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Executive Take - Late-cycle tension is building. Artificial intelligence disruption fears and renewed trade
rhetoric triggered a broad selloff into month-end, leaving U.S. equities with their largest monthly
decline since early 2025. Investors are reassessing elevated tech valuations and the uncertain returns
on large Al capital expenditures, while tariff threats and geopolitical risks resurface. Macro data remain
resilient, but risk appetite is weakening. The 10-year Treasury yield has declined to 3.94%, signaling
rising demand for safety. Credit spreads are widening modestly from tight levels. Risk-reward skews
defensive heading into the March 6 jobs report.

Macro Regime - Economic momentum is slowing but not breaking. January payrolls rose 130k with
unemployment steady at 4.3%, and February is expected to add roughly 60k jobs. Wage growth near
4% keeps underlying inflation pressure present even as headline readings drift lower. Markets have
pushed expectations for the first Fed rate cut toward mid-year amid firmer data and hawkish rhetoric.
Al optimism has shifted toward scrutiny, with software and financial stocks pressured by concerns over
disruption and uncertain monetization of infrastructure spending. Trade rhetoric has re-emerged,
reinforcing policy uncertainty. The macro barometer remains neutral-to-negative within a stretched
valuation environment.

Liquidity

Liquidity conditions are stable but lack expansionary momentum. The Treasury General Account has
drawn down modestly, releasing reserves, yet remains elevated by historical standards. The Fed’s
balance sheet has edged slightly higher through reinvestments, keeping liquidity roughly neutral rather
than stimulative. Standing Repo Facility usage has fallen to negligible levels, and ON RRP balances
remain near zero, indicating orderly funding markets. However, the decline in the 10-year yield to
3.94% reflects increasing caution and softer growth expectations. Liquidity is not tightening materially,
but it is not expanding enough to provide durable support for risk assets.

Credit

Credit markets are beginning to reprice risk. High-yield spreads have widened from 2.86% to near
3.0%, and BBB spreads have moved above 1.0%. While these levels remain historically tight, the
direction of travel has shifted. The decline in the 10-year yield to 3.94% suggests duration demand is
rising even as risk premia in credit remain thin. This divergence implies caution rather than stress.
Credit complacency is fading, but systemic signals have not yet deteriorated materially.

Positioning

Positioning is rotating rather than broadening. Investors have trimmed Al-exposed software and
communications stocks as disruption fears intensified, while small caps and industrials saw episodic
outperformance on cyclical rotation. ETF flows favor staples and industrials, while technology funds
experience net outflows. Hedge funds continue reducing crowded Al exposure and reallocating toward
commodities and energy. Leadership remains narrow, and breadth improvement is limited.
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Cross-Asset Pulse

Equities:

Broad selloff led by mega-cap tech and software; defensive sectors relatively resilient.

Rates:

10-year yield declines to 3.94% as safety demand increases; curve modestly flatter.

Credit:
Spreads widening modestly from cycle lows; no systemic stress.

Commodities:

Gold bid on hedge demand; energy volatile but supported by supply dynamics.

FX:
Dollar stable to firm; yen and Swiss franc supported on risk aversion.

Crypto:
Tracking equity beta; no independent leadership signal.

Volatility:

Equity volatility elevated; bond market volatility remains structurally sensitive to macro headlines.

Cross-Asset Tone:

Stabilization attempts under pressure; risk appetite deteriorating at the margin.

Theme of the Week

Al Anxiety Meets Trade Risk

Markets are caught between Al optimism and Al anxiety. Investors are reassessing whether massive
infrastructure spending will translate into durable earnings growth, prompting rotation away from
concentrated technology exposure. At the same time, renewed tariff rhetoric reintroduces supply chain
and inflation uncertainty. The combination has shifted sentiment from enthusiasm to skepticism and

reinforced late-cycle fragility.
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The ratio of Nasdag 100 to equal-weight S&P 500 is rolling over
from elevated levels, signaling early fatigue in concentrated Al
leadership.
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Widening high-yield spreads alongside declining long-term yields
reflect rising caution beneath equity volatility.
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TACTICAL VIEW

Rates Maintain intermediate duration as growth slows
Credit Favor higher-quality investment grade credit.
Equities Reduce mega-cap concentration. Selectively rotate into global cyclicals and exporters.

Commodities Maintain gold as policy hedge. Neutral oil.
FX Selective EUR exposure vs USD on trade stabilization theme.

Liquidity Hold T-bills and cash-equivalents. Avoid leverage.

