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As 2023 concludes, the market trajectory reflects a wild ride, ultimately landing us almost where we started, with
the 10-year Treasury closing at 3.88, merely a basis point off from the 2022 year-end value. Most major bond
indices experienced a positive year following two consecutive negative ones. Looking ahead to 2024, we
anticipate another robust year driven by the current yield environment and the conclusion of tightening monetary
policy.

December's FOMC meeting provided a dovish stance from the Fed, which was favorable for risk assets,
subseqguently moving the Financial Conditions Index to the most accommodative level since early 2022. However,
the market's pricing of a 125-basis-point cut doesn't feel likely from our perspective unless a recession occurs.
Historical data spanning 30 years (table below) reveals the FOMC's tendency not to ease policy when core PCE
remains above target, unemployment is below 5%, and GDP surpasses 2%. It's notable that central banks
historically haven't preemptively cut rates to avoid a recession but instead have made aggressive cuts during
periods of economic contraction coinciding with rising unemployment rates.

Some concern exists from our perspective that the Fed might repeat the mid-1970s error, assuming victory over
inflation prematurely. Similar mistakes back then led to inflation resurgence in the late 1970s, eventually
subsiding in the early 1980s due to specific factors.

Regular readers of our commentary will note our surprise at the continued strength of the consumer. We are
focused on lower-income households meeting financial obligations, which will be highlighted in the upcoming Q4
Fed delinguency data release. This will offer critical insights into the socio-economic impact amid evolving
economic dynamics.

Looking into 2024, geopolitics continue to loom large on the horizon. Globally, a record number of people will be
impacted by elections across 50 countries, including the US, India, Taiwan, and Russia. Supply chain disruptions
from Houthi attacks in the Red Sea and drought in the Panama Canal remain a focal point, potentially triggering
inflationary consequences. We will remain vigilant regarding how geopolitical events unfold.

A History Lesson in Fed Easing

Core PCE

Total

Cuts
Date Initial Cut Cycle Recession YoY 3m Ann Unemp GDP
Jul-90 (25) (500) Y 4. 4.5 5.3 1.5
Jul-95 (25) (75) 2.1 2.4 5.7 1.2
Sep-98 (25) (75) Y 1.4 1.0 4.5 5.1
Jan-01 (50) (475) Y 19 2.0 3.9 2.4
Nov-02 (50) (75) 1.8 2.1 5.7 1.6
Sep-07 (50) (475) Y 2.0 1.8 477 2.3
Aug-19 (25) (75) 1.7 1.8 3.6 3.4
Mar-20 (50) (150) Y 1.7 1.8 3.8 (5.3)

Current 3.2 2.2 3.7 4.9 1
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As we look forward to 2024 and provide our product perspectives, the nearing end of the cycle anticipates the
Fed's probable entry into an easing palicy later this year. Examining the performance of various asset classes
leading up to and following the first Fed cut can offer valuable insights, considering that while history doesn't
always repeat, it often echoes similar patterns.

Rates- Post December's FOMC meeting, rates fell about 30 basis points from 2 years and out the curve while term
premiums collapsed. Despite this move, we maintain a neutral stance on rates, identifying pockets of value amidst
this shift. The market might be slightly ahead in pricing 125 bps of cuts, with 2 and 3-year Treasuries trading about

25 basis points cheaper relative to Fed Funds expectations for those respective periods. We see the potential for
countervailing factors between slower growth and lower inflation offsetting a return to elevated term premiums
because of deficit/supply concerns.

Credit- Credit performance seems tethered to the depth of a potential the economic downturn. With the Fed
primed to act swiftly at the earliest signs of distress, we project limited deterioration. While corporate
fundamentals appear stronger compared to previous cycles, our preference still leans towards higher-quality

credits.

Securitized- Mortgage-Backed Securities (MBS) have historically aligned closely with the Agg Index in performance

leading up to easing policy. However, our inclination towards increased MBS exposure stems from its historical role
as a hedge against credit, reflecting our belief in a less probable soft landing than perceived by the market.
Maoreover, we maintain our positive outlook on MBS, anticipating a reduction in interest rate volatility and potential
bank re-entry not fully priced into market expectations. Within ABS, Prime auto spreads are flat to |G corporates
with a similar duration and offer an interesting alternative to corporate credit.

