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A Market Note: Soft Eyes... A 2026 Outlook

"In chaos, the disciplined find calm. The rest drown in the noise." ~ Navy Seal maxim

No plan survives first contact with the enemy, so the saying goes... | think some old Prussian military
strategist first coined it, though some version of it has probably existed as long as organized warfare
has been around.

The modern philosopher (and retired boxer) Tyson would say, “everybody has a plan until they get
punched in the mouth.”

Both encapsulate the inherent truth that reality shreds spreadsheets...

Traders — at least successful ones — know this.

It's been seared deep into their marrow, often through pained lived experience.

Highly kinetic environments such as firefights, boxing rings, and trade wars not only up the
Clausewitz factor (fog of war), they also excite our amygdalas, making us more prone to over/under
react, misread cues, and generally flub things up.

How do we, as traders, navigate these types of environments then?

We can find our answer (just fyi, I'm going to really overabuse the military analogies in this note) from
the SEALs who are trained in the cognitive practice of: Soft Eyes and Front-Sight Focus.

Soft Eyes and Front-Sight Focus (I'll explain what both these are in a bit) are their answer to the
problem of Attentional Tunneling that tends to arise in fast-paced, high-stress, kinetic environments.

A quick story...

Captain Bob Loft, First Officer Albert Stockstill, and Flight Engineer Don Repo guided Eastern Airlines
Flight 401-a Lockheed L-1011 TriStar, through the pitch-black skies above the Florida Everglades.
The mood was calm as the crew prepared for a routine landing in Miami. Then, a single burnt-out
bulb sparked catastrophe.

As the landing gear lowered, the nose gear’s green indicator light failed to illuminate. The crew circled

at 2,000 feet, troubleshooting the minor issue. Repo manually inspected the gear mechanism below
the cockpit while Loft and Stockstill debated whether the gear was truly faulty or if it was just a faulty
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bulb. Hyperfocused on the light, none noticed the autopilot’s altitude hold had disengaged when Loft
accidentally nudged the yoke.

Unseen by the crew, the jet began a gradual descent of 300 feet per minute. A soft C-chord altitude
alert sounded, but it drowned in the noise of their troubleshooting. Over the Everglades, with no city
lights or terrain cues, the darkness masked their peril.

“We’re going to have to write this up,” Loft muttered, still fixated on the bulb.

At 11:42 PM, Stockstill finally glanced at the altimeter: 900 feet. “We’re still at 2,000, right?” he asked,
voice tightening.

Too late.
The TriStar’s left wing clipped the swamp at 227 mph, shearing off engines and fuselage. Survivors
described a “deafening crunch” as the jet disintegrated, killing 101 of 176 onboard. Investigators later

found the landing gear fully functional — the bulb had simply failed.

Loft’s final words, captured on the black box, haunt training manuals: “Hey, what’s happening here?”
— a stark reminder of how narrow focus, unchecked, can beget ruin.

This is attentional tunneling.
Okay, so back to the SEAL insight into how to recognize and counteract tunneling:

e "Soft Eyes" Technique: Expanding visual focus to include peripheral vision, which calms
physiological stress responses and improves environmental awareness.

e Front-Sight Focus: Narrowing focus and reducing cognitive load by emphasizing prioritization
of immediate tasks (e.g., neutralizing a threat).

Now, for Special Operators such as the SEALSs, the Soft Eyes and Front-Sight Focus is literal. They
consciously adjust their optical and cognitive focus depending on the environment and the objective
— in Sniper school, we spent countless hours training our awareness in this way, until it became
second nature.

When Operators are clearing a room, they go soft eyes as they sweep the area, remaining alert to
any potential threats in their periphery.
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When they’re engaging a target, they go front-sight focus, honing in on the most significant risk, while
cognitively blocking out the environmental noise so they can access the flow state and eliminate the
target.

A quick but interesting aside is that the SpecOps community, through experience, stumbled upon a
nervous system hack that’s been known by yogis and mystics for ages.

The yogis call it nasagra drishti, where they place their thumbs outstretched in front of their eyes and
move them side to side and up and down while tracking them with only their gaze, keeping their head
still. The kahunas (meaning keeper of the secrets) of Hawaii had an identical practic,e which they
called Haka.

Both served the same purpose, which is to broaden optic awareness. Expand one’s field of view from
the narrow, where most people spend most of their day, to the broad.

What this does is that it flips something in our nervous system, causing us to downregulate into a
parasympathetic response, which is a state of rest and recuperation.

This then allowed for deeper meditative states of awareness and the realization of penetrating
insights.

Alright, so you may be thinking right now, “yea, that’s cool Alex... but what does this mean? Are we
supposed to practice going soft eyes when looking at charts?”

