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Yesterday we got the “new” CPI.

We already knew about the upward revisions to the prior months. The way they changed the
weightings to focus more on “sticky” inflation metrics meant that inflation was lower earlier in the year,
but higher later in the year (relative to what had been thought a mere week ago).

CPI came in right around revised expectations on a monthly basis. Many had thought that we would
get an upside surprise so just meeting expectations might explain some (but not all) of the initial
market reaction. Goods inflation continues to be weak (I expect that to continue because excess
inventory is still an issue). Services inflation remained strong, but we will start seeing how that does in
the coming months and whether or not it is persistent or subject to the wave of pent-up demand that
was largely satisfied after the spending binge late last year.

The 10-year yield dropped from about 3.68% down to a low of 3.62%. It then rose back to 3.7%,
dropped down to 3.65%, then pretty much steadily climbed up to 3.795% where buyers emerged (right
on cue), and finished the day at 3.75%.

There were 4 Fed speakers yesterday as well. My overall sense is that while sticking to the more
“watchful” and “data dependent” theme that Powell has been leading with, the mentality is starting to
shift away from “disinflation” and back to “inflation resurgence.”

Though clearly equities did not get that message. However, to be perfectly honest, | have no idea what
message equities got yesterday.
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The fluctuations in and around the number seemed unusual, even by recent standards.
“Program” trades seemed to be able to drive the market very quickly.

Given the data, the Fed comments, and Treasuries, stocks were very resilient which is worth noting
(especially as they move off of their overnight lows as the U.S. open nears).
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The bulk of the equity rally (from the European close at 11:30am) did coincide with Treasuries
improving. This makes sense, but even then, stocks seemed to be trading with little liquidity.

My Takeaways from this “Chop Chop” Trading
There is little depth to liquidity.

At any level there are all sorts of algos competing for a fraction of a cent, but any material flow is cutting
through the “faux” liquidity like a knife through butter.

This does not seem normal or healthy.

Given the shift in the inflation narrative (at least for the coming week or so) along with Fed speakers, |
expect to see some pressure on Treasury yields. The Citi economic surprise indicator went from a 6-
month low of -25 on January 18 to an almost 9 month high of +25 last week (a move worth paying
attention to).

Equities went from trading “long” last week (where barely any bid was held) to trading “short”
yesterday (where there was an almost palpable “urge” to rally).

That fits my narrative that this market swings from overbought to oversold (and vice versa) in record
time (likely helped by a healthy dose of ODTE trading).

While | have to respect the stock market resilience yesterday, it is difficult to be bullish with a (slightly)
bearish view on rates here. Maybe stocks can trade the “good news” as “good news”, but | suspect that
will be difficult.

My view is that equities can change their positioning far more rapidly than in the past (so | don’t think
that the “squeezy” feeling we got yesterday will last). The relative YTD performance of the Dow (3%),
the S&P 500 (8%), and the Nasdaq Composite (14%) is striking. If you dig into the “most shorted” stocks,
the relative performance is somewhere between stunning and mind-boggling. Yes, there is generally
more breadth in the recent rallies than we saw in 2022, but it is still a high beta/highly shorted grab
more than anything else.
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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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