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999 Luftballons

| could have gone with 99 Luftballons, but since inflation is the hottest topic coming into CPI, 999
Luftballons felt more appropriate.

| could have gone with Red Balloons rather than Luftballons, but the original German lyrics tell a
different and much clearer story than the lyrics that were created for the English version.

Heck, | could have even gone with 1 Chinese Balloon, but that probably isn’t enough (as the U.S. has
since shot down two unidentified objects, in addition to the balloon). Academy’s Geopolitical
Intelligence Group had a busy week:

e Saturday evening, we published U.S. Shoots Down 2 Unidentified Objects.

e We addressed Chinese Surveillance in the U.S.

e Shooting Down the Balloon.

e Provided some analysis and refutation of a Nord Stream Explosion report that has garnered
some attention.

This is it Boys, This is War

| found this to be one of the “catchier” lines in 99 Red Balloons. It is easy to imagine back in 1983 a
bunch of men (and it would have been mostly men back then) huddled around a table in a smoke filled
room deciding to attack something. Toss in a Captain Kirk reference (who is Canadian) and you are all
set to hit the proverbial “button”.

Fortunately, that is not how it works! I've spent almost 6 years working with our Geopolitical
Intelligence Group and many other veterans and most (if not all) view war as a last resort. They know
the risks and devastation that war causes and are not looking for “kinetic” action. Yes, they want to be
as prepared as possible (with the best training and equipment) so that if war occurs we can achieve
our objectives with minimal loss of life. This is far different from wanting or encouraging war, so the
song got that part wrong.

Unintended Consequences
However, the German version did get one part right.

The GIG (and veterans | work with) always talk about the risk of unintended consequences. An example
of this would be a mistake (anywhere along the chain of command) that results in loss of life and/or
escalation.

The German version of the song addresses 99 balloons floating to the horizon. Then one country’s
military sent planes to intercept these balloons (thinking, ironically given what is going on in the world
this weekend, that they were UFOs). This attack effectively spooked their neighbors, who then also
shot at the 99 balloons, which then led to war.

Definitely far-fetched, but there are many tense situations across the globe that do have the risk of
sparking into something more significant. Academy’s GIG discusses these situations in many of our
meetings as corporations and asset managers assess potential “unlikely, but possible” risks:

e Russia and the nuclear threat. It doesn’t come up as frequently, but it remains a risk.

o Does Ukraine do something that triggers an even more aggressive response from
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Russia? As Ukraine’s capabilities improve, do they change Russian behavior?

o Asthe West provides more and more equipment, training, and expertise, do we trigger
a new response from Russia?

e Does Russia accidentally (or on purpose) trigger an Article 5 response from NATO? Remember
when missile fragments killed civilians on Polish soil? That turned out not to be what was first
reported, but this remains a risk.

e China and Taiwan. The moments around China’s increased military exercises after Speaker
Pelosi’s trip to Taiwan was fraught with risk. That risk has diminished (along with Chinese and
Taiwanese activity), but it could increase at any moment.

e Iran. Iran building a nuclear weapon is an existential threat to Israel and even Saudi Arabia.
Since little seems to be getting done to prevent Iran from developing nuclear weapons, does
some country (or group of countries) take preemptive action? While Russian nukes come up
frequently and early in discussions, this topic is often more of an “afterthought” and | am
increasingly concerned that is a mistake.

e North Korea. It is difficult to shake the image of some “crazy uncle” sitting in some technology
deprived/backwoods country with nuclear weapons (and missiles). To make matters worse, he
tests them when he feels that the world isn’t paying enough attention to him. What could go
wrong?

Not sure there is anything to act on immediately, but ever since Putin invaded Ukraine we have had to
deal with “Bad People Behaving Truly Badly” and that seems to be a risk that is increasing, rather than
decreasing.

Inflation

Today is the actual Super Bowl. However, Tuesday will be yet another “super bow!” for the markets as
CPIl will be released. Yes, NFP was also a “super bowl!” as was Powell’s speech, the FOMC decision, and
so on and so forth.

CPl, in the end, will just be a number and moments after it is released, the market will need to start
focusing on the next number (knowing that Zero Days to Expiration Options (ODTE) will make the
gyrations ahead of and after the number even greater than they would have been a year or so ago). |
really do recommend reading last weekend’s report. We’ve had a lot of feedback on the report and
ODTE is not only attracting attention from traders and asset managers, but also from regulators and
policy makers.

Regarding CPI, Powell has finally decided that disinflation is as risky as a resurgence in inflation (Why
Am | Fighting the Fed, When | Agree with Powell).

But since the FOMC meeting on February 1%
e WIRP has shot up from sub 4.9% in June to almost 5.2% in July.
e The 10-year yield has shot up from 3.42% to 3.74% (and 2s vs 10s has inverted more).

e The S&P 500 is right between where it was pre-FOMC on the 31t and where it closed on the 1.
The Nasdaqg 100 is closer to the post FOMC closing level but is 500 points lower than where it
wound up on Thursday the 2" (a day that opened many peoples’ eyes to ODTE).

