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Controlled Demolition

When does Jay Walk?

Today’s table shows you when prior Fed Chair announcements and confirmations
happened, right back to the Paul Volcker era. Mr. Powell’s 4-year term ends on
February 5, 2022. Here is the past timing:

e

“Disneyland is presented as
imaginary in order to make us
believe that the rest is real,
whereas all of Los Angeles and
the America that surrounds it
are no longer real, but belong
to the hyperreal order and to
the order of simulation.”

- Jean Baudrillard
Simulacra and Simulation, 1981

Current Trades

Flat

. . . . Days to
Chair Appointed by | Nominated Confirmed y'
confirm
Powell Trump 2-Now-17 23-Jan-18 82
Yellen Obama 8-Oct-13 6-Jan-14 90
Bernankel Bush 43 24-Oct-05 31-Jan-06 99

Greenspan reappointment dates not included, to reduce noise

The entries in black are the relevant ones and the light gray entries are just there in
case you’re curious. You can see that the window for the nomination of the three most
recent first-time Fed Chair nominations (the relevant comparable sample) is October 8
to November 2. With the confirmation process more fraught and political each cycle, |
don’t think anything past mid-November is viable. If you count 82 days back from
Powell’s last day possible day in the seat (February 5, 2022), that's November 15.
Expect a Fed chair nomination or renomination announcement in October or early
November.

Lael Brainard is the obvious lead candidate if Powell is not renominated. While the
uncertainty factor is not all that high on a smooth transition from Jay to Lael, a fumbled
baton pass is possible. Brainard, and any new replacements on the Fed, are likely to
be dovish-leaning Democrats, and at this stage of the cycle, this probably isn’'t a
watershed story for markets. But it's worth watching.

| said I'm 72%/75% on a Powell renomination yesterday and today | update to
46%/49% because the more | think about the Fed credibilty damage from
KaplanRosenGate, the more | think a leadership replacement will appeal to Biden.
Also, the battle for control of US institutions is a fight politicians on both sides are not
shy about waging. Flipping the Fed Chair from Republican to Democrat only makes
sense in the hyperpolarized “it's us vs. them” political environment.

G10 FX thoughts

We are approaching some epic levels in G10 FX. On the next page there are two charts
to show you what | mean. Meanwhile:

e USDJPY holds in well for now, despite a small rally in bonds and a Kishida
win. The market holds out hope that Takaichi could end up as FinMin. USDJPY
should just be a rates story from here. Personally, | would be taking off my
USDJPY longs here as the risk/reward is sketchy short-term. Especially if you
agree with me that more deflationary winds are coming over the horizon.
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https://www.spectramarkets.com/wp-content/uploads/2021/09/AMFX-Rectification-16SEP21.pdf
https://www.betfair.com/exchange/plus/politics/market/1.186355262
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e GBPUSD is cratering as the market fully embraces the idea that the Bank of England is hiking into a
supply problem just before the economy encounters a demand problem. | find it hard to disagree with
this, though the narrative chasing is aggressive as we went from “orthodox BoE, buy GBP!” to “GBP is
an EM currency!” in less than a week.

e Stocks are down 4% this month, which should lead to USD buying over the next 24 hours, culminating
at 11 a.m. NY tomorrow?.

e 1.1600 was the spike low on the night of the US election. That level is critical.

Here are the two charts that matter most right now in G10 FX:

EURUSD major range bottom and

H&S neckline at 1.1600
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USDJPY tops galore
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Please, not more Evergrande!

contains some useful analysis. Thanks to MP for sending it to me. The piece is an interview transript that goes
into the causes and probable effects of the epic regime change in Chinese real estate. It hammers all the most
important points (demographics, leverage, etc.).

Here is an excerpt. The speaker here is Logan Wright, director of China markets research at Rhodium:
“I think it's fair enough to say that the markets are starting to reflect upon what it looks like for

China to have a very different growth model, and one that likely features lower rates of
economic growth in the future if it's less reliant upon the property sector...

1 Explanation for anyone who doesn’t trade a ton of G10 FX: This effect comes as foreign owners of SPX need to modify
hedges when SPX moves. They like to do that against the 11 a.m. fix benchmark on the last day of the month (tomorrow).
The simple example is: Imagine a pension fund in the UK that owns 1 billion USD of S&P 500 and is currency hedged with
a short 1 billion USD position. Now, stocks drop 4% and so their hedge is too big (they are short $1 billion but their SPX is
only worth $960 million now). They need to buy 4% of their hedge back ($40 million) to rebalance. So, benchmarked to
the last 11 a.m. fix of the month, they buy $40m and sell GBP. There is a TON of nuance | have left out here but that’s the

these hedges can be huge. | have massively oversimplified here, but that’s the gist of it.

SPECTRA MARKETS: LOOK FORWARD
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I think China watchers are considering these changes in the growth model. There is this debate
out there about how politically feasible that is. I think there's generally more coherence
right now in Beijing about the critique of China's current growth model rather
than coherence around what that alternative would really look like.

Some recent articles have been talking a lot about the German economic experience, the
potential for China to have many small and medium enterprises that are very high tech and at
the technological frontier, but still export and manufacturing-oriented. That's interesting.”

The piece features this chart. It’'s a winner.

China land transactions = Controlled Demolition

Land Transactions in 100 Cities, Jan 2013 - Sep 2021
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Source: WIND. Calculations for partial months such as Sep 2021 are y/y based on weekly totals.

Chart reproduced with permission of the Rhodium Group and ChinaTalk author Jordan Schneider?.

The reason | like the interview so much is that it overlaps with my thesis, but presents a bunch of data points and
observations that are new to me. My view, expressed a few times over the past few weeks, is that Evergrande is
a symptom of a massive policy shift in China and not an event unto itself. This change in Chinese macroeconomic
policy will be bad for global growth and deflationary overall despite occasional bursts of reflationary hopium injected
as necessary by the Authorities as they attempt to engeinner a controlled demolition of a bloated property sector
with Chinese characteristics.

Win / win

| recently read an advance copy of “Deflated” by Leng Hoe Long. It's an excellent book. All proceeds from the sale
of the book go to help disadvantaged youth. Hoe Lon’s last book raised more than $120,000.

| strongly recommed “Deflated” to anyone interested in crypto, capital markets, trading, or human resilience. The
book is really two books in one. First, you get an expert look at blockchain investing that will keep you sane through
the cyclical ups and downs. Second, you get a series of Market Wizards style interviews with some of the best in
the trading business (including Paul Tudor Jones). Tons of great information and inspiration, in a tight, well-written

2 Schneider is a China tech analyst at the Rhodium Group. He is ex-Bridgewater and ex-Eurasia Group.
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Continuing with yesterday’s Matrix theme...

Stage One:

Initially, the sign (image
or representation) 1s a
reflection of basic reality.

Stage Two:

The sign masks a basic
reality. The image becomes
a distortion of reality.

Stage Three:

The sign marks the absence
of basic reality. The image calls
into question what the reality
1s and if it even exists.

Stage Four:

The sign bears no relation
to any reality whatsoever: it
1s its own pure simulacrum.

Lwavyl
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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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