Fair question.

So... similar to the SEALs, we need to consciously — and metaphorically — oscillate between soft eyes
and front-sight focus, to keep us from overindexing on a single flashy, and worse, inconsequential,
data point. We need to maintain extreme focus on the few things that matter, while remaining

cognizant of the ever-changing big picture.

Think of the macro doomer who's hyper-focused on recession risks because of what the yield curve is
saying, that he completely misses rebounding growth leads and an improving liquidity picture.

Or the deep value guy who becomes so enamored with his company that he’s blinded to the changing
macro picture that points to dangers ahead...
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Maintaining a balance between soft eyes and front-sight focus allows us to narrow our attention to
mitigating risks and assessing high-reward bets. While our broader scope allows us to continuously
update our mental maps, using Bayesian analysis, which then feeds into our larger planning and
gaming out of specific scenarios.

By mastering this balance, operators (in all high-stakes professions) avoid both paralysis and
recklessness, allowing us to thrive where others falter.

Those of you who read my tribute piece to John Boyd and his OODA-Loop framework from back in
the day (link here) will recognize some of this. As it’s an iteration on much of what he taught, which is

that:

To thrive in a changing world, you must be willing to continuously deconstruct reality and
rebuild new ways of thinking faster than your competition.

So keeping soft eyes and front-sight focus is not just how we survive. It's how we thrive.

Now for my 2026 Macro Non-Outlook.

Starting with the top of the Trifecta Funnel.

Consensus/Positioning/Sentiment

We are at an all-time high in average investor equity allocations (blue line). Equity allocation has a

correlation coefficient of 0.89 to subsequent rolling 10-year SPX returns. We can see the tight fit
between the two below, with forward returns in orange.
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Quarferly Data 1951-12-31 to 2025-06-30
Average Equity Allocation Percentage vs Subsequent Rolling 10-Year S&P 500 Index Total Return
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This is a secular measure of positioning and sentiment. It's therefore a condition, not a catalyst for
action or reason for bearishness. It potentially means nothing over the next year, but it likely means

everything over the next five.

High equity allocations go hand in hand with valuations. And right now, the SPX is richly valued, no
matter how you slice it. It's also above its 90-year trend channel. Like the chart above, this is a

conditional data point.

Valuations cannot matter for long, until the day comes when they really do. That day is always

preceded by a shift in the liquidity regime — more on that below.
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Monthly Data 1928-01-31 to 2025-12-31 (Log Scale)
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Our Risk Cycle indicator, a composite of NYSE FINRA margin debt, forward valuations, leveraged
sentiment, and STAXX retail positioning, has climbed to 80% — a sell signal is triggered when this

crosses >95%.

The Risk Cycle is a cyclical measure of risk-taking and fragility in the market. The idea is that cyclical
bear markets are the result of investors getting out over their skis. As it’s the build-up of leverage in
the system that eventually catalyzes a reflexive unwind, where forced selling begets forced selling,

which creates the grinding nature of bear regimes.
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Macro Ops | Risk Cycle Indicator
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Looking at NYSE margin debt on a RoC basis, we can see that it paints a similar picture. The current
reading is at 36%. A cyclical sell signal is triggered when this climbs above 60% and then falls back
below 50% (chart via our friend Dean over at TPM).

Similar to our Risk Cycle measure, this data point shows that investors are becoming increasingly
comfortable adding leverage to their books. But we still have plenty of room for more gearing before
the sandpile turns critical.

When this one triggers, it's high-time to button up the hatches and prepare for an extended bear
regime.
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Schwab’s STAXX paints a more benign picture, as it’s still firmly in the green zone.

For those of you unfamiliar, the STAXX (formerly IMX before TD Ameritrade was bought) draws from
a pool of tens of millions of retail accounts. It's a composite score of equity exposure, portfolio
volatility, and trading activity that aggregates into a measure of “risk exposure” across a large sample

of accounts.

Like margin data, we prefer this to standard sentiment surveys. These tell us what millions of retail
investors are actually doing with their capital rather than how they say they are feeling.

Similar to the indicators above, this should be viewed more as a longer-term/cyclical measure of

positioning and sentiment.

It should be viewed through a contrarian’s lens. The current picture is bullish for risk assets.
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Macro Ops | Schwab Trading Activity Index
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The most recent BofA Global Fund Manager Survey highlights the following:

Most bullish FMS since early 22’

Highest macro optimism since Aug 21’

Highest allocation to stocks + commodities since Feb 22’

All-time record low in cash

A record low of fund managers expect a hard landing in the coming year

Investors most overweight stocks since Dec 24’ and underweight bonds since Oct 22’.
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BofA December Global Fund Manager Survey

Bottom Line: most bullish FMS of past 3} years, macro optimism highest since Aug'21
on “run-it-hot” belief, allocation to stocks+commodities highest since Feb'22, cash level
at record-low 3.3% (down from 3.7%]); Dec FMS pushes BofA Bull & Bear Indicator up to
7.9, v close to “sell signal”; bullish positioning remains biggest headwind for risk assets.

