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Cut and Paste faster with this 
tiny macropad! 

 
 

https://drop.com/buy/stack-overflow-
the-key-macropad  

 
 
 
 
 
 

Current Trades 
 

Long EDZ3 @ 98.895 
Stop loss 98.79 

Take profit 99.03 
 

Buy 2-month 0.7500 
AUD digis 

spot ref. 0.7285 

 

    

  

 

 
 

 
 

 
 
 

 

Unintended Consequences 
 
 

Would you like to buy a Powell? 
 

BetFair and Predict It now have Powell around 65% with Brainard 25% and a bunch of 
other candidates on single digits. Each of the non-Powell candidates on Predict It 
would, by definition, increase diversity at the Fed. Whatever your opinion on this, given 
the current sociopolitical atmosphere, the current Democrat priorities, and the lack of 
diversity in leadership at the Fed throughout its history, this variable is important. 
 
I find the rise in Roger Ferguson’s 
odds surprising while Bostic makes 
more sense because he is in the 
mix for everything these days. 
Whether it’s the Treasury 
Secretary role that ultimately went 
to Yellen, the Comptroller of the 
Currency role that went to 
Omarova, or the 2022 Fed Chair 
role, Bostic is in the zeitgeist. 
Meanwhile Ferguson hasn’t been 
in the news as much lately so feels 
a bit out of nowhere. 
 
In case you were not around in the 
early 2000s, Ferguson was the 
Vice Chair of the Fed from 1999 to 
2006 and was a longshot behind 
three favorites for the Fed Chair job 
won by Bernanke in 2006. From 2008 to 2021, Ferguson was CEO of TIAA (the 
gigantic teachers’ investment and insurance association) and he is now retired. When 
his retirement was announced last March, there was speculation he might be in line for 
Treasury Secretary. 
 
I was bearish Powell’s odds a week ago when they were 84%/87% and I keep marking 
to market as the odds drop. My view is that Powell’s odds are still too high now at 63%. 
If he was a Democrat, >50% would seem reasonable but given he is a Republican, I 
like short at 63%. The main reasons: 
 

• Politics. In an us-vs-them world, the government in power wants control of 
the institutions. 

• The progressives have power and Elizabeth Warren just aggressively and 
publicly downvoted Powell. This article: “Elizabeth Warren isn’t in the White 
House. But she knows how to use the tools she’s got.” is an excellent 
summary of all the ways Elizabeth Warren influences the current 
administration1.  

• No renomination before Labor Day indicates hesitation from Biden. Obama 
renominated Bernanke on August 24, 2009, after the GFC and similar 
renomination timing would have made sense if Biden was bullish Jay. 

• “Well-timed” trades by senior Fed leaders further tip the political calculus of 
a shake-up and support arguments for change above those for the status 
quo. 

 
1 If nothing else, the article makes interesting use of a rare stylistic choice: A headline constructed 
from two complete sentences, using normal sentence capitalization and punctuation. I like it. 

Tuesday, October 05, 2021 

http://bdonnelly@spectrafx.com
mailto:bdonnelly@spectramarkets.com
https://drop.com/buy/stack-overflow-the-key-macropad
https://drop.com/buy/stack-overflow-the-key-macropad
https://www.spectramarkets.com/wp-content/uploads/2021/09/AMFX-Rectification-16SEP21.pdf
https://www.bloomberg.com/news/articles/2021-05-24/bostic-as-fed-chair-i-hear-that-all-the-time-he-tells-axios
https://www.bloomberg.com/news/articles/2021-05-24/bostic-as-fed-chair-i-hear-that-all-the-time-he-tells-axios
https://www.nbcnews.com/id/wbna9590494
https://www.nbcnews.com/id/wbna9590494
https://www.usatoday.com/story/news/politics/2021/10/04/elizabeth-warren-still-influencer-student-loan-forgiveness/5991136001/
https://www.usatoday.com/story/news/politics/2021/10/04/elizabeth-warren-still-influencer-student-loan-forgiveness/5991136001/
https://www.usatoday.com/story/news/politics/2021/10/04/elizabeth-warren-still-influencer-student-loan-forgiveness/5991136001/


  

 

 

 
 

SPECTRA MARKETS: LOOK FORWARD 
                           

2 

 

How do you trade it? 
 

