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Guess what % of global
airports are in the USA vs. in
China.

Answer is at the end.
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Flat

China and the best Fed bets

China

The Evergrande story will be hard to trade in the short-run, but it's clear the authorities
are having some success in slowing their ginormous real estate sector. This looks like
an important global deflationary headwind. It's not a contagion story; it's a bad for
growth story.

Here’s the abstract.

China’s real estate has been a key engine of its sustained economic expansion.
This paper argues, however, that even before the Covid-19 shock, a decades-long
housing boom had given rise to severe price misalignments and regional supply-
demand mismatches, making an adjustment both necessary and inevitable. We
make use of newly available and updated data sources to analyze supply-demand
conditions in the fast-moving Chinese economy. The imbalances are then
compared to benchmarks from other economies. We conclude that the sector is
quite vulnerable to a sustained aggregate growth shock, such as Covid-19 might
pose. In our baseline calibration, using input-output tables and taking account of
the very large footprint of housing construction and real-estate related sectors,
the adjustment to a decline in housing activity can easily trim a cumulative 5-10
percent from the level of output (over a period of years).

This chart from the paper is pretty awesome and there are many others. Worth a look.

Figure 8. Valuation of Different Asset Classes in 2017 (trillon yuan)

This figure demanstrates the market valuation of housing, stock, and bond assets in China, U.S. and Japan, respectively
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Anything that did well in the commaodity supercycle or reflation 2021 cycle (AUD, BHP,
FCX, iron ore, rebar, etc.) is going to be unfun to own, even at these discounted prices.
Some of this situation is priced in as the slowing credit impulse was flagged as far back
as March 2021, but the aggressiveness of the variety of policy maneuvers coming out
of China certainly was not.

USDCNH

I am neutral dollar for now as | think the setup for the Fed is symmetrical and it's better
to go in flat and open-minded. Therefore, I'm taking the tiny profits in the USDCNH and
going to flat (see sidebar, as always).


http://bdonnelly@spectrafx.com
mailto:bdonnelly@spectramarkets.com
https://www.spectramarkets.com/wp-content/uploads/2021/09/AMFX-Rectification-16SEP21.pdf
https://www.nber.org/system/files/working_papers/w27697/w27697.pdf
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Best Fed bets

If we get a 2022 median hike, that's a meaningful hawkish surprise. Yes, there is almost a hike priced in,
but rates markets always add some risk premium so we would see a decent front end move if the median
2022 dot shows hike.

If that happens, | think short AUDUSD or GBPUSD are the best plays. AUD because of the China slowdown
story and its failure to squeeze yesterday and GBPUSD because people are caught long on a bad narrative
(more below on GBP).

If we get a very low 2024 dot, long EURUSD should work as that pair looks low compared to normal short-
term fair value indicators like rate differentials, BTPs, and gold. EURUSD has been in a 1.1660/1.1920
range for the last three months, so you are buying fairly close to support. A series of increasingly huge
supports come into play below there (1.1650 and the epic 1.1600 low from election night).

Don’t forget about the German election this weekend.

EURUSD vs. in 2021 (hourly) ...and vs. 10-year DE/US rate diff in 2021 (hourly)

Hourly EUR=, XAU= ] 00 AN 1272072020 - 11,00 AN 10/672021 (NYC) H riyEUFl DE10YT-RR, USTOYT-RR 7:00 PM 1/372021 - 7:00 AW 10/6/2021 (NYC

> 31 61 10 20 30 de 20 38 .
1 12 21 31 0a 1s 35 0a 18 3806 15 35 04 13 1 nznznns\sz
Jan 21 | Feb 21 | Mar 21 | Apr21 | May 217 sun 21 | Jur 21 \ “Au .:1 \ ‘h"p gt \ Jﬁ“ 21 \F9b21 \ Mﬂ'” | Apr21 |M5V 21 | Jun 21 | J“|21 |A“Q 21 | 59P21 |

Charts courtesy of Refinitiv

Cable

There was an interesting debate going on last week as the BoE story unfolded. Nominal rates in the UK
are going up on what looks like more orthodox Bank of England policy from here. On the other side of the
pros&cons ledger though, the government is talking in more austere tones on fiscal, and real rates and a
possible energy hit are the real story in the UK. It has a whiff of stagflation or bad inflation and so the initial
reaction (buy GBP!) has now turned (sell GBP!). To me, the second move (sell GBP!) makes more sense.

Ripping nominals aren’t bullish if you are worried about growth and real rates don’t come along for the ride.

Have a fully operational day.

good luck Tl be nimble

SPECTRA MARKETS: LOOK FORWARD
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Even knowing that private air travel is not very common in China, it’s hard to
understand the disparity between countries here. Especially China and USA.

Countries with the most operational airports

Number of | Percentage of
Country airports global total
United States 13,513 33%
Brazil 4,093 10%
Mexico 1,714 4%
Canada 1,467 4%
Russia 1,218 3%
Argentina 916 2%
Bolivia 855 2%
Colombia 836 2%
Paraguay 799 2%
Indonesia 673 2%
Papua New Guinea 561 1%
Germany 539 1%
China 507 1%
Chile 481 1%
France 464 1%
United Kingdom 460 1%

| checked the data from multiple sources, including CIA Factbook so it seems correct but it
is so surprising that | almost can’t believe it. Explanations welcome.
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What is AM/EX?

AM/FX is Brent Donnelly’s must-read daily macro letter, published since 2004.

It is a clear and concise daily look at one or two important topics related to global
markets. Brent talks macro, narrative economics, trading strategy, tactics,
positioning, technicals, and market psychology as he covers whatever markets
are in play. Topics covered include FX, crypto, stocks, fixed income,
commodities, and macroeconomics.

Brent's huge network of hedge fund, real money, central bank, and trading
contacts give him unique insight into what’s driving markets today, and what will
move markets tomorrow.
Brent offers actionable analysis, clear directional views, and real trade ideas as
he helps you surf the current narrative. He puts new themes on your radar before
they hit the mainstream.

AM/FX is relevant, concise, and original. And not boring.

Subscribe to AM/EX here

Spectra Markets is the shiny new digital media division of Spectra Holdings.

As President of Spectra Markets, my goal is to build a place where every trader
and investor goes for smart, independent, and original financial markets content.
The vision is to build a company that produces forward-thinking and mind-
expanding financial markets coverage. Real-world market intelligence for every
trader and investor.

Spectra Markets: Look Forward.
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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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