Thursday, October 14, 2021

De-, stag-, in-, re- ?
A bit more on the turn in the dollar
There were abundant signs of a micro dollar turn yesterday and now the big narrative
dial has toggled away from stagflation and back over to reflation. The blow off bottom
in GBP and the blow off top in Dutch energy prices could have been peak stagflation.
Let’s see. I’m not making a big picture call, I am riding the waves in the USD narrative.
I showed a couple of bearish USD indicators from my dashboard yesterday and gold is
now joining copper at the the reflation / dollar down party. It’s hard for the USD to rally
when gold and copper are raging higher.
EURUSD vs. Gold (hourly since late August)
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Meanwhile, the methodical downtrend in EURUSD broke just as USD bullish positioning
hit an extreme. The next chart shows EURUSD with the 55-, 100- and 200-hour moving
averages. You can see the 200-hour defines the trend up and then down while the faster
moving averages are now both upward-sloping (bullish). I am still mildly bearish USD
(ex-JPY). It’s a tactical view, not structural. Still like AUD best.

Who you calling old??

Current Trades
Long 06DEC 0.7500
AUD digis
spot ref. 0.7285

EURUSD vs. 55, 100 and 200-hour moving averages

USDJPY resilience
USDJPY is not a good short as the USD buying in Tokyo time continues apace. One of the best indicators of
what the big boys in Japan are doing is a simple time zone analysis. Normally, when Japan has a large current
account surplus, the exporters dominate and USDJPY tends to go down in Tokyo time. Currently, Japan real
money is loving the high nominals on offer outside Japan, and oil importers are not getting filled on their USD
bids—so they’re paying up. Here is the USDJPY cumulative return in Tokyo time this year:

Cumulative return of USDJPY in Tokyo time in 2021

That isn’t particularly interesting unless you know the history. The next chart shows the history, which shows
that USDJPY has massively underperformed in Tokyo time for many, many years. To be clear, that black line
that goes down down down in the chart below is the same black line going up in the chart above. The move
higher in 2021 is barely visible on the long-term chart.
The takeaway is that USDJPY price movement in Tokyo time is an excellent way to monitor the activities of oil
importers and large Japan real money if you don’t work at a bank.

Cumulative return of USDJPY in New York, London and Tokyo time in 2021
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Risky asset recovery
As Gitt asked this morning: “Stag” or “Re”… What kind of ‘flation are we in?
I think part of the rebound in risky assets and reflation trades is simply the product of the market getting max
bearish stocks and credit just as seasonals turn from super bearish to rather bullish. Sentiment warnings were
flashing in AAII, credit sentiment, and all over the place really. Here is the seasonality chart for the S&P 500.

Seasonality of SPX returns since 1990 and this year

For the seasonal pattern to remain extremely robust, the October 4 low in SPX (4279 in minis) must hold.

Bitcoin™!
Finally, Crypto continues to be an excellent lead indicator for global risky assets. This makes sense as BTC
and crypto are a good measure of how much money and confidence are sloshing around the global financial
system. Here is BTC vs. AUDJPY (same chart, two different levels of zoom):
Bitcoin vs. AUDJPY
Hourly back to late 2020

Hourly back to late August

May your day be full of llamas con pom poms.

good luck ⇅ be nimble
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1 SOL = $155 USD

If you have six or seven Solana burning a hole in your wallet and you still haven’t found a gift for
me for Christmas...
This NFT would be the perfect (mildly offensive) gift.
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What is AM/FX?
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/FX here
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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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