
 
 

 
 
 

 

 
 
 
 
 

 

Brent Donnelly 
 
 

bdonnelly@spectramarkets.com 
(212) 398-6230 

 
 
 
 
 
 
 
 
 
 

 
Liberdade in Sao Paulo 

 
 
 

Brazil has the largest 
population of Japanese 

immigrants and descendants 
in the world (1.8 million) 

 
First settlers arrived in 1908, escaping 
poverty and unemployment in Japan, 

and were heading for the coffee 
plantations of Brazil’s south which were 

in pressing need of laborers after the 
abolition of slavery. 

 
More on last page. 

 
 

 

 
 

 
 

 

 

Current Views 
 
 

1-year 7.60 USDCNH calls 
off 7.2250 spot for ~52bps 

 

This trade is in the trade performance 
tracker, but I won’t leave it here past 
today as it just clogs up the sidebar 
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Back in the USofA: Part 2 
 

 

One thing that came to mind on my travels to Brazil is that the world is just 
incomprehensibly large. I left the 20 million people of the NY-Tristate Area to visit 
two huge cities and perhaps met 100 out of 30 million people in the two cities I visited. 
When you step out of your bubble it really blows the mind how big the world is. 
 
Following yesterday’s writeup, here are the remaining discussion points from my trip. 
 

USA and The Dollar 
 

Clients on the trip to Brazil were pretty agnostic on the dollar. There was a clear bias 
to be short EUR vs. something, and long BRL vs. something, but no clear USD view. 
As with most of our clients, Brazilians are sympathetic to a higher USD but struggling 
to get involved as the Fed turns from hiker to cutter and levels look generally 
unattractive. I don’t think the levels matter that much. USDJPY can go back to 152 
or higher. EURUSD can go back to 1.05. GBPUSD can go back to 1.23. 
 
The challenge for trading the USD is that most rate differentials (Germany/US and 
UK/US, for example) are essentially unchanged since last October and rangebound. 
We need divergence in yields to get a substantial move either way in the USD. Most 
currency pairs and rate differentials are about where they were when CPI came out 
on November 14, 2023. 
 
The biggest story for the dollar post-COVID is the regime change as the US has 
become a net exporter of energy and thus removed a major USD down regime from 
the matrix. In the past, the easiest short USD trade was when energy prices were 
ripping. Now, that regime is USD-positive! With one major USD down regime crossed 
off the bingo card, it’s harder to be bearish dollar. 
 
Here's a look at a few regimes and how the USD performed. I looked at the 2000s, 
2010 to 2019 and 2021 to now because I feel those are the three main FX regimes 
in my career. 2000s was USD diversification ending with the GFC, 2010 to 2019 was 
secular stagnation and ZLB regime and 2021 to now is the post-COVID hypercycle. 
 
The first regime to look at is oil up or down. You can see that oil up more than 1 
standard deviation used to be sell USD and now it’s tiny buy. This is using change 
in CL and DXY in any given week. 
 

 
 

The other regimes have been somewhat constant. Here’s 2-year yield vs. DXY. 
 

 
  

http://bdonnelly@spectrafx.com
mailto:bdonnelly@spectramarkets.com


 

 

 
 

 

   
 

  

 

 
 

SPECTRA MARKETS: LOOK FORWARD 

 
2 

 
Despite the American Exceptionalism theme that percolates now and then, the reality is that big moves up in stocks 
have been associated with moves lower in the USD, even post-COVID. And lower stocks = higher USD. You can 
see the relationship with HSI has been more reliable across regimes than the relationship with SPX. This makes 
sense because Chinese outperformance is a good proxy for the middle of the USD smile. Tables show 1-week 
performance of DXY in various regimes. 
 

 
 

That said, the conversation in Brazil frequently touched on the idea that the current round of stimulus from China is 
financial, not economic stimulus and therefore the impact on the USD is less clear. If China stimulates and that 
boosts growth, investment, and commodities, you sell USD. But if they stimulate and that just rips stocks higher with 
little impact on the real economy… Is that a reason to sell USD? Probalby not. We got an interesting example 
overnight as unlike the first rally in Chinese stocks on the “China mulls stock market stimulus” story, the second ramp 
higher in Chinese stocks saw no rally in copper. 
 

