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THE WORLD TRADES HERE,

I The Macro Environment For
Financial Markets

Every parent learns the elegant simplicity of “Because | said so.” It comes in handy for central banks; no matter how
much the market priced out another rate hike in 2017, the FOMC could put it back in. They own the tie-breaker, so
another rate hike and an unwinding of QE it shall be. This is monetary contraction at a time when fiscal stimulus
looks increasingly problematic. It is a good thing we have a service and information-based economy less susceptible
to the depredations of ad hoc policy decisions. The causal chain now is:

The market has been forced to start pricing in a December rate hike along with the shrinkage of the Federal

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

1.
Reserve’s balance sheet;
2. Inflationary expectations continue to rise;
3. The secular flattening trend in the U.S. is resuming;
4,
5. Swap spreads are shifting higher; and
6. CDS costs are rising along with short-term rates.

Key Market Indications

The rise in short-term rates may help banks
and other financial firms, but they will start
to affect floating-rate borrowers and flatten
the yield curve. These factors are going to
dampen credit demand and slow both
economic  growth  and, eventually,
inflationary expectations.

The pseudo-real yield curve once again
declined across the maturity spectrum and is
negative for maturities between two and four
years. This curve was common during 2015-
2016 period of accelerated global QE, but it
is quite surprising to see during a period when
the Federal Reserve is beginning to unwind
QE and other major central banks are leaning
in that direction.
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Swap spreads, which rise when floating-rate
borrowers want to fix their payments, rose
across the maturity spectrum. Markets are
anticipating a steady climb in short-term rates
and are not anticipating a further decline in
long-term rates.

CDS costs rose for both the investment-grade
and high-yield indices. Unlike the lockstep
correlation to equities we have seen for
months, this one followed both the Toys ‘R’
Us bankruptcy and the realization everyone
who has been a floating-rate payor at the
short end of the yield curve is going to have
to start paying real interest in the near future.

The A-rated corporate yield curve changed
very little over the past month. This remains
a bull market with limited upside potential.

Market Structure

Softs, Grains and Livestock remain in
structural uptrends within the physical
commodities, while Natural Gas reversed
into a downtrend. All of the equity indices
remain in structural uptrends, while the ten-
year UST remains in a structural downtrend.
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Ten-year UST (price)

N-Day
Speed

Sideways
14 Transitional 0.063 13.6%
12 Transitional -0.095 17.7%
2 Trending -0.145 10.3%
29 Trending 0020 15.2% 0.23%
27 Trending -0.009 18.4% -0.03%
2 Trending 0271 18.0% 0.30%
22 Trending 0.173 12.5% 0.45%
5 Sideways 0.002 7.1%
29 Trending 0.231 5.7% 0.04%
2 Trending 0.238 7.5% 0.11%
29 Trending 0.255 5.7% 0.21%
20 Trending -0.156 3.8% 0.15%
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Performance Measures
The continued gains in the Energy subindex
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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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