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Physicists just sort of grin when they have to admit they cannot account for the 95% or so of the universe that is either
dark matter or dark energy. It inspires humility. Central bankers cannot account for inflation in terms of their
monetary policies. It inspires arrogance. Now the FOMC, which has committed to a rate hike in December, has to
justify its actions. It will, unconvincingly. The causal chain now is:

1. The market once again is questioning the inevitability of a December rate hike it had just accepted;
2. Inflationary expectations have failed at resistance;
3. The secular flattening trend in the U.S. continues;
4. Short-term borrowers are close to terming out short-term debt into the bond market;
5. Swap spreads are shifting higher; and
6. CDS costs remain at resistance.
Key Market Indications
Long-term rates once again held support at Nominal Treasury Curve Flattens From Short End
2.40%. As short-term rates rose again, the 200

yield curve hit a new low in the post-
November 2013 flattening. The gradual rise
in inflation expectations as measured by ten-
year TIPS breakevens reversed sharply
following Friday’s soft CPI data.
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The pseudo-real vyield curve flattened

Real U.S. Interest Rate Curve Shifts Higher

bearishly, rising at the long end of the yield o505
curve and declining at one- and two-year
maturities. It remains negative for two to oo

four-year maturities. ~ This curve was
common during 2015-2016 period of
accelerated global QE. The rise in implied
real rates at the long end of the yield curve is

insufficient to derail risk-seeking behavior in oo \

capital assets. v
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Swap spreads, which rise when floating-rate
borrowers want to fix their payments, rose
across the maturity spectrum, with the largest
shift at the shortest end of the yield curve.
Markets are anticipating a steady climb in
short-term rates and are not anticipating a
further decline in long-term rates.

CDS costs rose slightly for both the
investment-grade and high-yield indices.
This is somewhat noteworthy given how it
happened during a week of rising equities.
The increase suggests last week’s low in CDS
costs might be strong long-term resistance.

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

Market Structure

Industrial Metals and Livestock are in
structural uptrends, while Softs, Precious
Metals and Natural Gas are in structural
downtrends. The EM index and the dollar
index remain into structural uptrends, while
ten-year UST entered a structural downtrend.
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CorporateCDS Costs Rise Slightly

Five-Year HY CDS Costs, Basis Points
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N-Day Market Trend HLC Daily Trend Rate
Speed Structure Oscillator__Volatilit Oct. 16- 20
BBerg 17 Transitional 0.228 6.7%
BBerg Grain 23 Trending 0.076 12.2%
BBerg Ind. Metl 2 Trending 0.200 15.3%
BBerg Pre. Metl 25 Trending 0.069 10.3%
BBerg Softs 29 Trending -0.103 15.3%
BBerg Nat. Gas 29 Trending 0.003 16.8%
BBerg Petroleum 11 Transitional 0.083 17.6%
BBerg Livestock 29 Trending 0.267 12.0%
Dollar Index 29 Trending 0.070 6.1%
S&P 500 Index 4 Sideways 0.008 3.1%
EAFE Index 29 Trending 0.275 6.3%
EM Index 16 Transitional 0.378 6.5%
Ten-year UST (price) 29 Trending 0.056 3.8%
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Performance Measures

Physical commodities have been going Commodiity Total Retums
h h t b tth d Five-Days One Month Six Months One Year
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Aluminum -0.95% 2.14% 10.56% 25.07%
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Zinc 0.41% 7.64% 24.00% 43.07%|
Softs Sub-Index 0.14% -4.30% -13.37% -27.94%|
Coffee -2.71% -10.50% -13.76% -25.58%!
Sugar 3.10% -4.93% -16.94% -39.70%
Cotton -0.30% -0.57% -6.15% -2.41%|
Livestock Sub-Index 0.83% 474% 3.76% 31.48%
Cattle 0.19% 3.90% 1.02% 29.66%|
Hogs 2.11% 6.46% 8.25% 34.37%)
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Colombian peso 0.17% -0.79% -2.23% -0.56%)
Bloomberg-JP Morgan 1.01% -0.22% 2.60% 1.72%
Asian dollar index (spot)

Global equities rose across the board, with Equity Total Returms
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the North American index rising least and the MSCI World Free 0.71% 221% 12.14% 2.13%
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Both CTAs and hedge funds had a second CTAMHedge Fund Retums
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. ytematic Diversifies

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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