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MacroTactical Crypto #8

Buy some mittens

Hi. Welcome to MTC#8. It's been a while because:

1. lam bearish crypto and crypto has been going down slowly so there hasn’t been much for me to add.

2. Overall crypto vol has declined.
3. Christmas and COVID.

A summary of why | have been bearish crypto since November:

We are in the bearish part of the BTC halving cycle.
We are in the bearish part of the macro and Fed cycle.
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coming into crypto funds and these allocations tend to make week1 of each month very strong.

Massive ETH and Web3 pumping in NOV/DEC.
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69k high in BTC OMG. Ugly chart patterns there too with two failed breaks of the old 65k ATH.
Massive hiring binge and migration out of TradFi into crypto in late 2021 is reminiscent of when Wall Street

A sentiment extreme was reached in mid-November when the Staples Center got renamed Crypto.com.
Meme stocks and ARKK rolled over massively. Overlap of themes and investors across meme stocks, ARKK

Crypto can't rally first week of the month (DEC2021 and JAN2022) which is super bearish as money still

overbuilds EM desks after a multi-year EM rally or of how Silicon Valley massively overinvested and overbuilt

capacity in 1999/2000.

These points are outlined in detail in MacroTactical Crypto #4, #5,
and #6. In MTC#4 | explained why | liked short ETH the best. | also
hate AXS. ETH took forever to crack, which is typical of leaders at
market turns. The most popular and most-hyped assets always hold
on the longest before cracking because there are always late to the
party FOMO longs on the bid on the first few corrections My target in
ETH is 3010, but if you're long, it's worth thinking about a $1,000
ETHUSD worst case.

In today’s AM/FX, | explained how the current macro regime is
essentially a turbo version of 2018. The box at right shows the
timelines of the last fed cycle and this one. It's important to note that
quantitative tightening (QT, the reduction of the Fed’s balance sheet)
was barely on the radar a week ago and now it's the number one
topic in macro. This accelerated yesterday with the FOMC Minutes
as some members argued for more rapid sequencing from rate hikes
to QT as inflation runs a tad out of control in the United States.

Markets tend to view QT as the most risk-negative brand of
tightening policy from the Fed because it's the inverse of the

Last cycle took 5 years, this one looks like 18 months
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aggressive monetary easing that triggers a Pavlovian “BUY EVERYTHING” reaction each time the Fed eases. Also,
2018 was a very bad year for all asset classes and that is the sample of one QT observation we have to work with.

One thing | have observed over many cycles is that bulls in a particular asset class, whether it’s oil, dotcom stocks,
crypto, or whatever, tend to overestimate the bull story in their personal asset class and underestimate the
importance of the macro. While 2018 is an exaggerated analog for BTC because late 2017 was a full-on bubble,

here’s what BTC did in 2018 as the Fed started QT.
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Bitcoin dropped from $17,000 to $3,000 in 2018
It was a high-beta risky asset, not a safe haven

| think most people have wrapped their heads around this but just to be clear: Crypto is a risky asset, not a safe
haven. That includes bitcoin. This has become even more true as Wall Street adoption has been an important
theme. When the Fed tightens, all risky assets are less fun to own. When hedge funds and asset managers are
getting killed on their tech stocks, they sell their crypto. The correlation is not close to perfect, but it's strong
enough that we can safely say crypto is a risky asset for now.

When bubbles burst, they have a curious tendency to sell off exactly 80% to 85% before stabilizing. This was
true with the 2017 BTC bubble, the dotcom bubble, the Nikkei bubble, the housing bubble, and others. | do not
think BTC is a bubble this time, but you could definitely argue that ETH, Web3, SAND, AXS and others are
bubbles. The amount of hype on this stuff in the last 6 months and the size of the rallies is close to fitting the
definition of a bubble, | think.

The conclusion here is:

e Stay bearish crypto as Fed’s QT plan accelerates. The macro story has got even worse for crypto
since | started talking about the crypto bear case in November.

e Stay away from the most-hyped assets, especially GameFi where the dreams are way, way, wayyyy
ahead of the reality. Blowback from the Ubisoft attempt and the proliferation of “tokenhype-first, make a
fun game second” projects means the user experience is not fun enough to match the hype right now.
The hype cycle is probably two years ahead of reality, at least. | play a lot of video games and I’'m bullish
GameFi super long term, but the hype cycle is so nuts vs. the reality that my guess is we get 80%
drawdowns across the board before the next bull cycle begins.

¢ Imagine gigantic sell offs in ETH, SAND, and AXS. 80% from the highs in those tokens would mean
we could go to: ETH 975, SAND 1.68, AXS 33. If you have FTX and live outside the US, you can short
SAND, but the risk management is tough obv. | have been reading on Twitter that there may be a SAND
unlock January 13 (bearish) but | can’t find it anywhere in the white paper. If anyone knows about it,
please email me.

e The goal if you’re a crypto bull is to survive the winter. Winter will end when there is enough
breakage in financial markets that the real economy weakens and inflation comes off. Then, the Fed will
step on the gas again and the bull cycle will begin anew. Could be a while though. Buy some mittens.

Thanks for reading. If you would like to sign up for these ad hoc crypto notes or sign up for AM/FX (my daily
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Current trade (From MTC#4):
Short ETH at 4210. Take profit 3010. Stop loss 4902.
I am moving the stop loss down to break even today (4210).
I will track the trade ideas and report on performance once per quarter.
Read my full bear thesis in MTC4, MTC5 and MTCB6.

Full archive: MTC#1 MTC#2 MTC#3 MTC#4 MTC#S5 MTC#6 MTCH#7
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Subscribe to AM/EX here

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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