On Macro & Policy: profit expectations (net 29%) highest since Aug'21 as 57% predict
macro soft landing, 37% say no landing and record-low 3% say hard landing; liquidity
conditions rated 3™ best of past 17 years as most investors since Apr'22 predict higher
bond yields, 69% of investors expect Kevin Hassett to be the next Fed Chairman.

On Crowds & Risks: Al bubble (37%) = biggest tail risk; most likely source of credit
event = private credit (40%) & hyperscaler capex (29%); long Magnificent 7 (54%) &
long gold (299%) = most crowded trades.

On AA: investors most OW stocks since Dec'24, most UW bonds since Oct'22, most OW
commodities since Sep’22; biggest OWs in banks & healthcare, biggest UWSs in cash,
staples, energy; big rotation into US stocks, tech (largest since Jul'24), materials (largest
since Apr'24), out of bonds, healthcare, staples.

FMS contrarian trades: long cash & bonds, short stocks & commodities; long UK
stocks, short EM stocks; long energy & staples, short tech & banks.

Chart 1: FMS cash level drops to record low 3.3%
1-month MSCI ACWI return when cash <3.6% = -2% (see Table 2, page 13)
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Source: BofA Global Fund Manager Survey

According to Al, the increasingly popular narrative amongst Wall St. is:
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The US economy has successfully achieved a soft landing, and we are now entering a
mid-cycle 'Roaring 20s' boom driven by Al productivity, where earnings growth matters more
than Fed rate cuts.

This aligns with my read of things as well.

1. 2026 S&P 500 Consensus Master Table 2. Commodities, Crypto & Macro Forecasts (2026)

Aggregated Price Targets & Institutional Reasoning Consensus Theme: Long “Store of Value” (Gold/BTC), Short “Industrial” (Oil)

Firm / Source Target  Stance Key Commentary & Reasoning MACRO Asset Firm Target Stance Key Commentary MACGRO
Oppenheimer 8100 g7 UltraBull  Max Al productivity; strong US economy & rate cuts. Gold (XAU)  J.P. Morgan $5,055 £7 Ultra Central bank buying & ETF inflows
Bull driving parabolic move.
Capital 8,000 g7 UlraBull  Al-driven boom mirroring the late 1990s bubble.
Economics Gold (XAU)  Bank of America $5,000 &7 Ultra Driven by US debudeficits and policy
Bull uncertainty.
Deutsche Bank 8000 g7 UltraBull  Earnings momentum & buybacks support high
valuations. Gold (XAU) UBS $5,000 £7 Ultra Low real yields and political risks
Bull fueling the rally.
Morgan Stanley 7.800 49 Bullish US exceptionalism vs. Global; deregulation tailwinds.
Gold (XAU) Goldman Sachs $4,900 49 Bullish Gold is under-owned by Western
Wells Fargo 7800 &g Bullish Reflation trade first, followed by Al productivity boom. investors.
RBC Capital 7750 4y Bullish Valuation expansion; market leadership broadens out. Gold (XAU)  Morgan Stanley $4,800 49 Bullish  Weaker Dollar and rate cuts support a
. N . steady grind higher.
Evercore IS| 7,750 4y Bullish “Melt-up” scenario driven by liquidity; risk of “Al
mania". Bitcoin Fundstrat $250,000 g7 Ultra “Supercycle” driven by liquidity and
. 5 = = s < : (BTC) Bull strategic reserve hopes.
Yardeni Research 7,700 9 Bullish “Roaring 205" scenario; productivity caps inflation.
: = 3 " — _ Bitcoin Bernstein $150,000 4 Bullish  Institutional era; pensions and
Fundstrat 7,700 & Bullish Fiscal stimulus & "beautiful” deregulation act. (8TC) endowments adopting ETFs.
CISgroup 7700 &g Bulish Boftfandi: Ak behomite st o nur Resgolsec: Bitcoin Standard $150,000 %y Bullish  Reduced target; ETF flows matter
GoldmanSachs 7,600 SmBulish  Solid growth, but heavily hedged with Gold (§5k tere) Ghartered mora than haking now.
target). 0il {Brent) Morgan Stanley $60.00 1.} Substantial surplus peaking in @2
KKR 7,600 4 Bullish Private markets & Al infrastructure driving equities. Bearish 2026,
J.P. Morgan 7500 &8 Solid base case, but sees 35% risk of recession. Oil (Brent)  J.P. Morgan $58.00 L] Supply growth is outpacing demand
Moderate Bearish growth.
HSBC 7500 & Global stabilization; stretched valuations limit upside. Oil (Brent) Goldman Sachs $52.00 w9 Long-anticipated global surplus finally
Moderate Bearish hitting the market.
UBS 7500 % Defensive bullishness; prefers Quality over cyclical 1oy RSM 4.00% ® Inflation sticks near 3%, keeping yields
Moderate junk. Treasury Neutral elevated.
Barclays 7.400  {m Cautious  Earnings growth slowing; valuations remain stretched. 107 Transamerica 3.75% € Bullish  Yield curve steepens; healthy bond
Treasury market returns.
CFRA T.400 Cautious Limited upside due to persistent rate pressure. e :
= P & P 3. Market Positioning Signals (BofA FMS) 2
Societe Generale 7300 Cautious  Skeptical of US exceptionalism lasting forever. Do om 3 b
L P P Gt Contrarian indicators sourced from the Bank of America Global Fund Manager Sur J
; L
Bank of America 7,100 i Cautious  contrarian Sell Signal: Cash at record low 3.3%. y
o 2 - ' . Signal Type Current Reading Interpretation MAQRO
Stifel Nicolaus 7,000 ™ Cautious  Sticky inflation prevents the aggressive cuts priced in. :
Cash Rule 3.3% (Record Low) Sell Signal. Investors are fully invested; no dry powder
left.
Tail Risk Al Bubble (38%) Investors fear a tech bubble burst is the #1 risk to the
rally.
Crowded Long "Mag 7" (54%) Extreme crowding in Tech; high risk of viclent reversal,
Trade
Macro View Soft Landing (57%) Consensus expects na recession; highly eptimistic.
Allocation Long Stocks / Short Stock allocation highest since 2027; bond interest low.
Bonds
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Coming into the year, betting markets are placing 20% odds of a recession in 2026 (white line). Which
is about the same level as 2025 started with (orange line).

