CONCLAVIK — CONSENSUS REPORT

Consensus Report

INITIAL INPUT

If the US 10-year reprices to 5.0 percent and the S and P de-rates from roughly 25x forward
P/E, which crowded exposures across global equities, credit, and FX break first? Map
transmission channels, identify likely winners and losers, recommend the most asymmetric
hedges, and specify the indicators that would invalidate the bear case.

Models: Claude Opus 4.6 (thinking), GPT-5.4 (thinking), Gemini 3.1 Pro (thinking), Grok 4.20 (thinking)
Duration: 5m 14s
Date: 2026-03-22

This is a discount-rate and liquidity shock whose damage depends entirely on velocity and driver. A
5% 10-year reached in 6-8 weeks via fiscal/term-premium panic breaks things; a 12-month
growth-driven grind does not.
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1. Executive Summary

VERDICT
discount-rate and liquidity shock

2. Full Assessment

Definitive Synthesis: What Breaks First

Key Answer

This is a discount-rate and liquidity shock whose damage depends entirely on velocity and driver. A 5%
10-year reached in 6-8 weeks via fiscal/term-premium panic breaks things; a 12-month growth-driven grind
does not.

Break sequence, universally agreed:

1. US mega-cap growth/Al/semis (days): ~32% index concentration + passive mechanics +
risk-parity/CTA deleveraging create immediate, mechanical selling far exceeding fundamental repricing.

2. FX carry (concurrent): JPY-funded positions in MXN, AUD, ZAR, KRW reverse violently. JPY
strengthens—never hedge by going long USDJPY.

3. Treasury basis trade (systemic accelerant): $800B+ in leveraged positions face margin calls,
potentially converting orderly repricing into a plumbing crisis. This is the scenario multiplier.

4. Public credit (weeks): HY/CCC, leveraged loans, then long-duration IG. Primary markets closing is the
critical signal.

5. Private credit/CRE/regional banks (months): Deepest solvency damage but stale marks delay price
discovery. Floating-rate borrowers below 1.0x interest coverage are walking dead.

Critical Nuances
Regional banks are losers, not winners. Money-center banks and exchanges benefit from higher

rates/volatility; regionals with CRE exposure face deposit flight and writedowns. This distinction matters
enormously.
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The single most important variable is rates decomposition. If real yields rise with anchored breakevens
(<2.5%) and accelerating EPS, equities can grow into valuations. If term premium explodes on fiscal concerns,
nothing is safe except cash and JPY.

Winners: T-bills, short-duration quality, insurers, exchanges, energy, defense, healthcare, JPY/CHF, gold (if
fiscal-driven).

Losers: Mag-7, bond proxies, EM carry, CRE-exposed regionals, sponsor-backed zombies, leveraged small
caps.

Actionable Recommendations

Hedges (2-4% portfolio budget, ranked by asymmetry):

3-6M 10Y payer swaptions — hedge the cause, not the symptom

3M QQQ/NDX 10-15% OTM put spreads — targets actual concentration risk
5Y CDX HY protection — cheap while credit lags equity

Long JPY vs AUD/MXN via options — low-premium carry-unwind hedge
Short XLK / Long XLE+defense — near-zero-cost sector rotation

uiRWNRE

Early-warning dashboard: MOVE index (>130 = danger), FRA-OIS and repo spreads, HY OAS (>400-450bp
= transmission confirmed), IG primary issuance volumes.

Bear case invalidated if: MOVE <110, HY OAS <400bp, forward EPS revisions positive, breadth improving,
VIX can't sustain >25, and Fed signals credible intervention. Monitor all simultaneously—no single indicator
suffices.
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APPENDIX — Full Deliberation Record

The following pages contain the complete multi-model analysis for audit and reference purposes.

3. Detailed Analysis

3.1 Initial Analysis

B CLAUDE
Crowded Exposure Breaks: Transmission Map & Hedging Framework

What Breaks First (Sequenced)

Phase 1 — Immediate (weeks):

* US long-duration equities: Mega-cap tech at 30-35x forward earnings compresses violently. The
"Magnificent 7" concentration (~30% of S&P weight) means passive vehicles mechanically amplify the
drawdown. Every 1x de-rate = 4% index decline.

* Risk parity / vol-targeting funds: Bond-equity correlation flipping positive forces simultaneous
deleveraging across both legs. This is the reflexive accelerant.

* USD/JPY carry trades: 5% US 10y widens the rate differential further BUT risk-off unwind triggers yen
repatriation. We saw this movie in July-August 2024. Levered carry (estimated $500B+) unwinds disorderly.

Phase 2 — Weeks to months:

« EM sovereign credit: Countries with large USD-denominated debt and current account deficits — Egypt,
Kenya, Pakistan, frontier issuers — face refinancing walls. EM IG spreads gap 50-80bps; EM HY 200+.

* European bank CoCo/AT1 bonds: Crowded yield-grab trade; illiquid in stress. Spread widening nonlinear
past 400bps.

* Private credit / direct lending: Floating-rate exposure means borrower distress accelerates. Marks lag
reality by 2-3 quarters, creating a slow-motion margin call on levered allocators.

Phase 3 — Months:
« Commercial real estate: Cap rate repricing at 5% risk-free decimates levered office/multifamily equity.
Regional bank CRE books re-enter stress.

