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There is a reason we call participants in financial markets “traders” and not “holders;” who wants to sit and do nothing
all day? That this has been the winning stratagem over the past year has been very frustrating for many, but the simple
question is and must remain, “What has changed?” If the answer is, “Nothing,” then the laws of inertia dictate what
has been working will continue to work. The causal chain is:

1. The market is following the FOMC lead and is pricing in a March 2018 rate hike;
2. Inflationary expectations are confined to a narrow range;
3. The secular flattening trend in the U.S. yield curve continues;
4. Short-term borrowers are accepting rollover risk rather than term-out borrowing in the bond market;
5. Swap spreads are inverting bullishly; and
6. CDS costs have resumed their decline.
Key Market Indications
I commented two weeks the UST market is Narninal Treasury Curve Flattens
not supposed to be this quiet. It is, and the 20

best thing to do simply is to accept it. The
flattening yield curve is not a recessionary
sign as it is being produced by very strong
holders of long-term debt being unwilling to
sell. To repeat, the rise in short-term rates has
to be placed into context; ten years ago, a 2-
year yield of 1.84% would have been
considered freakishly low.
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Real U.S. Interest Rate Curve Rises Inside Ten Years

the short end of the yield curve and remains L
stable at the long end of the yield curve. The
combination continues to favor risky oo

financial assets over precious metals.
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Swap spreads, which rise when floating-rate
borrowers want to fix their payments, rose at
the short end of the yield curve as further
short-term rate increases appear likely. This
is decreasingly bullish for corporate credit
and for equities, but the situation is nowhere
close to being bearish.

CDS costs declined once again, with the
larger decline coming this week in high-yield
bonds. 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

None of the physical commodities are in
structural uptrends. Both the EM index and
ten-year UST are in structural downtrends
within the financials while the EAFE and
S&P 500 returned to uptrends.
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Trending -0.12%

29 Trending 0.222 9.9% -0.07%

29 Trending 0.053 13.1%

29 Trending 0.219 8.9% -0.07%

29 Trending 0276 13.3% -0.28%

29 Trending -0.503 20.3% -0.11%

15 Transitional 0.032 17.5%

4 Sideways 0.053 12.6%

29 Trending 0.036 5.1%

2% Trending 0.294 7.3% 0.12%

2% Trending 0.032 7.0% 0.09%
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Performance Measures
Has the Natural Gas index really lost 38.75%

Commodity Total Retums
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the subindex has declined 13.46% over the Soyoens 2% 23 2% e

Wheat -0.15% -5.60% -20.88% -14,
paSt year' Energy Sub-Index -1.97% -4.7% 13.27% -7.87%)
Petroleum Sub-Index -0.99% -0.62% 29.22% 5.13%)
- . - WTI -0.23% 1.00% 25.08% 0.96%)
Industrial Metals reversed their recent slide, Brent -058% 0.61% 32.25% 8.929%

- - - - uLsSD -1.07% -2.02% 32.61% 9.21%)
proving once again trading anything based on Gasoline B amee mow 114
news out of China is a good way to lose a lot atuel Gas e e e

. Precious Metals Sub-Index 0.95% -4.47% -1.36% 6.36%)
of money QUICkly. Gold 0.75% 3.20% -0.28% 965%
Silver 1.54% -1.97% -4.43% -2.30%)
. . . Industrial Metals Sub-Index 4.44% 0.21% 19.50% 16.24%!|
I might add these declines have occurred in a Copper 5% s s 198
time of coordinated global growth and ample A ool ol el G
H H H i 1 Zinc 3.98% 0.62% 28.16% 17.82%
financial liquidity. This demonstrates once
. . Softs Sub-Index -0.87% -4.10% -2.83% -19.23%|
again markets work if you let them; too bad Coftee 8% So1% s 27
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instead. Livestock Sub-Index 134% 111% 510% 566%
Cattle 2.33% -2.83% -6.58% 9.29%)
Hogs -0.45% 2.26% -2.70% 0.31%)
Rally in the Antipodes! Both the AUD and e
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trading as December currency markets Srsh pound byl v Iy [
should, quiet and erratic. This has been a Ganadian dollr kel o ol am
very bad year for currency traders as no one A toowl  omm 2000 1060
dealt them a royal flush and they had to figure New Zealand dollr 213% 1606 20%  -06m
. . Indian rupee 0.64% 1.82% 0.77% 5.92%)
out to play the cards otherwise. They failed Braziian el 027% oa 0w 1w
to do so Creen g e ou% ams aoo
’ Colombian peso 0.43% 1.02% -1.54% 0.14%)
Bloomberg-JP Morgan 0.18% 0.65% 2.33% 5.18%)
Asian dollar index (spot)
Emerging markets managed to pull out of o by TomRewns o
their recent deCIine, but this index is going to MSCI World Free 061% 2.70% 9.52% 2L79%
struggle as carry trades of all stripes Lo A oot o e o
evaporate. The U.S. remains the market of Mt Free il il Dl R
choice. Earozone oEv  osw  7om  mi
While CTAs had positive returns on the o AedgeFndRewms
week, hedge funds continued to lose money Newedge CTA oo 210 T o3
- Newedge Trend 0.43% 1.86% 1.04% 1.84%)
and, worse, continue to announce closures. Newedge Short-Term -062% 0.40% -150% -6.93%
You have to be smart to convince people to iktviomo arb e I B
fund you instead of simply buying an index et ivrsied CTA pat I M s

fund.

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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