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My little contribution to behavioral finance is most traders and investors are more comfortable with losses than with
gains; they know they are playing a dangerous game and sort of expect to lose but do not feel as if they are entitled to
win. This is applying to conventional markets at present; we are collectively uneasy with the non-stop gains and feel
like something bad must happen. Eventually something bad will happen, but not within the time parameters we face
on a daily basis. Enjoy the good times. The causal chain now is:
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Key Market Indications

To repeat verbatim from last week: The ten-
year UST is continuing to hold support.
Lenders realize existing holders are not going
to liquidate their portfolios. Such is not the
case at the short end of the yield curve,
however. Short-term rates continue to move
to levels not seen since 2008. As a result, the
secular flattening trend in the yield curve
remains intact.

The pseudo-real yield curve shifted higher at
the short end of the yield curve, but is starting
to decline at the long end of the yield curve.
The combination favors risky financial assets
over precious metals.

Treasury Yield

Inflation-Adjusted Interest Rate

2.95%

The market has priced in a December rate hike but is divided over the March 2018 meeting;
Inflationary expectations are confined to a narrow range;

The secular flattening trend in the U.S. yield curve continues;

Short-term borrowers are accepting rollover risk rather than term-out borrowing in the bond market;
Swap spreads are inverting bullishly; and

CDS costs have resumed their decline, especially for the investment-grade index.
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Real U.S. Interest Rate Curve Flattens Bullishly
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Swap spreads, which rise when floating-rate
borrowers want to fix their payments,
declined shorter tenors and barely rose at the
long end of the yield curve. This remains
bullish for corporate credit and for equities.

CDS costs declined, but are differentiating
along a credit dimension with investment-
grade costs nearing their lows for the year
while high-yield costs have yet to retrace
their recent selloff. Unless equities decline
and produce correlation trades, there is no
reason for CDS costs to rise.

The A-rated corporate vyield flattened
bullishly. This remains a bull market with
limited upside potential.

Market Structure

Softs and both Precious and Industrial Metals
are in structural uptrends while Grains and
Natural Gas are in downtrends. Within the
financials, the dollar index entered a
downtrend while the EM index entered an
uptrend.

U.S. Swap Spreads Decline At Short Tenors
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Corporate CDS Costs Decline

Five-Year HY CDS Costs, Basis Points
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N-Day Market Trend HLC Daily Trend Rate
Speed Structure Oscillator__Volatilit Nov. 27 - Dec. 1
BBerg 1 Transitional 0.103 6.0%
BBerg Grain 29 Trending -0.089 9.4% -0.07%
BBerg Ind. Metl 20 Trending 0.074 14.2% 0.52%
BBerg Pre. Metl 24 Trending 0.063 8.6% 0.07%
BBerg Softs 24 Trending 0.163 14.1% 0.29%
BBerg Nat. Gas 28 Trending 0137 17.8% -0.18%
BBerg Petroleum 9 Sideways 0.124 14.3%
BBerg Livestock 29 Trending 0.005 9.9%
Dollar Index 29 Trending -0.280 5.1% -0.11%
S&P 500 Index 1 Transitional 0.106 6.2%
EAFE Index 15 Transitional 0179 6.9%
EM Index 2 Trending 0311 7.7% 0.12%
Ten-year UST (price) 19 Transitional 0.026 33%

Five-Year IG CDS Costs, Basis Points
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Performance Measures
There is nothing like a 60° in Chicago over
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highest weights in the broad indices. cold 07896 Lo v 84

Silver -0.41% 1.56% -2.28% 1.78%|

Industrial Metals Sub-Index 3.39% 1.30% 19.75% 14.83%

Copper 3.94% 2.26% 22.81% 16.61%)

Aluminum 1.45% -1.83% 8.01% 18.95%

Nickel 6.04% 3.80% 31.64% 2.58%)

Zinc 2.8% 1.93% 23.71% 15.12%)

Softs Sub-Index 0.72% 4.45% 550% "#VALUE!

Coffee -1.97% -1.78% -8.75% -25.20%

Sugar 127% 5.70% -1.92% -25.28%

Cotton 4.00% 5.26% -2.58% 2.01%)

Livestock Sub-Index 1.16% -2.09% -4.18% 15.93%|

Cattle -0.41% -1.54% -4.49% 15.60%|
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Mexican peso 1.94% 3.64% -0.62% 11.78%)
Chilean peso -1.16% -0.31% 6.02% 7.10%)
Colombian peso 0.63% -0.24% -251% 6.42%
Bloomberg-JP Morgan 0.55% 1.28% 2.70% 5.21%)

Asian dollar index (spot)

Equity markets are not only punishing bears, o by TomRewns o
they seem to be punishing anyone who has MSCI World Free 132% Ta2% 8.81% 22.64%
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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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