Winners

* Short-duration value equities: Energy, defense, tobacco — low duration, high FCF yield
* Physical commodity producers: Real-asset hedge if inflation is the driver

* Japanese domestic equities (hedged): BOJ normalization validates bank earnings

* Cash / T-bills: 5%+ risk-free becomes genuinely competitive

Most Asymmetric Hedges

Not investment advice. Al-generated analysis — Altanest SAS accepts no liability for decisions based on this output
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Hedge Rationale Cost Profile

Long 3M puts on QQQ Convexity on concentration unwind Cheap if vol still

(10-15% OTM) suppressed

Long JPY vs AUD/MXN Carry unwind proxy without fighting USD Negative carry ~3-4%

annualized

Long CDX HY protection (5Y) Credit vol historically lags equity vol — you get ~350-400bps running
in cheap

Short XLK / Long XLE pair Duration spread compression Near zero cost

Long gold Real-rate regime shift hedge if fiscal credibility Opportunity cost only
questioned

Invalidation Indicators (Bear Case Breaks If):

1. 10Y reprices above 5% but breakevens stay anchored <2.5% — implies real growth strength, not
fiscal panic. Equities could absorb this.

2. IG credit spreads remain <120bps despite rate move — signals no contagion beyond rates.

3. Fed signals explicit yield curve control or emergency cuts — truncates the right tail of rates
distribution.

4. Earnings growth accelerates >12% YoY — growing into the multiple prevents de-rating.

5. MOVE index stays below 130 — orderly repricing, not dislocation.

6. Repo/FRA-OIS spreads stable — no funding market stress.

Key Monitoring Dashboard

Watch the basis trade (leveraged Treasury basis ~$800B+). If repo funding tightens simultaneously with rate
repricing, the forced Treasury selling creates a doom loop that requires Fed intervention — transforming a
repricing into a crisis.

The critical insight: the danger isn't 5% per se — it's the velocity of repricing. A grind over 6 months is
absorbable. A 80bp move in 6 weeks breaks plumbing.

§ GPT

Assume the move to 5.0% is driven by higher real yields/term premium, not a benign growth upgrade. In
that case, the crowded trades that likely crack first are:

1) First breaks

* Global equities:

* US long-duration growth: mega-cap Al, semis, software, unprofitable tech.

 Bond proxies: REITs, utilities, staples.

* High-PE non-US markets: India consumer/financials; Taiwan/Korea semis if capex multiples compress.
* Levered small caps / PE-exposed names: refinancing sensitivity.

* Credit:

* Long-duration IG (A/BBB 10y+): spread + rate double hit.

e CCC HY / LBO paper / private credit / CRE-linked CMBS: refinancing and mark-to-model stress.
* EM hard-currency sovereigns with large external funding needs.

* FX:

* JPY-funded carry and high-carry EMFX: MXN, HUF, ZAR, PLN; then cyclicals like AUD/NZD/KRW.
* USD usually strengthens first; later, JPY/CHF outperform if risk-off turns disorderly.

2) Transmission channels
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Higher UST real yields —» lower equity duration multiples.

Higher discount rate + tighter financial conditions - lower buybacks/PE activity/capex appetite.
Wider credit spreads — refinancing stress in HY/private credit/CRE.

Stronger USD + higher hedging costs -» EM/FX carry unwind.

VaR/risk-parity/CTA deleveraging — correlation spikes, broadens selloff.

mhWNRE

3) Likely winners / relative losers

 Winners: cash, short-duration credit, insurers, exchanges, high-ROIC value, low-leverage energy, USD,
eventually JPY/CHF.

* Losers: Al/growth duration, REITs/utilities, small caps with floating debt, CCC credit, EM carry, Japan
equities if yen carry unwind dominates.

4) Most asymmetric hedges

* Pay rates vol, not just duration: 3m/6m payer swaptions on US 10y or TY put spreads.

e Own convex equity downside where crowding is extreme: NDX/SOXX put spreads; cheaper than
broad SPX for this scenario.

* Credit hedge via index, not cash: buy CDX HY / iTraxx Xover protection.

* FX hedge: long USD vs EM carry basket via options; for tail risk, JPY call spreads.

5) Bear-case invalidation

I"d back off if:

* EPS revisions reaccelerate and breadth broadens beyond mega-cap tech.

 HY OAS stays <400bp and IG primary markets remain open.

* DXY fails to break higher despite 5% UST.

e The 10y rise is mostly growth-driven while 10y real yields stabilize and MOVE/VIX stay contained.
That would imply rotation, not systemic derating.

GEMINI

While some debate participants might expect public equities to crack first under a 5.0% US 10-year yield, |
contend the primary fracture point lies elsewhere: Private Credit and EM FX Carry.

Transmission Channels & Breaking Points:

1. Credit (The First Domino): The transmission hits private credit first. A 5.0% risk-free rate in March 2026
pushes floating-rate corporate debt borrowing costs into the low double digits. The 2026 refinancing wall for
sponsor-backed, mid-market companies will transform liquidity stress into immediate solvency crises, forcing
mark-to-market reality onto private portfolios.