PLYMB2P2 Index 94) Suggested Charts + 96 Actions » 97) Edit - [Z G 848: Recession Prob FCST

01/11/2021|=1 01/10/2026[=JEMSM| ocal CCY [ <5)
1D 30 1M 6M YD 1Y 5¢ Max Daly v Ik 1 - Table IAdd Data &« # Edit Chart &2

Last Price
US Polymarket US recession in 2025 0.10
mUS Polymarket US recession by end of 2026 20.00

Will 2026 be the year that Main St wins over Wall St?

Doubtful... but with Republicans headed for a challenging election, it’s likely we see the Trump admin
pull out all the stops ($2k stimmy checks, assumable mortgages, etc...) And all this on the back of a
resurgence in both US and global growth.

That’s why | think this chart from Paulsen might be foretelling. It's a composite of consumer sentiment
indicators, which Paulsen argues is as critical to future equity returns as earnings are, though it
receives far less attention.

He highlights the current historic divergence between the two and draws parallels to the 1950s and

1980s, when stocks soared primarily on rising optimism. Consequently, Jim views a rebound in Main
Street confidence as the likely “winning ticket” for 2026.
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Chart 6: U.S. Consumer Confidence Index* -- 1950 to 2025
*Compostive of University of Michigan, Conference Board, &
OECD U.S. Consumer Confidence & Sentiment Measures.

120 4
110 +

100 +

20 4/

PaulsenPerspectives.Substack.com

2

50 + + + + + + + + +
1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020 2025

Sentiment & Positioning Bottom-line:
e Secular indicators of positioning/sentiment and valuation are either at or near all-time record

highs.
e Cyclical measures of positioning/sentiment are rising but remain well below levels that mark

cyclical tops.

e The 2026 consensus:
o Everybody is bullish, but only moderately so
m Consensus expects earnings to rise, but multiples to contract

o Popular narrative: Soft landing achieved and a return to growth

o Gold to 5k
o Bearish oil

My general feeling is that we're entering the latter stages of a cyclical bull market. Investors started to
turn increasingly bullish in the second half of 25’, but it was a timid bullishness. Most seemed to add

risk due to a lack of alternatives (TINA).

13

Chop wood, carry water...
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We can see this reluctant bullishness in the large spread between gross and net exposure over the
past few months. Gross hit record highs. But investors loaded up on insurance, so net exposure has
remained neutral.

