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Commodity Performance

Term of the Month Over the past few months, global equity markets have had a spectacular run up since early March. International
) indices have gained as much as 60% from their low while the US markets have gained anywhere from 30-40% since the
Paradox of Thrift March lows. These gains are substantial, but unfortunately the markets are still well below their 2007-2008 highs. That
The paradox states that if everyone said, you may be excited about these gains, but you also may be missing the moves in the commodity markets. In this
increases their savings rate at the | month’s newsletter, we want to pay attention to the commodity markets as we believe they will have a role in the potential
same time (as typically happens in| economic recovery.
arecession), then aggregate de-
mand falls. In turn, this lowers
total savings because of the de-
crease in consumption and lower
economic growth.

Take a look at the year-to-date performance of gold, oil, silver and the iShares commodity index (GSG) against
the S&P 500 (see chart below). The performance of the major commodities has been impressive. Gold has been the most
steady performer since the beginning of the year as it has traded between +/-10%. Silver has been impressive as it has ral-
lied to be up nearly 40% YTD. Crude oil had a massive bubble that burst in 2008 as it traded from $145/barrel all the way
down to $33-34 in early February 2009 (a loss of —75%). Since that point, crude oil prices have doubled to nearly $70/

barrel. In fact, it only took crude oil 75 trading days to double from $34 to $68. Although it is not completely abnormal to see these types of percentage gains,
they are much easier to obtain after a substantial decrease in the price as we saw in the oil markets. Remember the old rule of losing percentages; a 10% loss
takes more than 20% to get back to even. These are only a few of the commodities that have seen huge gains, as you can see the iShares commodity index
(brown—GSG) has moved from down 20% back to just under +10% for the year. The double edged sword here is that during the recession, commodity prices
came down and made everyday goods cheaper for consumers and easier to keep demand up, but now as prices begin to move higher and the recession continues
(job losses, foreclosures, etc.), consumers may start to look for cheaper substitutes.

There could be several factors playing into the gains in commodity markets. First, these markets were hit as hard if not harder than equity markets
from a percentage standpoint. A technical analyst would say it makes sense that the hardest hit markets would see higher percentage gains when they bounced.
For the most part, this is exactly what happened as shown in the chart below. A second factor is that the “reflation” theme or inflation play has become the pre-
dominant trade. Many analysts believe the massive amounts of government spending (particularly as a % of GDP) will push inflation through the roof, and di-
rectly affect the prices that consumers pay in the grocery store and at the gas pump. Third, China has emerged as a large buyer of hard goods (commodities, and
plants that produce commodities) with their massive budget surplus. Fortunately, they have some money to spend on goods, but it is also a double edged sword
because more foreign money spent on hard goods means less money spent on US debt (such as treasuries) and that could continue to hurt the dollar and the
credibility of the US recovery plans (i.e. foreign financing of our debt is slowing which in turn decreases the amount of debt we can supply, which disables the
ability to spend and spark economic recovery).

Another way to look at the spike in commodities over the past few months is that there is a temporal cycle that seems to be occurring (this is solely
speculation). The cycle first starts with economic stability losing momentum with a financial crisis that sparks a recession. Companies, producers and munici-
palities react to the recession and tend to reduce labor forces, reduce inventory, and reduce production in order to meet the lower level of demand for goods and
services. Consumers lose their jobs and those who still have jobs worry about their jobs and everyone reduces spending (i.e. “paradox of thrift” see term of the
month). In order to help stave off the financial crisis, governments involve themselves by printing money for stimulus packages and bailouts in an attempt to
help spark an economic recovery. The money that enters the economy is “new” money since it was just printed into circulation. This “new” money then hits the
streets creating demand for products that wouldn't have been there without the government. Remember that companies, producers and municipalities have cut
their production of goods and services to meet the lower demand. It is much
easier to cut production and lay off people than it is to hire, so there is a lag | snz109. mrcspcozs meiosszz  mor 2511 m=csc 20,61
in the recovery for jobs (consumers continue to worry and refrain from over-
spending). The higher level of demand (created with “new” money) meets 0%
with a lower level of production and that creates higher prices (inflation). At
higher prices though, the demand for goods and services decreases and that
eventually brings prices back to an equilibrium price. Economic recovery
seems to have stalled in this scenario, leaving us at a critical stage.

Unfortunately, the government will gladly take inflation over
deflation in the economy because inflation will reduce debts as asset prices
should rise in a typical inflationary environment (a deflationary environment
would send debts even higher). Government produced inflation eventually
causes a new set of unintended consequences. Although the markets want to
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believe all is hunky dory in the world economy again, we are still in the —

midst of a generational crisis and we don’t know how it will play out. It S&P 500 (GSPC) - Blue Gold (GLD) -Red  Crude Oil (OIL) - Green
could be another blip on the screen or it could end up being substantially

worse than the current sentiments show. Be nimble. iShares Commaodity Index (GSG) - Brown

Sources: Yahoo! Finance, Investopedia

If you have any questions, comments or suggestions regarding this newsletter please contact us at:

info@parrottrading.com ¢ 785.856.7876

*Past results are not necessarily indicative of future results There is a substantial risk in all commodity traded options and futures. Please read the full risk disclosure in our private
offering memorandum or disclosure document.
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Market Commentary

