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It is best to address the obvious: The threat of war is not bullish, but if the missiles start flying, your portfolio will not
matter. The strong selloff on Thursday was a one-day affair driven by unwinding of short-volatility trades and the
need for market-makers to sell ever-greater stocks at ever lower prices as a hedge. Asylums are filled with more

rational actors. The causal chain now is:

1. The market is pricing out expectations for another short-term rate hike in the U.S. in 2017,
2. Inflationary expectations have stopped declining;

3. The secular flattening trend in the U.S. is encountering resistance as expectations for higher short-term rates

fade;

Short-term borrowers are close to terming out short-term debt into the bond market;

4,
5. Swap spreads are rising; and
6

CDS costs are rising in response to declining equities.

Key Market Indications

Once upon a time a period of heightened
geopolitical risk would have prompted a
flight into the long end of the yield curve.
Not this time, and one of the more powerful
signals extant is when a market fails to
respond bullishly to bullish news. There is
no reason to shorten duration, but this is not
going to be a repeat of the bull runs of the last
few years.

CDS costs on UST increased over the past
month. This market remains unconcerned
about the U.S. debt ceiling. We are likely to
see a bump higher sometime in September,
though.
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The pseudo-real yield curve declined across
the maturity spectrum, with the strongest
move at the mid-curve. The three-year
remains negative. The shift is not as
significant as it may appear as the market
simply is pricing out some of its inflation
protection taken out early in the year.

Swap spreads, which rise when floating-rate
borrowers want to fix their payments, moved
very irregularly.

CDS costs moved higher for both the
investment-grade and high-yield indices. As
very little changed on either the growth or
monetary policy outlooks, it is likely the
upturns reflect correlation trades against
equities.

The A-rated corporate yield curve posted a
small bullish flattening. This remains a bull
market with limited upside potential.
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Market Structure
Grains joined Natural Gas and Livestock in Spee
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Performance Measures
The Precious Metals rose strongly, as could
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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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