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Symptoms of Market Madness
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The market’s favourite $2 trillion bet: 
“Business with a history of losses that may not achieve profitability in the future”
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AI is a bubble, but it could still expand further

Nasdaq: 1982-2000 versus 2009-2026 
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Mag 7 are down to Mag 2; but investors keep dreaming …
Since 2022 only 2 of the Mag 7 have outperformed S&P 500
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… in a mad quest for AI “picks and shovels”
"Picks & Shovels" madness
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Are memory prospects suddenly 5x better than last summer?
Semiconductor madness
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Are Caterpillar’s AI prospects 4x better than Microsoft’s

Caterpillar and Cummins have vastly outperfomed Microsoft and Apple since 2022 
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Did Walmart suddenly get better at AI than Amazon?

Walmart doubled relative to Amazon since 2022 and jumped +68% fropm Nov 2025 to Feb 2026
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“Dumb money” has been the smart money since 2020
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Why is JPY collapsing as Japan recovers from 30-year slump?

Trade-weighted real exchange rates 
BIS calculation based changes in relative CPIs (100 = mean since 1990)
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Do bond markets really believe Fed will hit inflation target? 
US bond markets are completely certain that Fed will hit the "inflation target" of 2.4% CPI 

TIPS breakeven CPI inflation over 5, 10 and 30 years
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Why do professional economists always forecast inflation at 2%?
Inflation Expectations in Fed Survey of Professional Forecasters 
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… especially as US debt to GDP inevitably overtakes Italy’s?
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Regime changes are never priced in
for years - or even for decades
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Regime change 1: 
End of 40-yr downtrend in inflation and interest rates

• Covid Ukraine (& Trump) permanently changed global conditions

• Inflation “target” of 2% is now a floor; inflation will average >3%

• Interest rates will never return to 2010-20 levels

• Geopolitics & fiscal policy now matter more than central banks

• Best-case scenario:  Inflation = 3%     Interest rates = 3.5%-5% 

• Bad scenarios:  Long-term inflation = 4%+   interest rates = 6% +
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Regime change 2: 
Will Trump make Europe and China Great Again?

1) Tariffs, deportations, war and tax cuts exacerbate US inflation risk

2) Europe is forced into more expansionary demand management

3) China re-orients trade and accelerates technological progress

4) “Rules-Based Global Order” demolished in geopolitics and trade

5) “US exceptionalism” gives way to exposure limits on US risk
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Iran war scenarios have delayed market repricing 
1. Trump backs down

  Hormuz reopens, US lifts Iran sanctions, Global boom resumes
    2025 trends turbo-charged, Capital flight from US 
           2. Iran backs down 
  Iran regime change, US lifts Iran sanctions, Global boom resumes
    2025 trends turbo-charged
 3. Compromise; both sides back down
 “Peaceful coexistence” between US, Iran, GCC, Global boom resumes

     2025 trends turbo-charged
 4. War or blockade continues
 Global stagflation; 5% US inflation; EU recession; China <4% 
      Bear market in equities and bonds everywhere

     

Pricing made even more difficult by 
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Four big market mis-pricings

1) 1. Secular uptrend in inflation and bond yields

2) 2. Cyclical acceleration in global growth

3) 3. Rotation from AI “growth” to genuine value

4) 4. Over-exposure to US equities and USD assets
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Investment implications

1) Bond investors will keep losing money, but bonds will be slow to deflate

2) Fixed income should avoid duration; favor inflation protection and credit

3) Balanced portfolios should hedge against inflation, not recession 

4) Equity sector leadership keeps rotating from US growth to global value

5) US Exceptionalism is over: capital flows to Europe, China, Japan and EMs

6) USD will decline in response to expansionary policies in Europe and Asia
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Our 4-quadrant framework is now more relevant than ever
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Inflation and bond yields are 
now in secular uptrends
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Long term structural shifts that have ended deflation

• Deglobalization: Trade blocs replace global competition

• Protectionism: End of “The China Price” especially in US

• Technology: Disruptors become monopolists 

• Politics: Power shifts from capital to labor

• Demographics: Fewer producers and fiscal profligacy
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Medium Term: monetary and fiscal policies now guarantee higher inflation

