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After a few tumultuous weeks, it feels like we finally have the luxury of collecting our thoughts and can
sort out this “Market Mess”. We will also evaluate where we are with several key market drivers and
how markets are priced and positioned relative to those drivers.

Market Driver – War
Let’s start with the war in Ukraine. Right now, it seems easiest to break this into what we can see in
the near-term and what will potentially happen over the longer-term.
Near-Term
•

Russia focusing on the Donbass. Russia has lost some ground in and around Kyiv and is even
“officially” focusing their attention on the Donbass region. This is the region where Academy’s
Geopolitical Intelligence Group initially expected an attack, as they had enough troops for that
and there was little doubt as to how the citizens there would react to an invasion. This is also
the region where Putin’s view that his forces would be “welcomed” seemed at least plausible.
This is good news, especially if it indicates that Russia has reduced its goals in the Ukraine. But
it may just be Russia adopting a more achievable long-term plan, i.e., conquer the Donbass and
then proceed West with better lines of communication and supply. A positive development,
but it does not indicate any imminent ceasefire.

•

More fear tactics being employed. While Russia seems to be scaling back its operations in terms
of where they are focusing their forces, they seem more indiscriminate in their bombing. We
have seen some potential escalation in terms of weapons allegedly being used (hypersonic
seems likely, thermobaric unclear at best), but it has not escalated to chemical or tactical/
“battlefield” nukes despite U.S. intelligence warnings. Cyber-attacks have also remained
focused on Ukraine and have not been used as a widespread tool by the Russians in retaliation
for the sanctions. Though, on cyber in particular, Admiral (ret.) Barrett reminds us that Russian
hackers are patient and are very good at controlling the “time and place” of their attacks. Given
the seemingly decreased scope of Russia’s invasion, the lack of escalation should be a good
thing, but the intelligence warnings haven’t stopped and Putin has “surprised” the West with
his brutality in the past, so we cannot ignore this risk.

•

Increasing backlash including from the media within Russia. While a coup of any sort seems
highly unlikely, there are signs that the messaging within Russia is becoming moderately less
one sided. Whether the snippets that seem negative against the invasion are part of a bigger
strategy to identify an “enemy within” or are a sign that discontent is truly growing, we don’t
know yet. By now, a month into the invasion, there are families missing loved ones who will
start to doubt the official narrative. They will share their grief. That communication will be
personal and be outside of what the Russians can control via internet restrictions or a state-run
media. The tide continues to turn in Russia against Putin and the invasion, which might be
enough for him to start pursuing talks that lead to something that he can claim as peace,
which would be very positive.

•

India is not backing sanctions. This is both a near-term issue and something we need to think
about longer-term. Virtually every economic scenario that had the West shifting away from
China had a bigger link to India. India, with a political system more akin to ours than China’s and
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a population growing and getting wealthier (with long-standing competition with China),
seemed to be a country we could work well with. While that is still likely true, India’s ongoing
purchases of Russian commodities (and Russian weapons), which largely mimics their
engagement with Venezuela, should give us some pause. This helps Russia continue its
invasion and raises questions for the future.
From a near-term perspective, things seem to be heading in the right direction, but a lot of scenarios
including some bad ones, remain plausible.
Long-Term
•

DANTE vs NATO. I cannot come up with a good acronym for some geopolitical “alliances” that
seem to be forming, so for now I will go with DANTE - Dictatorships Autocratic Nations Treaty
Entity. This follows up last weekend’s Who Needs Who?

U.S.