Municipals- Leading up to easing cycles, munis have generally underperformed other asset classes. 10-year
municipals have reached their lowest levels as a percentage of Treasuries on record. While muni credit
fundamentals are generally solid, we prefer other asset classes currently.

Index Performance Pre and Post Initial FOMC Easing

U.S. Agg MBS 5-10 yr. Credit Intermed Treasury Long Treasury Munis SPX
Prev 6 Post 6 Prev 6 Post 6 Prev 6 Post 6 Prev 6 Post 6 Prev 6 Post 6 Prev 6 Post 6 Prev 6 Post 6
mos. maos. mos. maos. mos. maos. mos. maos. mos. maos. mos. maos. mos. maos.
Jul-90 55%  58% 65% 63 o  so%| 27 e5%]  as% 42w  B2% 34w
Jul-95|  90%  7.3%|  86%  BI1%| 14%  87%|  7.3%  58%| 132%  126%|  76%  63%| 195%  13.2%
Sep-98 61%  -02%|  38%  18%| 63%  -06% 63%  -02%| 125%  -52%|  51%  15%| -85%  265%
Jan-01 81%  42%|  82%  40%|  94%  54%|  7.0%  40%| 85%  31%|  65%  34%| -45%  -113%
Nov-02|  50%  63%| 38%  28%|  51%  123%|  51%  45%|  96%  126%|  37%  65%| -123%  2.9%
Sep07| 23%  52%|  21%  56%| 09%  31%|  35%  83%| 29%  98%| 1%  07%|  75%  -134%
Aug-9)  B.O%  16%|  48%  15%| 100%  28%|  53%  10%| 235%  -01%|  62%  17%|  51%  10.2%
Mared| 3%  36%| 36%  09%  -27%  16%|  53%  07%| 159%  00% 0%  40%| -132%  354%

Recession
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The following risks could cause the Strategy's portfolio to lose money or perform more poorly than other investments.

Investments in bonds and other debt securities will change in value based on changes in interest rates. If rates rise, the value of these investments generally
drops. Some investors may be subject to the Federal Alternative Minimum Tax and to certain state and local taxes.

Investing in fixed income products is subject to certain risks, including interest rate, credit, inflation, call, prepayment, and reinvestment risk. Any fixed-income
security sold or redeemed prior to maturity may be subject to substantial gain or loss.

DISCLAIMER

This material is not an offer or solicitation for the purchase or sale of any financial instrument in any jurisdiction, nor is it a commitment by Academy Asset
Management or any of its subsidiaries (collectively "AAM") to enter into any transaction referenced herein. All information provided by AAM herein is indicative,
is based on certain assumptions and current market conditions and is subject to change without notice. Accordingly, no reliance should be placed on the
information herein. In deciding whether to enter into any transaction or strategy referenced herein, the recipient should rely solely on the final documentation
which will contain the definitive terms and conditions relating to any referenced transaction or strategy.

These materials have been provided for illustrative purposes only and should not be relied upon by you in evaluating the merits of investing in any securities or
strategies mentioned herein. Past performance is not a guide to the future. Any forecasts, opinions, and statements of financial market trends expressed are
AAM's own at the date of this document and may be subject to change without notice. Any research in this document has been obtained and may have been
acted upon by AAM for its own purpose. The results of such research are being made available as additional information only and do not constitute investment
advice. The value of investments and the income from them may fluctuate in accordance with market conditions and taxation agreements and investors may
not get back the full amount invested. Both past performance and yield may not be a reliable guide to current and future performance. Changes in exchange
rates may have an adverse effect on the value, price or income of the product or underlying overseas investments. AAM makes no representation or warranty
regarding the accuracy or completeness of the information herein. AAM is not an advisor to any person who receives information on any referenced
transaction.

The recipient must make an independent assessment of legal, credit, tax, regulatory, and accounting issues and determine with its own professional advisors
any suitability or appropriateness implications of any transaction referenced herein in the context of its particular circumstances. AAM assumes no
responsibility or liability whatsoever to any person in respect of such matters. AAM, or any connected or associated person, may hold long or short positions or
derivative interest in or act as a market maker in the financial instruments of any issuer referred to herein or act as the underwriter, distributor, advisor, or
lender to any such issuer. AAM may conduct trading activities, including hedging, in connection with any transaction referenced herein which may have an
adverse impact on the recipient.
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