A crisis of faith

friday speedrun

The U.S. economy is a one-legged stool.

Here’s what you need to know about markets and macro this week

Global Macro

| had a good call last week! | am glad | shared it and | hope some people made money.
Please remember that my hit rate is 50% to 60% and | am wrong all the time and
sometimes | am wrong four or five times in a row.

| did two lectures for a U.S. university finance class this week and | was slightly alarmed to
hear that many of the students in the class made money on my short QQQ call. This is
mildly disturbing on a few levels!

1. Why do university students have enough money or time for trading accounts!? When |
was in business school, | was waiting for the $100 check from my mom each month so
that I'd have enough money to buy some back bacon from A&P and maybe six beers
so | could prime before going to The NAC (a club/bar) with my $10 CAD then walking
home five kms drunk because | had no money left. | was not trading the NASDAQ or
even thinking about the NASDAQ! Wild.
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2.1 am wrong a lot. Don’t think you should bet bigger next time because Brent is hot.
That is the worst time to bet on him! He gets overconfident and overtrades, usually. He
might be wrong five times in a row after this. Make sure you understand variance.
Even traders with skill have bad runs. | made a little simulator so you can see the
probability of a losing_streak of X length, conditional on win rate. | set the default to
250 trades because that’s the number of trading days in a year (I generally track my

data on a daily basis and less on a trade-by-trade basis). The most useful part is down
towards the bottom—the histogram of how long your longest losing streak will be each
year. If you don’t have a good feel for all this, please read the section on variance in
Trade Outside the Box. Pages 181 to 188.

3. All these people following my trade idea reminded me of a super niche movie |

watched when | was a kid. You know those two or three totally random movies that
nobody else knows, but you remember super clearly? This is one of those. The movie,
called “On the Right Track” features the late Gary Coleman. Here is a plot summary
(contains spoilers).

On the Right Track (1981) stars Gary Coleman as Lester, a 10-year-old orphan who lives
in a locker at Chicago’s Union Station, earning money shining shoes and relying on the
kindness of station employees. Lester has an extraordinary ability to predict winning
racehorses, attracting the attention of social worker Frank and his romantic interest, Jill.
Frank initially wants to exploit Lester’s gift to get rich, eventually winning huge sums
through gambling. Lester then makes a deal with Chicago’s mayor to use his predictions to
raise $1 million for public services, but discovers the money is going to banks and
bondholders instead. Disillusioned by the greed and dishonesty of the adults around
him, Lester loses his ability to predict horse races. Frank and Jill, who had previously
lied about planning to adopt him, finally realize that Lester needs love rather than money
and decide to become his family. In the final scene, as the three leave the station together,
Lester casually reveals that he can also predict the stock market, suggesting that his
remarkable gift hasn’t disappeared after all.

Anyway: Trade your own view.

https://en.wikipedia.org/wiki/On_the_Right_Track
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https://www.spectramarkets.com/losing-streak-odds/
https://www.spectramarkets.com/losing-streak-odds/
https://amzn.to/4xTaoxF
https://en.wikipedia.org/wiki/On_the_Right_Track
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Small enough to fit in a locker!

So back to Global Macro. Inflation came in hot this week as tariffs and wars do, in fact,
appear to be inflationary. But that was not the big story. Instead, the market has had a
small come to JC moment as the Al trade experiences severe tire damage.
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There were three sort of slightly scary things that happened this week...

1. CoreWeave debt is blowing out. While you could argue this is an idiosyncratic story,
it's hard to ignore, no matter how bullish you think you might be. CRWYV is the poster
child for Al excess and if they can’t borrow anymore, at any price, that’'s awkward for
the ecosystem.

CoreWeave 5-year CDS

Basis points, daily, 16 Oct 2025 - 15 Oct 2026
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Source; Bloomberg (CoreWeave 5y CDS), Spectra Markets
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The whole deal here is that companies like OpenAl are spending unfathomable amounts of
money to earn unknown amounts of future revenue. In the interim, there is an
uncomfortable year or two where everyone either has faith, or they do not. If everyone has
faith, the issuers keep issuing and keep crowding out the rest of the economy. If some
believers start to lose faith, there is a risk of an air pocket. Welcome to the air pocket.

