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One of the more memorable moments of self-awareness in cinematic history was Colonel Nicholson’s “what have |
done?” in The Bridge on The River Kwai. As even the pedal-to-the-medal Peoples’ Bank of China is warning about
credit bubbles and Minsky Moments (can black swans be far behind?) investors continued to push all manner of
corporate securities higher and measures of volatility lower. The party is likely to last through the end of the year as
tax rates in 2018 have a good chance of being lower and who has major unrealized losses to capture? The causal chain
now is:

1. The market once again is pricing in a December rate hike;
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 have stopped expanding; and
6. CDS costs have broken resistance.
Key Market Indications
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Swap spreads, which rise when floating-rate US. Swap Spreads Decline At Short Tenors

borrowers want to fix their payments, rose oz
slightly at the long end of the yield curve but
declined at the short end. This is bullish for oz
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CDS costs broke through resistance rather Corporate DS Costs Break Resistance
emphatically as the search for vyield m

continues. Both high-yield and investment-
grade bond yields have declined further and
faster than have UST vyields since the start of
September as default risk is getting priced out
of the bond market. Bond investors are
becoming just as risk-seeking as equity
investors.
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The A-rated corporate yield curve changed A-Rated Corporate CurveLitle Changed
very over the past month. This remains a bull
market with limited upside potential.
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Market Structure
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Performance Measures
All of the talk about Chinese stimulus failed

Commodity Total Retums
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higher. The Petroleum subindex is moving Grains Sub-index 26 260 SaB -108%
. . . Corn -2.32% -2.47% -10.13% -12.84%
back into a bull market, albeit grudgingly. Soyoens 2006 04%% I
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The rise in implied short-term real rates was oy Subingex T —
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Cattle -0.43% -0.62% -1.15% 23.49%|
Hogs 4.28% 14.62% 19.76% 41.37%)
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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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