2. FX (The Liquidity Drain): The "USD wrecking ball" will swing violently. Crowded EM carry
trades—particularly long MXN, ZAR, or BRL funded by lower-yielding currencies—will face forced unwinds as
institutional capital repatriates to the safety of 5% US Treasuries.

3. Equities (The Valuation Reset): A derating from a 25x forward P/E mathematically targets
long-duration assets. Mega-cap tech and Al-infrastructure plays, previously priced for perfection, will suffer
severe multiple compression. The transmission here is pure discount-rate math, exacerbated by retail
capitulation.

Winners and Losers:

e Losers: Sponsor-backed private credit roll-ups, unprofitable tech, long-duration real estate, and high-beta
EM currencies.

e Winners: The US Dollar, short-duration US Treasuries (T-bills), and low-leverage "Quality Value" equities
with strong free cash flow yields (e.g., Healthcare, Energy, Defense).

Actionable, Asymmetric Hedges:
e HYG Put Spreads: Public high-yield spreads remain complacent. Buy out-of-the-money put spreads on
HYG to capture the inevitable spread widening when private market stress bleeds into public credit.
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* Long USD/MXN Call Options: A cheap, asymmetric play on the unwinding of crowded Latin American
carry trades and capital flight to the USD.

« 10-Year Payer Swaptions: Cap your interest rate exposure by purchasing payer swaptions, effectively
giving you the right to pay fixed at current rates, capturing the upside of the yield shock.

Invalidation Indicators (The Bear Case Fails If):

1. The Al Productivity Miracle: If Al integration definitively lowers corporate operating expenses across
the broader economy in 2026, massive EPS upward revisions will offset the P/E multiple contraction.

2. Labor Market Cracks: If US unemployment rapidly breaches 4.5%, forcing an aggressive Fed pivot that
caps the 10-year well below the 5.0% threshold.

3. Preemptive De-leveraging: If upcoming earnings reports reveal massive, successful corporate debt
paydowns, insulating balance sheets before the refinancing shock hits.

By focusing hedges on credit spreads and FX rather than naked equity shorts, we target the mechanical
failures of a 5% yield regime.

GROK

Crowded exposures most likely to break first:

1. US growth/tech equities (especially Al/semiconductors/mega-cap concentration). Current ~25x forward
P/E is extremely sensitive to discount rates. A move to 5% 10-year implies ~100-150bp higher cost of equity
for long-duration names, triggering violent de-rating in NVDA, TSLA, META, and unprofitable software/Saas.

2. EM FX carry and local credit (BRL, MXN, ZAR, IDR funding). USD strength from higher real yields would
accelerate carry unwind.

3. Private credit/leveraged loans and lower-quality HY (CCC cohort). Floating rate but refinancing risk
spikes as base rates rise and liquidity evaporates.

Transmission channels:

* Rates channel: Higher risk-free rate directly compresses equity multiples (Gordon growth/DCF impact
largest on high-duration assets).

* Correlation channel: S&P de-rating triggers global risk-off, widening credit spreads.

e Dollar channel: 5% 10y reinforces USD dominance, pressuring EM debtors and commodity currencies.

* Liquidity channel: Margin calls on leveraged positions (yen carry, private credit, equity vol-selling) create
forced selling.

Winners: US banks/financials (net interest margin expansion), energy (higher cost of capital for renewables),
defensives/utilities with pricing power, JPY, gold (if fiscal concerns dominate), and selective value (small-cap
value with low duration).

Losers: Nasdag-100 concentration, private equity valuations, EM equities/credit, long-duration IG credit,
Australian/Canadian real estate proxies, and vol-selling strategies.

Most asymmetric hedges (actionable):

* Long 3-6 month S&P 500 puts struck 15-20% OTM (highest convexity on de-rating catalyst).
* Short NVDA/TSLA vs long XLE or regional banks (pair trade).

* Long USDJPY or short AUDUSD with defined risk.

e Long 2-year CDS on high-yield index or short HYG puts.

* Long gold miners or GLD calls financed by shorting ARKK-style names.

Position size defensively: 1-3% portfolio risk per leg, focus on liquidity.

Indicators that invalidate the bear case:
* Forward EPS estimates for S&P 500 rise or hold steady (current 2026 estimates must not be cut >8%).
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* 10-year yield peaks and rolls over below 4.6% with tightening credit spreads.
* VIX fails to sustain above 25.

* US dollar index (DXY) peaks and declines.

* High-yield spreads widen less than 50bps from current levels.

If these hold, the move becomes "higher for longer growth" rather than stagflationary de-risking. The first
break will almost certainly be the most crowded long-duration equity trade.

3.2 Cross-Examination

B CLAUDE
Refined Position After Reviewing All Arguments

Where | Update My View

Gemini's point about private credit as the first domino is partially right but misordered. Private
credit breaks structurally first — marks are already stale, floating-rate borrowers at SOFR+500-600 are paying
10%+ — but it doesn't manifest first because there's no daily mark-to-market forcing function. The observabl
e break sequence remains: liquid equities = FX carry — public credit — private credit/CRE. Gemini confuses
where the vulnerability is deepest with where price discovery happens fastest. | maintain my original
seguencing.

