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This seemed like one of the longest “short” weeks that | can remember. Maybe it was the Tuesday
holiday. Maybe it was because | started the week somewhat jaded (What a “Weird” Week). Maybe it
was because the jobs data also forced me to invoke the word “weird” repeatedly (Jobs — What You See
Isn’t What You Get?). The fact that my air conditioning unit struggled to keep up with the heat and
humidity definitely didn’t help, but neither did watching algo-driven markets (or having to wait until
the last hour of trading for stocks to fade). However, | did enjoy catching up with some colleagues on
Bloomberg’s Real Yield and talking about credit.

But enough on that right now, let’s focus on the matter at hand — the battle for resources and chips.

The week started with China imposing export restrictions on crucial raw materials. Gallium and
germanium now require special permission from the government to be exported. These “rare
elements” are crucial in the manufacturing of high-end chips.

The week ended with the Defense Department invoking the Defense Production Act to help collect
and (even more crucially) refine the materials in question (Reuters story).

We have been discussing this theme on many fronts at Academy Securities. Our basic premise has
been:

e China figured out several years ago that rare earths and critical minerals (both their extraction
and their processing) would shape the future of global trade and relationships. If the past few
decades were shaped by petroleum products, the future will be shaped by these rare earths
and critical minerals. We have argued that Russia and India seemed to figure this out a year or
so ago (after China) and the U.S. is only recently reacting with the urgency necessary.

e While sad to say, a tagline that we have been using for two years (or more) is that:
o The West has a great vision for sustainability, but no plan to get there.

o China has no vision for sustainability, but a great plan to attain the resources that they
think we might need.

Yes, Yellen is in China (and Blinken was also there recently), but | don’t think that we will see any real
thawing of tensions regarding the semiconductor industry or rare earths and critical minerals.

The cynical side of me expects that China will “throw us a bone” that we will happily gnaw on while
they continue to secure the access to and the production of these resources.

Over two years ago, we published a special SITREP on the topic (Rare Earths — A National Security and
Environmental Threat). Generals (ret.) Chinn, Robeson, Kearney, Marks, and Walsh all weighed in on
the subject. Michael Rodriguez (Head of ESG) also brought up several salient points which helped form
our macro outlook. We will update and refine this outlook in the coming weeks, but this is a great
primer and it is (somewhat sadly) easy to see how we got from where we were two years ago to where
we are today.

In February of this year, we “upped the ante” with World War v3.1. While rare earths and critical
minerals were a part of that discussion, the main section worth reviewing is “The Semiconductor
Industry Viewed Through a Geopolitical Lens”.
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| would put Academy’s track record on predicting the path of U.S./China relations up against anyone’s.
The geopolitical insights and experience of the Geopolitical Intelligence Group have been crucial in
staying a step ahead of many. However, | do lament that by the time the consensus view catches up
with Academy’s view, the relationship with China will likely have deteriorated further. Unfortunately,
that seems to be occurring again as chips, rare earths, and critical minerals are without a doubt a
national security issue with strong bipartisan support.

Bottom Line

The February 2021 and February 2023 reports, while dated, are great starting points and worth
reviewing even by those who have already been focused this subject.

While we will be following up more on chips, rare earths, and critical minerals, this also seems like a
good time to highlight our From Made in China to Made by China theme. If there is one risk that | think
is real (and the market is completely discounting) it is the ongoing shift of China going from making our
products to making/selling their own products. That goes hand in hand with their increasing success
at getting some level of trading to occur directly in yuan instead of dollars. For those of you who have
listened to our calls or watched our webinars, you know that we are not doubting the dollar as the
reserve currency, but do see the dollar as the “world wide web” and the yuan as the “dark web”. The
scale sounds about right, but maybe it attributes too many negative connotations to trade using the
yuan (or maybe not enough depending on your view).

Artificial intelligence is the hottest topic helping markets (rightfully so in many ways).
The chip and commodity wars arguably are not getting enough attention.
My view of this is:

e Competing with China will be inflationary as we need to secure access to these resources
(some of it domestically) and build out processing facilities (domestically or with countries we
completely trust).

e Jobs will be created as part of the process of securing our supply chains, but it will take time,
money, and likely the ability to absorb some inflation.

e Whatever relationship you “hope” that we will return to with China is unlikely to occur.
Considering Al, quantum computing, and sustainability (to name a few issues), the stakes are
too high and the powers that be in both countries know this and will thwart each other’s
attempts to gain the upper hand. It doesn’t mean that we can’t have trade, but whatever
relationship we are going to have with China will be something new that is yet to be defined
and will be crucial for our economy, companies, and society.

Maybe for investors, these things will take years to play out and don’t change things much today.
However, for companies, those that have gotten ahead of the curve are prospering (and there is still
time to react for those that have not). The difficulties that we could face with China regarding chips,
rare earths, and critical minerals may lead to some expensive and even seemingly conservative
decisions, but those decisions will pay off in the long run.

Have a great Sunday, hopefully you are having good weather and | did briefly wonder why China was
banning geraniums — such pretty flowers @
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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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