s SPECTRA

’4;__'

dm

Brent Donnelly

bdonnelly@spectramarkets.com
(212) 398-6230

L S

[N >

Squirrel-related power

outages by year for 2013,
2014, 2015, and 2016.
Seasonality!

https://www.publicpower.org/blog/defending-
against-outages-squirrel-tracker

Current Views
Short USDJPY @ 115.31
Stop 116.11

Short USDCHF @ 0.9300
Stop 0.9381

Long EURUSD @ 1.1151 (limit)
Stop loss 1.1084

Long AUDUSD 0.7041 (limit)
Stop loss 0.6984

Long O3FEB CADJPY
90.00 put
Spot ref: 90.80 /// Price 75 pips
Take profit 88.65

MARKETS

Monday, January 31, 2022

Nice setup for short USD

My view over the past 7 trading days has been bullish USD on expectations of mutant
month end USD buying, a BoC pass and a hawkish FOMC. Now, those things have
played out and it's time to think about what is next. To me, this is setting up as a
spectacular place to take a shot at short dollars. You have all sorts of things going on

that suggest it's a good tactical entry.

Non-price sensitive, transactional USD buying should end at 11 a.m. NY today (4

p.m. London).

Italian elections bullish for Italian assets.

Italy 10-year bond premium over Germany (past 20 days of trading)
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Strong inflation prints in Europe
today.

ECB
higher.
*TRADERS RAISE ECB RATE-
HIKE BETS TO 25 BASIS POINTS
BY DECEMBER. ECB meeting on
Thursday could be a catalyst.

expectations  grinding

No reaction to Bostic headlines
on the weekend. If market was
nervous about Fed, this could have
had an impact. Bostic is a non-
voting hawk so no real reason to
expect a massive market impact
but markets do strange things
sometimes when positions are
offside.

US data slumping. Many are
blaming omicron, but if it's
omicron, why is European data
OK? They have omicron worse
than USA. See chart at right which
shows European COVID per
million is worse than North
America. It is more likely that USA

Daily new confirmed COVID-19 cases per million

people

Our World

in Data

7-day rolling average. Due to limited testing, the number of confirmed cases is lower than the

true number of infections.
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data is rolling over because of the fiscal cliff, not omicron. In just the past week or so we have seen weakness in Retail
Sales, Empire State, Initial Claims, inventories, and ECI. 2s10s have gone from 90 bps to 60 bps in a month. Not a
huge vote of confidence for the outlook. Here is EURUSD vs. Germany/USA rate differentials. Decent little pop this
morning as the US hawkish divergence trade from last week’'s FOMC has now fully unwound. Back to convergence.

EURUSD vs. Germany/USA 5-year rate differential
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Market is long USD and bearish stocks. Here is G10 FX positioning courtesy of Spectra’s Tanguy Bretagne:

G10 FX Positioning

I-HF 3-Trend CFTC
USD +3 +3
EUR 5 \ +
cer 2
JPY 3
AUD 3
NZD 4
CAD 2 +2
CHF 2 4

Hedge fund, trend follower, and CFTC positions (-10 to +10)

Cyclical currencies have a habit of reversing January moves. Adam Cole, the excellent FX strategist at RBC
Capital Markets, pointed out last week that the cyclical currencies have a remarkable tendency to mean revert the
January moves. On the next page is a chart | constructed (copying his logic), that shows the cumulative
performance of AUD, NZD, and CAD against the European and funding currencies for the strategy: “Whatever
happens in January, do the opposite for February and March.” In other words, if AUD goes down in January, you
go long at the close on the last day of January and hold it until March 31. Or vice versa.

SPECTRA MARKETS: LOOK FORWARD
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P&L of an FX strategy that looks at January move and does opposite, holding ‘til end of March
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My chart, but credit for the idea goes to RBC FX Strategy

| was curious if this effect is driven by the stock market, but it's not. Here is the same strategy in SPX:

P&L of an S&P 500 strategy that looks at JAN move and does opposite, holding ‘til end of MAR
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OK cool, what’s the plan?

I think this sets up nicely for a short USD trade, especially as ISM is very likely to be weak after that huge Markit
miss (economists are slow to adjust to new high frequency information) and payrolls could be hit by the enormous
number of people caring for sick loved ones. Here are the trades | like:

Long EURUSD at 1.1151 (limit order) Stop loss 1.1084
Short USDCHF here (0.9300) Stop loss 0.9381
Long AUDUSD 0.7041 (limit order) Stop loss 0.6974
Short USDJPY here (115.31) Stop loss 116.11

These are all 1-week views. I'll figure out the TP a bit later. Expect significant volatility into 11 a.m. NY today. If |
am correct about USD weakness, it probably means risky assets (crypto and NASDAQ) will have a strong week.

Have a squirrely day.

good luck T be nimble

SPECTRA MARKETS: LOOK FORWARD
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TOP CAUSES OF POWER OUTAGES
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Squirrels cause a lot of power outages

https://www.publicpower.org/blog/defending-against-outages-squirrel-tracker
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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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