Hang Seng Index vs. copper futures 
 

 
 
This made me curious whether it’s copper or HSI that’s the better indicator of the middle of the USD smile. You can 
test this by looking at weeks when copper went down and HSI went up. The results are clear: Copper down HSI up 
is a USD bullish regime—it’s not the middle of the dollar smile. Here’s 1-week DXY performance when copper is 
down and Hang Seng is up. While this was neutral in the 2000s, it’s USD bullish now. 
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Overall, I am more bullish USD simply because I have never been a believer in all these rate cuts, and I think the path 
of least resistance is higher USD. But we really need more interest rate divergence to get a meaningful move in 
currencies. If everyone is just priced to cut about four times this year and that doesn’t move… It’s hard to get super 
excited either way. For what it’s worth, I don’t think the MOF will intervene above 150 this time. 160/162 will be the 
new 150/152. 
 

Other G10 topics 
 

• With such strong population growth, Canada’s economic performance is bad. The slack and vulnerabilities of 
the Canadian economy are on display, similar to NZ. It seems hard to believe the Fed will cut more than the 
BoC this year and yet Canada is priced for 3.3 and the US is priced for 4.5. Still, without a catalyst, USDCAD 
just floats around. Directionless. 

 

• There is quite a lot of attention on this Friday’s revisions to CPI. Remember that on January 16, Waller said: 
 

One piece of data I will be watching closely is the scheduled revisions to CPI inflation due next month. Recall that a year 

ago, when it looked like inflation was coming down quickly, the annual update to the seasonal factors erased those gains. 

In mid-February, we will get the January CPI report and revisions for 2023, potentially changing the picture on inflation. 

My hope is that the revisions confirm the progress we have seen, but good policy is based on data and not hope. 
 

I’m not a fan of the way everyone looks at 3-month and 6-month annualized and extrapolates benign YoY 
outcomes. If you did that in 2021, you would have thought inflation was going to 15% or something. 3m 
annualized changes dramatically each month as you drop 33% of your inputs and get a new replacement figure. 
If the structure of the past inflation data changes due to adjustments and they drop the back-end data and raise 
the more recent figures, the 3m and 6m annualized figures will look less rosy. More background in a Fed blog 
here. The data should come out on the BLS website at 8:30 a.m., though the first headline I could find on 
Bloomberg for last year was stamped 8:53 a.m. 

 

• Europe is stuck in the middle of a trade war and there is a high likelihood trade wars will escalate over the next 
12 months. China has been subsidizing various industries like EVs, defense, and semis while the US has been 
funding multinational factory building in the US, but the EU has a much harder time with tariffs and subsidies 
due to the fragmented, multinational political system. China and the US can slap on tariffs and do internal 
subsidies much easier than the EU. 

 
Related: 
https://www.noahpinion.blog/p/tariffs-are-coming 

 

• Trump is bullish USD because of tariffs, not economic policy. While most agree Biden and Trump would run 
similar MMT-style procyclical fiscal policy (Trump tax cuts, Biden domestic investment)… The big difference is 
the 10% global tariff envisioned by Trump. That’s mechanically USD-bullish. 

 
Finally, a couple of thoughts on the US data. 
 

• Large January misses in NFP are random, not mean reverting. 
See chart at right. 

 

• Many commentators continue to ignore Occam’s Razor, which 
would suggest that if every major headline economic data point 
says the US economy is strong—it’s probably strong. You can 
always find some devils in the details if you look hard enough! 

 
Instead, there’s still a huge cohort of analysts finding fault with 
every number, including yesterday’s release of the SLOOS. The 
SLOOS has turned more optimistic so now people are saying 
“yeah but the levels are still bad.” Yes, but they’re getting better, 
just like you would see as a mid-cycle slowdown bottoms out. 

https://libertystreeteconomics.newyorkfed.org/2023/09/how-large-are-inflation-revisions-the-difficulty-of-monitoring-prices-in-real-time/
https://libertystreeteconomics.newyorkfed.org/2023/09/how-large-are-inflation-revisions-the-difficulty-of-monitoring-prices-in-real-time/
https://www.noahpinion.blog/p/tariffs-are-coming
https://www.federalreserve.gov/data/sloos/sloos-202401.htm
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US corporates are incredibly well-positioned and have rolled their debt so 
successfully that rate hikes from 0% to 5.5% have led to lower interest payments in 
aggregate. Here’s a tiny chart from George Saravelos via John Authers. 
 
If the current economic expansion was on cruise control even when SLOOS was at 
2008 levels, imagine if credit demand picks up again! Even a bit! 
 

