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Executive Take | Macro Regime

Executive Take

Liquidity is tightening again as the Treasury rebuilds its cash balance while the Fed remains on hold. Yields
are rising, the curve is flattening, and credit spreads are at cycle tights. Markets remain optimistic, but the
plumbing says risk is being under-priced. This is a fragile equilibrium heading into the January Fed meeting.

Macro Regime

Late-cycle, neutral-to-fragile.

» Business activity remains in expansion. January composite PMI held at 52.8, supported by improving new orders.
» Exports and labor markets are soft. Business confidence is slipping.

» GDP data remains strong on paper. Q3 revised to 4.4%, Atlanta Fed tracking ~5.4% for Q4.

« Inflation pressures persist, driven by tariffs and input costs. Price indices remain elevated.

Policy remains restrictive. The Fed is expected to hold rates unchanged at the January meeting. Markets have pushed
near-term cuts further out.
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Liquidity | Credit | Positioning

Liquidity
Contracting. Quietly.

« TGA rebuilt sharply to ~$871B on Jan 21, reversing the

early-January drawdown and draining bank reserves. _
+ Fed balance sheet ticked up to $6.585T via T-bill purchases, but CE Dashboard

the expansion is modest and insufficient to offset the TGA drain.

« ON RRP remains effectively empty (<$4B). The liquidity buffer is S | G
gone‘ L. A . CE DASHBOARD
* Repo and SRF usage negligible, signaling no acute stress but no
. . * WALCL Assets: Total Assets...  6,640,618.00
cushion either.
. . * WTREGEN Liabiliti d Capit... 837,306.00
+ SOFR and EFFR remain pinned around 3.63-3.64%, near the top e
Of the pOllcy range * RRPONTSYD Overnight Reverse R... 122
* BTCUSD Bitcoin - United St... 86,337.00
Liquidity momentum remains negative despite surface calm. * DXy United States Dollar 97.60
* HYG iShares High Yield ... 81.14
= LaD iShares iBoxx1G C... 110.84
* USHYCORPOAS ICE BofA US High Yi... 273
Cred it = 5PX S&P 500 6,915.61
* NDX NASDAG 100 25,605.47
Complacent. *RTY Russell 2000 Index 2,660.32
= VIX CBOE SPX Volatilit... 15.83
 High-yield OAS tightened further to ~2.64%, near cycle lows. -6Cl Gold 498143
» BBB spreads narrowed to ~0.93%. “HE1 Bonna 5.04

« Rising risk-free rates are not being reflected in credit risk premia. o p——

» Compensation for duration and credit risk is minimal. [R— United States Yield.

= USYC10v2Y United States Yield...

Credit is not pricing liquidity risk.

* TSYIE 5-Year Breakeven ...

* T10YIE 10-Year Breakeven ...

Positioning
Crowded for calm.

» Rates positioning still reflects easing later in 2026, though near-term cuts are priced out.

» Heavy open interest in SOFR and Fed funds options suggests crowded convexity around policy shifts.
« ETF flows favor long-duration Treasuries and IG credit.

» Equity flows are cautious, but risk exposure remains elevated via allocations rather than leverage.

« Retail activity persists in crypto and Al themes, though participation is thinning as yields rise.
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Cross Asset Pulse | Theme of the Week

CROSS - ASSET PULSE

Equities U.S. indices rebounded early January. Breadth improved, but leadership rotated away from mega-cap tech.
Rates Yields rose across the curve. 10Y ~4.26%, 2Y ~3.61%. Curve flattened to ~64 bps.
FX Dollar firmed to ~98.5, supported by yield differentials.

Commodities  Gold paused after strong 2025 gains. Oil remains soft.

Volatility Suppressed and complacent. Term structure remains benign.

Theme of the Week

Liquidity rebuild meets policy pause.

The Treasury is quietly draining liquidity just as the Fed signals patience. Markets are interpreting
stability as easing. The plumbing says otherwise. This tension between contracting liquidity and resilient
risk appetite defines the current setup.

Treasury drains cash while the Fed
stands still

The Treasury is rebuilding its
cash balance while the Fed
maintains its balance sheet,
quietly tightening system
liquidity even as markets price
relief.
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Tactical View | Contrarian Decoder | Final Signal

TACTICAL VIEW

Rates Maintain exposure to high-quality duration, but expect volatility. Curve remains vulnerable to further flattening.
Credit Reduce lower-quality exposure. Favor IG and agencies over HY.
Equities Tilt toward value, industrials, and energy. Underweight crowded mega-cap growth.

Commodities Maintain gold exposure as a policy and liquidity hedge
FX Prefer JPY and select commodity currencies versus USD.

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

Contrarian Decoder

Rate cuts signal a new easing cycle.

Reality The Fed is stabilizing plumbing, not stimulating growth.

Risk Tight liquidity plus tight spreads leaves markets vulnerable to small shocks.

Reality
Risk

Credit strength confirms economic resilience.

Spreads reflect positioning and carry, not balance-sheet health.

Repricing will be nonlinear if funding tightens.

Final Signal

Risk premia are compressed while liquidity is contracting beneath the surface. Credit markets are complacent,
positioning is crowded, and yields are rising into a policy pause. The asymmetry favors downside. Stay defensive,
prioritize liquidity and quality, and prepare for volatility as plumbing and pricing diverge.
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CE Risk Matrix

BUBBLE RISK MATRIX

Valuation  Liquidity

Asset / Segment . . Positioning Risk CE Read
Risk Risk
US Mega-Cap Tech / Al -- Crowded Late-cycle leadership, vulnerable if liquidity tightens further
US High Yield Credit -- Crowded Spreads at cycle tights with zero margin for error
US Investment Grade Credit -- Crowded Carry trade intact, but asymmetric downside
US Small-Cap (Quality/Value) Moderate - Light Relative opportunity vs mega-caps
Equal-Weight US Equities Moderate - Improving Beneficiary of rotation and breadth repair
Long-Duration Treasuries -- Crowded Defensive hedge, but sensitive to policy disappointment
Gold Moderate - Balanced Structural hedge against policy and liquidity missteps
Commodities ex-Energy Moderate - Light Selective upside tied to supply, not growth
Qil / Energy -- Neutral Not a bubble, but growth-sensitive
Crypto -- Fragile Liquidity-dependent, tail-risk asset

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