GPT-5.4's emphasis on payer swaptions over linear hedges is the sharpest contribution. | should
have weighted rates volatility more heavily. Buying 3-6M payer swaptions on 10Y is genuinely superior to most
equity put strategies because: (a) rates vol is the cause, equity vol is the effect, and (b) rates vol typically
reprices before equity vol, giving you earlier P&L. I'm adding this to my top hedge recommendations.

Grok's invalidation framework is too lenient. VIX sustaining below 25 and HY widening <50bps aren't
meaningful thresholds — the 2018 Q4 selloff saw 20% equity drawdown with HY only widening ~200bps. I'd
set the bar at: HY OAS staying below 450bps and MOVE below 130 simultaneously.

Where | Disagree

All three models underweight the Treasury basis trade as a systemic accelerant. An estimated
$800B-1T in leveraged basis trades sits in the system. A rapid move to 5% triggers margin calls on these
positions, forcing Treasury selling into the move, creating the doom loop we nearly saw in March 2020 and
October 2023. This isn't a secondary effect — it's potentially the mechanism that converts an orderly repricing
into a crisis requiring Fed intervention.

Grok recommends 15-20% OTM SPX puts — too far. At that strike, theta decay destroys you unless the
move is catastrophic. 5-10% OTM put spreads on QQQ/NDX offer better risk-adjusted convexity for a de-rating
scenario that's likely 15-20% peak-to-trough, not 30%+.

Nobody adequately addressed the feedback loop between passive concentration and de-rating.
When the top 7-10 names are ~32% of index weight and the marginal buyer is passive, de-rating creates
mechanical selling that exceeds what fundamentals warrant. This means the overshoot on the way down is
likely larger than historical analogs suggest.

My Refined Top 5 Hedges (Ranked by Asymmetry)

Rank Hedge Why Superior
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1 3-6M payer swaptions on US 10Y (adopting GPT's You're buying the cause, not the symptom
rec)
2 QQQ 5-10% OTM put spreads, 3M tenor Targets concentration unwind directly
3 Long CDX HY protection, 5Y Credit vol lags equity vol — still cheap at entry
4 Long JPY vs AUD/MXN basket Carry unwind proxy without fighting USD
5 Long gold / gold miners Hedges the scenario where fiscal credibility is the
driver

One Point Nobody Made

The strongest invalidator isn't any single metric — it's the driver of the rate move. If 5% reflects
term premium repricing due to fiscal concerns (supply-driven), almost everything breaks. If it reflects genuine
productivity acceleration (Al-driven real growth), equities can grow into multiples and credit fundamentals
actually improve. Watch the decomposition: 5Y5Y breakevens + ACM term premium + real growth
expectations. That decomposition matters more than any spread level in isolation.

GPT

Broadly: | agree with Claude/Grok on what breaks first in market prices, and with Gemini on where
the deepest fundamental damage sits. My refinement is to separate mark-to-market first from econom
ic pain first.

Updated sequence

1. Listed long-duration equity first: US mega-cap Al/semis/software, then high-PE non-US growth. This is
the cleanest duration/valuation transmission.

2. FX carry next: crowded EM/high-beta carry (MXN, HUF, ZAR, AUD, KRW) and JPY-funded risk unwind.
* | disagree with Grok’s “long USDJPY” as the best hedge: in a true risk-off, JPY usually strengthens on
carry unwind. Better: long JPY vs AUD/MXN/KRW.

3. Credit then broadens: long-duration IG, CCC HY, leveraged loans, BDCs, CRE-linked credit.

* | partly agree with Gemini: private credit is probably the largest solvency problem, but not the first
place you'll see price discovery. Public proxies crack first; private marks lag.

4. CRE / rate-sensitive equity follows: REITs, utilities, infra, small caps with weak balance sheets.

Where I'd push back

e AT1/CoCos: plausible stress amplifier, but not first-order unless Euro bank funding/asset-quality stress
appears.

* Banks as winners: too broad. Insurers/exchanges/brokers are cleaner beneficiaries. Regional banks
with CRE exposure are not winners.

e Utilities as winners: no — they’re classic bond proxies.

Best asymmetric hedges

* Rates convexity: 3-6m 10y payer swaptions / TY put spreads.

* Equity concentration unwind: NDX/SOXX put spreads > broad SPX, because crowding is there.
* Credit hedge: CDX HY / iTraxx Xover protection rather than single-name cash shorts.

* FX hedge: long JPY vs AUD/MXN/KRW:; second choice long USD vs EM carry basket via options.
* Optional relative-value: short XLK vs long XLE/defense/insurers.

Winners
Cash/T-bills, short-duration quality, insurers, exchanges, defense, energy, USD initially; JPY/CHF if stress
becomes disorderly.
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Invalidation / bear case fails if

* The move to 5% is growth-driven, not term-premium/fiscal-driven: real yields stabilize, breakevens
anchored, EPS revisions improve.

« HY OAS stays contained (<~400bp) and issuance remains open.

* MOVE/repo/FRA-OIS stay calm; no plumbing stress.

* Breadth improves beyond mega-cap tech and DXY fails to confirm.

Bottom line: first break = listed duration/concentration + FX carry; biggest latent damage = private
credit/refinancing.

