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Stocks were mixed last week as investors fretted over hot inflation 
reports, which offset the move in chipmaker stocks. 

The Standard & Poor’s 500 Index rose 0.13 percent, while the Nasdaq 
Composite Index edged down 0.08 percent. The Dow Jones Industrial 
Average lost 0.17 percent. The MSCI EAFE Index, which tracks 
developed overseas stock markets, declined 1.77 percent.1,2 

Volatile Week 

Stocks ticked up to start the week, helping the S&P 500 close above 7400 
for the first time. The Nasdaq also closed at a new high as chipmaker 
stocks continued to lead the tech sector.3 

Markets opened lower on Tuesday after the Consumer Price Index (CPI) 
report came in hotter than expected. Stocks pared the losses by the close, 
with the Dow Industrials managing to notch a slight gain.4 

The rally continued, with the S&P and Nasdaq hitting new intraday and 
closing records over the next two trading days. On Thursday, a strong Q1 
report from a megacap tech company helped pace gains while investors 
kept one eye on the ongoing U.S.-China meetings. The S&P 500 closed 
over 7,500 for the first time, while the Dow reclaimed the 50,000 level.5,6 

Stocks were under pressure from the opening bell on Friday. Treasury 
yields rose as the three-day summit between U.S. and Chinese leaders 
came to a close. Investors seemed disappointed that there were no major 
agreements in the Middle East conflict.7 



 



 

 

Inflation in Focus 

Both retail and wholesale inflation rose faster than expected in 
April, heavily influenced by higher energy prices. 

The CPI increased 3.8 percent year over year in April, up from 
3.3 percent in March. Fuel oil alone climbed 54 percent year 
over year, while gasoline jumped 28 percent. In fact, over 40 
percent of the 0.6 percent month-over-month gain was driven by 
energy inflation.8 

Inflation also showed up in wholesale prices. The Producer Price 
Index rose 6 percent over the prior 12 months in April, also a 3-
year high. Month over month, PPI rose 1.4 percent (a 4-year 
high) versus the 0.5 percent increase expected.9 

This Week: Key Economic Data 

Tuesday: Pending Home Sales. Philadelphia Fed President 
Anna Paulson speaks. 

Wednesday: Minutes from Fed’s May FOMC Meeting. 

Thursday: Weekly Jobless Claims. Housing Starts. Building 
Permits. Purchasing Managers Index—Services. Purchasing 
Managers Index—Manufacturing. 

Friday: Consumer Sentiment. Leading Economic Indicators.  



 

"Governments and their “experts” constantly try to blame 
inflation on anything except what really creates it: monetary 
excess preceded by fiscal irresponsibility and uncontrolled 
deficit spending. 

– Daniel Lacalle 

 

Classic warning indicators are now near historic extremes. The 
Cyclically Adjusted Price Earnings ratio (CAPE) is near its all-
time high. It’s above the 1929 level and just short of the dot-com 
level.  Dislocation from fundamentals is accompanied by US 
PPI running at 6%, CPI almost 4%, as energy, electricity, 
transportation, goods prices, rents are on the rise and US CPI on 
course for greater than 5% by the midterm elections.  

Geopolitical chaos is pushing gas prices up dramatically. 
Simultaneously, consumer borrowing in the U.S. rose to the 
highest level since late 2022. Non-revolving credit climbed by 
almost $15 billion in March, the highest figure since mid-2023. 
Pending credit card debt increased by $10 billion, the most since 
2024.  



So why is the stock market at record highs? Extreme speculation 
in a handful of US names has led to the fastest rise in “gamma” 
yet seen, along with similarly unprecedented moves in 
correlation and dispersion.  What is “gamma? 

A “gamma squeeze” is a rapid, self reinforcing spike in a stock’s 
price caused by heavy Call option buying and the way options 
dealers hedge their risk. When many traders buy Call options on 
a stock, the dealers who sell those options hedge their exposure 
by buying shares of the underlying stock. Recall a Call option 
gives the buyer a right purchase stock at a specific price but the 
seller now has the obligation to sell it at that price. If prices go 
up, the seller will have to sell at a price lower than the market, 
creating a loss. They can hedge this exposure by purchasing the 
underlying stock associated with the option. 

