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Executive Take

Markets are interpreting post–year-end normalization as stability. The plumbing says otherwise. Temporary 
Fed support has been removed, but structural buffers remain depleted. Liquidity is no longer deteriorating 
aggressively, but it is still tight. Credit markets are pricing calm while funding indicators quietly re-tighten. 
This is stabilization, not easing ; a late-cycle regime where risk assets can hold up, but fragility rises beneath 
the surface.

Macro Regime

Late-cycle dynamics remain dominant.

Growth expectations are softening at the margin while inflation remains sticky enough to limit policy flexibility. The 
Fed has shifted from balance sheet contraction to maintenance, not stimulus. Markets continue to price an aggressive 
easing path that policymakers have not endorsed.

Regime: Late-cycle, funding-sensitive, volatility-prone.
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Liquidity
What Changed

• The Fed officially ended QT and began Reserve 
Management Purchases (RMPs) of roughly $40B per 
month in T-bills to stabilize reserves.

• This marks a shift from contraction to balance sheet 
maintenance, with total assets near $6.6T.

What Didn’t

• ON RRP is effectively exhausted at ~$3–5B. The 
system’s shock absorber is gone.

• Policy rates remain anchored at 3.50–3.75%.
• Liquidity buffers have not been rebuilt.

What’s Diverging

• Credit spreads remain near cycle lows, signaling 
confidence.

• The 2-year yield has fallen sharply below the Fed 
funds rate, signaling expectations of emergency-style 
easing.

• This divergence reflects market hope, not plumbing 
reality.

Interpretation

Liquidity is no longer actively tightening, but it is not 
expanding in a way that supports durable risk-taking. 
This is a high-sensitivity regime where small shocks 
matter more.

Credit
Credit Stress Monitor

• HY OAS: ~2.7–2.8%
• IG OAS: ~0.95–1.0%
• CDX IG / HY: Near multi-year lows

Credit markets are pricing perpetual calm. There is little 
margin for error if liquidity tightens or growth 
disappoints. This is not stress — it is complacency.

Positioning
Positioning & Market Internals

• Cash levels among fund managers are near record 
lows.

• Equity exposure remains crowded, particularly in 
large-cap growth.

• Options markets show rising hedging activity 
beneath calm index levels.

• Breadth is holding but no longer improving 
meaningfully.

Signal: Offense is crowded. Hedging is quietly rising.

The Buffer Problem (Key Risk)

• In 2023, a $2T+ ON RRP absorbed Treasury cash swings.
• In 2026, that buffer is gone.
• Every dollar flowing into the TGA now comes directly out of bank reserves.

With April tax payments approaching, reserve pressure is a real tail risk.
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Tactical View
• Equities: Stay selective. Favor quality and balance sheets over beta.
• Fixed Income: Maintain duration exposure but expect volatility at the front end.
• Credit: Reduce exposure to lower-quality HY. Focus on upper-tier IG.
• FX: USD vulnerability remains, but funding stress favors episodic strength.
• Commodities: Precious metals retain hedge value; energy remains tactical.
• Liquidity: Preserve dry powder. This regime rewards flexibility.

Contrarian Decoder
Consensus:
“The Fed ended QT. Liquidity is improving. The risk-on cycle resumes.”

Reality:
QT ended because the system could not absorb further tightening. RMPs are a reactive defense, not proactive stimulus.

The Edge:
Markets are celebrating intent and ignoring mechanics. “Less tight” liquidity supports prices temporarily, but without expanding 
momentum, upside is fragile and downside convex.

Final Signal
The system has moved from “actively supported tight” to “structurally tight.”
Markets are calm because the emergency passed. The plumbing remains strained because the buffers never came back.

This is not the start of a new easing cycle.
It is a late-cycle regime where pricing looks fine until it suddenly isn’t.
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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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