All this strikes me more as a product of the debasement regime we now find ourselves in.
Dalio commented on this in a recent post (link here), writing:

What happened to the value of money: the dollar fell by 0.3% against the yen, 4% against the
renminbi, 12% against the euro, 13% against the Swiss franc, and 39% against gold (which is
the second largest reserve currency and the only major non-fiat currency). So, all fiat
currencies fell, and the biggest story and the biggest market moves of the year were the result
of the weakest fiat currencies falling the most, while the strongest/hardest currencies
strengthened the most.

The best major investment of the year was long gold (returning 65% in dollar terms),
which outperformed the S&P index (which returned 18% in dollars) by 47%. Or, said
differently, the S&P fell by 28% in gold-money terms. Let's remember some key principles
that pertain to what is happening:

When one's own currency goes down, it makes it look like the things measured in it
went up. In other words, looking at the investment returns through the lens of a weak currency
makes them look stronger than they really are. In this case, the S&P returned 18% for a
dollar-based investor, 17% for a yen-based investor, 13% for a renminbi-based investor,
only 4% for a euro-based investor, only 3% for a Swiss franc-based investor, and, for a
gold-based investor, it returned -28%.

The Technicals

The past three years have been marked by high concentration / weak participation in the indices. This
is typical of the latter innings of a cyclical bull (note the other years in the far right of the chart; 98’,
99’, 72’, 69').

While 69’, 72’, and 99' immediately preceded cyclical market tops. The market had a bit more juice
left in it post 98’, and there’s reason to believe 2026 will be similar, as participation appears to be
broadening out.
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Number of S&P 500 Members Beating S&P 500 YTD (As of 2025-12-31)
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MACRO OPS hitto @warrenpies

Here are a few examples of this, which bode well for equity returns over the next 6-12 months
This chart from @SubuTrade shows that over 90% of DJIA stocks have climbed above the 200dma

for the first time in over a year. Historically, this has preceded very strong gains 6-12m out 100%
of the time.
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Dow Jones Industrial Average:
90%+ stocks above 200-DMA, first time in >1 year

% of stocks above 200-DMA
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2000 2004 2008 2012 2016 2020 2024
Dow Jones Industrial Average after >90% of its stocks are above their 200-DMA, first time in >1 year
SubuTrade.com
1 Week Later 2 Weeks Later 3 Weeks Later 1 Month Later 2 Months Later 3 Months Later 6 Months Later 9 Months Later 1 Year Later
June 2, 2003 0.92% 4.73% 1.97% 1.61% 3.78% 5.82% 9.94% 19.03% 14.66%
March 17, 2006 0.00% -1.51% -1.42% -0.10% -0.66% -2.35% 2.49% 10.08% 8.94%
July 23, 2009 0.94% 2.06% 3.63% 4.81% 8.39% 9.70% 12.17% 23.54% 14.94%
July 28, 2016 -0.57% 0.85% 0.77% -0.33% -1.24% -1.39% 8.87% 13.46% 18.28%
November 16, 2020 -1.20% -0.42% 0.75% 0.68% 3.27% 5.15% 13.17% 16.73% 20.67%
January 9, 2026
Average: 0.02% 1.14% 1.14% 1.34% 2.71% 3.39% 9.33% 16.57% 15.50%
% Positive: 60% 60% 80% 60% 60% 60% 100% 100% 100%

S&P 500 after 90%+ of Dow Jones Industrials are above their 200-DMA, first time in >1 year

SubuTrade.com

1 Week Later 2 Weeks Later 3 Weeks Later 1 Month Later 2 Months Later 3 Months Later 6 Months Later 9 Months Later 1 Year Later

June 2, 2003 0.92% 4.52% 1.51% 1.58% 2.41% 4.24% 9.43% 18.83% 15.95%
March 17, 2006 «0.33% -0.95% -0.90% 0.00% ~2.83% -4.26% 0.95% 9.04% 7.93%
July 23, 2009 1.07% 2.13% 3.73% 5.11% 9.77% 10.77% 11.83% 24.68% 12.94%
July 28, 2016 0.27% 0.72% 0.78% +0.05% -0.47% -1.41% 5.74% 9.87% 13.92%
November 16, 2020 -1.36% 0.98% 2.08% 2.05% 4.74% 7.91% 13.48% 21.32% 29.61%
January 9, 2026
Average: 0.01% 1.48% 1.44% 1.74% 2.73% 3.45% 8.29% 16.75% 16.07%
% Positive: 40% 80% 80% 80% 60% 60% 100% 100% 100%

| shared the following in December from GS, where they noted the historic string of Cyclical vs
Defensive outperformance, writing:
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When we look at every period since 2007 where cyclicals beat defensives in long streaks
(8 straight gains or more), the 3-9 month returns for the S&P are almost always positive
— and often very strong. It's one of the cleaner signals we have that the market is sniffing
out better macro conditions before the data fully reflects it.