 

 
 

 
 

 
 

 

 
 

Final Thoughts 
K 

 
 

Even in Brazil, the consensus long uranium view came up a few times. I know nothing about it, but this retail fervor 
for uranium reminds me of 3-D printing in 2012. Or umm.. Uranium in 2007. Note declining volumes on this leg of 
the rally too. 
 

Sprott Uranium Trust, 2005 to now 
 

 
 
Good sushi in São Paulo: https://guide.michelin.com/us/en/sao-paulo-region/sao-paulo/restaurant/huto 

 

good luck ⇅ be nimble  

https://guide.michelin.com/us/en/sao-paulo-region/sao-paulo/restaurant/huto
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The Spectra FX Positioning and Momentum Report 

Low Commitments 
 

 

Hi. Welcome to this week’s report. The USD position is near zero as CTAs remain long, fast money has been 
whipsawed by the idiosyncratic, non-systemic New York Community Bancorp news, and real money remains mostly 
parked in high-carry / low-vol emerging markets FX. Weirdly, the CFTC continues to buy and sell GBP at the worst 
possible times. 
 

Three Observations 

 
 

1. The overall scores show a low trader commitment to FX overall, and this is consistent with client conversations 
as risk is mostly concentrated in rates markets as currency themes have been ephemeral. The G10 vibes in Brazil 
match this as most Brazilian HF managers are bearish EUR, long BRL, and active in various crosses with no 
strong commitment to the big dollar. Last week’s wild price action with the banking jitters followed by Mitchell-
Hooper-strong US data caused much trading pain and few gains. 
 
While some clients refuse to buy USD because of the levels… We are only back to 50% recovery from the 
November CPI Day sell off in the USD. There are three lines of resistance on the chart. From lowest to highest 
they are: the December double top (broken), the November bounce high (right here), and the base of the SEP-
NOV 2023 range at 104.75 (broken support becomes resistance). Through 105 you have 106 and then 107 as 
two more layers of resistance before the 2023 high of 107.40. The 2022 high was 115.00. 
 

DXY hourly, summer 2023 to now, with nearby resistance marked 
 

 
 

 

2. Carry traders and CTAs are still long USDJPY but specs have given up 
on the trade completely as the BOJ story looks to be dead, everyone likes 
yields lower, and there is some lingering concern that the MOF might 
intervene again at 150/152. Given MOF interventions tend to rely on a 
combination of USDJPY speed and level, we believe it’s unlikely they will 
intervene at 150/152 this time. We first got up to 150 a year and a half 
ago and we have been above 140 for eight months. Therefore, the speed 
condition is not met. 160/162 is the new 150/152. 
  

3. GBPUSD positioning shows the market long while momentum is negative. This is a fairly common occurrence in 
our data set (this report started October 2022) and it’s mildly bearish. One month after this condition, GBPUSD 
is down an average of 30bps and down 8 of 12 times. The effect is not huge but if you plot it on a chart (see next 
page), you can see that positioning stays stubbornly long cable even as momentum drops. 

 

 

https://en.wikipedia.org/wiki/World%27s_Strongest_Man
https://en.wikipedia.org/wiki/World%27s_Strongest_Man
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GBPUSD daily marked with times Spectra positioning score was long GBP 
and momentum score was negative marked in purple 

 

 
 

 
GBPUSD is too oversold to take action here (it’s overly stretched vs. the 100-hour MA, for example), but it is worth 
noting once again that GBP positioning tends to be a good-to-excellent reverse indicator throughout the 1.5-year 
existence of this report. This is partially a reflection of the lack of trend in GBP, but also reflects shockingly bad 
GBPUSD timing on the part of the CFTC. 
 
Thanks for reading. 
 
 
 

Positioning and momentum data on the next page.  
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G10 FX Positioning and Momentum Scores 

 
 
 
 
 

    
 

 

That’s this week’s report. Thank you for reading.  

