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Current Trades 
 

Long 06DEC 0.7500 
AUD digis 

spot ref. 0.7285 

    

  

 

 
 

 
 

 
 
 

Must reprogram algo 
 
 

A quick story before we start 
 

Sunday, March 16, 2008. Late afternoon. I use my right 
hand to push my son Adam in the orange Bugaboo 
stroller through barely-navigable crowds at Fairway 
Market on the Upper West Side1. With my left hand, I 
awkwardly scroll the news on my Blackberry 8700. 
 
I am trying not to be “that guy”, but the stupid Blackberry 
has been buzzing like a fridge in my pocket for the last 
five minutes. There must be something going on. 
 
I see a headline, clearly a typo. JPM to buy Bear Stearns 
for $2.00? Wut? The stock was $150 less than a year 
ago. $68 last week. It closed at $30 on Friday. This can’t 
be true. Impossible. I nearly crash into a lady with a small dog in her purse. 

 
Bear Stearns common stock price (5 days into March 17) 

 

 
 
USDJPY opens around 98.70, unsure if this is good news or bad news. Maybe a relief? 
Or… A disaster? A headline hits… 
 
*FED CUTS DISCOUNT RATE FROM 3.50% to 3.25% AND OPENS NEW FACILITY 
 
The start of concerted Fed action. Bullish! The market takes USDJPY from 98.70 to 
99.10. But I know that’s wrong. Typical misread on a rates headline. “USDJPY is a 
rates trade not an equity trade!” I yell to myself in my head. I push Adam’s stroller into 
a corner by the pitted prunes and almonds and frantically thumb open IB chat. 
 
BD: “50 YOURS USDJPY. Stop at 99.63.” 
 
Lehman Tokyo is on it. 
 
KH: “99.035 you sell 50 USDJPY” 
 
BD: “Cheers.” 
 

 
1 Adam is way taller than me now and headed to uni next year. The days are long, but the years are short. 
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Here’s the chart: 
 

USDJPY from the Sunday open after Bear was bought by JPM (and the Fed cut the 
discount rate) to 5 p.m. on the Monday 

 

 
 
Cool story, bro. So what? The story is informative because people tend to think of the JPY as a safe haven 
given it often moves in line with stocks. This creates the false impression that USDJPY is an equity hedge. It 
really is not. It is only an equity hedge when equities go down and yields go down at the same time. When 
stocks go down and yields go up, that’s bullish USDJPY. This is not a report from Hindsight Capital… JPY 
has almost always been a rates trade. In and out of sample. 
 

Data 
 

When you are looking at correlations like this, and all the products are interrelated and cross-correlated and 
driving each other, it can be hard to unpack whether it’s equities or rates that really matter for JPY. The 
easiest way to disentangle it is to isolate only the times when rates go up and equities go down at the same 
time. Then, it’s pretty easy to tell which one matters, and which one doesn’t. Here are the numbers: 
 

USDJPY performance when stocks go down and yields go up in the same week 

 
Data back to 2003 

 
I would also add that energy price moonshots trigger even more JPY selling as they directly impact the Japanese 
current account. When rates are rising on an energy squeeze, that’s turbo JPY negative. You can see this in the 
time zone performance recently, as USDJPY has been rallying in Japan time, which is unusual. The main message 
here is: Stop watching stocks while trading JPY. It’s a bad habit. 

Fed cuts discount rate 
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Must… Reprogram… Algo 
 

The market went the “wrong way”, then the “right way” on Friday’s NFP data and while it’s normally boring to 
rehash economic data that is days old, I think there is some value in making sure your trading framework matches 
the current regime. We spent 20 years trading NFP as a demand story and now that it’s a supply story, I can see 
many traders (and economists!) are still looking at it backwards. I saw a bunch of headlines on Friday saying 
stuff like: “Weak jobs number, etc., blah, etc.” The number wasn’t weak. 
 
During a shortage of workers, a low headline number combined with a low unemployment rate is a sign of labor 
market tightness, not weakness. That should mean higher rates, strong USD, strong cross/JPY etc. Please note 
that I hate when people look at the market reaction 
and then spin a macroeconomics story after they see 
which way the market moves. That’s not what I’m 
doing here. I posted the Tweet at right at 7:58 a.m., 
32 minutes before the number came out. 
 

And I posted this to all my chats on Bloomberg, 
seconds after the number came out: 

 
 
The market reaction to NFP comes from the interplay 
of the three main release figures and how they 
describe the current tightness of the labor market. 
This is important! The framework used to be “low headline number = sell USD”. That’s not how it works anymore. 
 
My point here isn’t to do a victory lap (I acknowledge it sounds like I’m bragging here, which makes me 
uncomfortable, so I made today’s non sequitur about hubris) but I think it’s useful to realize that you can go into 
economic data with an ex-ante understanding that the old normal reaction functions no longer apply. If I just say 
all this stuff and you think it’s hindsight, it’s not useful. That’s why I’m showing evidence that I was talking about 
this before the market moves, even though I generally avoid victory laps and tend to write more about the times 
I’m wrong, not right. 
 
There was a similar lesson in the spring and summer of 2021 when CPI would come out strong and USD would 
try to rally and fail every time. At that time, the Fed was looking through the data given its transitory view, base 
effects and spiking lumber and other prices. Now, the market reaction to CPI should be more orthodox because 
the transitory argument is wearing thin, and many committee members are getting nervous. We get to test this 
theory on Wednesday. 
 
The broad point I’m trying to make today is that 
everything has changed. Don’t just use the old way 
that you used to look at or trade the numbers. And if 
you’re running data trading algorithms, you can use 
this PDF to explain to your boss why the thing isn’t 
making money anymore. Time to reprogram it. 
 

Hike timing 
 

Finally, Spectra legend Tanguy Bretagne produces a 
cool chart that shows when the first hike is coming for 
each central bank. I have included that chart at right for 
your enjoyment. The y-axis is “date of first hike.” 
 
Have a hungry and humble day. 
 

good luck ⇅ be nimble  
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In case you missed it… 
 

I am keeping this one for my “The Cycles of Capitalism” scrapbook. 
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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 

 
 
 
What is Spectra Markets? 
 
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. 
  

https://www.spectramarkets.com/subscribe/
https://www.spectramarkets.com/
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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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