US Cyclicals vs. Defensives --> Higher 13-Straight Days

—31Jan2007— —10Feb2026—

14

2010 2013 2016 2019 2022 2025
High Low Avg. Last StdDev
— GSPUCYDE Consecutive Days Higher 13 0 0.97 13 14 t

Date Ticker +lwReturn +2w Return +3w Return +4w Return +1m Return +3m Return +6m Return +9m Return +1y Return
20-Jul-09|SPX Index 3.26% 5.41% 5.88% 3.01% 591% 14.71% 19.65% 26.92% 13.92%
27-0ct-10|SPX Index 1.31% 3.07% -0.33% 1.34% 0.45% 9.90% 14 65% 10.35% 8.64%
11-Feb-15|SPX Index 1.51% 2.19% 1.45% -1.37% -1.37% 1.78% 0.75% 031% -11.58%
6-0ct-16|SPX Index -1.31% -0.90% -1.28% -3.34% -1.35% 5.38% 9.10% 11.52% 17.98%
28-0ct-16|SPX Index -1.94% 1.79% 261% 4 .09% 3.54% 7.27% 12.12% 16.26% 20.99%
19-Sep-17|SPX Index -0.39% 1.11% 1.75% 2.10% 221% 6.97% 8.23% 10.21% 16.01%
4-Apr-19|SPX Index 0.31% 0.89% 1.62% 1.32% 1.84% 4.04% 2.52% 12.74% -7.49%
12-Jan-23|SPX Index -212% 1.94% 4.94% 2.47% 3.87% 2.73% 12.28% 9.20% 20.10%
3-Dec-25|SPX Index
+iwRetumn +2wRefum +3wRetun +4wReturn +ImReturn +3mRetum +6m Retumn +9m Return +1y Return
Average 0.08% 1.94% 2.08% 1.20% 1.89% 6.60% 9.91% 12.19% 9.82%
Median -0.04% 1.86% 1.69% 1.72% 203% 6.18% 10.61% 10.94% 14.96%
Max 3.26% 5.41% 5.88% 4.09% 591% 14.71% 19.65% 26.92% 20.99%
Min -212% -0.90% -1.28% -3.34% -1.37% 1.78% 0.75% 031% -11.58%
%Paositive 50.00% 87.50% 75.00% 75.00% 75.00% 100.00% 100.00% 100.00% 75.00%
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No matter how you slice it, we’ve seen a strong surge in breadth over the past few weeks. Here’s the
MSCI World Index showing that both the % of members of the 50- and 200-dma are north of 65% and

climbing.

MSCI World Index | Breadth: 50 & 200 Day SMA

MSCI World Index

we've seen a strong
surge in breadth over
‘H/I@ Pﬂ5+ ‘F@W W@@ks 1500

100%
90%
80%

2017 2018 2019 2020 2021 2022 2023

L@ WSC1 World Index 50 Day SMA === 200 Day SMA

Our composite Breadth & Thrust indicator jumped to +4 over the past four weeks. It's highest reading
since August. This is a trend that’s picking up, not breaking down.

Macro Ops: Breadth and Thrust Score
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/"‘\ 5000
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indicator improved over the past .
three weeks to a reading of +4. This
gives confirmation o last week's 2000

breakout in the SPX
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The S&P 500, Russell 2000, Dow Jones, German DAX, EuroStoxx 50, Nikkei225, and Emerging
Markets are trading at (or within a hair’s breadth) of all-time record highs.

There’s something you should know about all-time highs. They tend to beget more all-time highs.
Nothing about this is bearish.

Lastly, the chart below is particularly interesting to me. The other week, | noted the US equity
market’s weak underperformance versus the rest-of-the-world (RoW) in 25’.

Below is the MSCI Emerging Market index against the SPX. It's put in a large 2yr H&S bottom. If this
chart breaks out to the upside, meaning emerging markets continue last year’s outperformance, it
would likely mark a structural shift in the cycle, with profound implications for the dollar and
commodities alike.

Keep an eye on this one.

MXEF Index 94) Suggested Charts » 96) Actions v 97) Edit - [Z G 714: World exUS vs SPX

01/14/2000[=0 01/09/2026 =R | ocal CCY |3 ®
1D 30 1M 6M YID 1V 5Y Max Weekly ¥ &2 1f v  Table [Add Data & ¢ Edit Chart 2 %
m

uMXEF Index (MSCI Emerging Markets Index) / SPX Index (S&P 500 INDEX)

Technicals Bottom-line:
e The recent surge in global breadth bodes well for 6-12 month future returns

e The recent Cyc vs Def historic outperformance points to strong 6-9 month returns
e Composite breadth is confirming last week’s SPX breakout.
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e Nearly all major global indices are at or near all-time highs, which is bullish
e Keep an eye on Core vs Periphery relative performance.