There is some complexity around recovery rates when calculating default probabilities, but
5-year CDS at 1087 implies more than a 50% chance that Core\WWeave goes bust before
2032. Not great news!

2. Australia’s largest IPO in decades, Firmus, was postponed this week. We are in the
middle of a monster bull market and the NASDAQ is a few percent from the all-time
highs but a huge Al capex play cannot go public right now? That’s a red flag. Thanks
to Ben Hunt for being the first one to point this out to me. He’s on fire these days with
his model portfolio and just his calls in general.

3. Apple and META are teaming_up to run inference on local hardware. That’s not great
news for the neoclouds.

4. ai goes bankrupt. They filed Chapter 11 on October 12, despite 12 million users. The
company was losing $8-9 million monthly amid high Al costs and lawsuits involving
chatbot-related harm to minors. Evidence that many users does not equal mucho
profits.

That’s four things this week. Not three. There are certainly more, but | think those are the
main ones. Anthropic also had its investor day this week, but that kind of came and went
without any surprises.

The most important takeaway from the week is that we have experienced a regime shift in
correlation. In the Italian-tinted words of my podcast compatriot Alfonso, we have gone
from “bonds are oil” to “bonds are KOSPI”. This is a logical regime change in my opinion
because the entire U.S. economy is a one-legged stool balanced on the Al trade.
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https://investinglive.com/stocks/australia-s-biggest-planned-ipo-in-30-years-pulled-as-ai-infrastructure-appetite-cools/
https://pro.perscient.com/model-portfolio/
https://www.macobserver.com/news/apple-and-meta-team-up-to-run-muse-local-ai-model-on-mac-studio/

Outside data centers, real construction spending is shrinking

% change y/y after inflation, Aug 2026; spending level (SAAR) beside each label
Private nonresidential Residential, public and totals

Data centers $85bn

Power $166bn New single family $403bn -8.4
Office ex-data centers $49bn MNew multifamily $116bn 5.6
Commercial $116bn Improvements $363bn -121
Health care $57bn Private residential $882bn -9.6
Educational $24bn Public highway $151bn -0.9
Lodging $23bn Public educational $113bn -3.9
Manufacturing $168bn Other public $284bn -3.2
Other* $84bn Public total $548bn -2.7
Total $773bn Private total $1,655bn -7.9
Total ex-data centers $688bn ALL CONSTRUCTION $2,203bn -6.7
-20 0 20 40 60 -20 0 20 40 60

Mote: Census nominal spending deflated by BLS PP| final demand construction (+5.3% y/y). *Religious, amusement, communication, transportation and

other small private categories, Improvements = private residential less new single- and multifamily. August data are preliminary,

Source: US Census Bureau (construction spending], BLS (PPI), Spectra Markets

You could argue that there are two legs to the stool as consumer spending is forever
strong, but there is a risk that this engine is also powered by Al capex via the wealth effect
from stock market gains. If stocks turn, confidence turns, neocloud bond yields spike,
stocks fall, earnings fall due to reval effects, stocks fall more, wealth falls, rich consumers
pull back, etc. etc.

| am not saying all this is happening now and the Al bubble / bull market peaked for good
this month. Maybe it has, maybe it has not. | don’t know. | don’t trade that time horizon.
What | am saying is that the market reaction function over the past 24 hours is probably
correct. Stocks down, bonds up, USD down is the right framework for a repricing of
the Al Capex Machine. More on this in the fiat currency section.

This week we also saw a huge leap in headline PPl and a higher-than-expected Core CPI.
The dovish 3-month annualized bros are in tears. The only thing dumber than three-
month annualized inflation numbers is when you make a ton of cash on the first trading day
of the year and you annualize it.

Let's take a look at inflation:
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US CPI: 3m annualized vs. y/y since 2023

US CPI, % (3m annualized and y/y), monthly, Jan 2023 - Sep 2026; dashed line = 2%
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Source: Bloomberg (CPI CHNG), Spectra Markets, Oct/Nov 2025 = 0.1% each (BLS 2m change)

3-month annualized went below 2% five times in four years and every time it did so, doves
cried. And vice versa of course, the hawks squawk when it roofs.

