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You can manage risk, but you cannot manage uncertainty. This situation has been made worse by the irrational nature
of U.S. trade policy. It threatens the U.S. as much as it does other nations and it comes at a time when China is
economically fragile and the Eurozone is retreating from its 2017 growth path. As noted last week, fixed-income,
currency and commodity markets are pricing in a shock and equity markets are “looking over the valley.” Once again,
all we can say is one side is going to be wrong. The causal chain now remains:

1. The market is pricing in September and December 2018 rate hikes;
2. Inflationary expectations have stopped rising;
3. Theyield curve remains in its flattening trend;
4. Short-term borrowers are accepting rollover risk rather than term-out borrowing in the bond market;
5. Swap spreads continue to invert bullishly; and
6. CDS costs continue to mirror equity movements.
Key Market Indications
The yield curve continues to drive lower at Nominal Treasury Curve Flattens Bullishly
the long end of the yield curve as trade

tensions are driving risk-averse investors
there. Inflation expectations remain confined
even as backward-looking measures of
reported inflation tick higher.

2.90%

2.65%

Treasury Yield

2.40%

2.15%

The pseudo-real yield curve continued to
decline past two years’ maturity even as it Lz
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Swap spreads, which rise when floating-rate
borrowers want to fix their payments,
declined at the short end of the yield curve as
the prospects for further short-term interest
rate hikes fade.

The decline in CDS costs reflects the gains in
equities more than anything specific to credit.
The continued threat to individual companies
from trade disruptions has yet to affect the
corporate bond market on an index level.

The A-rated corporate yield curve mirrored
the small bullish flattening seen in the UST
market, but there is almost no capacity for a
significant rally as credit spreads are unlikely
to compress much further.

Market Structure

Only Petroleum is in a structural uptrend
within the physical markets. Both the main
Bloomberg index and Industrial Metals are
oversold. Within the financials, all but the
EAFE are in consolidative structures.
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BBerg Trending -0.456 8.8% -0.20%
BBerg Grain 8 Sideways -0.081 211%
BBerg Ind. Metl 29 Trending -0.560 15.7% -0.21%
BBerg Pre. Metl 8 Sideways -0.098 9.6%
BBerg Softs 6 Sideways -0.095 16.5%
BBerg Nat. Gas 29 Trending -0.284 16.4%
BBerg Petroleum 29 Trending 0.048 20.3% 053%
BBerg Livestock 2 Trending -0.186 17.3% -0.13%
Dollar Index 17 Transitional 0.007 5.8%
S&P 500 Index 19 Transitional 0.184 9.7%
EAFE Index 29 Trending -0.040 9.2% -0.24%
EM Index 9 Sideways 0078 11.5%
Ten-year UST (price) 6 Sideways 0.041 2.8%
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Performance Measures

Only cotton and nickel had positive returns
on the week. This sort of across-the-board
slaughter was seen during the financial crisis,
and we are nowhere near that environment.
Still, you do not want to be a primary
commodity producer if Chinese demand
starts to slide, and this makes it very difficult
to assess any sort of bottom on fundamental
terms.

The pattern of the USD gaining against the
majors while retreating against various EM
currencies is a rather unusual one. It reflects
the notion short-term interest rates will stop
rising in the U.S. and will decline in both the
Eurozone and in both China and Japan.

Equity markets are acting as if the trade war
will be over soon; let us hope they are right.
However, they also are benefiting from a
more benign picture for both the USD and
short-term interest rates, and these will
reverse if trade tensions dissipate.

CTAs gained on the week, which is a bit of a
departure from the normal pattern of losing
money during physical commodity bear
markets. Hedge funds gained; this is their
normal pattern of gaining during strong
equity markets.
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Commodity Total Retums

Five-Days One Month Six Months One Year
-2.72% -4.27% -4.40% 2.86%)
-5.21% -7.55% -6.27% -19.82%!
-5.24% -1.82% -1.49% -20.07%
-6.70% -10.21% -16.69% -20.80%)
-351% -3.07% 9.86% -18.36%)
-2.25% 1.39% 431% 28.64%|
-1.82% 5.10% 10.06% 50.90%|
-2.23% 8.78% 12.93% 51.98%|
-2.14% 331% 13.00% 61.21%|
-161% 2.29% 5.59% 44.22%
-0.59% 4.26% 3.55% 35.33%
-357% -8.76% -10.52% -21.23%)
-1.24% -3.16% -7.80% -0.15%)
-1.16% -2.80% -7.5% 0.36%)
-1.54% -4.34% -8.48% -1.74%)
-2.15% -10.97% -9.74% 7.56%)
-1.68% -12.20% -14.62% 1.36%|
-247% -8.03% -5.58% 5.95%)

0.19% -8.02% 1141% 45.05%)
-5.67% -16.09% -23.20% -4.98%)
-2.26% -9.58% -1353% -13.95%
-364% -6.37% -12.69% -24.79%
-4.74% -11.12% -20.55% -26.79%)

4.05% -2.09% 10.07% 35.03%)
-2.67% -2.95% -7.30% -11.76%)
-1.40% 0.22% -3.46% -11.84%
-4.56% -1.90% -14.74% -12.44%

Currency Returns

Five-Days One Month Six Months One Year
-0.52% -0.90% -472% 2.52%
-0.73% -4.39% -3.80% 1.37%
-170% -1.82% -1.64% 0.80%)
-0.46% -1.15% -4.13% 2.19%
-1.24% -1.62% -3.85% -3.44%)
-0.58% -1.31% -5.55% -3.33%)
-0.08% -2.03% -6.79% -3.97%)
-1.75% -3.07% -9.66% -5.87%)
-1.05% -1.30% -2.87% 1.78%)
-1.10% -3.86% -7.49% -1.75%|
051% -1.29% -1.35% -5.96%
0.32% -3.34% -16.49% -16.59%!|
0.79% 9.21% -0.18% -6.39%)
0.93% -2.81% -1.37% 1.53%)
0.45% -0.03% -0.65% 6.48%)
-0.49% -3.03% -373% 0.14%

Equity Total Returns

Five-Days One Month Six Months One Year
1.01% 0.14% -1.05% 12.26%
1.49% 1.06% 157% 16.48%
2.20% 3.65% -12.25% -1.32%)
171% -4.52% -9.47% 6.13%)
0.16% -2.20% -5.14% 6.90%)
056% 2.76% 7.10% 859%
-0.43% -111% -6.11% 4.58%

CTA/Hedge Fund Returns

Five-Days ~ OneMonth  SixMonths  One Year
119% 2.31% -8.43% 3.84%)
0.69% 156% 1.40% 160%)
0.46% 057% -2.18% 0.82%)
0.40% 0.03% 2.06% 2.79%
0.90% 121% -3.92% 1.89%)
1.02% 158% -651% 4.82%
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