EU

Russia

China

India

Buys Food









Sells Food









Buys Raw Resources



Sells Raw Resources



Buys Finished Goods



Sells Finished Goods











 






















Almost every geopolitical headline this week seemed to confirm that China is using our
sanctions as an opportunity to engage with countries that do not adhere to the political and
moral standards we purport to represent.
I believe that regardless of how the war goes, we are seeing an accelerated shift to new
alliances that will affect supply chains, the dollar, the yuan, and even foreign demand for our
securities. This will not change overnight, but it is something that we need to grapple with and
where we need to find our own solutions.
•

Marshall Plans, Monroe Doctrines, National Security, and more. I wholeheartedly agree that
we need an “Energy Marshal Plan” – something that accelerates our buildout of sustainable
energy sources while ensuring that we maintain our existing energy infrastructure until we get
there (which will require significant spending and regulatory changes after what has been an
extended period of underinvestment and likely overregulation). I continue to advocate that
supply chains will evolve around countries we are “close” to, where close can mean
politically/based on shared values or simply geographic proximity. While this should benefit
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North America/Central America/South America interconnectivity, I can’t bring myself to say it
is the Monroe Doctrine. However, while it does highlight the importance of the Western
Hemisphere in our past (and likely future) policy, this reminds me a bit too much of Manifest
Destiny, but we won’t quibble about that today. Basically, supply chains will be evaluated to
some degree by looking at them through a National Security lens. That will be done on a
national level, but I expect corporations to seriously incorporate “security” issues into their
supply chains far more in the future than they have in the past (i.e., what are the risks of exports
being blocked, production being halted, shipping interrupted, etc.) Many products will fall
outside the scope of this, but energy, commodities, high tech, and healthcare related items/
products will receive additional scrutiny.
•

If there was “peace” today, could we go back to the world as it was in January 2022? That is
a question that comes up quite often. While we do tend to be pragmatic and willing to move
past certain events when it is too problematic not to do so, I think “this time is different.”
Security (whether national or corporate) has been exposed as a much bigger risk than previously
thought and will come even more to the forefront of decision making than COVID caused it to
be.

Longer-term there are risks (as we see commodity centric and authoritative regimes work more
closely together), but we have an opportunity to reshape our supply chains and business allegiances,
which can create some exciting opportunities for growth and jobs.

Market Driver – The Fed
The Fed, which came across as dovish as possible at their meeting and press conference, has sent out
speaker after speaker to hammer home just how serious they are about fighting inflation! I cannot
remember a time when the speakers have been so universally in agreement and so quick to hammer
home a point that could have easily been hammered home at the FOMC meeting and press conference.
Academy had the pleasure of discussing the Fed and rates on Friday’s Real Yield show. I regret not
stating out loud whether the Fed “doth protest too much”, but given all the firms calling for more and
bigger hikes, it was difficult to fight too hard. It also didn’t help when one speaker started “glitching”
and you can see the panic in my face wondering if it was my connection breaking at the worst possible
time (similar to what happened during the prior week’s appearance).
Rate Hikes
•

I cannot understand the urgency of not being urgent! Inflation, broadly speaking for the Fed,
seemed to stop being “transitory” in late November or early December. Did we cut back on
bond purchases faster than previously telegraphed? No. Did we dial back on bond purchases
immediately when the minutes, back in January, stated that QT would begin faster and more
aggressively than the previous time? No. Did we hike rates in January? No. Did we spend a lot
of time talking about 50 bps in January? No. Did we hike 50 bps in March? No. Did we start QT
in March? No. I fail to see what is so “urgent” now that wasn’t at all “urgent” in January or
March. Yes, we will likely get 50 bps at the May meeting and I just have to accept that 50 bps in
May is crucial, but doing nothing in January and the bare minimum in March was part of that
“cunning plan” to tame inflation (if you’ve never watched the Blackadder series, I highly
recommend it). Again, I’m kind of stuck in the “they doth protest too much” camp and wonder
if they won’t just continue the tradition of jawboning and talking tough while providing a light
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touch?
•

Quantitative Tightening. On April 6th we will get the Fed minutes, which Powell hinted would
cover their thoughts on QT in more detail. While markets have been “prepped” for this, I think
this poses more of a threat to risk assets than rate hikes partly because we still really don’t know
what QE does, but it does seem to inflate asset prices, so it is reasonable to assume that QT
may hurt asset prices more than is already expected.