US CPI: 3-month annualized since 2023

US CPI, % 3m annualized, monthly, Jan 2023 - Sep 2026; dashed line = 2%
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Source: Bloomberg (CPI CHNG), Spectra Markets. Oct/Nov 2025 = 0.1% each (BLS 2m change)

Please do not use 3-month annualized numbers. The weird thing is, despite CPI high
and PPI exploding higher, the Fed continues its alternating flip/flop approach—they are
wildly dovish one month and then flip hard the other way for no reason the next. October
has been dedicated to the doves as Waller and Jefferson pushed back against market
expectations as October Fed hike odds exceeded 50%. And Williams bends over
backwards to insist there is no need for rate hikes in 2027, either. What are we doing here?
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The current Fed is similar to the Yellen Fed where every molecule in the DNA of the
policymakers is dovish-biased cut cut cut cut cut cut cut cut and the only time they will hike
is when absolutely forced or embarrassed into doing so. This is in contrast to Warsh'’s
stated sense of urgency in June. One hike in six months with inflation above target for six
years is not urgency.

We have Initial Claims at 200k, 4.2% unemployment, and inflation at 3.4% and a Federal
Reserve with zero desire to hike rates in any meaningful way. Using data from Bloomberg,
here is the net hawkish or dovish tone from the Fed since Warsh took the helm.

This is what the Aussies call: All over the shop.

Fed hawkishness inthe news
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Source: user-supplied story counts, Spectra Markets l==

Finally, China’s national team stepped in to buy stocks. Following them is good over a 1-
year period, but looking out 1, 3, or even 6 months, there is more pain than gain. Here |
show FXI (not a great proxy for CSI 300 but the only one we can trade in the USA) and the
national team announcements.

8/23



FXI: national-team announcements

Daily close, USD | Jan 2023-Oct 2026 | Includes Oct 16 press report
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Red lines: announcement dates | Black dots: FXI close

Source: Bloomberg (FXI US Equity, supplied data), Spectra Markets -
EEE

Stocks

Stocks are lower and | took profit on my short from last week (see FSR and am/FX last
week if you missed it). | remain mildly bearish, but when a tactical trade pays out that big
and fast in a 15 VIX environment, | am happy to throw in a bid and reassess. There is a ton
of support in NQ around here. While not perfect, the 100-day moving averages have given
you a pretty good sense of the trend over the past two years and we are right in there right
now.
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People like to say that earnings are so strong that you just have to be bullish stocks, but
this is not really true at all. In fact, buying stocks after earnings have ripped is a way to
underperform the index, not outperform it.

This chart shows all the times when forward EPS were zippy and labels them so you can
see what SPX did after. There’s a table after the chart to help understand it.

Forward EPS growth is near a record

YoY change in forward 12m consensus SPX EPS (%), monthly, 1991 - Sep 2026; labels = avg SPX return after

2021
2010 =10% next 12m
+13% next 12m
40 37.6%
2004 2018
+7% next 12m +5% next 12m
| Top 10% of months: >21%

20

O\ A v R g V)
=20
-40°

1995 2000 2005 2010 2015 2020 2025

Source: Bloomberg (SPX Index: BEST_EPS BF, PX_LAST), Spectra Markets

Past forward-EPS booms lagged normal months

SPX price return after months when forward 12m EPS growth was in its top 10% (>21% YoY), 1991 - Sep 2026

Peak fwd Average SPX return (%) Up after (%)
Episode Months growth (%) 3m &m 12Zm 6m
All other months (benchmark) 386 — +2.6 +5.1 +10.8 ra| 76 81
May 2004 - Dec 2004 8 23.2 +2.3 +4.4 +7.5 63 88 100
Feb 2010 - Dec 2010 11 37.2 +3.9 +10.6 +13.1 64 73 82
May 2018 - Oct 2018 6 22.4 -1.4 -13 +5.1 33 33 100
Apr 2021 - Mar 2022 12 42.9 =-1.0 -3.8 50 42 0
Average of the four episodes 37 — +1.0 +2.5 +3.8 52 59 70
Source: Bloomberg (SPX Index: BEST_EPS BF, PX_LAST), Spectra Markets
-1 n
Shading: red = below the benchmark, blue = above, (1]
HEE