Macro (Growth, Liquidity, Labor, Inflation)

Whether we like it or not, we are in a policy-dominated world. The central banks have fired most of
their bullets, and now we’re left dependent on profligate governments to keep driving this train
forward.

Our starting point, then, is the budget deficit, currently at roughly -5.5% and not expected to improve
in the foreseeable future.

One important thing to note is that it's very hard for the economy to tip into recession when the
budget deficit is this large.

EHBBUS Index 96) Actions ~ 97 Edit ~ [4 G 886: Budget Deficit $ GDP
(01/24/1950 (=18 12/31/2035AERBM L ocal CCY [ 5
1D 30 1M 6M YID 1Y 5Y Max Quarterly ¥ 4 Table & . Edit Chart & %
Last Price
m|JS Budget Balance (% GDP) - on 9/30/25 -5.824
7iCBO US Projected Budget Data Deficit or Surplus % of GDP -5.761

2000-2009 2010-2019 2020-2029 2030-2039
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Citadel points out that the fiscal and liquidity impulse will be strong for the first half of the year:

e Policy Inflection Point: The start of 2026 marks a key shift in policy, with fading tariff

uncertainty and a reversal in fiscal impulse from a Q4 2025 drag (-0.6% of GDP) to an early
2026 tailwind (+0.5% to +0.9% of GDP) driven by the “One, Big, Beautiful Bill Act.”
Front-Loaded Fiscal Stimulus: Retroactive personal income tax cuts expected to deliver
~$80 billion in Q1 2026 refunds to U.S. households, with a high economic multiplier potentially
boosting retail equity trading activity.

Monetary Policy Support: Lagged effects from 175 basis points of Fed rate cuts over the past
18 months will ease financial conditions, adding an estimated +0.5% to quarterly annualized
GDP growth through much of 2026.

Upside Risks to Stimulus: Policy risks lean toward more support, including additional tariff
relief or targeted transfers (e.g., $2,000 payments to households earning under $75k, equating
to ~$150 billion in extra fiscal aid), which could further amplify aggregate demand.

Percentage points, goq ann. Percentage points, gog ann.
1.0 Fiscal Impulse to Growth from New Fiscal Legislation r 1.0
0.5 - - 05
UD | T T ] T = =_1' DD
m |nvestment incentives o
J New spending (border, defense, stc) L
-0.5 J -0.5
Trump campaign tax cuts
SALT
mmm Enhancement of TCJA policies
-1.0 { — Cuts to green subsidies - =-1.0
1 Spending cuts (Medicaid, food stamps, etc)
s Other savings
=== Total
E1.5 1 ] T | -1.56
_ i 2025 | 2025 | 2026 | 202 2026 | 2026 | 2027 | 2027 | 2027 | 2027
l' Q3 Q4 al Q2 Q3 Q4 | a1 Q2 Q3 | Q4

Average income tax refund by filing year : i S
2009 - 2026F .
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Our growth leads have been picking up on this, pointing to accelerating growth over the next two
quarters.

h/mh P 'H‘1Ih|q' i hwml, I ﬂ iy me
\ . | Y l.J H_-J lflL‘MrJ L.‘IW ) | 2 T t T G "u’_ H
MNMW ““ij L | ”Huhh““[ * W

These revised growth expectations are showing up in NTM revenue expectations for the top ten
retailers in the US.
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.RETREVS U Index 96) Actions ~ it » Line Chart
101/11/2005 [ 01/10/2026 1 JLocal CCv_ RaRelll s Key Events

Top Ten Retail Sales  (BEOO1[AMZN US Equity] + BEOOL... Last Pr
D 30 1M 6M YID 5Y Max Daily ¥ & Table + Related Data ~  [SHIETE] « . Edit Chart %

”
’
’
’

For months, I've been pointing out the massive increase in household net worth and how this is
extremely bullish for future growth.

