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Dominant worldview

Modern markets are dominated by liquidity transmission, positioning reflexivity and volatility amplification.

Recursive market map

Price move

changes marks

Positioning

de-risk / chase

Liquidity
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limits bind

Execution

slippage / flow

Price discovery

clearing level

feedback loop: price changes flows; flows change price

Market read-through

Why this matters

A signal is incomplete until it is mapped to who must 

trade, where liquidity is available, and how volatility 

changes execution capacity.

Fragility implication

Dealer de-risking, CTA/systematic acceleration and 

vol-control flows can convert gradual repricing into 

nonlinear price discovery.

Regime migration and transmission instability

Vol Liq Crowd Reflex

Calm 1 1 2 1

Transition 2 2 3 2

Fragile 4 4 4 4

Stress 4 4 3 4

Current regime implication

Regime migration starts when volatility becomes persistent and 

liquidity no longer absorbs positioning changes at stable price 

impact.

Strategic data strip: fragility bands

Signal Calm Transition Fragile

MOVE pctile <50 50-80 >80

Depth change 0/-10% -10/-25% >-25%

Spread state normal wider elastic

Flow risk balanced crowded forced

Liquidity interpretation

Raw levels matter less than regime position: a 20-30% depth 

decline near a catalyst is more informative than a stable average 

spread.

Institutional interpretation: what professionals do differently

Layer Professional read-through Naive failure mode

Fundamentals trade through reaction function + transmission headline extrapolation

Positioning treat crowding as stored energy confuse consensus with safety

Liquidity size around depth / spread elasticity ignore market impact

Volatility manage convexity and event windows sell optionality blindly

Failure-mode overlay

Failure pathway Read-through Adaptive response

Policy reaction shifts duration beta changes sign conditional structures

Liquidity vacuum correct view becomes untradeable reduce delta; own convexity

Reflexive reversal price move forces unwind track flow, not just signal

Cross-asset implication

The same macro shock can support one channel and impair another: oil can lift CAD terms-of-trade while hardening inflation, rates vol and 

USD liquidity premia.

Sources / references: NY Fed Treasury liquidity research; OFR Treasury stress / liquidity-regime work; BIS FX execution and market-structure research; IMF GFSR fragility work; CFTC COT; 

CBOE/CME/ICE volatility references; illustrative regime bands.
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A view is not institutional until it specifies confidence decay, failure modes, execution path and expression 

quality.

Decision under uncertainty: confidence decay

0
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Signal Wait Catalyst Vol spike Aftershock

Signal confidence Execution risk

timing risk rises

What changes next?

Confidence decays as path dependency rises; the response is not 

bigger conviction, but better structure and tighter invalidation.

Microstructure escalation map

State Execution read-through

Gamma pinning calm can hide break risk

Stop cascade levels matter once depth falls

Auction tail supply can move term premium

Spread elasticity size changes achievable price

Execution read-through

Under fragility, passive vs aggressive execution is a risk 

decision: urgency competes with price impact and queue 

priority.

Execution-aware decision tree

Signal

what changed?

Validity

what falsifies it?

Expression

option / RV / delta?

Execution

passive / aggressive?

Expression quality

The objective is not maximum directional exposure; it is preserving convexity, isolating the intended channel and surviving adverse 

sequencing.

Implementation nuance: payoff, timing and liquidity asymmetry

Setup Expression Reasoning

Rates-vol underpriced event gamma / payer hedges convexity if policy repricing gaps

CAD/oil divergence CAD crosses before outright USD/CAD separates commodity beta from USD squeeze

Term-premium risk conditional steepeners avoids blunt duration if growth tail is live

Liquidity fragility vol-adjusted sizing / passive execution price impact can dominate edge

Invalidation and unwind framework

Trigger Meaning Action

Correlation breaks old hedge no longer works cut gross; rebuild expression

Liquidity disappears path risk exceeds thesis edge pause / work passive / buy convexity

Catalyst passes cleanly event premium decays monetize optionality; reassess

Policy reaction changes macro beta re-prices reset regime assumptions

Strategist conclusion

The goal is not to forecast a single path; it is to identify what the market underprices, how shocks propagate recursively, where execution 

becomes fragile, and which structure survives adverse path dependency.

Sources / references: OFR stress/liquidity monitors; NY Fed Treasury liquidity work; BIS electronic FX execution and market microstructure research; IMF GFSR spillover/fragility analysis; CFTC 

positioning; CBOE/CME/ICE volatility references; market-impact / TCA concepts.
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