Stan Druckenmiller said:

“I learned this way back in the 70s from my mentor [Speros] Drelles. | was a chemical
analyst. When should you buy chemical companies? Traditional Wall Street is when
earnings are great. Well, you don’t want to buy them when earnings are great, because
what are they doing when their earnings are great? They go out and expand capacity.
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Three or four years later, there’s overcapacity and they’re losing money. What about when
they’re losing money? Well, then they’ve stopped building capacity. So three or four years
later, capacity will have shrunk and their profit margins will be way up. So, you always
have to sort of imagine the world the way it’s going to be in 18 to 24 months as
opposed to now. If you buy it now, you're buying into every single fad every single
moment. Whereas if you envision the future, you’re trying to imagine how that might be
reflected differently in security prices.”

| am a short term trader so | am always imagining the world five to ten days from now;
same concept of course!

Here is this week’s 14-word stock market summary:
The short was good and | took P but risky assets still look risky.

Interest Rates

Betteridge’s Law says all headlines that end with a question mark can be answered with:
NO.
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The
Economist

How Al has trapped the Republicans
s are back

The China-EU trade fight, round two

Tongue scraping: the disgusting truth

OCTOEER W0TH-8TH Bk

Will bonds blow up?

No. No they won’t blow up because they already did. You are asking the question after
yields have already gone from 0.4% to 5.5%. It’s a borderline ridiculous question to be

asking at this point.
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If bonds are going to worry about Peak Al Capex, the correlation will be NASDAQ down,
bonds up and that means maybe, just maybe, 60/40 will make a return. Let’s see.

Also, if bond yields have peaked, | would think XHB and RKT are decent medium-term
longs as housing can’t get any more bombed out, can it? RKT has substantial leverage to
a housing rebound, and it’s sold off a lot so your margin of safety is decent. | am not an
expert on this company, at all, so please DYOR and don’t think | am Gary Coleman on this
one.

Fiat Currencies

| am going to quote from am/FX for this section because it's the most relevant thing | can
put in this section. If you read am/FX every day, you can skip this section and move to the
next major heading. If you do not... You can subscribe here. You will be happy you did it! If
you hate it, I'll refund you. Zero risk, unlimited upside.
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https://www.spectramarkets.com/subscribe/

The question of the week this week was: “How will the dollar react to a reversal in the Al
Capex narrative?” | believe yesterday was an incredibly perfect microcosm of the bigger
picture USD response to a reversal in the Al story. The USD reflexively rallies on equity

weakness, then reverses hard because the rally was effectively wrong.

Before | go through some history to explain why | believe the correct parallel for the USD
here is the 1999/2001 analog, let me offer the most simplistic and effective heuristic for
what happens to the USD in a crisis or meltdown: Positioning. When the guano hits the
fan, the market squares up.

e 1997 to 2000: Massive positions build in U.S. assets as there is no alternative to the
NASDAQ. The dotcom bubble builds and builds and the USD rallies like mad starting
in 1995/1996. More on this later, because this is the best comp to 2026. Market long
USD = stocks down / USD down.

e 2008: Market has been selling USD for years, hedging all USD assets, and borrowing
in USD (corporates and carry trade). Market short USD = stocks down / USD
skyrockets.

e 2020: Market no huge USD position. USD rallies on COVID then sells off on Fed
reaction.

o April 2025: Market mega long USD as the view was that Trump and tariffs are bullish
USD. Market long USD = stocks down / USD down.

And now, of course, we have a market that is long USD on European woes, American Al
Capex dominance, rising yields, “hawkish” Fed and so on. If we zoom way, way out, there
has also been an American Exceptionalism story going on for five years and while that
story was similar to 1999, the USD has barely appreciated. In 1999/2000, the dollar had
absolutely no headwinds. U.S. hegemony was strong and getting stronger, U.S. soft
power was at its height, American deficits were gone (!).

So while the USD rallied to the moon in the dotcom bubble, it has struggled to get off the
launch pad in this cycle, despite gargantuan buying of U.S. equities and large private FDI
into U.S. tech. Despite the similarities to 1999, particularly U.S. tech dominance and rising
real yields, note many structural differences:

e China has risen. There was one superpower in 1999. Now there are two.