In a month where the “green shoot” theory took some heat,
retail sales numbers slipped, oil prices skyrocketed, treasuries yields
rose substantially, mortgage markets locked up and the dollar lost sig-
nificant value; the equity markets have been extremely resilient in re-
cent weeks. Global equity markets continued their stellar performance
in the first week of May with gains across the board . US equity mar-
kets jumped between 6-9% in the first week of May before succumb-
ing to oversold conditions and general bullish complacency. The S&P
finished up 5.31% for its third consecutive strong month, while the
DIJIA jumped 4.55% and the NASDAQ broke a trend of outperfor-
mance by underperforming all other US equity markets with a respect-
able 2.95% gain.

After the markets made significant headway during March
and April, the “sell in May and go away” wall street adage seemed to
fit perfectly after a large run up. The bulls would have something dif-
ferent to say as the S&P moved from 850 to 930 in the first week of
trading. Running into resistance at the 930 area, the markets took a
breather and retreated toward rising support at 875-880. The rest of the
month was a racquetball-like match between the bulls and bears be-
tween resistance at 930 and support at 880.

Volatility as measured by the VIX continued its decline and
actually broke below the 30 level, a feat we have not seen since last
September. These levels are still elevated relative to historical means;
however, we are also entering the summer period where seasonal vola-
tility levels tend to move lower. Our strategy attempts to take advan-
tage of this seasonality, but this year the risks of headlines (and gov-
ernments) moving the markets singlehandedly has put us on high alert
each week making it difficult to judge true volatility levels.

In addition to last month’s “green shoot” discussion, we
would like to discuss a couple of disconcerting items in the markets
today. First, the mortgage market locked up on May 27th, which meant
that lenders were unable to lock down rates that day. Although this is
not abnormal over the past five months, it has also been a rare occur-
rence and it has not happened for quite some time. Second, the quanti-
tative easing the Fed has engaged in seems to be losing its luster as the
10-year treasury yield spiked more than 70 bps to more than 3.70%.
Lastly, housing sales, starts, and prices have began to flatten out, but as
job losses continue to mount there will be even more pressure on the
economy. The housing sector has been a major factor (if not the factor)
in this financial crisis and it does not seem that the economy can move
progressively forward without a bottoming in housing. These few fac-
tors are most likely keeping a lid on equity prices, but the market is
seemingly resilient so its anyone's ball game.

The past few months have been tough on our fund; however,
three months does not make a year. We continue to be patient in our
trades and given the markets have run 30-40% in a 2-3 month time
frame, we have performed reasonably well (we tend to be negatively-
correlated). The markets are still exhibiting characteristics of a large
trading range (800-1000) and we will trade appropriately. We are cur-
rently in our largest drawdown to date and we fully expect to come out
of this drawdown in the near future. Summer trading may be upon us,
but we cannot let our guard down. The recent run up in global markets
has provided a sort of complacency on asset prices and we believe
there will be another wave of volatility at some point in the near future.
We appreciate your consideration and look forward to taking advan-
tage of the opportunities the markets may present.
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May Unit Value of the Parrot Trading Partners Commaodity Pool
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Benchmark NAV Comparison Since Inception
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Parrot Trading Partners, LL.C
Commodity Pool
ROR
Month 2009 | 2008 | 2007 | 2006 | 2005 | 2004
January | 0.21 9% |-11.49 % 4.40 %| -9.19 %|-7.58 %| N/A
February | 1.07 %|19.21 %| -7.54 %| 0.80 % |-3.74 %| N/A
March -6.97 %[ 11.49 %| 6.27 %| 1.48 %|13.63 % N/A
April -1.31 %| 5.64 %| -3.63 %| 1.91 % | 6.80 % | 2.13 %
May -3.27 %) 15.87 %| 2.05 % | 10.62 %] -7.83 %| - 0.32 %
June 2.29 %[ 10.71 % 0.50 % | 4.37 % | 9.10 %
July 5.18 %|19.85 %| 3.44 % | -5.22 %| 8.60 %
August 8.23%| 7.75%| 1.48 % |11.18 %[ -0.81 %
September -6.21 %[ 4.75 %] 0.09 % | 3.19% | -1.72 %
October -23.05 9% 14.76 %(-10.57 %9 -1.48 %|-14.37 %
November -1.86 % 13.99 %| 4.24 % | 2.48 %(-0.19 %
December 4.61%|12.49%| 9.09 % | 7.47 % | 7.31 %
PTPYTD |-10.05 | 1098 |63.31 |12.40 |15.89 | 7.84
S&P 500 YTD| +1.76 | -38.96 3.53 13.62 2.91 7.30*

*YTD return is calculated since inception on April 13th, 2004

If you have any questions, comments or suggestions regarding this newsletter please contact us at:

info@parrottrading.com ¢ 785.856.7876

*Past results are not necessarily indicative of future results There is a substantial risk in all commodity traded options and futures. Please read the full risk disclosure in our private
offering memorandum or disclosure document.
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