• Monetary policy: 
2% “target” is now floor instead of average or ceiling

• Fiscal policy: 
Politics and demographics mean permanent fiscal expansion

• Fiscal dominance: 
Indebted governments cannot afford positive real rates 

    (Fed’s Third Mandate: “moderate long-term interest rates”)
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Short-term: Inflation shows no sign of returning to 2% “targets”

• Inflation in 2025 is at a cyclical low: 
Monetary policy means cyclically rising inflation in 2026-27

• Core inflation rates are still far above 2%:
US core CPI =3.0%, EU=2.3%, UK=3.5%

• Wages and Services: 
Wage growth and service inflation are still around 4%

• Housing costs: 
Prices and rents keep rising despite “restrictive” monetary policy
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Regime change began with bond bubble bursting in 2022

US bonds will NEVER return to the 2010-21 trading range
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UK yields also broke out in 2022, but Germany is still in denial

European 10-year bond yields 
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Will Trump cause a second wave of US inflation?
Inflation comes in waves: US core PCE in 1958-82 and 2010-26
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Easy monetary policy did NOT cause the Great Inflation

Monetary policy tightened well ahead of the 1973-74 energy crisis 
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Monetary policy expectations have become wildly erratic
Fed funds futures
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… but yield curves could easily steepen by 100 bp or more

US yield curve: bond yields minus Fed funds
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Regime change has happened in real interest rates too 

US TIPS real yields (+CPI)
Horizontal lines = 2012-21 means
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“Bond vigilantes” no longer discipline politicians

Short-term investors who don’t care about economics
• Hedge funds buy bonds to speculate on central bank decisions, not economics
• Quant investors buy bonds to speculate on market trends, not economics

Long-term investors who don’t care about profits
• Central banks buy bonds for macroeconomic management, not profits
• Governments buy bonds for trade and currency management , not profits

Long-term investors who don’t care about economics or profits
• Pension and insurance funds: regulators require bonds for “liability matching”

• Banks: supervisors require bonds for liquidity and “solvency”
• Risk-parity investors require bonds for tactical “stabilization“

Result:  Bond Vigilantes have turned into Opioid Pushers
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Growth Prospects:
Markets are priced for late-cycle slowdown
Data and policy mean early-cycle upswing 
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IMF upgraded almost every economy just before Iran
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Germany’s fiscal U-turn is a real regime change for Europe

Everyone Loves German Rearmament - Bloomberg

https://www.bloomberg.com/opinion/articles/2025-03-18/everyone-loves-german-rearmament?srnd=homepage-europe
https://www.bloomberg.com/opinion/articles/2025-03-18/everyone-loves-german-rearmament?srnd=homepage-europe
https://www.bloomberg.com/opinion/articles/2025-03-18/everyone-loves-german-rearmament?srnd=homepage-europe
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China is now the champion of globalisation

China vs US as trade partners in 2000         China vs US as trade partners in 2024
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IMF scenarios from Iran war
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IMF post-war outlook in “benign” scenario 
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Growth To Value Rotation Is Mispriced
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Tech is now very capital intensive: AI = steel or shipbuilding?

“Amazon, Microsoft, Alphabet, Meta and Oracle are set to spend 
around $1.5 trillion on building out the AI infrastructure boom 
between 2023 and 2026, compared with roughly $600 billion the 
companies had invested in their entire history before 2022.”

Goldman Strategists Say Asset-Heavy Stocks Boosted by AI Fears - Bloomberg

https://www.bloomberg.com/news/articles/2026-02-24/goldman-strategists-say-asset-heavy-stocks-boosted-by-ai-fears
https://www.bloomberg.com/news/articles/2026-02-24/goldman-strategists-say-asset-heavy-stocks-boosted-by-ai-fears
https://www.bloomberg.com/news/articles/2026-02-24/goldman-strategists-say-asset-heavy-stocks-boosted-by-ai-fears
https://www.bloomberg.com/news/articles/2026-02-24/goldman-strategists-say-asset-heavy-stocks-boosted-by-ai-fears
https://www.bloomberg.com/news/articles/2026-02-24/goldman-strategists-say-asset-heavy-stocks-boosted-by-ai-fears
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Value outperformed growth in 2022 and again after Trump’s election

Value outperformed growth by almost 50% in 2022
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Value held up well after the dot-com bubble
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IBM Study: CEOs double down on AI while navigating 
enterprise hurdles, 6 May 2025

Two sobering case studies

Worried about AI replacing your job? This job has become the ultimate case study 
for why it won’t | CNN Business

2016: 
Geoff Hinton, then working for Google, said “We 
should stop training radiologists now. It’s just 
completely obvious that within five years, deep 
learning is going to do better than radiologists.