 Iraq and Afghanistan Wars. The 1991 Gulf War was a cakewalk that boosted U.S.
power. Iraq and Afghanistan were expensive, drawn-out quagmires.

e 2008 Global Financial Crisis. U.S. financial system to the brink.

e Deindustrialization and erosion of American industrial capacity.

o Weakened policy continuity, institutional trust, and international perceptions of
American stability.

» Rising federal debt and persistent fiscal deficits even during economic boom times.
Orthodox Keynesian fiscal policy approach has been tossed in the trash.
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o Trade wars and protectionism.
o Weaponization of the dollar.
e Etc., etc. etc.

A few stats, 1999 vs. now:

e U.S. share of global manufacturing: 28% to 15%.

e Dollar share of global FX reserves: 71% to 57%.

e U.S. share of global exports: 14.4% to 10.4%

» U.S. favorability as viewed by citizens of Germany, France, and Canada: ~70% to
~35%

All this to say that the USD had many other legs to stand on in 1999. The other important
thing to know or remember about the dotcom cycle in the dollar is that the euro was
launched right in the heat of the dotcom bubble (January 1, 1999) and the launch did not
go particularly well.

By mid-2000, the market was seeing the euro as a soft currency like ITL or ESP (lowest
common denominator) not a hard currency like the DEM. So EURUSD tanked from 1.17
on launch to 0.8300 by October 2000. The ECB and G7 had to intervene and support it a
few times before it finally bottomed and people started to believe the euro project was
coherent and workable.

This extreme weakness and fear of a fragmented euro muddies the water when you are

trying to compare now to back then. The USD peaked much, much later than the NASDAQ

because it had many remaining tailwinds, even without tech, and the euro was off like a
damn squib. Here’s DXY vs. NASDAQ in that period.
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Today, the reaction function of the dollar to a serious repricing of the Al Capex boom
should be unambiguously USD bearish. There could be feverish bursts of USD buying like
we saw yesterday (partially due to CPI). But if the market is pricing rising odds of peak Al
capex, the USD is a sell. The entire U.S. economy is a one-legged stool balanced on the
Al trade.

| am not saying all this is happening now and the Al bubble / bull market peaked for good
this month. Maybe it has, maybe it has not. | don’t know. | don’t trade that time horizon.
What | am saying is that the market reaction function this week is probably correct. Stocks
down, bonds up, USD down is the right framework for a repricing of the Al Capex
Machine.

In the short term, | think the current Al wobble is not over, and the market will continue to
sell USD first and ask questions later because specs and real money have just spent
months getting long USD and yet most people hate the dollar and are much more
comfortable short not long. The ferocious turnaround in bond yields yesterday and the
Fed’s tiptoeing over eggshells style of rate hikes means the euro might have found a base.
There is a budget vote in France on October 20, and that might create some turbulence,
and there is a Moody’s review on October 23, so those are the two key dates you need to
survive if you go long euros or short USDCHF etc.

Here’s next week’s calendar.
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Week ahead: 19-23 October 2026

Key data, central bank events and company results

- All times New York (ET)

MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY
19 Oct 20 Oct 21 0ct 22 Oct 23 Oct
02:00
02:00 03:30 ;
. i - KR | Sal
BEFORE NY ?un 22:00 UK Jobs & Wages 02:00 SNB policy UK Retail Sales
China GDP, IP, ; UK CPI discussion 04:00
OPEN Retail Sales G U5'002EW summary Eurozone & UK
erman flash PMis
. - Pre-mkt
08:30 Pre-mkt TMO TBT oM T Pre-mkt AXP, SLE
NY Canada CPI GM, GE, RTX, MMM, ' NEI; Y PG, UNP, BX, LMT, 08:320
MORNING 11:30 NOC 09:00 HON, SPOT Canada Retail
BoC Business 08:30 HoE Balies soaal 08:30 Sales
Outlook Survey US Housing Starts ysp US Initial Claims 09:45
(OMFIF)
USs flash PMIs
13:00
NY Fed in blackout | BoE Greene speaks After close
ahead of 27-28 After cl TSLA, META, IBM After close
= er close " " "
AFTERNOON Oct FOMC NFLX, ISRG, UAL, TXN, LRCX, SAP WDC, NEM, DECK
COF
17:45
ASIA New Zealand e
CPI Japan CPI

Times are New York (ET).

