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30-Year Sector Leads Bond Prices Higher
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The stock market plunge and subsequent rebound may
have dominated the news headlines; but the big story in the
rates markets was the dramatic plunge in 30-year rates. The
iShares 20+ Year Treasury Bond ETF (ticker: TLT), that, as
its name suggests, provides exposure to long-dated US
Treasuries, surged more than 5% on the week. With an RSI
reading of 85, the momentum in the market is extremely
high (and may be hard to maintain). The rally in long end
bond prices was not isolated to the US; Italian 30-year

yields were 42 bp lower on the week.
PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS
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30Y Bond Yield declines to match S&P Dividend Yield [JTl!II CAPITAL
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What would you rather own for the next 30 years-- the S&P 500 or a 30-year
government bond? The yield on both instruments is now the same at
approximately 2%. Yet, dividends receive better tax treatment and potentially
grow over time, providing some protection against inflation. When the dividend
yield for the broad stock market matched the yield on long-dated government
bonds in 2016, investors clearly saw the relative value. Even though earnings
may decelerate over the coming quarters, it is hard to imagine the long-term
total inflation-adjusted return for stocks won't surpass that of 30-year bonds.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS



Long-Dated Corporate Bonds on Track for Record ]Tﬁi
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The three-sigma drop in yields in 30-year UST rates spilled over to the
investment grade corporate market. The YTD total return on the
Bloomberg Barclays Long US Corporate Index is 22.6%. If current levels
hold, 2019 will be the best year on record for the index-- even better than
2009 when the corporate bond market recovered from the 2008 blowout of
credit spreads. What makes the move this year even more impressive is
that it started with an average index yield of 4.91% compared to a starting
yield of 7.41% in 20009.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS
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Global Non-US Rates Reach New Lows Il i1 cAPITAL
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Global interest rates, excluding the US, are now lower than in 2016. The
Bloomberg Barclays Global Ex-US Aggregate index offers a mere 0.38%
yield. With an average inflation rate for 40+ advanced economies of 1.6%,
investors are forced to accept substantial negative real yields in exchange
for the “safety” of government bonds. Safety is what investors want, but
increased risk is what they get: the duration of the index has extended to
8.3 years, and there is almost no coupon to offset any rate rise. Yet, most
people appear to be only worried about the equity market...for now.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS
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US Data Not Supportive of Rate Cuts Il i1 cAPITAL
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The Fed is in a tough place. Recent domestic data has been strong, beating
expectations from most economists. This is evidenced by the turnaround in the
Citibank Surprise Index in the last two months. While manufacturing remains
weak, the consumer (employment/retail sales) is not showing many signs of
weakness. Indeed, with lower mortgage rates, another wave of refis could add
more spending power to homeowners. The picture outside of the US does not look
nearly as rosy. The next Fed decision will need to weigh the relative impact of a
decelerating external environment with a US economy that probably does not need
additional monetary stimulus.
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Can Inflation Hand-Cuff the Fed?
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Rising Tide
A trip to Walmart and Target has gotten more expensive in recent months
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Another problem for the Fed is
inflation. The market’s clear
expectation is that inflation will
decrease, but core CPI has gone
the other direction. Another way
to gauge inflation is to track a
constant basket of goods bought
from Target and Walmart. Using
that measure, inflation is
running even higher (more than
4%). Additional tariffs on
imports from China will not
help. Walmart’s CFO in a May
interview confirmed the
importance of its Chinese supply
chain when he said: “Increased
tariffs lead to increased prices.”
The US consumer may be strong
today but could be tested soon.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS



Agriculture Sector Leads Commodities Lower [[fll!ll CAPITAL
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The agricultural sector led commodity markets lower last
week and is down 10% over the last two months. Corn
futures had a brutal week-- dropping 10%-- thanks at least
in part to a USDA report that suggested the Midwest
floods did not have a large an impact on supply as
predicted. The fortunes of farm equipment maker Deere &
Co closely follow the performance of the agricultural E N
sector. The company lowered earnings guidance for the e politicaimapsorg
second straight quarter. The health of the farming sector

will be critical as we approach the 2020 elections.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS
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No Love for Small Cap Equities
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Small cap equities are struggling to keep pace with the S&P 500. The Russell
2000 index has underperformed the S&P 500 by more than 13% over the last
year. With the massive drop in interest rates, one might attribute the
underperformance to the 8% overweight to the financial sector in the Russell.
However, that is unlikely to be the sole or even primary contributor. Russell
stocks have lagged the S&P 500 in every sector, with the consumer cyclical
and energy sectors causing the most drag. The cheapening of small caps is
surprising given the strength of the dollar (most small caps have limited
international exposure). Bottom line: there is no good explanation for the

ning trend.
Weake g t e d PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS



Chinese Economic Data Disappoints ITTH L1 CAPITAL

China Industrial Production
(YOY % Change)
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Supply Chain shifts have caused a surge in FDI from China
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Weak industrial production data out of China last week confirmed that the
global slowdown in manufacturing is hurting the world’s second-largest
economy. Industrial production slowed to a YoY rate of 4.8%, the slowest
rate in almost 20 years. Manufacturing has been moving away from China
for years due to labor cost differentials with other Asian countries; but is
accelerating in 2019 due to the imposition of tariffs. Vietnam, for example,
is on pace this year to receive more foreign investment from China this year
than any other country, and far greater than the 10-year average level of

FDI.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS



Argentina Bond Market Collapses Il i carr
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Investors were rocked last week in Argentina following the country's primary
elections, where current President Macri lost in a surprise result. The people of
Argentina, experiencing a jump in the poverty rate and 50% inflation, appear
to have lost faith in Macri’s plan to modernize Argentina’s economy. Under
Macri’s leadership, the country was able to issue $2.7 billion of 100-year USD-
denominated bonds to international investors in June 2017 that was four times
oversubscribed. Those bonds tumbled almost 30 points early last week before
recovering slightly by Friday. The market is pricing in a high probability of yet
another debt restructuring over the next couple of years.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS
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The information contained in this commentary is believed to be reliable, but III Capital Management (“III”) does not
warrant its completeness or accuracy. Opinions and estimates constitute our judgment and are subject to change without
notice. Past performance is not indicative of future results. This material is not an offer or a solicitation for any managed
account or fund product of IIl. Such an offer or solicitation can only be made pursuant to the applicable offering document
and otherwise in accordance with applicable futures and securities laws. Investment concepts mentioned in this
commentary may be unsuitable for investors depending on their specific investment objectives and financial position.

This material is not intended to provide, and should not be relied on for, accounting, legal or tax advice, or investment
recommendations. Tax considerations, margin requirements, commissions and other transaction costs may significantly
affect the economic consequences of any transaction concepts referenced in this commentary and should be reviewed
carefully with one’s investment and tax advisors. Changes in rates of exchange may have an adverse effect on the value,
price or income of investments. Certain investments, including those involving structured products, futures, options and
other derivatives, are complex, may entail substantial risk and are not suitable for all investors. The price and value of, and
income produced by, securities and other financial products may fluctuate and may be adversely impacted by exchange
rates, interest rates or other factors.

III, its employees, its affiliates and/or its affiliates” advisory clients (including the III funds and other clients of III Capital
Management) may hold a position in any of the securities and financial instruments discussed herein, or in other securities
or instruments of any issuer discussed herein.

This commentary is issued by III, which is regulated in the United States by the Securities and Exchange Commission and
the Commodity Futures Trading Commission. This commentary discusses broad market, industry or sector trends, or other
general economic, market or political conditions and has not been provided in a fiduciary capacity under ERISA or any
applicable U.S. securities laws and should not be construed as research, investment advice, or any investment
recommendation.
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