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Doesn’t Goldilocks Get Eaten in the End? 
Yesterday was a great “everything” rally day! The market “finally” or “once again” got to price in a “soft 
landing.” It is possible that Goldilocks survives in the end, but growing up with Slavic folk tales, the 
endings rarely seemed to be “Hallmark” endings. 

It started with a deluge of data. 

• ADP jobs were weak, but no one understands how their new methodology works. 

• The price and inflation components of GDP came in higher than expected, but not by much. 

• JOLTS report showed that job openings were down ,but were better than expected (and still 
much higher than I find believable).  

• Chicago PMI was “Showgirls” bad! Maybe it is “specific” to the Chicago area, but this number 
stuck out like a sore thumb.  

 
The data was only worse than this during the Covid lockdown, in the aftermath of Lehman, and 
at the height of the dotcom bubble bursting (which saw some fraud at massive IG companies). 
We will come back to this! 

All that really mattered was Powell. 

• Powell confirmed what we and many other have been saying for some time: the pace of hikes 
has to slow! In addition, the risk of overtightening is real (we think that they already have 
overtightened, but that’s another story). 

• His words helped: 

o Lowered the terminal rate to 4.9% according to Bloomberg WIRP. Still a touch too high 
as discussed in last weekend’s Positioning & Key Drivers. 

o Sent the 2-year Treasury from 4.55% to a low of 4.31%. The entire yield curve moved, and 
we had some serious bull steepening (or less inversion). There should be more 
steepening to come! 

https://academysecurities.com/wp-content/uploads/Positioning-and-Key-Drivers.pdf
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o The S&P 500 was up 3%, the Nasdaq was up 4.5%, and the beleaguered ARKK ETF was 
up 7.7%. 

o DXY (a dollar index) had a weak day, which continued overnight and is now the lowest it 
has been since August and could break through to levels not seen since June! 

o Even crypto participated (though the rally started overnight). More on this another time 
as it is a sideshow for the moment. 

We are also getting signs that China, while not “technically” submitting to the protestors, is starting to 
submit to the protestors. There are hints that China’s “official” policy is reflecting the changes in how 
COVID is affecting people, which would support a decision to ease restrictions.  

Doesn’t Goldilocks Get Eaten in the End? 
Back to the main theme of today’s quick report. 

We have been looking for lower yields and an admission by the Fed that they have potentially gone 
too far, too fast. We got that. But what is next? 

• If for no other reason than we got an almost 5% rally in the Nasdaq, look for some Fed speakers 
to try to talk markets down. It won’t be horribly effective, but it won’t stop them from trying. 

• What if the PMI is a sign of things to come? What if, far from being an outlier, this is indicative 
of the direction that the economy is headed? I remain staunchly in the camp that the recession 
is coming sooner and will be deeper than consensus. It will be driven by losses in higher paying 
jobs, the wealth effect, and the inventory overhang! 

• NFP should now be set up for a “bad news is bad” trade. 

• Don’t underestimate the power of daily and weekly expiration options driving markets far more 
than they should be on days like yesterday. Considering options expiration on Friday, it is 
anyone’s guess on which way traders will decide to try to drive the market, but after yesterday’s 
big move (where we started with relatively “neutral” positioning) trading to the downside on 
any catalyst seems easier than driving it much higher. But in any case, this trading pattern has 
introduced a new randomness to the size of the moves. 

• The quiet grind of QT continues. Liquidity (slowly but steadily) is leaving the system. Far less 
dramatically than how QE inserted the liquidity, but a headwind nonetheless. 

Bottom Line 
Small fade on the rates move. Generally, front end yields are still too high, and we should see steepening 
(less inversion). 

Larger fade on the equity side. A China reopening would be a wildcard, but realistically the timing for 
this would be in the spring and we have plenty of issues to deal with before then. 

It is encouraging that the Fed is finally on the “nearly done hiking” page, but once that gets fully priced 
in (and it may already be), we can then move to the “done too much hiking already” phase, which won’t 
be pretty for risk assets. There was a time (in a galaxy far, far away) where “risk-off” was a thing and 
stocks did poorly as yields went lower. 

The market is in the “just right” stage of the 3 bears story, but I don’t think that is how the story ends! 
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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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