Crypto

Note: UK & European clocks go back 1 hour on Sun 25 Oct; London-NY gap is 4 hours until 1 Nov.

There is risk aversion, and so the hot things are cooling off.
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PURR and ZEC trading 30% off the late September prices while BTC and ETH are still
holding in okay. Meanwhile, Strategy (MSTR) faces potential removal from MSCI’s global
indices after they (MSCI) finalized new rules on October 15. There could be as much as
$2.8 billion of passive MSTR selling if this comes true. November 11 MSCI announces the
final list of exclusions, and November 30 changes take effect after the close. The
Polymarket odds say it’s priced in, but the flows are big and you never know. Sometimes
markets are not as efficient as you might think.
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Crypto - Corporate Financials
. Microstrategy delisted from MSCI index by...? > O
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MSTR’s mNAV has flatlined just above 1.0 throughout 2026 as the market finally
(FINALLY!) came to understand that buying MSTR at a premium is donkey finance—the
financial equivalent of buying $1 bills for $2. The current, tiny premium could theoretically
move to a discount around mid-November or early December due to forced selling, so it's
worth keeping this on your radar.

MNAY (EV) 1M M 1Y a All
Enterpnse value divided by BTC NAV.

1.13x

Premium +13% - asof Oct 16, 2026

3x

Commodities

The copper triangle with which | have been obsessed for a few weeks is finally cracking as
the market has moved from supply crunch and sideways eight Al let’s go to possible
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growth scare or financial meltdown on the possibly unpaybackable Al debt blob.

And as the foreverwar continues in Iran, oil and diesel prices continue to lurch higher. The
most interesting aspect of oil this week is that people just decided to stop caring about it.
We are perhaps at a tipping point where the market has decided it's more worried about
future growth than future inflation. Brent crude through $115/$120 and the market will need
to reassess how much it cares about oil.
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That’s it for this week.
Get rich or have fun trying.

The fun stuff
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A RTVisual X
w Chinese bride gifts her partner a flagship GPU at
wedding — he breaks down in tears

She handed him an ASUS ROG Astral RTX 5090
that costs around $12,000
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This paper, Best Ideas, is interesting. It makes a fairly compelling empirical argument for
something many star traders and investors believe: Concentration is the way to
outstanding returns. Diversification is the way to let fees and averaging drag you to
perform at or just below the benchmark.

The paper is from 2000, before cool visuals and graphics were the norm, so | redid their
Figure 3 in Spectra style to make it nicer to look at and easier to understand.
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https://www.hbs.edu/ris/Publication%20Files/21-004_f616ddeb-db44-495b-915a-0b5191d9ccf3.pdf

Best ideas: alpha fades as conviction falls
Six-factor alpha by manager idea rank, bps/month, with +2 standard-error bounds, 1983-2019
60 35
- Ideas 6-10: lower bound
50 touches or crosses zero
sS4 22
g 0 2.1 21
€ qp 16 15
3 11 12
= i i 7 8
420 =
L
) . . .
) [
Best #2 #3 #4 #5 #6 #7 #8 #9 #10
idea
Source: Anton, Cohen & Polk, "Best Ideas” (HBS WP 21-004), Figure 3; Spectra Markets -IE
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Washing machines and the Flavio vote

5,570 MUNICIPALITIES - 2026 FIRST ROUND - r = 8.74
® Flaviowon @ Lulawon

VOTES
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FLAVIO,

d0% 60R 1 100%
HOUSEHOLDS WITH A WASHING MACHINME

SOURCES: TSE 05/10/2026 - IBGE 2022 CENSUS QUEBRASILEESSE.COM.BR/EN
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E- rEddi"' Q % r/mildlyinteresting X Search in r/mildlyinteresting

= ﬁ r/mildlyinteresting - 6d ago

u/LaurenSomm

My cousin eats ice cream like he works at a quarry.

*hkkkkhhhhhihd
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