I’m less worried about rate hikes, partly because I think that the predictions have become excessive,
but I am more concerned (especially near-term), about quantitative tightening.

Energy Prices
We cannot have any discussion about anything, whether it is the economy, the Fed, markets, etc.,
without first looking at oil.
Oil Is Up $6 A Barrell Since November

While it is fascinating and even fun (if you are a glutton for punishment) to stare at the first futures
contract, that contract swings wildly with supply, demand, storage, speculation, etc. Just like when the
front contract went negative, we shouldn’t read too much in to where it is trading today. Yes, it is
important, but it is subject to a variety of forces, one of which right now is finding a high enough price
where demand destruction occurs. Oil (two years out) is “only” at $80, but it was almost $70 back in
November and briefly dipped to $75 last week. 5 year oil prices are even more contained. Both the
two-year and five-year markets price in the likely impact of new supply coming on line, which the front
contract doesn’t have the luxury of doing.
I expect energy stocks to do well as we initiate plans to build out sustainable AND fossil fuels in the
coming months and years, but I’m not getting overly excited by big swings (in either direction) in the
front contract.
Oil and energy prices are “bad” but the worst (for the next several years) may be getting behind us as
nations adapt to the events of this year.
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From Houston two weeks ago, the most common comments were:
•

Why, as the U.S. Energy Information Administration states, was 1977 the last time a refinery
with “significant” downstream production built? I’m not an energy expert, but it does seem
likely that our refining capacity may not be conducive to keeping gasoline prices low.

•

Why not greenlight Keystone Pipeline? Incredible efforts had been made on safety, the
environmental risks, and the use of union workers. However, the reality is that much of the
product that would have flowed through the pipeline will still make its way to the U.S., just
much less efficiently via rail and truck.

Domestically, energy is an opportunity, but not something to keep you awake at night.
Europe has bigger problems, with fewer immediate fixes, and I think that it will contribute to Europe
significantly underperforming the U.S.
The government will look for ways to offset the “flat tax” which is how gas prices behave for the
ordinary consumer. Expect subsidies of some form to lessen the blow to lower income households. Yes,
there is a certain irony in helping sustain demand for one of the products that would benefit from
demand destruction, but too many are too dependent on it, and the higher gas prices really do hit
lower income households disproportionally hard!

Housing
Mortgage applications have dropped 6 of the last 7 weeks!
Pending home sales – down.
New home sales – down.
Mortgage rates – much higher!

Yes, housing has been inflationary and will continue to be inflationary in the CPI data (a function of how
it is calculated embeds a lag effect), but the real world might see a far different outcome!
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I look at housing and cannot help but think we might be fighting the wrong battle at the wrong time!

Financial Conditions
Financial conditions, while still “easy” are far less easy than they’ve been and with the exception of the
pandemic, are more restrictive than we’ve seen since 2012!
Chicago Fed Financial Conditions

Why negative numbers represent easy and positive numbers represent tightening is beyond me, but it
is what it is. So, we’ve seen financial conditions get less easy. If it wasn’t for inflation staring us in the
face, we’d probably be talking about whether the Fed should be helping ease financial conditions, but
we aren’t – at least not yet!

Surprise!
What will be the next economic surprise?
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Economic data has been surprising to the upside in the U.S. That is great, but the cycle always looks the
same:
•

Data comes in better than expected.

•

Economists ratchet up expectations.

•

Data still beats.

•

Economists ratchet up expectations even faster.

•

The data is very strong, but not beating expectations by much.

•

Data starts missing.

•

Economists bring down forecasts.

•

Data misses more.

•

Economists drop forecasts sharply.

•

Data is weak, but meeting expectations.

•

Data comes out better than expected. Repeat loop.

