
MONTHLY UPDATE   |  SEPTEMBER 2026 
 

 
OTHER SIDE ASSET MANAGEMENT      SEPTEMBER 2026  |  1 

 
 
 
 

 
The plan meets the signal 
 
Every month, we put our plan on paper. 
 
We study the rate of change in growth and inflation, compare the incoming 
data with forward monthly projections and nowcasts, and describe the 
economic environment we believe has the highest probability of developing. 
We do it publicly because a plan is more useful when readers can see the 
reasoning behind it ... and what happens when new information arrives. 
 
But the plan is only one part of our process. 
 
We also follow the signals ... of a multi-factor model based off the rate of 
change in price, volume, and volatility ... to determine whether markets are 
behaving as the plan would suggest.  
 
When the signals change, we have to be willing to adjust with them … signals 
> quads!  
 
In August’s The Audible, our working path called for growth to begin 
accelerating in September while inflation decelerated. That combination 
pointed toward Quad 1. 
 
Growth appears to be accelerating. 
 
Inflation, however, is no longer following the path we expected. 
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Based on the most recent data and nowcasts, both rates of change now point toward acceleration ... making 
Quad 2 (reflation) the more probable September environment. 
 
That is an adjustment to the plan. It is also the reason we put the plan on paper in the first place. 
 

Growth ... look beneath the headline 
 
If you looked only at August’s headline durable goods report, you might wonder what all the excitement is 
about. 
 
New orders were essentially unchanged MoM, while their YoY growth rate decelerated -330 basis points to 
+8.5%. 
 
That sounds like a slowdown. 
 
Dig a little deeper, though, and the rate of change looks considerably more interesting. 
 
Core capital goods orders increased +1.6% MoM and accelerated +80 basis points to +14.1% YoY ... a five-year 
high in their YoY growth rate, according to the latest data set. 
 
Orders for durable goods excluding defense and aircraft increased +0.3% MoM and remained +10.3% YoY.  
That annual rate did decelerate -20 basis points from the prior month, so we should not describe every 
underlying series as accelerating. But it remains near the high end of this cycle. 
 
How can the headline be flat while core capital goods are accelerating? 
 
Private aircraft and parts orders fell -4.3% MoM and were -19.5% YoY. Aircraft orders are volatile. The 
headline’s YoY comparison also became more difficult as the year-earlier growth rate rose from +3.3% to 
+7.7%. Both factors weighed on the headline’s reported rate of change. 
 
Meanwhile, some of the strongest annual gains were concentrated in areas that matter to the current 
investment cycle: 
 

• Defense capital goods orders: +34.6% YoY 
• Defense search and navigation equipment: +19.2% YoY 
• Computer and electronic manufacturing: +16.5% YoY 
• Primary metals: +20.1% YoY 

 
That combination is consistent with the strength we have been watching in AI investment, industrial capacity, 
and defense related spending. 
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It also calls for some care in our interpretation. Strong orders in these categories do not mean every corner of 
the economy is accelerating at the same speed ... as housing remains weak given the current uncomfortable 
level of mortgage rates. 
 
Some manufacturing surveys have stronger headline readings than their underlying new orders or shipments 
would suggest ... and a surge in capital investment should not automatically be mistaken for an equally strong 
consumer market. 
 
The bottom line is that we do not need every data series to move in perfect unison to recognize an economic 
shift. 
 
Our primary question as it relates to growth remains ... is its rate of change improving?! 
 
A flat durable goods headline, a modest deceleration in one underlying annual series, and a sharp acceleration 
in core capital goods can all be true at once. Taken together with the other incoming growth signals, the 
newer capital investment data add meaningful support to the acceleration case. 
 
So far, that is the part of our September plan, outlined in August, that appears to be playing out. 
 

Inflation ... the Other Side of the quad 
 
The larger change is inflation. 
 
To understand why, it helps to follow the sequence rather than focus on a single CPI print. 
Headline CPI reached +4.25% YoY in May. It then slowed to +3.53% YoY in June and +3.36% YoY in July. That 
was a cumulative -89 basis point deceleration from May to July. 
 
By August, that downward progression had stopped. Headline CPI edged up to +3.40% YoY ... a +4-basis point 
acceleration from July. 
 
On its own, four basis points would hardly settle an argument about the next economic environment. The 
September trajectory has since moved considerably. 
 
WTI spot crude fell roughly 10% from September 15 to September 23. Despite that retreat, Hedgeye’s latest 
headline CPI nowcast still calls for +3.74% YoY in September. If realized, that would be a further +34 basis 
point acceleration from August and would put the annual rate +38 basis points above July’s low. 
 