Contrarian Decoder - Consensus is shifting toward the view that Al volatility and tariff rhetoric
represent temporary turbulence within an ongoing expansion. In reality, liquidity is not expanding,
credit spreads are widening from tight levels, and the decline in the 10-year yield to 3.94% reflects
rising caution beneath the surface. The risk lies not in immediate systemic stress, but in the
asymmetry created by concentrated equity leadership and thin credit compensation. This
environment favors discipline over aggression.

Final Signal - The macro backdrop remains late-cycle, characterized by slowing growth, stable but
non-expansionary liquidity, and credit spreads beginning to widen. The decline in long-term yields
signals rising demand for safety, even as equity valuations remain stretched. Until liquidity expands
meaningfully or credit conditions improve, rallies should be treated as tactical rather than structural.
Maintain a defensive posture, reduce concentration risk, and prioritize quality and duration while
volatility remains elevated.

Regime Snapshot

The macro backdrop is slowing
but not breaking. Growth
momentum is cooling while
inflation remains restrictive
enough to limit policy flexibility.
Liquidity is stable yet
non-expansionary, with the
decline in the 10-year yield
signaling a rising bid for safety
rather than renewed risk appetite.
Credit markets are beginning to
reprice risk, as spreads widen
modestly from historically tight
levels, leaving little cushion for
macro disappointment. Volatility
remains elevated beneath the
surface, with concentrated Al
leadership showing fatigue and

bond-market sensitivity

increasing.

CE Regime Score: 3.11; Defensive
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Geopolitical Scenario Watch: Middle East Escalation

The recent military escalation involving Iran introduces a new layer of geopolitical risk into an
already fragile late-cycle environment. While markets have responded with a modest safe-haven
bid, the macro implications depend on how the situation evolves.

Scenario 1: Contained Escalation

Limited retaliation, no sustained disruption to energy infrastructure. Qil risk premium remains
moderate, gold supported, but broader macro impact remains contained. Equity volatility stays
elevated but manageable. This scenario preserves the current Defensive regime.

Scenario 2: Energy Supply Disruption

Material disruption to regional oil production or shipping routes. Crude prices spike meaningfully,
inflation expectations rise, and bond vyields become unstable. Credit spreads widen more
aggressively. This would pressure risk assets and likely push the CE Regime Score toward Stress.

Scenario 3: Rapid De-escalation
Diplomatic intervention reduces tensions quickly. Qil retraces gains, volatility compresses, and
safe-haven demand fades. Risk assets stabilize, though late-cycle structural fragility remains.

At present, markets are pricing Scenario 1. However, energy markets and credit spreads should be
monitored closely for signs of transition toward Scenario 2.

Commodity
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CE Risk Matrix

BUBBLE RISK MATRIX

Asset / Segment Valuation Risk Liquidity Risk Positioning Risk Risk Score CE Read
US Mega-Cap Tech / Al -- Crowded 4 Late-cycle leadership; vulnerable if rates volatility remains elevated
US High Yield Credit Crowded 4 S!areads'widening from cycle lows; limited margin for macro
disappointment.
US Investment Grade Credit -- Crowded 3 Carry intact but asymmetric downside if growth slows further
i i Relative opportunity vs mega-caps
US Small-Cap (Quality/Value) Moderate Light 2
Equal-Weight US Equities Moderate - Improving 2 Beneficiary of rotation and breadth repair
Defensive hedge, but sensitive to policy disappointment
Long-Duration Treasuries -- Crowded 2 E ey 22
Structural hedge against policy and liquidity missteps
Gold Moderate - Balanced 2 vt g€ against policy ‘quidity misstep
Commodities ex-Energy Moderate - Light 2 9B EEE RS (2 10 B ot it
Oil / Energy -- Neutral 2 Not a bubble, but growth-sensitive
Crisin -- S 5 Liquidity-dependent, high-beta tail-risk asset

- Sources: Fidelity economic outlook, Seeking Alpha asset allocation commentary, credit and spread data from LSEG FTSE Russell and market sentiment indices

Matrix Interpretation

Highest Risk Concentrations

« High Yield credit with spreads widening from historically tight levels and limited cushion against macro disappointment.
« Investment Grade credit with crowded positioning and minimal spread buffer despite rising duration demand.
« Persistent concentration risk in mega-cap technology leadership amid declining long-term yields.

Relative Value Zones

- Emerging Markets equities relative to expensive U.S. large-cap concentration.
» Gold as a structural macro hedge amid declining yields and rising policy uncertainty.
« Selective small-cap and cyclical exposure benefiting from rotation away from crowded tech positioning.

Portfolio Implication

» Reduce exposure where spread compensation remains thin relative to macro risk.
» Maintain defensive hedges through duration and gold.

« Favor relative value and diversification over concentrated beta exposure.

» Avoid leverage in a late-cycle liquidity regime with declining long-term yields.
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Disclosures & Important Information

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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