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Those complaining about low volatility should be careful what they wish for as indexation has created a large number
of unintentionally crowded trades. When the time comes to sell, the question will be, “To whom?” In the meantime,
we are in a global policy doldrum as central banks are uncertain about their next move and fiscal policy is in abeyance.
Markets do not owe you a trend, but eventually they provide one. The causal chain remains:

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;

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

5. Swap spreads are rising; and

6. CDS costs remain consistent with a bull market in risky assets.

Key Market Indications

We entered 2017 divided as to whether the Nominal Treasury Curve Declines Slightly Past One Year
long-running bull market in bonds was over 2o

or whether it would resume. Very few said it

would be boring, but that is what we have.

The long-term holders of UST either must
hold the assets for balance sheet reasons or
they are not marked-to-market, and profit-
seeking traders see little value in buying.

1.95%

Treasury Yield

1.45%

CDS costs on UST increased slightly over the Treasury CDS Costs Rise Slightly
past month. This market remains oaom

unconcerned about the U.S. debt ceiling. We

are likely to see a bump higher sometime in o5
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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, rose at
the short end of the yield curve. The long end
of the yield curve remains trapped in a range
as it is dominated by very strong long-term
holders.

CDS costs moved slightly 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.

Real U.S. Interest Rate Curve Declines Mid-Curve
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U.S. Swap Spreads Rise Mid-Curve
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Market Structure
Grains joined Natural Gas and Livestock in
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Performance Measures
Grains sold off strongly; | suppose the next Commodity Total Retums
. . Five-Days One Month Six Months One Year
rally will come with some harvest frost-scare. loomtrg Incex — ——
With the exception of Natural Gas’ strong Grains Sub-index 400 8T GO 330
. . Com -2.05% -6.55% -5.91% 1.31%|
decline, other action was unremarkable. soybeans SE% STI% 1048 5T
Wheat -5.44% -14.93% -3.09% -8.21%)
Energy Sub-Index -1.35% 7.81% -9.49% -1.25%)
Petroleum Sub-Index 0.11% 11.71% -6.02% 7.35%)
WTI -0.24% 11.79% -8.52% 4.38%)
Brent 0.25% 11.04% -7.84% 5.82%)
ULSD 0.49% 13.47% -1.33% 13.62%|
Gasoline 0.05% 11.19% -2.11% 10.69%|
Natural Gas -5.65% -2.82% -18.97% -21.96%!|
Precious Metals Sub-Index -1.28% 4.38% -1.39% -10.54%|
Gold -0.82% 4.02% 157% -6.91%)
Silver -2.63% 5.45% -9.20% -19.46%|
Industrial Metals Sub-Index 0.45% 5.43% 4.21% 19.67%|
Copper 0.37% 9.08% 8.40% 31.46%|
Aluminum 0.15% -1.45% 3.28% 14.01%
Nickel 0.41% 14.84% -1.75% -5.80%)
Zinc 1.26% 0.48% -0.01% 22.28%)
Softs Sub-Index 0.63% 5.43% -19.68% -18.46%|
Coffee 1.69% 8.82% -6.17% -10.27%
Sugar -1.58% 0.01% -32.35% -33.03%
Cotton 267% 3.05% -5.11% -1.77%|
Livestock Sub-Index 113% -2.29% 6.13% 11.15%
Cattle 151% -0.69% 10.95% 10.65%|
Hogs 0.43% -4.67% -147% 10.75%|
The one-way decline seen recently for the Currency Returns
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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.

3 From week ending August 4, 2017




