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Have financial markets discounted the increasing probability of a round of leftish electoral victories in OECD nations,
something astonishing given the failures of socialism in places like Venezuela? Not at all. The four decades of
positive returns on capital since the dawn of the Reagan/Thatcher, et al, eras were not an accident. However, at the
risk of delving into politics, the electorate has tired of divisions produced by more rightist/centrist politics and may be
willing to embrace the devil it does not remember. The causal chain now is:

The market has priced out a 2019 rate hike;

The yield curve is flattening once again;

Inflationary expectations have resumed declining;

Short-term borrowers are accepting rollover risk rather than term-out borrowing in the bond market;
Swap spreads are flattening bearishly; and

CDS costs are declining from their December highs.
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Key Market Indications
The haven bid in UST has disappeared, and a Nominal Treasury Curve Little Changed
move back over 2.80% on the ten-year places
yields back in an uptrend. However, the
break higher is not imminent: The yield curve
is starting to flatten once again and inflation
expectations are declining.
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The pseudo-real yield curve remains elevated

Real U.S. Interest Rate Curve Declines At Short End Of Curve
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Swap spreads, which rise when floating-rate UsS. Swap Spreads Flatten Bearishly

borrowers want to fix their payments, rose at
the long end of the yield curve and declined
at the short end of the yield curve. However,
these changes are minor and do not reflect a
large shift in sentiment. | .
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CDS costs have relinked to the equity market CorporateCDS Costs Decline

as correlation trades fade. We remain _ .
unlikely to revisit the lows from early autumn '
anytime soon.

Five-Year HY CDS Costs, Basis Points
Five-Year IG CDS Costs, Basis Points

The A-rated corporate yield curve continues o A-Rated Corporate Curve Steepens Bullishly
to steepen bullishly as some immediate
threats to corporate credit quality, such as 4130
higher short-term rates, plunging crude oil
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Performance Measures

The ability of the Petroleum complex to
advance in the face of weaker gasoline prices
remains highly suspect. Economically
sensitive Industrial Metals gained on the
prospects of another round of fiscal stimulus
in China, which may be trading by hope.
Declines in implied real short-term rates are
supporting Precious Metals.

The USD gained only against the SEK, BRL
and COP as prospects for higher short-term
rates in the U.S. continue to fade. However,
the main rivals to the USD, such as the EUR,
are unlikely to provide higher short-term
returns anytime soon.

While the U.S. struggled, the international
indices in general and the EM index in
particular continued their January rallies.
However, when Latin America is a beacon of
strength, something is wrong.

Returns for both CTAs and hedge funds were
generally positive on the week as traders have
started to accept, albeit slowly, increased
risk-acceptance. Performance over the past
year has been poor, however, and has failed
to offset declines in conventional financial
assets.
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Commodity Total Retums

Five-Days One Month  Six Months One Year
0.82% 4.68% -3.35% -8.88%)
0.95% 2.36% -2.02% -5.10%)
0.12% 1.46% -0.68% -4.75%)|
1.98% 352% 2.60% -10.88%)
0.49% 1.85% -6.44% 3.66%)

-0.16% 8.85% -9.70% -9.29%
1.02% 14.94% -18.93% -13.70%)
2.60% 17.96% -20.03% -14.60%)
0.71% 15.46% -16.90% -8.18%)
0.53% 1450% -11.28% -8.47%)

-261% 7.41% -28.66% -27.66%)

-3.16% -2.23% 15.58% -1.45%)
0.63% 1.44% 4.79% -6.07%)
0.48% 133% 5.94% -4.64%)
110% 1.90% 0.96% -10.76%)
3.09% 5.54% -4.36% -14.84%
1.88% 1.96% -2.82% -15.67%)
3.37% 4.38% -6.81% -12.74%
3.23% 1151% -13.76% -12.52%
5.34% 10.29% 7.84% -18.23%)
0.05% 2.3% -4.89% -14.55%)
4.35% 5.99% -7.94% -22.22%
-3.14% 0.59% 8.14% -13.21%)
-0.27% 2.88% -16.96% -6.96%)
-1.19% -0.31% 7.05% -2.30%)
0.01% 143% 7.60% 3.271%)
-3.82% -3.69% 6.91% -13.44%)

Currency Returns

Five-Days One Month Six Months One Year
0.38% 0.12% -2.75% -7.99%)
0.44% 2.06% 0.32% -6.25%)
0.21% 0.69% 131% -0.13%)
2.52% 4.11% 0.05% -6.69%)
0.15% -067% -0.20% -5.35%)
0.32% 2.84% -1.30% -6.36%)
0.15% 2.03% -3.70% -10.55%|
-0.23% 0.15% -3.22% -12.45%
0.57% 291% -4.44% -9.05%)
142% 1.66% 0.03% -6.63%)
0.02% -1.45% -3.36% -10.72%
-0.20% 3.47% -1.90% -16.73%|
0.58% 4.89% -1.69% -2.02%)
0.32% 3.23% -2.68% -10.25%|
-0.85% 4.61% -8.56% -11.45%!|
0.55% 143% 0.11% -4.95%)

Equity Total Returns

Five-Days One Month Six Months One Year
0.07% 7.11% -6.18% -8.74%)
-0.15% 7.72% -4.70% -5.58%)
0.35% 15.16% 7.10% -7.09%)
142% 7.29% -4.51% -16.57%|
0.48% 5.99% -8.85% -14.18%!
056% 6.09% 7.22% -12.59%|
137% 6.29% -11.41% -17.47%

CTA/Hedge Fund Returns

Five-Days One Month Six Months One Year
0.31% -3.10% -6.01% -17.68%]
0.45% -2.01% -2.92% -12.85%
-0.09% 0.42% -1.50% -6.97%)
-0.09% 276% -4.63% -7.81%
0.83% 2.42% -3.61% -9.71%
157% -3.65% -4.52% -13.63%!|
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