GEMINI

| agree with Claude regarding the systemic risk of the Treasury basis trade and with GPT on the mechanics of
VaR shock deleveraging. However, | fundamentally disagree with Grok’s assertion that US regional banks are
"winners" here. A 5% 10-year yield exacerbates commercial real estate (CRE) portfolio rot and reignites
deposit flight, crushing regional bank balance sheets rather than expanding net interest margins.

Furthermore, while all peers highlight Mega-Cap Tech, | argue tech de-rates, but it doesn't break. A 20%
haircut to Al darlings is a painful valuation reset, not a systemic fracture. Leverage breaks before valuation. |
maintain my original thesis but refine it based on Claude’s excellent point regarding market plumbing.

The Refined First Breaks:

1. The Treasury Basis Trade (Plumbing): If the rate move is violent, repo funding costs will spike, forcing
leveraged hedge funds to unwind Treasury basis trades. This transforms a repricing into a liquidity crisis.

2. Private Credit / LBO Debt (Solvency): Mid-market borrowers with floating-rate debt face immediate
cash flow insolvency as interest coverage ratios fall below 1.0x.

3. EM FX Carry (Liquidity): Levered long MXN/BRL trades funded in JPY or CHF face dual-sided margin calls
as the USD wrecks the yield differential.

Updated Winners & Losers:
e Losers: Regional banks (CRE/deposit stress), sponsor-backed zombie companies, EM carry.
*  Winners: US Dollar, short-duration T-bills, and zero-debt "Quality Value" (Defense, Healthcare).

Refined Actionable Hedges:

e Long CDX HY Protection: | am shifting my HYG put recommendation to GPT’'s CDX HY suggestion. Index
derivatives provide cleaner, vastly more liquid credit protection during dislocations without ETF tracking errors.
e SOFR Put Spreads (Mid-Curve): Directly hedge the market plumbing. If the Treasury basis trade
unwinds, short-term repo funding costs will gap higher.

* Long USD/MXN Call Options: A cheap, asymmetric play capitalizing on the forced unwind of crowded
LatAm carry trades.

Refined Invalidation Indicators:

1. Velocity is Muted: If the 10-year grinds to 5.0% over 12 months, corporate balance sheets can adapt.
The break requires a rapid, disorderly spike.

2. MOVE Index Stays Sub-110: An anchored MOVE implies an orderly rates repricing rather than a bond
market panic.

3. HY Primary Markets Remain Open: If lower-tier companies can still refinance—even at elevated
rates—the credit contagion thesis fails.

GROK

Updated Position: Partial Agreement, Key Refinements

| largely agree with Claude and GPT-5.4 on sequencing, but disagree with Gemini. Public equities and
crowded carry trades break before private credit due to instantaneous price discovery. Private credit's lagged
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marks (Gemini's focus) create a slower burn, not the first fracture. A 5% 10y + S&P de-rating from 25x is a
violent discount-rate shock that hits liquid, high-duration assets hardest and fastest.

Refined Break Sequence:

* Phase 1 (days-weeks): US long-duration growth (Mag 7/Al/semiconductors/QQQ). Concentration +
passive flows amplify moves. Simultaneously, yen-funded carry (USDJPY) and high-beta EMFX (MXN, ZAR, AUD)
unwind as real yields spike. Risk-parity and CTA deleveraging (Claude) acts as accelerant.

* Phase 2: HY/leveraged loans, CCC credits, and private credit refinancing stress. CRE follows.

* Phase 3: European AT1/CoCos and frontier EM sovereigns.

Transmission Channels: Higher term premium/real yields - immediate multiple compression on duration
(biggest for 30-50x names). Stronger USD + liquidity drain hits carry books. VaR shocks propagate via
correlated selling. Velocity matters enormously (Claude): 80bp in 6 weeks is far more dangerous than a
6-month grind.

Winners/Losers:

* Winners: Short-duration value, energy, banks, quality FCF compounders, USD, JPY (post-unwind), gold
(fiscal tail).

* Losers: Al/growth concentration, bond proxies (REITs/utilities), levered small caps, EM carry, long-duration
IG.

Actionable Asymmetric Hedges (Updated):

e Core: 3-6 month NDX/QQQ put spreads, 12-18% OTM (highest convexity on concentration risk; cheaper
than broad SPX).

e Credit: Buy 5y CDX.HY protection or HYG put spreads (capture lag between equity vol and credit).
 FX: Long USD vs EM carry basket via call options; selective JPY call spreads.

e Pair: Short XLK / long XLE or regional banks (near-zero cost duration/value rotation).

* Vol overlay: Small payer swaptions on 10y for rates convexity.

Limit total hedge risk to 2-4% of portfolio. Avoid naked shorts in illiquid names.

Invalidation Indicators (Synthesized):

* Forward EPS revisions hold or accelerate (>10% YoY) with stable breadth.

* 10y real yields rise but breakevens stay anchored (<2.5%) and MOVE index remains below 130.
* HY OAS widens <50bps and IG primary markets stay open.

* DXY peaks without new highs; VIX fails to break/sustain 25-28.

* Fed signals policy response (YCC hints or cuts).

| refine my original view by elevating yen carry and risk-parity deleveraging as near-simultaneous with tech
(per Claude/GPT). Gemini's private-credit-first view underestimates liquidity timing. The bear case remains
intact unless growth absorbs the rate shock. Monitor basis trade/repo stress as the "plumbing" wildcard.