As the stock price rises, the “delta” (how much the option price 
moves for a one point move in the stock) of those calls 
increases, and because of gamma (the rate at which delta 
changes), the dealer needs to buy even more shares to stay 
hedged. That dealer buying pushes the stock price up further, 
which again increases option deltas and forces more hedging 
buys, creating a feedback loop: rising price → more hedging → 
rising price. That loop is what people call a “gamma squeeze”. 

When a stock with a lot of outstanding short calls (dealers short, 
customers long) starts to move up quickly and trades near big 
strike levels, gamma is high, so delta changes fast. Dealers’ 
hedge requirements jump sharply in a short time, forcing very 
aggressive stock buying. That’s the “squeeze” on the dealers. 

Now combine the gamma squeeze with a short squeeze. Shorts 
(people who borrowed and sold the stock) are forced to buy 
back shares to cover as the price rises, pushing it higher.   



In practice, both can happen together: a heavily shorted name 
with huge call buying can see short covering and dealers 
hedging at the same time, which is why the moves can be 
violent. 

Things that often show up in a gamma squeeze setup: 

1) Very high call open interest and volume, often concentrated 
at a cluster of near dated strikes. 
2) Many of those calls are sold by dealers (so dealers are short 
calls).   
3) A sharp upside move in the underlying stock that pushes price 
toward or through those strikes, especially into expiration.   
4) Dealers scrambling to stay delta neutral by buying stock as 
price runs through their key strike prices. 

Dealers are not making a directional bet; they are just 
mechanically hedging. But the market doesn’t care why shares 
are being bought; the flow still pushes the price upwards. If 
liquidity is thin or there’s also retail or speculative buying in the 
stock itself, and/or a short squeeze (short sellers covering as 
price rises), the dealer hedging demand stacks on top of organic 
and forced demand, making the move much sharper and more 
vertical than would otherwise be expected from simple 
supply/demand in the stock alone.  

Bottom line, the recent parabolic rise in the stock market has 
little to do with fundamentals, rather it is reacting to gamma and 
short squeezes. At some point, the alligator jaws will close, the 
only question is when.  
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Investing involves risks, and investment decisions should be based on your own goals, time horizon, and tolerance for risk. The return and principal value 
of investments will fluctuate as market conditions change. When sold, investments may be worth more or less than their original cost. 

The forecasts or forward-looking statements are based on assumptions, may not materialize, and are subject to revision without notice. 

The market indexes discussed are unmanaged, and generally, considered representative of their respective markets. Index performance is not indicative of 
the past performance of a particular investment. Indexes do not incur management fees, costs, and expenses. Individuals cannot directly invest in 
unmanaged indexes. Past performance does not guarantee future results. 

The Dow Jones Industrial Average is an unmanaged index that is generally considered representative of large-capitalization companies on the U.S. stock 
market. The Nasdaq Composite is an index of the common stocks and similar securities listed on the Nasdaq stock market and considered a broad indicator 
of the performance of stocks of technology and growth companies. The MSCI EAFE Index was created by Morgan Stanley Capital International (MSCI) 
and serves as a benchmark of the performance of major international equity markets, as represented by 21 major MSCI indexes from Europe, Australia, and 
Southeast Asia. The S&P 500 Composite Index is an unmanaged group of securities that are considered to be representative of the stock market in general. 

U.S. Treasury Notes are guaranteed by the federal government as to the timely payment of principal and interest. However, if you sell a Treasury Note 
prior to maturity, it may be worth more or less than the original price paid. Fixed income investments are subject to various risks including changes in 
interest rates, credit quality, inflation risk, market valuations, prepayments, corporate events, tax ramifications and other factors. 

International investments carry additional risks, which include differences in financial reporting standards, currency exchange rates, political risks unique 
to a specific country, foreign taxes and regulations, and the potential for illiquid markets. These factors may result in greater share price volatility. 

Please consult your financial professional for additional information. 

This content is developed from sources believed to be providing accurate information. The information in this material is not intended as tax or legal 
advice. Please consult legal or tax professionals for specific information regarding your individual situation. This material was developed and produced by 
FMG Suite to provide information on a topic that may be of interest. FMG is not affiliated with the named representative, financial professional, Registered 
Investment Advisor, Broker-Dealer, nor state- or SEC-registered investment advisory firm. The opinions expressed and material provided are for general 
information, and they should not be considered a solicitation for the purchase or sale of any security. 
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