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On Wednesday, November 8™, Academy Asset Management (an affiliate of Academy Securities)
celebrated the VETZ Veteran Impact ETF and Veterans Day at the New York Stock Exchange by ringing
the closing bell. Safety was a big topic of conversation last week, and was highlighted during the
geopolitical roundtable that Academy held at the NYSE. Issues covered included:

e Geopolitical and physical safety

e Investment safety

e Cyber security (or safety to fit within our theme)
o “Safe” assets

e Technological, economic, and trade “safety”

It doesn’t hurt that bringing up “The Safety Dance” brings back some good memories of a road trip to
Montreal where we got to see Bootsauce live (a local up-and-upcoming band at the time). We all need
some good things to reflect on when “safety” and “security” are top of mind.

It was nice that markets cooperated with the Bottom Line from last weekend’s What a Fire (some
“consolidation” with a bias towards owning the “everything rally”).

We also got to discuss a variety of subjects (including “safety”) on Bloomberg TV on Wednesday (starts
at around the 1:42:45 mark). Apparently, based on a lot of feedback, it was an interesting interview
and worth watching. That feedback is at least partially supported by the fact that Bloomberg made a
quick clip out of the Pain Trade portion of the interview and they used our line from the piece titled
“Analysts Who Cried Recession” in the headline of a written report. Bloomberg also aired a replay of
the energy discussion we had.

However, let’s get back to the issue of “safety.”

Geopolitical and Physical Safety

The battles between Israel and Hamas have intensified. As our Geopolitical Intelligence Group (“GIG”)
has repeated over and over, it will be very difficult for Israel to eradicate Hamas as a threat. The
complex tunnel network makes the urban fighting even more difficult than what the U.S. experienced
in Fallujah. Setting up operations and command & control centers in and around civilian facilities (like
schools and hospitals, which is prohibited by the Geneva Convention) makes the fighting more
challenging.

On the “bright” side of things (to the extent that there is a bright side), so far there has been no
escalation by other groups or countries in the region. That threat does exist, and will remain high while
the fighting continues. This is a very tricky situation, but it has (so far) not escalated to the point of
being a major global economic issue. However, | am hearing chatter about supply chain issues. The
supply chain issues are centered around goods produced by Israel. There is also concern around the
ability to ship things through the region (e.g. the Suez Canal) because the risk of escalation or even
“accidents” is greatly increased.

Ukraine’s “counteroffensive” is all but over, and it seems like Russia may be turning the tide. The
likelihood of the “stalemate” continuing seems high (though presumably, the Russians will attempt
another winter offensive once the ground freezes). Support for weapons deliveries is now far from
universal. However, while the quality and types of weapons being delivered are superior to what was
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delivered early in the war, many members of the GIG question whether it is enough to allow Ukraine
to push Russian forces back across their border. Nothing good is happening in the war which,
paradoxically, may be a good thing as it could push both sides to the table (though that is not likely
until the spring). It is still unclear to me if this would result in much of an immediate impact to the
global economy or even the inflationary pressures in Europe (Ride of the Valkyries).

“Safety” in Markets

As stocks seemed to defy gravity (or at least higher bond yields) on Friday to finish the day and the
week up (1.3% to 2.4%, depending on the index you track), many are looking at “hedges.” That is in
the “normal” realm of discussion topics. What is abnormal is this background buzz about whether
Treasuries are “safe” assets.

The 10-year auction did well, but the 30-year auction struggled. That had absolutely nothing to do with
the Fed. Yes, Powell spoke hawkish, but what else was he going to do or say? It has everything to do
with:

¢ Higher inflation expectations. The concepts of geopolitical inflation, ESG inflation, and supply
chain inflation are now widely held views. We continue to expect 3% to 5% inflation over the
next 3 to 5 years from these various forces. However, we don’t think that the Fed will react
aggressively to persistent inflation near 3%, precisely because of where it’s coming from. It
would be good to see better messaging out of D.C. regarding why this sort of inflation (which
goes hand in hand with creating a safer and more secure economy) is not only necessary, but
good for us longer-term!

e Lack of control, discipline, and responsibility out of D.C. We discussed this in U.S. Credit on the
back of some actions by the NRSROs (often referred to as rating agencies). Now, we are all
watching the nation’s cost of borrowing rise rapidly as the combination of rising yields and more
total debt becomes problematic. Some are using words other than “problematic” to describe
the situation, but that is premature. Yes, we are on a bad trajectory, but both supply and the
average coupon paid take time to reset significantly higher and too much is already priced in.