2025: 
The Bureau of Labor Statistics projects employment in radiology will grow 5 
percent from 2024 to 2034, which is higher than the average of 3% across all 
occupations. Data from Indeed provided to CNN also indicates there were more 
radiology jobs in 2025 compared to 2020.
AI can parse through troves of data much more quickly than 
human workers can, and it is already helping to speed up certain 
processes in radiology — for example, figuring out which scans 
need immediate attention.

But human physicians are still required to do the bulk of the work – like making diagnoses, 

physically examining patients and writing reports. And radiology jobs are projected to grow 

faster than roles in other areas as the field continues to embrace the tech.

https://edition.cnn.com/2026/02/09/tech/ai-replacing-jobs-concerns-radiology
https://edition.cnn.com/2026/02/09/tech/ai-replacing-jobs-concerns-radiology
https://harmonydata.ac.uk/semantic-text-matching-with-deep-learning-transformer-models
https://harmonydata.ac.uk/semantic-text-matching-with-deep-learning-transformer-models
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AI boom finances are becoming unstable
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A crypto collapse would damage retail support for equities

Trump meme coin: 764,000 crypto wallets lost money, Chainalysis says

https://www.cnbc.com/2025/05/06/trump-meme-coin-crypto.html?msockid=1a11b51c604a68443aeca0d361f16954
https://www.cnbc.com/2025/05/06/trump-meme-coin-crypto.html?msockid=1a11b51c604a68443aeca0d361f16954
https://www.cnbc.com/2025/05/06/trump-meme-coin-crypto.html?msockid=1a11b51c604a68443aeca0d361f16954
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US Exceptionalism Is Mispriced
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Trump made EU and Asian equities great again: until Iran
Global equities since Trump's election
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US is still lagging even after Iran war
Global equities since Trump's election

MSCI indices in USD Nov 5, 2024 = 100
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If there’s an equity bubble it is confined to America
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In 1990s tech bubble Europe as crazy as Wall Street: not this time
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… and Wall Street was much more diversified than it is today
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In the 2003-08 bull market, EM and Europe easily beat US
Global equities from 2003 to 2010

MSCI equity indexes (US$ total returns), rebased to March 2000
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Wall Street had unprecedented outperformance after 2008

US was the only market worth owning from 2013 to 2022...
MSCI equity indexes (US$ total returns), rebased to March 2009
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Beginning of the end for US exceptionalism was late 2022
Global equities have matched Wall Street since November 2022 

MSCI equity indexes (US$ total returns), rebased to 1 November 2022
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EU supply-side has some strengths and US has many weaknesses
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In 1930s one German university had 3x more Nobel Prizes than the entire US
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US equities under-performed for 10 yrs after dot-com bubble
Global equities from 2003 to 2010

MSCI equity indexes (US$ total returns), rebased to March 2000
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In the 2022 stagflation value massively outperformed growth 

Value outperformed growth by over 30% in 2022
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Value held up pretty well after the dot-com bust

World MSCI Growth and Value
Growth Index peak = 100
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Appendix: 
A “Black Wednesday” Policy U-turn for Britain?
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The 1992 “crisis” turbo charged Britain’s economy - until Brexit stalled it

GDP per capita 2017-25
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Average workers’ taxes are now very low historically…

Is Britain a high-tax nation compared with other countries?

https://www.thetimes.com/comment/columnists/article/is-britain-a-high-tax-nation-compared-with-other-countries-cv5rff8xx?msockid=1a11b51c604a68443aeca0d361f16954
https://www.thetimes.com/comment/columnists/article/is-britain-a-high-tax-nation-compared-with-other-countries-cv5rff8xx?msockid=1a11b51c604a68443aeca0d361f16954
https://www.thetimes.com/comment/columnists/article/is-britain-a-high-tax-nation-compared-with-other-countries-cv5rff8xx?msockid=1a11b51c604a68443aeca0d361f16954
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UK taxes on average earnings are second lowest in the world
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