If you believe someone other than Powell will be nominated, the best trade (other than selling Powell on 
Betfair or Predict It) is long EDZ3 or EDZ4. A Powell replacement announcement will trigger an instant 
repricing of rate hike expectations on the back of: 
 

• Kneejerk uncertainty / fear trade 

• Secondary trade: “So-and-so is more dovish than Powell” 

• People suddenly remember the hawks are on the way out anyway. Yes, the June and September 
meetings were hawkish, and taper is on autopilot… But if Powell is gone, I would think EDs reprice 
around 15 ticks higher on a frozen rope. 

 

I added the trade to the sidebar. The superior risk/reward is probably in options, but I’m not expert in 
Eurodollar options, so I’ll let you decide how to trade it. 
 
I know many people don’t like trades with ~1:1 risk/reward, but to me this trade is probably 65%/35% (and 
it’s 6:5 payout) and that’s solid EV. I would put Powell’s renomination probability at 41%/44% now, and 
there are plenty of scenarios where even if Powell is renominated, EDZ3 still goes up anyway. If you want 
more leverage, just do it through options. 
 

Another way to trade it: Long AUDUSD (2-month 0.7500) 
 

One of the many ironies in financial markets over the last few years is the way coal has gone the exact 
opposite direction of the sitting President’s agenda. This is classic unintended consequences, especially 
on the way up right now as long-term ESG goals crash head on into short-term supply/demand reality. 
 

What does “unintended consequences” mean, Daddy? 
 

 
 

This moonshot in coal and some other key Australian exports yields this ludicrous overlay: 
 

  

https://www.youtube.com/watch?v=Q2bdu7W3kTc
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AUDUSD vs. Australian Terms of Trade 
 

 
Ticker CTOTAUD from Bloomberg 

 
The story of AUDUSD and its failure to follow the Aussie terms of trade has been a narrative off and on 
(throughout 2017 and 2018 especially) so this is not EXACTLY anything new. When stronger terms of 
trade has no transmission to capex, jobs or monetary policy, FX markets should not care about it. In other 
words, if rates aren’t moving, ignore the terms of trade. So let’s take a look. Hmmm… 
 

AUDUSD vs. AU/US 10-year interest rate differential 
 

 
Full disclosure, this chart looks way less exciting if you zoom out to a 10-year x-axis. 

For trading, changes are always more important than levels. 

 
Meanwhile, China is quietly releasing Australian coal despite prior aggro. And the negative seasonality in 
risky assets is almost done (October 9 is historical seasonality bottom day for SPX). 
 
All is not rosy for AUDUSD with Evergrande, the China property bust, continued lockdown issues, etc. etc. 
But the RBA is getting worried about credit growth and optimistic on labor markets for Q4 and the CFTC 
and other data show the market remains mega short AUDUSD. This feels to me like a trade that goes 
nowhere, or works EXTREMELY well, so leveraged plays like 2-month 0.7500 digis make the most 
sense. You want an expiry date past November 15, so you get the Brainard kicker. Have an efficient day. 
 

good luck ⇅ be nimble  

https://www.reuters.com/world/asia-pacific/china-turns-stranded-australian-coal-combat-power-crunch-trade-2021-10-05/
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In 2021, Stack Overflow (a hugely-popular website where designers and 
programmers answer questions about technical challenges) created the pop-up 
warning below as a joke that riffs on the fact that people tend to cut and paste a 

lot from Stack Overflow. 
 

 
 

The response was overwhelming: People wanted the mini keyboard. So they 
made it. The mini-board has sold 7,700 units and is on back order. Funny. I 

showed this to my son and he said: “Wow, that’s stupid.” 
 

 
 

One out of every four users who visits a Stack Overflow question copies 
something within five minutes of hitting the page. 

 
https://stackoverflow.blog/2021/04/19/how-often-do-people-actually-copy-and-

paste-from-stack-overflow-now-we-know/  
  

https://stackoverflow.blog/2021/04/19/how-often-do-people-actually-copy-and-paste-from-stack-overflow-now-we-know/
https://stackoverflow.blog/2021/04/19/how-often-do-people-actually-copy-and-paste-from-stack-overflow-now-we-know/
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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/. 


