 
pressures remain persistent enough to keep interest rates elevated. This 
combination increases the probability of unstable market correlations and higher 
volatility across asset classes.

The defining characteristic of the current regime is the breakdown of the 
traditional defensive relationship between equities and bonds. Instead of bonds 
providing protection during equity declines, both markets have recently sold off 
simultaneously as yields rise. This pattern historically appears during periods of 
policy uncertainty, rising term premia, or early stagflationary conditions.

The result is a market environment where traditional diversification becomes less 
reliable and capital preservation becomes more important than return 
maximization.

Macro Regime

Volatility & Positioning

Market volatility has increased significantly across asset classes. The VIX 
approaching 30 signals rising equity market stress, while the MOVE index 
above 80 confirms instability within the bond market.

The simultaneous rise in both measures indicates that investors are reducing 
exposure across multiple asset classes rather than rotating between them.

Investor positioning also remains vulnerable. Concentration in mega-cap 
technology stocks and historically tight credit spreads reflect late-cycle 
positioning that is sensitive to rising interest rates.

As volatility increases, crowded positions tend to unwind rapidly, which can 
accelerate market declines and amplify liquidity shocks.

Cross-Asset Interpretation

The interaction between rising yields, widening credit spreads, and surging 
volatility suggests that financial conditions are tightening despite supportive 
liquidity conditions.

This combination is characteristic of a stagflationary risk-off regime, where 
inflation pressures keep interest rates elevated while growth expectations 
weaken.

In this environment, traditional defensive assets such as long-duration bonds 
may fail to provide protection, while real assets such as gold or commodities 
may offer more reliable hedges.

Portfolio strategy should therefore prioritize liquidity, defensive positioning, 
and macro hedges while avoiding excessive exposure to crowded or 
rate-sensitive assets.
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Risk Map & Strategic Outlook

*Energy is classified as high risk due to geopolitical volatility but remains one of the few assets benefiting from the current macro regime.

BUBBLE RISK MATRIX 

Asset / Segment Valuation Risk Liquidity Risk Positioning Risk Risk Score Trend CE Read

Mega-Cap Tech High Rising Crowded 4 ↑ Late-cycle leadership vulnerable to rates volatility

High Yield Credit High Rising Crowded 4 ↑ Tight spreads with limited macro buffer

Investment Grade Credit Elevated Rising Crowded 4 ↑ Carry intact but asymmetric downside

US Small-Cap Moderate Medium Light 2 → Relative opportunity vs mega caps

Equal-Weight Moderate Rising Improving 4 ↑ Beneficiary of rotation but still cyclical

Long-Duration Treasuries Low Medium Crowded 3 ↑ Policy-sensitive hedge but unstable in high vol

Gold Moderate Low Balanced 2 → Structural hedge against macro shocks

Commodities Moderate Medium Light 2 → Selective upside tied to supply

*Oil/Energy Moderate Rising Balanced 4 ↑ Geopolitical upside but high volatility

Crypto Very High High Fragile 5 ↑ Liquidity-dependent tail-risk asset

Matrix Interpretation

Highest Risk Concentrations

• Mega-cap technology concentration
• Historically tight credit spreads
• Equity complacency vs bond volatility

Relative Value Opportunities

• Emerging market equities vs expensive developed markets
• Gold as macro hedge
• Selective cyclicals tied to supply constraints

Portfolio Implication

Reduce exposure where spread compensation is thin.
Maintain defensive hedges.
Favor balance sheet quality over growth narratives.
Preserve liquidity and avoid leverage in a volatile macro regime.



CE Framework

Contrarian Edge analyzes financial markets through three structural 
drivers that determine the behavior of asset prices.

Liquidity
Credit
Positioning

These drivers interact to determine the current market regime and guide 
tactical portfolio positioning.

1. Liquidity

Liquidity measures the amount of capital available to financial markets.

The CE Liquidity Signal tracks the primary sources of systemic liquidity 
including:

• Federal Reserve balance sheet
• Treasury General Account (TGA)
• Reverse Repo facility (RRP)
• Bank reserves
• Funding conditions (SOFR)

Liquidity expansion typically supports risk assets, while liquidity 
contraction tightens financial conditions.

