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Janet Yellen needs to buy a copy of “Scaring Markets For Dummies.” Her threats to raise interest rates were met with
a tepid rally in the dollar, almost no change in long-term UST vyields and a stock market rally. Did she learn nothing
from the Maestro? The ongoing global equity rally is meeting the first condition of an incipient bubble, and that is
investors are buying it because it has been going up. The blowoff will follow. The causal chain remains:

The market is nominally pricing in higher short-term rates in 2017, but the conviction levels are weak;
Inflationary expectations have resumed rising;

The U.S. yield curve has paused in its secular flattening trend;

Short-term borrowers have stopped terming out short-term debt into the bond market;

Swap spreads are pricing in higher future rates; and

CDS costs remain consistent with a bull market in risky assets.
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Key Market Indications
We have expectations for higher inflation, Nominal Treasury Curve Rises Slightly
higher short-term rates, greater growth and
fiscal stimulus and an end of non-U.S. QE,
and ten-year UST yields have barely moved
higher since the immediate aftermath of the
U.S. election. The demand for seemingly
safe assets is far larger than anyone ever
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CDS costs on UST have increased very Treasury CDS Costs Decline Siightly
slightly over the past month. This has not
risen to a vote of no-confidence yet, but no

market has infinite patience.
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The pseudo-real yield curve declined at the
short end of the yield curve over the past
month. This helped push precious metals
higher.  Oddly, for all of the purported
increase in inflation expectations, implied
long-term real rates have increased only
modestly in the 7-10 year range and scarcely
at all in the longer maturities.

Swap spreads, which rise when floating-rate
borrowers want to fix their payments,
continue to rise across tenors as the swap
market is pricing in higher sovereign rates.
The swap market was slow to price in higher
rates in November and appears to be behind
the curve once again. Heavily insured events
have a way of not materializing.

CDS costs were not able to break recent
resistance, but neither did they give any sign
the recent rally is being rejected. This is a
bull market.

The A-rated corporate vyield curve has
remained near-constant over the past month
as modest decreases in credit spreads have
been offset by modest increases in UST
yields.
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Corporate CDS Costs Remain Near Resistance
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Market Structure

Industrial Metals managed to remain in their
structural uptrend in the physical markets,
while Natural Gas entered a structural
downtrend. Within the financials, the dollar
index exited its downtrend and ten-year UST
reversed into a weak structural uptrend.

Performance Measures

The Petroleum markets declined on the
realization higher OPEC prices support
higher non-OPEC production. Who knew?
Natural Gas turned lower on freakishly
warmer weather in the U.S. Midwest, while
Grain prices turned lower on the realization
the Southern Hemisphere crops will come in
as expected. Two growing seasons mean two
rounds of bad trading in grain markets.

If Yellen thought she was signaling the
currency markets to expect higher short-term
USD rates, the currency markets signaled
back, “yes, but not high enough.” Moreover,
anyone who thought the U.S. was entering a
new era of strong fiscal stimulus really did
not bring a strong understanding of
Congressional procedures to the table.

The EAFE in general and Eurozone equities
in particular joined the global rally this week,
pushing everything higher. Earning are
going to grow faster than interest rates; what
else do we need to know?

Both CTAs and hedge funds managed small
gains again this week. The increase for CTAs
is interesting given the general lack of strong
trends in anything but the equity indices.

Market
Structure.
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BBerg Transitional
BBerg Grain 17 Transitional 0.011 12.7%
BBerg Ind. Metl 29 Trending 0.150 16.2%
BBerg Pre. Metl 5 Sideways 0.048 10.1%
BBerg Softs 4 Sideways -0.004 11.4%
BBerg Nat. Gas 28 Trending -0.233 28.2%
BBerg Petroleum 27 Trending -0.038 17.5%
BBerg Livestock 17 Transitional 0.068 10.3%
Dollar Index 29 Trending 0036 8.3%
S&P 500 Index 29 Trending 0.400 6.2%
EAFE Index 15 Transitional 0107 8.0%
EM Index 29 Trending 0.389 7.2%
Ten-year UST (price) 29 Trending 0023 5.4%
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Commodity Total Retums

Five-Days One Month  Six Months One Year
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-1.65% -0.65% 1.48% 43.99%
-171% -147% 158% 39.88%
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Currency Returns

Five-Days One Month Six Months One Year
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Equity Total Returns

Five-Days One Month Six Months One Year
1.28% 3.19% 7.10% 22.53%]
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CTA/Hedge Fund Returns

Five-Days One Month Six Months One Year
255% 2.02% -6.33% -9.51%
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