3.3 Synthesis Review

CLAUDE
What Breaks First: Unified Framework

The Critical Consensus

All models agree on the fundamental mechanism: this is a discount-rate shock that propagates through
duration, leverage, and crowding—in that order. The key variable everyone converges on is velocity: a 5%
10-year reached in 6-8 weeks breaks things; a 12-month grind doesn't.
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Break Sequence (Reconciled)

Phase 1 — Immediate (days to weeks): Liquid duration + carry unwind simultaneously

* US mega-cap growth/Al/semis de-rate first. Passive concentration and systematic strategies (risk-parity,
CTAs, vol-targeting) amplify selling. This is not debatable—every model agrees.

* FX carry unwinds concurrently: JPY-funded positions reverse; MXN, ZAR, AUD, KRW, HUF get hit. The
consensus rejects "long USDJPY" as a hedge—]PY strengthens on carry unwind. Long JPY vs high-beta
EM/commodity FX is the correct expression.

* Treasury basis trade acts as the plumbing wildcard. Gemini and Claude rightly flag this: if repo funding
gaps, an orderly repricing becomes a liquidity crisis. This is the scenario accelerant, not a guaranteed break.

Phase 2 — Weeks to months: Credit transmission

* Public credit cracks first: HY (especially CCC), leveraged loans, long-duration IG.

* Private credit is the largest latent solvency risk (Gemini's key insight) but marks lag—you won't see
price discovery until Phase 2/3. Floating-rate mid-market borrowers with sub-1.0x interest coverage are the
walking dead.

* CRE-linked credit, regional banks with CRE exposure, and sponsor-backed zombie companies follow.

Phase 3 — Months: Structural casualties

* European AT1/CoCos (stress amplifier, not first-order), frontier EM sovereigns, bond proxies (REITs,
utilities—not winners despite yield).

Genuine Disagreement: Regional Banks

Grok lists banks as winners; Gemini and GPT correctly argue regional banks with CRE exposure are losers.
Resolution: money-center banks and exchanges/insurers benefit from higher rates and volatility; regiona
I banks face deposit flight and CRE writedowns. Distinguish between the two.

Winners

Cash/T-bills, short-duration quality, energy, defense, healthcare (zero-debt), exchanges/brokers, insurers, USD
(initially), JPY/CHF (if disorderly).

Losers

Al/growth concentration, bond proxies, CRE-exposed regionals, EM carry, levered small caps, private credit
borrowers, long-duration IG.

Best Asymmetric Hedges (Ranked)

1. NDX/QQQ put spreads (3-6 month, 12-18% OTM): Highest convexity on the most crowded exposure.
Cheaper than SPX, targets the actual risk.

2. CDX HY protection / iTraxx Xover: Liquid, clean credit hedge without ETF tracking error. Captures the
equity-to-credit lag.

3. Long JPY vs AUD/MXN/KRW via options: Asymmetric carry-unwind hedge at low premium.

4. 10y payer swaptions (3-6 month): Pure rates convexity for the plumbing-crisis tail.

5. Relative value: Short XLK / Long XLE+defense+insurers: Near-zero-cost duration rotation.

6. SOFR put spreads (mid-curve): Direct hedge on repo/funding stress.

Budget: 2-4% of portfolio across all hedges.
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Invalidation — The Bear Case Fails If:

» The move is growth-driven: Forward EPS revisions hold (>10% YoY growth), real yields rise but
breakevens stay anchored (<2.5%).

* MOVE index stays sub-110-130 and FRA-OIS/repo spreads remain calm—no plumbing stress.

« HY OAS stays <400bp and primary issuance markets remain open.

* Market breadth improves beyond mega-cap; VIX fails to sustain above 25-28.

* Fed intervenes with credible policy response (rate cuts, YCC signals).

Bottom line: First break is listed long-duration equity concentration plus FX carry, simultaneously. The
deepest damage accumulates in private credit and CRE, but on a lag. Hedge the liquid break with NDX puts
and CDX protection; monitor MOVE, basis trade spreads, and HY OAS as your early-warning dashboard.

GPT

Base case: a move in the US 10Y to 5.0% plus an S&P de-rating from ~25x forward P/E is first and foremost
a discount-rate + liquidity shock. The first things to price-break are the most liquid, crowded,
long-duration exposures; the deepest solvency damage shows up later in private markets.

What breaks first

1. US mega-cap growth / Al / semis / QQQ
Highest duration, highest crowding, largest passive concentration.
Multiple compression is immediate when real yields/term premium jump.

N

FX carry
JPY/CHF-funded carry and high-beta EMFX: MXN, BRL, ZAR, AUD.
Higher US yields + stronger USD + higher vol force deleveraging.

3. Market plumbing: Treasury basis / repo
If the move is fast, leveraged Treasury-basis books face margin calls.
That can turn an orderly repricing into forced selling across rates and risk assets.

4. Public credit
HY, leveraged loans, CCCs, LBO debt widen after equities/FX move.
Refinancing windows shut; primary markets matter.

5. Private credit / CRE / regional banks
This is the structural weak point, but marks are stale.
Floating-rate borrowers, CRE stress, and deposit pressure make regional banks losers, not winners.

