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What is not to like? Growth is up, employment is up, the regulatory environment is friendlier, the fiscal environment
is more friendly, monetary policy is accommodative still...so everyone is nervous. We know every reason things are
going to get better, but we do not know how they will fail. Eventually, they will, but until then, enjoy the good times.
I have been saying a variation of this since the end of 2011, and | will change when the environment does. The causal
chain now is:

1. The market is pricing in March and June 2018 rate hikes;

2. Inflationary expectations have hit resistance at 2.04%, but their next target of 2.26% is not reachable in the
short-term;
3. The secular flattening trend in the U.S. yield curve continues;
4. Short-term borrowers are accepting rollover risk rather than term-out borrowing in the bond market;
5. Swap spreads are inverting bullishly; and
6. CDS costs remain in their secular downtrend.
Key Market Indications
To repeat verbatim from last week: If the 36- Nominal Treasury Curve Shifts Higher
year bull market in UST is going to end in 2o
2018, it will end via rising non-U.S. rates
ending a carry trade into the U.S. Rising

short-term rates will not shake out the must-
own long-bond holders such as pensions, life
insurance firms and endowments, nor will
central banks liquidate their portfolios into a
declining market. Over? It will not be over
until foreign central banks say it is over!
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The pseudo-real yield curve shifted lower
across the maturity spectrum as nominal rates
remained tame and inflation breakevens rose.
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Swap spreads, which rise when floating-rate US. Swap Spreads Rise Mid-Curve

borrowers want to fix their payments, rose 020
mid-curve but declined past five years. These
declining spreads are still supportive for both oen
corporate bonds and for equities.
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CDS costs have made new lows within their CorporateCDS Costs Decline
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current bullish move. Unless equities decline
and produce correlation trades, there is no
reason for CDS costs to rise.
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The A-rated corporate yield flattened via A-Rated Corporate Curve Flattens Bearishly

higher short-term rates. As UST vyields are -
rising and credit spreads already are at post-

crisis lows, the risk/reward for these markets
remains poor.
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Market Structure
Livestock joined Natural Gas and Grains Spest  swugwre owilmo volsily etz
remain in downtrends, but all other physical bmery G m Twam o ame e
commodity indices are in structural uptrends. B . e B Twam  om  sm ozn
. . BBerg Softs 29 Trending 0.228 13.2% 0.30%
Both ten-year UST and the dollar index are in BBer Na. Gas m J mee ) ace | 265 o
. . erg Petroleum 26 Trending 0.284 15.2% 0.52%
downtrends. Both the EM and EAFE indices BBy Liestock ® Tedm J o0 | ur oo
are in structural uptrends. poviradiont B Tede o0 ae oo
EM Index 28 Trending 0.683 7.8% 0.26%
Ten-year UST (price) 28 Trending 0.141 4.0% -0.06%
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Performance Measures
The decline in short-term implied real rates

Commodity Total Retums

. . - Five-D: One Month Six Month One Ye
propelled the Precious Metals higher. While — e SR e S
the Petroleum subindex gained and made Grains Sub-index o  02m6 63 172
. . Com -0.18% -0.32% -16.49% -13.42%
new 2.5-year highs on various supply Soyoens 1% 2% 0% 63
- . . - Wheat 0.73% 291% -26.64% -14.92%!
disruptions, Natural Gas declined despite the oy Subingex i
surge in spot NG prices. The econ0m|ca||y Petroleum Sub-Index 169% 6.49% 30.79% 10.70%
.y . . WTI 2.61% 7.12% 36.67% 6.40%)
sensitive Industrial Metals declined after Brent 229 Tam s 149
- ULSD 0.65% 6.49% 41.62% 16.43%
ClOSIng 2017 strongly. Gasoline 012% 329% 31.92% 422
Natural Gas -4.59% -0.58% -15.18% -32.65%
Precious Metals Sub-Index 2.02% 6.86% 957% 9.50%)
Gold 197% 6.03% 8.93% 11.82%
Silver 2.17% 9.36% 11.50% 3.25%)
Industrial Metals Sub-Index -1.63% 9.67% 21.00% 24.98%!|
Copper -2.36% 8.54% 21.04% 24.40%)
Aluminum -3.74% 9.47% 12.67% 25.76%|
Nickel 1.40% 14.36% 39.63% 20.56%|
Zinc 1.54% 9.12% 21.50% 28.98%!
Softs Sub-Index 0.99% 271% 3.94% -19.19%
Coffee 2.96% 4.88% -4.75% -17.98%
Sugar 0.57% 7.45% 3.30% -30.20%
Cotton -0.97% 5.93% 14.06% 6.63%)
Livestock Sub-Index -1.61% 1.95% -4.82% 7.05%)
Cattle -2.42% 0.91% -5.21% 8.23%)
Hogs -0.14% 3.85% -3.56% 5.79%)
The EM currencies in general and the Latin e o C;"ehmy?‘t;”fh .

. - - . ive-Days ne Montl ix Months One Year
currencies in particular benefited from a o — — o
strong risk—on_ o_anvironments and a_IIocations ;ﬁggﬁgigy“:: byes! Iy el [
into EM equities. The USD gained only S el ol SR
against the low-rate CHF and JPY. et = = =
Commodity-linked currencies such as the A cuuy  ascl Aok ae
CAD and AUD gained against the greenback. New Zealand dollr LB 43 A% 209

Indian rupee 0.7% 1.60% 2.22% 7.24%)
Brazilian real 258% 0.42% 1.85% -0.94%)
Mexican peso 2.50% -2.13% -4.51% 11.70%)
Chilean peso 15%% 7.93% 9.92% 9.28%)
Colombian peso 2.76% 3.12% 6.16% 0.87%)
Bloomberg-JP Morgan 0.56% 1.65% 4.25% 6.30%)
Asian dollar index (spot)
There really is no such thing as a January o by TomRewns o
indicator. So Saying, this week set a hlgh bar MSCI World Free 238% 4.12% B8% 2390
for the 51 weeks remaining in 2018. In the Lo A soml|  amel  wewl| e
absence of negative news, money plowed e sonll il Sl mend
into global equities, and plowed very hard. Earorone 6 e dow  zome
Both CTAs and hedge funds had a strong o AedgeFndRewms
beginning to 2018, indicating they 1) Newedge CTA To D L
embraced the risk-on environment and 2) are Nowedge ShonTem e e v some
crowding the trade on each other. iy toull sl sl e
HFR Macro: 1.96% 4.47% 10.75% 6.89%)
Sytematic Diversified CTA

Futures trading involves the substantial risk of loss and is not suitable for all investors. Each investor
must consider whether this is a suitable investment since you may lose all of or more than your
initial investment. Past performance is not indicative of future results.
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