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It’s better to be the house

Key Takeaways

» Option volumes set a record in
2020. This year is on pace to break
that record.

» The iShares Broker Dealer ETF
(IAD holds the stocks of companies
that benefit from increased option
trading and market volatility.

» Almost 40% of IAl is two
investment banks. Further
flattening of the yield curve
represents a risk for holding such a
large, curve sensitive position.

We've received questions from clients

and colleagues regarding the popularity

of ‘meme’ stocks like AMC and GameStop
(GME) and, frankly, never felt we had a good
answer. We thought the iShares Broker
Dealer ETF, which holds stocks in the capital
markets industry, looked like an interesting
solution but had concerns over the two
largest positions. Goldman Sachs (GS) and
Morgan Stanley (MS) make up about 40% of
the fund and both are highly sensitive to a
flattening yield curve.

Rocket ship

The Option Clearing Corporation, the central
clearing facility for exchange and OTC
options, reported a record volume year in
2020 — fueled, at least in part, by increased
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Another record year for option volume?

Annual Option Volume - Across all exchanges
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retail participation. With almost half of 2021
over, the volume reported by the OCC looks
to be on pace to exceed 2020’s volume
(chart). This volume has pushed both the
CBOE and Nasdag (NDAQ), which operate
10 option exchanges between them and
represent almost 10% of 1A, to recent 52-
week highs.

It’s going to be lit

In his remarks at Piper Sandler’s Global
Exchange and FinTech Conference, SEC
Chairman Gensler made it clear that
revamping equity market structure will be
an SEC priority during his tenure. Two points
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caught our attention — a significant amount
of trading volume (47% in January) occurs
away from ‘lit” markets (exchanges) and
payment for order flow (PFOF) may obscure
the true cost of trading. Moving equity
volume from ‘dark’ venues to exchanges
would benefit NDAQ and ICE (parent of the
NYSE and almost 5% of IAD.

IAl also holds Virtu (VIRT, about 1%) which
is the second largest wholesaler and would
likely be negatively impacted by moving
trading to exchanges.
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Banks like it steep

A simple, though not comprehensive, way

to explain much of an investment bank’s

business is maturity transformation —

borrowing short-term to invest long-term.

This

makes them sensitive to the slope of

the yield curve — the steeper, the better.

Separately, a portion of their business can

be thought of as a tail-risk hedge — trading/

market-making should be more profitable

during periods of volatility or increased

clien

t activity.

Joe Kalish described last week’s action as

a ‘violent flattening of the yield curve’ and

suggested the curve could re-steepen in

coming months as treasury supply increases
— which would benefit GS and MS.

.
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Steeper curve benefits the banks

Treasury Yield Curve - Current vs. 1-Month Ago
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Short-term oversold bounce or trend change?

iShares US Broker-Dealers (IAl) Mean Reversion Daily Data 2019-06-21 to 2021-06-22
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Slow growth is another risk
IAl remains sensitive to a further flattening
of the yield curve and Financials are a
cyclical value sector. Ed Clissold warns of
a potential shift away from Value in the

second half of the year as ‘super charged
growth’ subsides. Last week’s curve induced
selloff was sufficient to push IAl to short-
term oversold and could mark a change in
trend (chart, left).

However, if trading volume continues at the
same elevated pace and the curve steepens,
IAl should rally and this pullback offers an
entry point with well-defined risk.
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See the signals.™

Founded in 1980, Ned Davis Research Group is a leading independent
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research firm with clients around the globe. With a range of products
and services utilizing a 360° methodology, we deliver award-winning
solutions to the world's leading investment management companies.
Our clients include professionals from global investment firms,
banks, insurance companies, mutual funds, hedge funds, pension [T ATING

and endowment funds, and registered investment advisors.
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Important Information and Disclaimers

Ned Davis Research, Inc. (NDR), any NDR affiliates or employees, or any third-party data provider, shall not have any liability for
any loss sustained by anyone who has relied on the information contained in any NDR publication. In no event shall NDR, any
NDR affiliates or employees, or any third-party data provider, be liable to any party for any direct, indirect, incidental, exemplary,
compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost
income or lost profits and opportunity costs) in connection with any use of the information contained in this document even if

advised of the possibility of such damages.

The data and analysis contained in NDR’s publications are provided “as is” and without warranty of any kind, either expressed
or implied. The information is based on data believed to be reliable, but it is not guaranteed. NDR DISCLAIMS ANY AND ALL
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY,
SUITABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE.

NDR's reports reflect opinions of our analysts as of the date of each report, and they will not necessarily be updated as views or
information change. All opinions expressed therein are subject to change without notice, and you should always obtain current
information and perform due diligence before trading. NDR or its affiliated companies or their respective shareholders, directors,
officers and/or employees, may have long or short positions in the securities discussed in NDR'’s publications and may purchase or

sell such securities without notice.

NDR uses and has historically used various methods to evaluate investments which may, at times, produce contradictory
recommendations with respect to the same securities. When evaluating the results of prior NDR recommendations or NDR
performance rankings, one should also consider that NDR may modify the methods it uses to evaluate investment
opportunities from time to time, that model results do not impute or show the compounded adverse effect of transaction
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costs or management fees or reflect actual investment results, that other less r i made by

NDR are not included with these model performance reports, that some model results do not reflect actual historical

r Jati and that i dels are ily constructed with the benefit of hindsight. Unless
specifically noted on a chart, report, or other device, all performance measures are purely hypothetical, and are the

results of back-tested methodologies using data and analysis over time periods that pre-dated the creation of the

analysis and do not reflect tax q issi and other trading costs. For these and for many
other reasons, the performance of NDR’s past recommendations and model results are not a guarantee of future results.

Using any graph, chart, formula, model, or other device to assist in deciding which securities to trade or when to trade them
presents many difficulties and their effectiveness has significant limitations, including that prior patterns may not repeat themselves
continuously or on any particular occasion. In addition, market participants using such devices can impact the market in a way
that changes the effectiveness of such devices. NDR believes no individual graph, chart, formula, model, or other device should be
used as the sole basis for any investment decision and suggests that all market participants consider differing viewpoints and use
a weight of the evidence approach that fits their investment needs. Any particular piece of content or commentary may or may not
be representative of the NDR House View, and may not align with any of the other content or commentary that is provided in the
service. Performance measures on any chart or report are not intended to represent the performance of an investment account or
portfolio, as some formulas or models may have superior or inferior results over differing time periods based upon macro-economic
or investment market regimes. NDR generally provides a full history of a formula or model's hypothetical performance, which often
reflects an “all in” investment of the represented market or security during “buy”, “bullish”, or similar recommendations. This approach
is not indicative of the intended usage of the recommendation in a client’s portfolio, and for this reason NDR does not typically
display returns as would be commonly stated when reporting portfolio performance. Clients seeking the usage of any NDR content
in a simulated portfolio back-test should contact their account representative to discuss testing that NDR can perform using the

client’s specific risk tolerances, fees, and other constraints.

NDR's reports are not intended to be the primary basis for investment decisions and are not designed to meet the particular
investment needs of any investor. The reports do not address the suitability of any particular investment for any particular
investor. The reports do not address the tax consequences of securities, investments, or strategies, and investors should consult
their tax advisors before making investment decisions. Investors should seek professional advice before making investment

decisions. The reports are not an offer or the solicitation of an offer to buy or to sell a security.
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