The base case has risen +7 basis points since Hedgeye’s September 21 update. That change in the estimate is 
itself information: as more of the month’s inputs became available, the expected inflation rate moved higher. 
 
Hedgeye’s current range also points in the same direction: 
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September headline CPI scenario                Estimated YoY rate                        Change from August’s +3.40% 
 
Downside 

                                  
                                 +3.63% 

                                               
                                               +23 basis points 

Base case                                  +3.74%                                                +34 basis points 

Upside                                  +3.85%                                                +45 basis points 
 
Even the downside estimate would represent a meaningful acceleration from August. 
 
Let’s be precise: September CPI has not been reported. The official release is scheduled for October 14. 
 
These are estimates, and estimates can change. We are describing the current trajectory, not presenting the 
September figure as an accomplished fact … though, Hedgeye’s monthly inflation nowcast is updated weekly 
... and has reported approximately 90% directional accuracy from the onset of initially publishing their 
monthly nowcast. 
 
That being said, markets do not wait for every backward-looking number to become final before it begins 
repricing the probable path ahead. 
 
In August, our September framework anticipated growth accelerating while inflation decelerated: 
 
Growth ↑ / Inflation ↓ = Quad 1 
 
The newer growth data and inflation trajectory suggest a different combination: 
 
Growth ↑ / Inflation ↑ = Quad 2 
The important change is not simply that inflation remains above a particular level. It is that, after decelerating 
from May through July, its YoY rate of change turned modestly higher in August and is now estimated to 
accelerate more sharply in September. 
 
That is the audible. 
 

What the market is saying ... and who is speaking? 
 
Several market signals have moved in a direction which supports the changing Quad assessment. 
 
In the latest research, the U.S. Dollar Index was up +0.8% WoW and +2.1% over the prior month. Treasury 
yields rose across the curve over that same month, with the 2-year yield up +67 basis points, the 10-year up 
+53 basis points, and the 30-year up +33 basis points. Gold weakened as the dollar and yields advanced. 
 
The Federal Reserve also raised its target rate by 25 basis points at its September meeting. 
 
Those developments deserve attention. Yet we should be careful about turning any one market price into a 
complete explanation of the economy. 
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Mike Green’s recent work raises a useful question: Who, or what, is producing the price we are treating as a 
signal? 
 
A Treasury yield reflects the interaction of growth and inflation expectations with Treasury issuance, 
benchmark rules, institutional mandates, futures positions, leverage, and the capacity of intermediaries to 
absorb risk. Federal Reserve researchers have documented how some mutual funds use Treasury futures to 
obtain benchmark-related duration and how hedge funds often take the other side of those positions. 
 
That does not prove passive or benchmark-related flows caused the recent increase in yields. Nor does it tell 
us how much of a particular move came from economic news versus market structure. 
 
For us, the distinction is practical. The growth and inflation data help identify the probable Quad.  
 
Price, volume, and volatility help us evaluate how markets are responding and whether our positioning still 
fits what is happening in real time. As noted above, we place a greater emphasis on the market signal ... and 
while remaining curious about the forces behind them … the “why” leaves more room for interpretation as 
well as error. 
 

Narrow breadth … don’t guess?!  
 
The same principle applies to individual equities. 
 
As of September 28, Barchart’s measure showed 43.93% of S&P 500 stocks above their simple 200-day moving 
average. Put differently, roughly 56% were below that long-term trend measure. 
 
While this is a single measure of breadth, it does suggest market participation has narrowed. It does not tell 
us that 56% of stocks suffered a “Wall Street” defined correction, and it does not tell us what the index must 
do next. 
 
While some investors see poor breadth and conclude the market is about to break. Others notice that breadth 
has become such a popular worry that they begin looking for a rebound. Either outcome is possible. 
 
Rather than guess … we follow our signals ... allowing them to guide our next move. 
 
Does participation improve as the Quad 2 growth data continue to arrive? Do more stocks begin confirming 
the move? Or does the index remain dependent on a smaller group of companies while the broader market 
weakens? 
 
Those are questions the signals can help answer. A compelling narrative about breadth cannot answer them 
in advance. 
 

The next read 
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Hedgeye’s current forward Quad count suggests a greater persistence of Quad 2 conditions than its earlier 3–
1–2 path implied. The updated monthly sequence is 2–2–1–2–2 from September through January ... four of 
the next five months tracking toward Quad 2. 
 
That is useful as a working map ... and, like every forward map, it is subject to change. 
 
Our immediate checkpoints are more concrete: 
 

• Does the October 14 CPI release confirm the September inflation acceleration now being estimated? 
• Do incoming growth data continue to show acceleration beyond the strongest capital investment 

categories? 
• Do the dollar, yields, sector leadership, and market breadth continue to confirm the environment ... or 

begin to diverge from it? 
• What do price, volume, and volatility tell us as those data arrive? 