February 12, 2023 2


https://academysecurities.com/wp-content/uploads/Why-Do-I-Keep-Thinking-0DTE-stands-for-Zero-Dark-Thirty.pdf
https://academysecurities.com/wp-content/uploads/Why-Am-I-Fighting-the-Fed-When-I-Agree-with-Powell.pdf
https://academysecurities.com/wp-content/uploads/Why-Am-I-Fighting-the-Fed-When-I-Agree-with-Powell.pdf

ACADEMY
SECURITIES

MISSION DRIVEN Macro Strategy Peter Tchir

999 Luftballons

The reasons for inflation fears increasing are real:
e Jobs data (even trying to account for a bunch of year-end revisions) was strong.

e The BLS changed how CPI is calculated. They changed some weightings which had the effect of
showing that less progress was made on inflation than previously thought.

e The consumer seems to keep spending (even if more of that is going on plastic and draining
savings).

e The “soft landing” or even “no landing” narrative is getting incredible amounts of airtime!

e Qil and gas had big weeks, but last week “Dr. Copper” actually fell. Seeing oil prices go higher
always gets the inflation juices flowing (even if it has little to do with Core CPI and is largely
ignored, at least over short periods of time, by the Fed).

Could we see a higher than expected CPI print on Tuesday? Yes. We are on the path to get negative
prints in Q1 and Q2, but need to respect the data as it comes in and some of the positive data may be
more than just a “snapshot” effect. However, | continue to believe that collectively we are being far
too complacent about the direction of markets and the economy.

Sometime soon, the weakness the real world saw in housing late last summer and into the fall will
start showing up in the CPI data. Remember, three of the highest monthly prints on rent were in the
last 5 months, which just doesn’t seem sensical or believable.

Bottom Line

Risk markets remain positioned bullish (though not as bullish as at the start of last week) and remain
susceptible to disappointment. Treasury yields, on the other hand, have moved to the high end of my
ranges.

I’'m slightly bearish risk assets (stocks and credit spreads). Price action has been abysmal (no idea why
we had some of the reversals we’ve had) and there is little the Fed can say or do to help markets that
hasn’t already been said or done.

| continue to watch the MOSO page on Bloomberg (most active options) and will get bullish when VIX
calls/SPY puts stop dominating the daily flows. When SPY calls (along with TSLA and ARKK calls) were
dominating flows, we had the short squeezes. That just isn’t working and if anything, it looks like
baskets of “most shorted” stocks led the way lower, which only helps those “laddering” into put
spreads.

| like rates and would start nibbling here. As an issuer I’d probably hold off and see if all-in rates can
come back down a little.

| want to be prepared to buy stocks and bonds on any lower than “whisper” (or expected) CPI print.
| see the reasons why we are starting to price in a higher print, and agree with many of those reasons.
But | do think that OER is going to be disinflation’s friend.

In any case, the volatility (not just day to day, but also intraday) means keeping positions relatively
small and nimble.

Good luck if your team is in the Super Bowl! For me, at least this year, the Bills can’t lose in the Super
Bowl!
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Disclaimer

This document and its contents are confidential to the person(s) to whom it is delivered and should not be copied or
distributed, in whole or in part, or its contents disclosed by such person(s) to any other person. Any party receiving and/or
reviewing this material, in consideration therefore, agrees not to circumvent the business proposals explicitly or implicitly
contained herein in any manner, directly or indirectly. Further, any recipient hereof agrees to maintain all information
received in the strictest confidence and shall not disclose to any third parties any information material to the opportunity
contained herein and, upon review hereof, agrees that any unauthorized disclosure by any party will result in irreparable
damage for which monetary damages would be difficult or impossible to accurately determine. Recipients recognize, and
hereby agree, that the proprietary information disclosed herein represents confidential and valuable proprietary
information and, therefore, will not, without express prior written consent, disclose such information to any person,
company, entity or other third party, unless so doing would contravene governing law or regulations.

This document is an outline of matters for discussion only. This document does not constitute and should not be interpreted
as advice, including legal, tax or accounting advice. This presentation includes statements that represent opinions, estimates
and forecasts, which may not be realized. We believe the information provided herein is reliable, as of the date hereof, but
do not warrant accuracy or completeness. In preparing these materials, we have relied upon and assumed, without
independent verification, the accuracy and completeness of all information available from public sources.

Nothing in this document contains a commitment from Academy to underwrite, subscribe or agent any securities or
transaction; to invest in any way in any transaction or to advise related thereto or as described herein. Nothing herein
imposes any obligation on Academy.

Academy is a member of FINRA, SIPC and MSRB. Academy is a Certified Disabled Veteran Business Enterprise and Minority
Business Enterprise and is a Service Disabled Veteran Owned Small Business as per the US SBA. Investment Banking
transactions may be executed through affiliates or other broker dealers, either under industry standard agreements or by
the registration of certain principals.
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