Ill

Treasuries are still “safe,” but in no way as “safe” as they were a year or two ago. Why would we
even bother discussing the difference between “safe” and “still safe, but not as safe as before?” That
is probably a good question, but | also wanted to point out that certain mathematicians have varying
degrees of “infinite.” How can something that is infinite be bigger or smaller than something else that
is infinite? Well, it can be, and | think that logic (although it hurts my head) is why it is appropriate to
think about what is “safe.”

¢ I’'m leaning towards being overweight floating rate assets. SOFR (for all intents and purposes)
is set by the government/Fed. Sure it can spike for a day or two, but there are tools and policy
support steps in place to keep it stable. The same cannot be said for longer-dated bonds.
Longer-dated bonds, especially in this algo driven “faux” liquidity (Voldemort) environment, are
susceptible to large moves. The risk of stops being triggered is real. Bond investors typically
lose far more money from forced selling than they do from defaults. | think that being
overweight floating debt (or short-term debt) could put you in a position to capture some
“weird” days in bonds, where we get a large move in bond vyields (3 or more standard
deviations).

e Corporates (and Munis) versus government debt. Municipalities typically must operate with a
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balanced budget. In addition, corporations have governance. | really like the front end (5-years
and in, with some floaters) of high-quality IG (A or better, | wanted to say BBB or better, but
figured that I'd get too much push back) as spreads will do well as some choose corporates over
government debt.

e Crypto. There, | said it! I’'m not even sure that | really believe it, though it is coming up more
often in discussions about “what is safe.” Clearly Bitcoin has surged recently and is back above
$37,000. Other parts of the market have also done well. Certainly, hopes of a “spot” ETF have
fueled those gains. Geopolitical unrest across the globe is likely helping as well, but | suspect
that part of this rise is driven by investors looking for something “safe.” I’'m not there yet (in
terms of thinking that crypto is “safe”), but clearly others are and at least from a trading
perspective, this theme could have legs as others think about what is “safe” or not.

e Stocks. In a world where we don’t “trust” the “safe” asset, maybe something that tends to
benefit from government spending is “safer.” The one flaw here is that the debt that is
increasing due to higher borrowing costs only really helps the savers, so I’'m not sure how well
that translates into corporate earnings or multiples that investors will pay.

Applying degrees of safety to government debt seems awkward, but we are there and not turning back
any time soon.

Cyber Safety

We will be publishing some new “X Reports” (cyber, Al, and space focused) in the coming weeks, but
two things really stuck out at the cyber/Al panel from Wednesday.

e Quantum computing. The potential obsolescence of existing encryption.

e How dangerous is the cyber world. Somehow the conversation on Wednesday turned to
“number of attacks.” While some of the specific numbers are classified, the panelists seemed
comfortable trying to point out that however high “we” (the audience) thought the numbers
were, the real number was significantly higher. One example that was brought up, if |
understood correctly, is that the NSA has a list of known malicious websites to which it helps
block inadvertent access. This list is apparently in the billions! | started thinking about various
letter and number combinations, and a billion seems like a lot. To put this in perspective, 1
million seconds is a bit less than 12 days. A billion seconds is over 31 years!

Very little about the cyber panel was comforting. In addition, this week a ransomware attack on a
foreign financial institution caused some disruption in the U.S. Treasury market. However, the fact that
companies and countries are acutely aware of the risks (and are working to stop them) is good. Also,
we don’t hear much about the “successes” because that is the nature of cyber “warfare.”

Economic Safety

One thing that | could see happening is that the U.S. could reach some sort of “accord” with China in
the coming weeks or months.

With so many “hot spots” across the globe, we could look to reduce tensions with China. Maybe we
could back off on tariffs? We could also make some changes to what technology is prohibited from
being traded.

| suspect that any such deal would cause us some longer-term problems as it would considerably help
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the “Made by China” story (which is gaining traction) and increase the risk of China gaining access to
technology that we are trying to prevent them from accessing. Of note, the latest phones in China use
chips that are thinner than the U.S. expected them to have at this point.

In the near-term, this kind of news would likely spark a major rally in risk assets.

Again, it seems convoluted that something that | don’t like long-term would help in the short-term.
However, it does seem like the U.S. currently holds the “weaker hand” in trade negotiations with China
(despite the obvious evidence of their economy slowing).

Bottom Line
Add some equity hedges and favor the “everything rally.”
If nothing else, let’s not forget that:

“We can dance if we want to

We can leave your friends behind
Because your friends don’t dance
And if they don’t dance

Well, they’re no friends of mine.”

| write this knowing that | am a horrible dancer but wanted to end on a positive note because while we
need to worry about “safety,” we also need to enjoy life!

November 12, 2023 4



ACADEMY
SEGURITIES

MISSION DRIVEN Macro Strategy Peter Tchir

The Safety Dance

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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