 
We will not defend an old Quad simply because we published it last month. We also will not assume that a 
new Quad lasts indefinitely because the latest readings support it. 
 
Every month, we put the plan on paper. 
 
Every day, we watch the signals. 
 

Final thoughts 
 
In August, we wrote: “Be stubborn about the process ... flexible about the conclusion.” 
 
Following our signals through September was a test of whether we meant it. 
 
The growth acceleration we anticipated has gained support. The expected inflation deceleration has not.  
 
Hedgeye’s latest September nowcast points instead to a meaningful acceleration, shifting our working 
assessment toward Quad 2. 
 
At the same time, our signals led us to reduce exposure in both individual small cap equities as well as the 
Russell 2000 at the index level itself ... while increasing exposure to large cap growth. 
 
Here’s the rub ... small caps typically outperform in Quad 2 ... how flexible can you be?! 
 
Just because something is “typical” doesn’t mean it’s set in stone! 
 
The Fed has acted. Bond yields and the dollar have risen. Market breadth has narrowed. Each adds information 
... and each requires interpretation within the larger process. 
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We do not get paid for insisting that August’s September forecast was right. We don’t remain in a position 
simply because it “should” be working in the respective Quad. We are responsible for recognizing when the 
probabilities change and adjusting our conclusions accordingly. 
 
That same discipline belongs in a financial plan. We can map retirement income, spending, investments, taxes, 
insurance, and the needs of a family using the best information available today. Then life ... and markets ... 
supply new information. 
 
A retirement date moves. Healthcare costs change. One spouse retires sooner than expected. The income plan 
that made sense a few years ago may need an adjustment today. 
 
A plan gives us direction. A process tells us when to make an adjustment. 
 
When was the last time your plan was tested against the life you’re living now ... and the retirement you’re 
preparing for? 
 
If something has changed ... or you simply want to understand where you stand ... Schedule your free 
consultation today. 
 
As always … Good investing! 
 

 
Mitchel C. Krause 
Managing Principal & CCO 
 
4141 Banks Stone Dr. 
Raleigh, NC. 27603 
phone: 919-249-9650  
toll free: 844-300-7344 
mitchel.krause@othersideam.com 
www.othersideam.com 
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DISCLOSURES 
 
Disclosure: The commentary, analysis, references to, and performance information contained herein, except where explicitly 
noted, reflects that of Other Side Asset Management, LLC, a registered investment adviser. Opinions expressed are as of the 
current date and subject to change without notice. Other Side Asset Management, LLC shall not be responsible for any trading 
decisions, damages, or other losses resulting from, or related to, the information, data, analyses or opinions contained herein or 
their use, which do not constitute investment advice, are provided as of the date written, are provided solely for informational 
purposes and therefore are not an offer to buy or sell a security. This commentary is for informational purposes only and has 
not been tailored to suit any individual. References to specific securities or investment options should not be considered an 
offer to purchase or sell that specific investment. Other Side Asset Management, LLC does not guarantee the results of its advice 
or recommendations, or that the objectives of a strategy will be achieved. Performance shown herein should in no way be 
considered indicative of, or a guarantee of the actual or future performance of, or viewed as a substitute for any portfolio 
invested in a similar strategy.  Performance data shown represents past performance, which does not guarantee future results.  
Investments in securities are subject to investment risk, including possible loss of principal. Prices of securities may fluctuate 
from time to time and may even become valueless. Securities in this report are not FDIC-insured, may lose value, and are not 
guaranteed by a bank or other financial institution. Before making any investment decision, investors should read and consider 
all the relevant investment product information. Investors should seriously consider if the investment is suitable for them by 
referencing their own financial position, investment objectives, and risk profile before making any investment decision. There 
can be no assurance that any financial strategy will be successful. All data presented is based on the most recent information 
available to Other Side Asset Management, LLC as of the date indicated and may not be an accurate reflection of current data. 
There is no assurance that the data will remain the same. This commentary contains certain forward-looking statements. 
Forward-looking statements involve known and unknown risks, uncertainties and other factors, which may cause the actual 
results to differ materially, and/or substantially from any future results, performance or achievements expressed or implied by 
those projected in the forward-looking statements for any reason. No graph, chart, or formula in this presentation can be used 
in and of itself to determine which securities to buy or sell, when to buy or sell securities, whether to invest using this investment 
strategy, or whether to engage Other Side Asset Management’s investment advisory services. In addition to the Other Side Asset 
Management’s advisory fee, overall returns may be reduced by expenses that an investor may incur in the management of the 
investor’s account, such as for custody or trading services, which will vary by investor and may exceed the trading costs reflected 
here.

 