Transmission channels

Higher real yields / term premium - equity multiple compression —» VaR/risk-parity/CTA
deleveraging —» USD strength + FX carry unwind - HY spread widening / refinancing stress -
private credit & CRE losses.

Likely winners / losers

* Losers: Mag-7/Al, bond proxies (REITs, utilities), levered small caps, long-duration IG, HY/loans, EM carry,
sponsor-backed floating-rate borrowers, regional banks/CRE.

* Winners: T-bills/cash, USD initially, JPY on unwind, quality value/defensives (healthcare, defense),
energy; gold if the rate move is fiscal/term-premium driven.

Best asymmetric hedges

1. 3-6M 10Y payer swaptions — best “cause not symptom” hedge.
2. 3M QQQ/NDX 5-10% OTM put spreads — cleanest concentration unwind hedge.
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3. 5Y CDX HY protection — liquid credit convexity.
4. Long JPY vs AUD/MXN basket or USD/MXN calls — crowded carry unwind.
5. Small SOFR/repo stress overlay if worried about basis-trade plumbing.

What invalidates the bear case

* 5% arrives slowly and is driven by better growth/productivity, not fiscal/term-premium stress.

* MOVE stays <110-130, repo/SOFR stress remains contained.

e HY OAS stays <450bp and HY/IG primary markets remain open.

* Forward EPS revisions stay positive, breadth improves, DXY fails to extend, and VIX can’t sustain
>25-28.

GEMINI

The Break Sequence: Price Discovery vs. Solvency

The sequence of fractures must separate observable price discovery from latent economic pain.

1. Listed Long-Duration Equities: US mega-cap tech and high-PE growth break first. Extreme passive
concentration transforms orderly multiple compression into mechanical selling, creating disproportionate
downside velocity.

2. FX Carry: High-beta EM carry trades (MXN, AUD, ZAR) funded by JPY unwind violently as rate differentials
and liquidity shift.

3. Public Credit: High-yield (HY), leveraged loans, and BDCs face immediate repricing.

4. Private Credit & CRE: These harbor the deepest structural solvency damage (floating-rate borrowers
choking on 10%+ debt), but they break observably last due to lagged, stale mark-to-market dynamics.

Transmission & Systemic Accelerants

The transmission mechanism moves from higher term premiums directly to valuation compression. However,
the true systemic wildcard is the Treasury basis trade. An estimated $800B+ in leveraged basis trades sits
in the system; a rapid move to 5% triggers margin calls, forcing Treasury selling into the move and turning an
equity de-rating into a repo/plumbing crisis alongside CTA/risk-parity deleveraging.

Winners and Losers

e Winners: Insurers, exchanges, short-duration value, defense, and energy. USD initially, followed by JPY
(as carry unwinds), and Gold (as a fiscal hedge).

e Losers: Al/Mag-7 tech, leveraged small caps, bond proxies (utilities/REITs), EM carry, and regional banks
with CRE exposure.

Top Asymmetric Hedges

1. 3-6M 10Y Payer Swaptions: The premier hedge. You are buying the catalyst (rates vol) rather than the
symptom (equity vol). Rates vol prices earlier and cleaner.

2. NDX/QQQ 5-10% OTM Put Spreads (3M): Directly targets concentration and duration risk. Superior to
broad SPX puts, and avoids the theta bleed of extreme out-of-the-money strikes.

3. Long JPY vs. AUD/MXN Basket: Captures the global carry unwind cleanly without fighting a structurally
strong USD.

4. Long 5Y CDX HY Protection: Credit volatility historically lags equity volatility, keeping entry costs
temporarily cheap.

Invalidation Indicators

The bear case fails if the 5% yield is driven by Al-fueled productivity rather than term-premium/fiscal panic.
The trade is invalidated if:

* Macro: 5Y5Y breakevens remain anchored while real yields rise, and forward EPS revisions accelerate.
e Stress Limits: HY OAS remains contained below 450bps AND the MOVE index stays below 130.

*  Plumbing: IG primary issuance remains open and the repo market stays calm.
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GROK
Unified Assessment: What Breaks First in a 5% 10-Year + S&P De-Rating Scenario

The transmission begins with rates volatility and market plumbing, not equities. A rapid move to 5%
triggers margin calls on the $800B-1T Treasury basis trade, forcing sales into the move and amplifying the
yield spike via repo and VaR shocks. This is the primary accelerant.

Break Sequence:

1. Long-duration concentrated equities — Mega-cap Al/tech/semiconductors (NDX, SOXX, QQQ) de-rate
first due to high duration and passive concentration (~32% index weight in top names). Mechanical selling
from passive flows exceeds fundamental adjustment.

2. Crowded FX carry — JPY-funded positions in AUD, MXN, KRW, ZAR, HUF unwind as funding costs rise and
risk appetite collapses.

3. Public credit — Long-duration IG, CCC HY, and leveraged loans see widening; CDX HY and iTraxx Xover
react before cash.

4. Private credit, CRE, and solvency stress — Floating-rate LBOs and mid-market borrowers face
interest coverage collapse below 1.0x. Regional banks with CRE exposure suffer deposit and asset-quality
stress. This is where deepest economic damage occurs, though marks lag.