2. Credit

Credit markets provide the earliest warning signals of financial stress.

The CE Credit Pulse monitors:

• High-yield credit spreads
• Investment-grade credit spreads
• Corporate bond issuance conditions
• Treasury market volatility (MOVE)

Deteriorating credit conditions typically precede equity market 
drawdowns and tightening financial conditions.

3. Positioning & Volatility

Investor positioning determines how markets react to macro shocks.

The CE Positioning Signal evaluates:

• Equity market breadth
• Leadership concentration
• Volatility indicators (VIX / MOVE)
• Market sentiment and flows

Crowded positioning combined with rising volatility increases the 
probability of sharp market repricing.

CE Regime Score

The interaction of liquidity, credit, and positioning generates the 
Contrarian Edge Regime Score, a quantitative measure of market risk 
conditions.

Score Interpretation

1 – Risk On
2 – Neutral
3 – Defensive
4 – Risk Off
5 – Crisis

The regime score determines the portfolio blueprint used in each weekly 
briefing.

Portfolio Framework

The CE portfolio blueprint adjusts exposure based on the prevailing 
regime.

Risk On
Higher equity exposure, lower cash

Neutral
Balanced allocation across asset classes

Defensive
Reduced equity exposure, increased diversification

Risk Off
Elevated liquidity, defensive assets

Crisis
Capital preservation and systemic risk protection

The CE Process

Liquidity → Credit → Positioning → Regime Score → Portfolio Allocation

The weekly briefing interprets these signals to identify shifts in market 
conditions and provide a tactical portfolio framework for advisors and 
portfolio managers.

Contrarian Edge

Ignore the noise.
Follow liquidity.
Position accordingly.



(c) 2025-2026 The Contrarian Edge | For Advisor Use Only

Disclosures & Important Information
General Information

Contrarian Edge (“CE”) provides independent macroeconomic research, market commentary, and strategic analysis for informational and educational purposes only. 
CE is not registered as an investment adviser and does not provide investment advisory services, portfolio management, or personalized investment 
recommendations.

Intended Audience

This material is intended solely for professional use by investment advisors, registered investment advisors (RIAs), portfolio managers, institutional investors, and 
other financial professionals. It is not intended for retail investors and should not be distributed to end clients without appropriate review and approval by the 
advisor’s compliance department.

No Investment Advice or Solicitation

Nothing contained in this publication constitutes, or should be construed as, investment advice, a recommendation, an offer, or a solicitation to buy, sell, or hold any 
security, asset class, strategy, or financial instrument. Any references to asset classes, sectors, securities, or strategies are for illustrative and educational purposes 
only.

Opinions and Forward-Looking Statements

All views, opinions, and interpretations expressed reflect CE’s judgment as of the date of publication and are subject to change without notice. Certain statements 
may constitute forward-looking views, which are inherently uncertain and based on assumptions that may not prove accurate. Actual outcomes may differ materially 
from those expressed or implied.

Risk Considerations

All investments involve risk, including the possible loss of principal. Market conditions, liquidity dynamics, credit conditions, interest rates, leverage, regulatory 
changes, and geopolitical events can materially impact asset prices and investment outcomes. Historical relationships, regime behavior, and past performance are 
not indicative of future results.

Advisor Responsibility

Use of CE research does not create an advisory, fiduciary, or client relationship between CE and any recipient. Advisors remain solely responsible for all investment 
decisions, portfolio construction, risk management, and suitability determinations made on behalf of their clients.

Data Sources and Accuracy

Information contained herein is derived from sources believed to be reliable, including public market data providers and third-party research platforms. However, CE 
does not represent or warrant the accuracy, completeness, or timeliness of such information. Market data and conditions may change without notice.

Conflicts of Interest

CE does not receive compensation from issuers, sponsors, or providers of securities or financial products referenced in this publication. CE’s research is produced 
independently and is not influenced by investment banking, underwriting, or product distribution considerations.

Intellectual Property

All content, analysis, and intellectual property contained in this publication are the property of Contrarian Edge. Unauthorized reproduction, redistribution, 
republication, or commercial use, in whole or in part, is prohibited without prior written consent.
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