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To say the Federal Reserve has been chastised would be an understatement. The case for tighter credit conditions
could be made in light of employment and output data if the real economy were autarkic, but this is 2019 and not
1959. The global economy and the increasing importance of financial market conditions for the real economy forced
the Federal Reserve to sheath its sword, and then some. The causal chain now is:

The market has priced out a 2019 rate hike;

The yield curve is steepening bullishly;

Inflationary expectations are increasing now;

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 bullish steepening of the yield curve and Nominal Treasury Curve Little Changed
rising inflation expectations are threatening
the post-November bullish trend in UST.
However, a high level of residual risk
aversion will stem any increase in long-term
rates throughout the first quarter.
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The pseudo-real yield curve is declining
across the maturity spectrum, especially at s20%
the short end of the yield curve, as inflation
expectations rise. L
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Swap spreads, which rise when floating-rate UsS. Swap Spreads Flatten Bearishly

borrowers want to fix their payments,
continue to rise at the long end of the yield
curve and decline at the short end of the yield o1
curve. However, these changes are minor
and do not reflect a large shift in sentiment. i
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CDS costs have relinked to the equity market Corporate DS Costs Decline
as correlation trades fade. We remain o
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
prices and declining equities, have ceased for g o™
now. H
8 3.4%
3.0%
27%
Years To Maturity
Market Structure
Natural Gas joined Livestock in a structural Speos _ swcure _ouiiaor volaity - eenacs
downtrend amongst physical commodity bag Gan ®  Team  oow e o2
. - - - - BBerg Ind. Metl 29 Trending 0.416 11.6% 0.36%
markets, which is ironic given the savagery Bser e e B w02 i o
- - erg Softs rending o %
of this week’s polar vortex. The remainder ey . Cas 2 Teng oo 2% 015%
R erg Petroleum 9 Sideways 0.089 26.1%
of the complex retains a bear-market rally BBerg Liestock ol Rl Brd B o0
pose. The S&P 500 rejoined the EAFE and Enre nioe ® Twam  oow e oz
EM indices in a structural uptrend. Teyerustoiy | reuem oo sme o

2 From week ending February 1, 2019




Performance Measures

While Petroleum gained on sanctions against
Venezuela, Natural Gas declined on the
realization this week’s polar vortex
represented a singular peak in demand.
Rising inflation expectations and declining
implied short-term interest rates pushed
Precious Metals higher, while another round
of Chinese stimulus pushed Industrial Metals
higher.

The USD’s decline was not universal as it
gained against the GBP, CHF, SEK, INR and
MXN, but the intermediate course is set until
the Federal Reserve returns to its 2018 credit-
tightening stance.

The decline in the USD and the Federal
Reserve’s dovishness continue to push EM
returns higher, with Latin America leading
the way once again.

CTAs lost on the week, while hedge funds
gained as is their wont during periods of
advancing equities. Once again, professional
traders are finding it difficult to justify their
fees.
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Commodity Total Retums

Five-Days One Month  Six Months One Year
-0.08% 3.55% -3.54% -7.26%)
-0.29% -0.07% -5.29% -6.24%)
-0.48% -1.05% -3.271% -6.55%)
-0.76% -0.22% -0.14% -10.98%)
0.86% 1.5%% -10.03% 3.18%)
-1.40% 5.86% -10.62% -6.43%)

219% 10.56% -16.02% -9.92%)
2.97% 14.67% -17.45% -11.16%)
178% 9.53% -13.79% -4.50%)
143% 8.82% -8.67% -3.85%)
2.34% 571% -25.34% -23.84%)
-10.95% -5.70% 0.31% -2.12%)
1.44% 217% 6.95% -2.70%)
142% 249% 8.24% -1.88%)
1.52% 111% 261% -5.45%)
1.83% 6.93% -1.30% -12.55%)
1.66% 4.94% 0.13% -13.99%)
-2.16% 0.54% -6.61% -12.74%
5.86% 14.00% -6.57% -5.89%)
4.01% 14.70% 10.28% -15.48%
-0.58% 3.39% -2.18% -14.09%
-2.86% 2.26% -8.37% -21.48%)
133% 5.81% 9.84% -13.82%
-0.61% 1.74% -17.30% -3.76%)
-1.25% -0.92% 4.671% -4.23%)
-0.41% 2.84% 5.66% 1.59%
-3.17% -8.75% 3.68% -15.93%)
Currency Returns
Five-Days One Month Six Months One Year
0.44% -0.08% -175% -8.43%
0.04% 197% 115% -6.61%)
0.05% 0.22% 2.04% -0.09%)
-0.89% 2.66% -0.37% -8.31%
-0.17% -141% -0.35% -6.94%)
0.8%% 4.04% -0.75% -6.37%)
0.99% 2.79% -2.08% -9.81%)
-0.02% -1.98% -2.69% -13.37%|
0.89% 244% -3.07% -9.43%)
0.89% 2.72% 1.61% -6.72%)
-0.11% -2.56% -3.96% -10.15%
2.88% 5.95% 256% -13.30%
-0.62% 2.86% -2.71% -3.98%)
2.32% 6.43% -1.63% -8.47%)
1.98% 5.16% -6.35% -9.70%)
0.04% 0.97% 0.57% -5.13%|
Equity Total Returns
Five-Days One Month Six Months One Year
143% 6.71% -4.83% -4.18%)
1.69% 7.31% -387% -0.20%|
251% 15.08% 10.82% -5.529%)
1.74% 8.88% -1.20% -12.24%|
0.95% 5.49% -6.63% -10.93%!|
0.30% 5.8%% 5.17% -10.42%|
0.71% 5.14% -9.39% -14.26%
CTA/Hedge Fund Returns
Five-Days One Month Six Months One Year
-0.65% -3.25% -5.49% -16.01%]
-0.38% -1.99% -2.49% -11.18%)
-0.19% -171% -1.12% -6.96%)
039% 213% -378% -7.01%)
0.96% -1.91% 2.26% -857%
110% -2.59% -3.27% -11.72%!|
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