Winners: Short-duration quality credit, T-bills, insurers, exchanges, defense, energy, zero-debt value stocks.
USD initially; JPY and CHF in disorderly stress. Gold as fiscal hedge.

Losers: Mega-cap growth, EM carry currencies, sponsor-backed zombies, regional banks with CRE,
long-duration REITs/utilities.

Most Asymmetric Hedges (Ranked):

1. 3-6 month payer swaptions on the 10-year — Buys the causal driver (rates vol) before equity or
credit vol reprices. Highest convexity.

2. 5-10% OTM 3-month put spreads on QQQ/NDX — Targets concentration unwind with defined risk;
superior to far OTM SPX puts.

3. Long 5-year CDX HY protection — Cheap way to hedge credit after equity move, with liquidity
advantage over cash or ETFs.

4. Long JPY versus AUD/MXN/KRW basket — Direct carry-unwind proxy.

5. SOFR mid-curve put spreads — Tail hedge on repo/plumbing stress from basis trade unwind.

Invalidation Indicators (Bear Case Fails If):

* Rate move is growth-driven (stable or rising 5Y5Y breakevens, contained ACM term premium, improving
EPS revisions) rather than fiscal/term-premium driven.

 HY OAS stays below 400-450bps with open primary markets.

* MOVE index remains below 130 and no repo/FRA-OIS stress.

e Breadth improves and DXY fails to confirm risk-off.

The critical distinction is the driver of the 5% yield: productivity/Al-driven real growth allows equities to grow
into valuations; fiscal dominance or liquidity shock does not. Monitor rates decomposition above all single
metrics.

3.4 Final Synthesis

CLAUDE
Definitive Synthesis: What Breaks First

Key Answer
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This is a discount-rate and liquidity shock whose damage depends entirely on velocity and driver. A 5%
10-year reached in 6-8 weeks via fiscal/term-premium panic breaks things; a 12-month growth-driven grind
does not.

Break sequence, universally agreed:

1. US mega-cap growth/Al/semis (days): ~32% index concentration + passive mechanics +
risk-parity/CTA deleveraging create immediate, mechanical selling far exceeding fundamental repricing.

2. FX carry (concurrent): JPY-funded positions in MXN, AUD, ZAR, KRW reverse violently. JPY
strengthens—never hedge by going long USDJPY.

3. Treasury basis trade (systemic accelerant): $800B+ in leveraged positions face margin calls,
potentially converting orderly repricing into a plumbing crisis. This is the scenario multiplier.

4. Public credit (weeks): HY/CCC, leveraged loans, then long-duration IG. Primary markets closing is the
critical signal.

5. Private credit/CRE/regional banks (months): Deepest solvency damage but stale marks delay price
discovery. Floating-rate borrowers below 1.0x interest coverage are walking dead.

Critical Nuances

Regional banks are losers, not winners. Money-center banks and exchanges benefit from higher
rates/volatility; regionals with CRE exposure face deposit flight and writedowns. This distinction matters
enormously.

The single most important variable is rates decomposition. If real yields rise with anchored breakevens
(<2.5%) and accelerating EPS, equities can grow into valuations. If term premium explodes on fiscal concerns,
nothing is safe except cash and JPY.

Winners: T-bills, short-duration quality, insurers, exchanges, energy, defense, healthcare, JPY/CHF, gold (if
fiscal-driven).

Losers: Mag-7, bond proxies, EM carry, CRE-exposed regionals, sponsor-backed zombies, leveraged small
caps.

Actionable Recommendations

Hedges (2-4% portfolio budget, ranked by asymmetry):

3-6M 10Y payer swaptions — hedge the cause, not the symptom

3M QQQ/NDX 10-15% OTM put spreads — targets actual concentration risk
5Y CDX HY protection — cheap while credit lags equity

Long JPY vs AUD/MXN via options — low-premium carry-unwind hedge
Short XLK / Long XLE+defense — near-zero-cost sector rotation

A

Early-warning dashboard: MOVE index (>130 = danger), FRA-OIS and repo spreads, HY OAS (>400-450bp
= transmission confirmed), IG primary issuance volumes.

Bear case invalidated if: MOVE <110, HY OAS <400bp, forward EPS revisions positive, breadth improving,
VIX can't sustain >25, and Fed signals credible intervention. Monitor all simultaneously—no single indicator
suffices.

Generated by Conclavik (conclavik.ch) — Multi-Al Consensus Engine.

NOT INVESTMENT ADVICE. This report is generated entirely by artificial intelligence. It does not constitute investment advice, financial advice, trading advice, or any other form of professional
advice. Al models may produce inaccurate, incomplete, or misleading information. Any investment decision you make is your sole responsibility. Conclavik and Altanest SAS accept no liability

for losses arising from reliance on this output.
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CONFIDENTIAL — This report is licensed for the purchaser's internal use only. The methodology, analytical framework, and multi-model consensus process embodied in this report are
proprietary to Altanest SAS. Redistribution, reverse engineering of the analytical methodology, or use of this report to develop competing products or services is strictly prohibited. By
accessing this report, you agree to the Conclavik Terms of Service at conclavik.ch/terms.

Not investment advice. Al-generated analysis — Altanest SAS accepts no liability for decisions based on this output.
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