Someone sent me these two great charts from 3Fourteen Research. They show that we just saw the
largest 6-month growth in household equity on record.
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6-Month Change in Household Equity as % of GDP

Daily Frequency 1950-03-31 to 2026-01-06
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The next chart shows how this is predictive of an equally big surge in personal consumption over the
following year.
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REACCELERATION? RISING HOUSEHOLD NET WORTH IMPACTS CONSUMPTION WITH A~2 QUARTER LAG

e Quarters from 1959-03-31 to 2025-09-30

13 113

1
|
] .
12 1 112
1
g 11+ ! 411
E 10 : 410
=] 1
S of 1 19
=3 |
W sl ] 18
g 1
B 7+ ~ i 17
®
5 6 o @ 1 46
5 st . 45
= -
T 4 5 . - = 4
E . % e -io HH NET WORTH IMPACTS PCE
5’ o L ® . i- 2 QUARTERS LATER...RECENT }
c 2t ~ ! EQUITY SURGE PREDICTS ABIG 2
o 0 I RISE IN PCE NEXT YEAR 1y
c o/ Change in HNW Based on}
g, S&P 500 1-Year*Return >1 o
Q / 1
S af 1 -1
—2f b ¢ i -2
L ] 1 L ]
-3 . 1 1-3
e i HH NETWORTH (2QsAGO)——— »
—4 [ T T T T T T T T T [I T T T T T T T T -4
-4 —-12 —10 -8 -6 —4 -2 ] 2 4 6 8 10 12 14 16 18 20 22 24

% Change in Household Net Worth 2 Quarters Ago
@ 3FOURTEEN
RESEARCH

WANLEE B, EURAIT PRI

This growth resurgence is being driven by an extremely favorable liquidity regime.

Our Monetary & Fiscal Policy indicator below shows a highly supportive fiscal regime with an
improving monetary one.
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We can see these improving liquidity conditions in the recent Fed Senior Loan Officer survey, which
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Despite a favorable liquidity and growth backdrop, the labor market remains frozen, with low hire and
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Now, we’ve been arguing that these numbers are being somewhat distorted by the big crackdown on
immigration this year, along with a quickly aging population. The reality is that the run rate needed to
keep the jobs market at neutral is much lower than it has been in the past.

Even accounting for this, though, the labor market doesn’t look great. But it isn’t at risk of an imminent
recessionary unwind either.

Our lead labor market indicators show a tepid jobs market, but one that is not signaling a recession.
My guess is that we see a slight improvement in the data over the next two quarters as trade war
tensions ease during this midterm year, CAPEX picks up, and growth accelerates.

It remains to be seen whether Al will have a significant impact here.

My bias is that Al will prove far more disruptive to labor, and at a much faster pace, than technological
revolutions in the past. | think this could become a big story as early as the second half of this year.

%WW%WMWM

On the positive side, at least for equities, a tepid but non-recessionary labor market keeps wage
growth pressures muted. And it’s difficult to have persistent cyclical inflation without sustained wage
growth.
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This should keep the Fed on the easy path, for at least the first half of the year.
Speaking of inflation, our leads continue to fall, with some outright collapsing.

All signs point to this continuing in the first half of 26. Accelerating Al adoption is lowering unit labor

costs, allowing companies to protect margins without raising prices on consumers. Additionally, due

to CPI's 12m+ lag to shelter (core CPI's most significant component), inflation must mechanically fall
in the first half of this year.
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Macro bottomline

e An accelerating fiscal impulse and favorable liquidity backdrop will drive a reacceleration in
growth over the first half of the year, likely much more than what'’s currently expected

e A tepid labor market and mechanical disinflationary pressures will keep the Fed easy over the
next two quarters

e Taken together, this suggests a high likelihood that we’re entering a Goldilocks regime that will
likely play out until inflationary pressures return in the latter part of the year.
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Conclusion

| don’t like that the popular narrative is beginning to catch up with where we’ve been over the past six
months: we’re in a world of re-accelerating growth, with low recession risk and strong disinflationary
pressures over the next two quarters.

| much prefer to be on the other side of the consensus. But, | find it difficult to be bearish here, barring
a policy or geopolitical shock or a resurgence in inflation, which | don’t expect until later in the year.

And perhaps, the crowd isn’t bullish enough?
Investors have certainly upped their risk exposure over the past six months. But while their gross
exposure is high. Their net is neutral. Everybody’s hedged. Few are truly pusing out onto the risk

curve.

As our cyclical positioning data shows, there’s still plenty of capacity for investors to juice things if
they turn outright bullish and start upping net exposure.

We'll see... As you know, we at MO don’t predict, we assess probabilities. The above is my general
macro assessment as we kick off 2026.

More a read of where we are now, so that it may inform where we go next.

We'll play the market as it comes. Using our Trifecta lens to try to stay on the right side of the big
trends, in both the market and the economy.

We'll be paying close attention to the below, to see whether our indicator validates our first half
Goldilocks base case, and for when an “Overheating” regime inevitably throws cold water on this

party.
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@~ Overheating
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I'll be out with more dives into specific assets and the trade setups I'm most interested in as we start

the new year.

Until then, keep soft eyes and a front-sight focus...

Your Macro Operator,

Alex
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