USD EUR CHF JPY GBP AUD NZD CAD

Positioning 0 -1 1 -1 3 -1 -1 2

Momentum 6 -5 -3 -6 -5 -6 -5 -4

USD EUR CHF JPY GBP AUD NZD CAD

CFTC Level (% of OI) 1 2 1 -5 6 -8 -3 -1

CFTC 4-Week Change 0 -4 2 -2 6 -5 -1 5

Daily Sentiment Index 1 -2 1 -6 2 -1 -4 0

Risk Reversal (1-month lookback) 3 -10 3 5 -10 -9 -9 6

Risk Reversal (6-month lookback) -5 3 6 6 7 5 5 7

Spectra FX Positioning 0 -4 -2 0 0 3 -2 0

USD EUR CHF JPY GBP AUD NZD CAD

RSI 8 -8 -6 -7 -8 -9 -8 -6

Deviation from 20-Day 8 -7 -5 -7 -6 -7 -6 -5

Deviation from 100-Day 1 -1 2 -3 0 -3 -1 0

Summary scores

Positioning and Sentiment

Momentum

All scores -10 to +10 scale, all currencies vs. USD (that is: JPY means yen, not USDJPY)
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Japanese immigration to Brazil 
 
 

https://www.cnn.com/travel/article/brazil-japanese-community/index.html 
 

https://en.wikipedia.org/wiki/Japanese_Brazilians 
 

https://geographyiseverything.substack.com/p/why-brazil-is-home-to-so-many-people  

 
  

https://www.cnn.com/travel/article/brazil-japanese-community/index.html
https://en.wikipedia.org/wiki/Japanese_Brazilians
https://geographyiseverything.substack.com/p/why-brazil-is-home-to-so-many-people
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Click here to subscribe to am/FX 
 
 
Markets and Trading Commentary Disclaimer 
 
This material has been provided by Spectra Markets, LLC (“Spectra Markets”). This material is confidential and 
therefore intended for your sole use. You may not reproduce, distribute, or transmit this material or any portion 
thereof to anyone without prior written permission from Spectra Markets.  
 
This material is solely for informational and discussion purposes only. Spectra Markets is not a registered investment 
advisor or commodity trading advisor. This material should not be viewed as a current or past recommendation or 
an offer to sell or the solicitation to enter into a particular position or adopt a particular investment strategy. Spectra 
Markets does not provide, and has not provided, any investment advice or personal recommendation to you in 
relation to any transaction described in this material. Accordingly, Spectra Markets is under no obligation to, and 
shall not, determine the suitability for you of any transaction described in this material. 
 
To be clear: Your individual circumstances have not been assessed. You must determine, on your own behalf or 
through independent professional advice, the merits, terms, conditions, risks, and consequences of any transactions 
described in this material. Securities described in this material may not be eligible for sale in all jurisdictions or to 
certain categories of investors. This material may also contain information regarding derivatives and other complex 
financial products. Do not invest in such products unless you fully understand and are willing to assume the risks 
associated with such products. Neither Spectra Markets nor any of its directors, officers, employees, representatives, 
or agents, accept any liability whatsoever for any direct, indirect, or consequential losses (in contract, tort or 
otherwise) arising from the use of this material or reliance on information contained herein, to the fullest extent 
allowed by law. 
 
The opinions expressed in this material represent the current, good faith views of the author at the time of publication. 
Any information contained in this material is not and should not be regarded as investment research or derivatives 
research as determined by the U.S. Securities and Exchange Commission (“SEC”), the U.S. Commodity Futures 
Trading Commission (“CFTC”), the Financial Industry Regulatory Authority (“FINRA”), the National Futures 
Association (“NFA”) or any other relevant regulatory body. The author is currently employed at a trading desk. The 
opinions may not be objective or independent of the interests of the author. Additionally, the author may have 
consulted with various trading desks while preparing this material and a trading desk may have accumulated 
positions in the financial instruments or related derivatives products that are the subject of this material. 
 
Spectra Markets does not guarantee the accuracy, adequacy or completeness of the information presented in this 
material. Past performance and simulation data do not necessarily indicate future performance. Predictions, 
opinions, and other information contained in this material are subject to change continually and without notice of any 
kind and may no longer be true after the date indicated. Any forward-looking statements speak only as of the date 
they are made, and Spectra Markets assumes no duty to and does not undertake to update forward-looking 
statements. Forward-looking statements are subject to numerous assumptions, risks, and uncertainties, which 
change over time. Actual results could differ materially from those anticipated in forward-looking statements. The 
value of any investment may also fluctuate as a result of market changes. 
 
Spectra Markets is affiliated with Spectra FX Solutions LLC, an introducing broker that is registered with the NFA; 
Spectra FX Solutions LLP, which is a registered entity with the U.K.’s Financial Conduct Authority; and SpectrAxe, 
LLC, a swap execution facility that is currently in the process of registering with the CFTC. The disclosures for 
Spectra FX Solutions LLC and Spectra FX Solutions LLP related to the separate businesses of Spectra FX can be 
found at http://www.spectrafx.com/.  
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