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Monday, September 20, 2021

Tomorrow is Tuesday

In case you missed it: Contagion from Evergrande to other China real estate
companies accelerated last night. See chart. Oops. Onshore markets in China were

& cnbc.com

FEDERAL RESERVE

After years of
being 'squeaky
clean,' the Federal
Reserve is
surrounded by
controversy
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Not a great weekend
for the global elite

Inquiry finds World
Bank officials,
including now-I.M.F.
chief, pushed staff to
inflate China data.

closed Monday and will be closed
Tuesday. They reopen Wednesday.
Hong Kong is open Monday and
Tuesday, then closed Wednesday.

All this is helping my CNH view, of
course, but it's worth noting that
tomorrow is Turnaround Tuesday. In
case you are a new reader, below is the
basic description of how that setup
works (excerpted with permission from
know what Turnaround Tuesday is, you
can skip ahead to page 3.

Sinic holdings loses 7/8ths of its value in a few hours
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# START OF EXCERPT #

Turnaround Tuesday

During periods of market fear, there is a common intraweek pattern that
stock markets often follow. Markets don't always follow this pattern, but
they do follow it a surprising proportion of the time.

Anatomy of a sell-off

Hmm, I'm getting a bit nervous here, maybe |

Current Views

If SPX closes down 1.5% or more
today, buy ES at close (4 p.m. NY)
with a stop loss 1.1% below entry...

and buy AUDUSD with a 50 pip
stop loss. TP TBD.

TUSDCNH @ 6.4488
Stop loss 6.3990
Take profit 6.5590

URUTEEEy should reduce a bit of my stock market exposure.
Friday AM I need to hedge; this looks really bad.

. | better sell some S&P futures to hedge my
FTelEs (P weekend risk. Wow, what a brutal close.
Saturday Everyone reads the alarming media coverage of

the scary thing(s) that hit the market Friday

Sunday Asia / Monday
morning

Markets gap open lower and selling builds as
Asia selling cascades into Europe. NY traders
press their shorts.

Monday around 4PM

The low.

Tuesday Turnaround Tuesday as shorts get squeezed.
Wednesday See saw battle between bulls and bears.
Thursday Hmm, I'm getting a bit nervous here, maybe |

should reduce a bit of my stock market exposure.
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The most reliable part of this pattern is “Turnaround Tuesday”. This is the tendency for stocks to rip
higher on Tuesday if they sold off the Thursday, Friday and Monday before. It is a simple human
pattern that occurs because when the news appears bad, traders get nervous into the weekend and
sell some of their holdings on Friday. Then, they read all kinds of negative media reports about the
big scary thing and that scares them into selling more on Monday.

Investor selling pulls in momentum traders
who go short on Monday. This adds to the
selling pressure. Then, Tuesday comes and
there is nobody left to sell. The shorts get
squeezed and that triggers Turnaround
Tuesday.

In case you think this sounds silly, have a look
the evidence. First, at right is how the S&P
performs in the most extreme Turnaround
Tuesday setup which is when it falls Thursday
and Friday and then is down more than 5% on
Monday. That's rare, but check out the returns.

Tuesday 1-day S&P 500 return after:
(down Thursday, down Friday, down >5% Monday)
9/13/1932 -4 3%
1019/1937 | 3.2%
5/29/1962 4 6%
10/20/1987 | 5.3%
1012711987 | 2.4%
10/28/1997 | 5.1%
9/1/1998 3.9%
8/9/2011 4.7%
3/10/2020 4 9%
Average 3.3%

In contrast, if you study all days after a 5% one-day drop, the average return the next day is just

+0.9%. Not terrible, but nothing amazing.

Second, to give you more evidence supporting Turnaround Tuesday, the next chart shows SPX
performance for Tuesday vs. all other days in 2008. Note that 2008 was one of the worst bear
markets in history yet Turnaround Tuesday was a thing almost all year. If you traded in 2008, you

probably find this chart pretty mind-blowing.

Total cumulative performance of Tuesdays (solid line) vs. rest of the week in 2008
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Image: Donnelly, with data from Refinitiv
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# END OF EXCERPT #

The example in the excerpt shows results after a 5% drop on Monday, but the results are similar in direction
(with lower magnitude), even when the drop Monday is just 1.5% (SPX futures currently down 1.7%).

This setup (Thursday negative, Friday negative, Monday down 1.5% or more) has happened 40 times since
1990. Going long at the close on Monday has made money the next day (Tuesday) 64% of the time with an
average rally of 0.6% on the Tuesday. Here is the cumulative P&L of the strategy since 1990:

Cumulative P&L of the strategy: (if SPX 500 negative Thursday and Friday and -1.5% or more Monday:
Buy SPX at Monday close and cover at Tuesday close (4 p.m.))
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This is, of course, contingent on today’s SPX close and it’s also worth noting it works 64% of the time not 100%!

AUDUSD = beachball under water

You can see from the price action (and from the CFTC data!) that the AUDUSD market is extremely short so
as a short-term trade (and a decent hedge if you're long USDCNH)... Going long AUDUSD or NZDUSD at
today’s close for the Turnaround Tuesday trade probably makes sense. Trade your own view and trade at your
own risk. I’'m just here to provide you with ideas. Current Views always in the sidebar of page 1 (those are my
strongest views, not all my views).

Finally, in case you are wondering, Turnaround Tuesday also works in crypto. BTC was not down Thursday
AND Friday, however so there is no signal today.

The Fed setup is now completely different

Finally, finally: The Fed setup looks completely different now than it did when | started talking about long USD
and hawkish Fed a week ago. Almost everyone has come over to my side now with that. | will discuss this
tomorrow.

Have an ethical day.

good luck T be nimble

SPECTRA MARKETS: LOOK FORWARD
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Tough weekend for the global elite

& cnbc.com Finance
FEDERAL RESERVE FEd|S Powell
After years of orders sweeping
being 'squeaky ethics review
clean,’ the Federal . ety
Reserve is after officials
surrounded by trading prompts
controversy
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= FINANCIAL TIMES Daily Business Briefing

Sept. 16, 2021
Evergrande Real Estate Group Ltd Updated 4 hours ago

Evergrande bosses face ‘severe

punishment’ after securing early * Inquiry finds World
redemptions Bank officials,

Chinese property group battling to repay including now-1.M.F.
investors, banks and bondholders chief, pushed staff to

inflate China data.

An investigation focused on
accusations that top World Bank
officials pressured the team
conducting an annual survey to
improve China’s standing.
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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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