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Just over two months ago…rates were falling

Cut

Hike

Source: Deutsche Bank
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Higher inflation makes rate hikes possible

Cut

Hike

Source: Deutsche Bank
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Different outcomes in one chart

Long 
War

Short 
War



Three Economic Views:

1. War and Oil
2. A Quick Resolution
3. Stocks at all time highs
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War and Oil

The case for rates to rise
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Are we on track for another ’70s-style inflation spike?
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Are we on track for another ’70s-style inflation spike?



Why are we talking War when 
we have a cease-fire?
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…Creating biggest oil supply shock on record

MUFG
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Strait of Hormuz is a chokepoint for Oil and LNG trade
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Strait of Hormuz traffic has ground to a halt…
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Stocks and Oil disagree.  Who is right?

Treasury Yields and Oil Spot



Offsetting factors limit Oil’s 
impact vs 1970’s
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Global energy intensity has halved since ’70s
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Europe has grown alternatives
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Inventories were unusually high
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Global release of SPR 400m barrels boosts US oil exports

Source: Nikkei Asia
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Pipelines offset (only) a quarter of Hormuz traffic

20Mn bpd
Lost

0.7Mn bpd
Spare Capacity
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It will take time for global oil supply to recover



Could this cause a Recession?

21



22

Recession odds rising (a little) with oil prices



A Quick Resolution
Back to the old future 

The case for rates to fall
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Goldilocks (with a K)
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Most sectors are now fully staffed
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Labor Market back in balance…wages rising slower



Consumer holding up:

K-shaped
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Wages: becoming K-shaped 
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Wages: becoming K-shaped 
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Consumer spending: Also K-shaped

Lower-
Income 
spend 
bigger 
share on 
Energy
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Gas prices might absorb the OBBBA Tax cuts

Source: Pantheon Macroeconomics

OBBBA 
Tax Cuts

Higher 
Gas 

Prices
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K-shaped credit: Wealth Effect vs Credit Cards

Source: Pantheon Macroeconomics
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Wealth Effect: K-shaped 



Do Rates matter?
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Rates are still too high to move

Source: Pantheon Macroeconomics
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Over 50% of mortgages still under 4%

Source: Pantheon Macroeconomics
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Rates are still too high for buyers

Sellers

Buyers

600k
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Fastest Fed-driven housing slowdown on record
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House prices are under pressure



Stocks are all time highs?

Two tailwinds
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1. Company fundamentals are strong
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Earnings growth is accelerating
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Margins improving everywhere
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12-Month Forward Profit Margin*



Why?
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Lower inflation

Covid
Ukraine

Vaccines
Second Oil 

Shock?First Oil Shock



46

Slower but real wage growth



Small Cap

Mid Cap

Large Cap

1

Covid (earnings slump)

Lower interest rates
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Stock market: US Underperforming



All Equity valuations now elevated
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Source: Goldman Sachs



2. AI is driving stocks 
    (and the real economy)
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AI Spending on Investments Is Also BIG



Earnings growing everywhere
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AI compute is a (mostly) US Story

Source: Epoch AI, Federal Reserve, MUFG. Data shows 2025-26 estimates.
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Lots of data centers planned

Source: DC Byte, CMRA, FT, MUFG
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And they’re BIG

Source: MUFG
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AI investment is driving US GDP



AI:

Trade evolving
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Phase 1: All about AI builders
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Phase 2: AI supporters (“TMT-2”?)
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Source: FactSet, Nasdaq Economic Research



Who wins the Phase 3?

Productivity, Margin gains, New 
products.
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AI adoption will be important

Source: Microsoft
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No agreement on what & how jobs are affected
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History suggests “there will be new jobs too”

Occupations that did not exist in 1940

Occupations that did exist in 1940



We all win in Phase 3

AI can fight against 
Demographics & Debt
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Population Shrinkage: automation coming at perfect time?
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Government Debt: AI productivity to the rescue?
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Hope: AI gives us a productivity super-cycle

10% x $30tr US Economy = $3tr
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Government Debt: AI productivity to the rescue?



Questions?
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Sign up for our research at: 
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