Yes, economic data could continue to surprise to the upside, but the law of averages and the job
requirements of economists could easily cause us to see a reversal of this bullish pattern.

Where On the Curve Are We?
If you thought I was going to discuss the shape of the yield curve here, you are highly mistaken! I’m not
that much of a glutton for punishment, yet! Rather, since I’m on a roll with charts that would make a
kindergartner appalled at my lack of charting skills, I’m going to do another one.

Highly Unlikely

Possible

Possible

Scary

I find it impossible to believe that we are starting the tightening cycle just as inflation is at the start of
an uptrend. I will say it is “possible” that we are in the middle of the inflation rising cycle, but I think it
is also possible that inflation has crested. While I don’t think the “scary” scenario is likely, I cannot
dismiss it out of hand.
I am clearly not a believer in the soft landing scenario as I suspect we are far enough behind the curve
we may have missed the curve entirely.

Now For the Yield Curve
If there was one piece of data I’d like to know right now, it is what are the Chinese, the Saudis, and
others doing with their Treasuries?
I’d like to know the tic data in advance, but I think we are at least 6 weeks away from getting data
after we imposed our sanctions on Russia’s Central Bank. China (with $1.2 trillion) and the Saudis (with
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$125 billion) can certainly influence markets if they stop buying or selling. Luxembourg and the Cayman
Islands also have big holdings that presumably are not their own.
Sovereigns, the last time I checked, tend to hold relatively shorter dated bonds (5 years and in) as it is
meant to be a reserve rather than a rate bet.
If I’m correct on the DANTE effect, we could be seeing the 5-year and in sector at least partially under
pressure from some countries cutting back on their U.S. Treasury holdings. Since I suspect that some
selling could be occurring there, it makes my interpretation of the yield curve possibly different than
those who are focused solely on the number of hikes. Because that thought is pure speculation and it
is based on what we are seeing in terms of trade relations and cannot be known (one way or the other)
until after the fact, I’m in a quandary on rates.
I do know that the 7s 10s inversion and the 20s 30s large inversion seem to indicate that liquidity and
mandate issues mean more than a well-structured opinion on future yields. With 10s at 2.47%, 20s at
2.74%, and 30s at 2.58% I can do some pretty simple calculations (no convexity, repo, etc., just basic
kindergarten level math).
Today’s 10 year yield is 2.47%. To be “fair” for 20s, the 10 year yield in 10 years would need to be
3.01%. Then, in 20 years, the 10 year yield would need to drop to 2.26%.
I warned you that it was a simple calculation fraught with all sorts of issues that will be pointed out to
me (I’m sure), but it still seems like an incredibly awkward path for rates, which leads me to believe
that prices are distorted!
As discussed in “What a Mess” so many correlations seem to have shifted, liquidity seems bad, and the
selling seems relentless, so it is extremely difficult to call a bottom here and it is too messy and too
early to worry about whether 2s 10s is signaling recession or not (I’ll be lazy and suggest they are
starting to hint that we should brace for a hard rather than soft landing).
One positive (for bonds) is that pension fund rebalancing should not be skewed to selling stocks and
buying bonds (the 30 year bond is down almost 10% since the start of the month, while the S&P 500 is
up 4%).

Risk Assets
I’m far more comfortable with credit here versus equities (more on that to come early this week, as
I’ve run out of time and space today).
On the balance, I think:
•

Markets have priced in enough good news on the war that actual good news will deliver little
in the way of additional positive price action and may cause the market to fear the Fed more
as the war, despite its inflationary aspects, has been cited by many as a reason for the Fed to
be cautious on tightening.

•

Economic data may disappoint, which should help give Treasuries a bid, and while that would
have helped risky assets (especially big tech) a few months ago, the first reaction might be more
“risk off” rather than lower yields are good.

•

The Fed, a lot is priced in, but QT concerns me.

Caution on risk while slightly optimistic the worst of the war is close to being behind us!
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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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