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Only a small number of markets changed in a statistically significant manner after the U.S. election. This list included
U.S. equities and 7-10 year Treasuries. Both of those changes have started to erode as markets realize the Trump trade
will not be as revolutionary as some either thought or hoped. At the end of it, the Federal Reserve will have to exercise
caution about raising rates for fear of a soaring USD and the dollar liabilities of commercial banks throughout the
world. Fiscal policy has to get through Congress, and that takes time. And patience. The causal chain now remains:

The market is pricing in higher short-term rates in 2017;

Inflationary expectations have stopped rising for the short-term;

The U.S. yield curve is in a short-term bearish steepening;

Short-term borrowers have stopped terming out short-term debt into the bond market;
Swap spreads are pricing in higher future rates; and

CDS costs continue to decline.
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Key Market Indications
While the overall tenor of the market has to Norminal Treasury Curve Changes Litle
be considered bearish, it will be difficult for
the U.S. to sell off significantly when there is
such a rate gap with other OECD bond
markets. We are in a consolidation period
between now and the inauguration.

2.62%

2.04%

1.46%

Treasury Yield

0.88%

0.30% 0.1 1 10 o 100
Years To Maturity
CDS costs on UST declined slightly, which is Treasury CDS Costs Decline
just as well considering how an impending 0.2%
one-party government is unlikely to default
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The pseudo-real yield curve declined slightly
at the short end of the yield curve over the
past month. This helped support gold in the
final week of a bad second half of 2016. The
rise in long-term implied real rates is a
negative for risky financial assets even
though this effect has yet to manifest itself in
U.S. equities.

Swap spreads, which rise when floating-rate
borrowers want to fix their payments,
continue to rise across tenors as the swap
market finally is pricing in higher sovereign
rates.

CDS costs remain just below resistance. The
economy is not weakening, short-term rate
hikes are somewhere in the future and
corporate balance sheets are awash with cash.
Why should these costs rise?

The A-rated corporate vyield curve has
changed little over the past month, and
actually has flattened bullishly. The ability
of the long end of the corporate curve to hold
in the face of higher UST yields signals short-
term exhaustion in the face of the post-
election selloff.
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Market Structure

While the main Bloomberg index remains in
a structural uptrend, Industrial Metals have
joined Grains in a downtrend. All other
physical markets are without structure. The
EM index remains in a downtrend, with all
other financials out of defined structures.

Performance Measures

Concern about Chinese demand growth
continues to pressure Industrial Metals. The
remaining  subindices, including the
economically important Energy index,
gained. The long-term grinding uptrend for
physical commodities remains intact.

While year-end currency markets should not
be overanalyzed, it is interesting to note the
USD gained only against the INR, MXN and
COP.  The argument the interest rate
divergence between the U.S. and the
remainder of the world would increase has
come into question, as has the outlook for
continued fiscal stimulus.

Did emerging markets gain on intrinsic
measures, or is this simply an artifact of
rebalancing pressures from those who feel
compelled to sell what worked in favor of
what did not? | suspect the latter.

Both CTAs and hedge funds continue to
perform poorly; unless this changes, the
industry will continue to lose AUM to
passive managers. You cannot eat
diversification, especially when it is eating
you.
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