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Gap and Trap
I like to read academic papers about finance but generally find them boring and at
times find them hard to understand. This new paper is not boring; it’s well written and
easy to understand:
Night Moves: Is the Overnight Drift the Grandmother of All Market Anomalies?
The fact that equities outperform overnight and suck wind intraday is well known and
has been known for years. Here is the chart from the paper. Variations of this chart
has been going around for more than two decades.
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And here is NASDAQ performance by hour of day over the past twelve months. The
big down bars at 9 and 10 show the 9am to 11am period is no bueno.
Psittacosaurus

Did dinosaurs have belly
buttons?

Current Views
Short USDJPY @ 136.11
Stop loss 137.15
Take profit 133.15

NASDAQ futures performance by hour of day (NY time)

While this effect is well known, a good explanation has been lacking. The authors of the paper do an excellent job of
explaining some theories in plain English and the theory that makes the most sense, by far, is that retail traders tend
to net buy stocks and retail traders tend to leave “buy on open” orders.
This creates a premarket buy imbalance which means market makers must move the price as high as possible into
the open (at which point they are now short the stock) and then step away once the opening bell rings and the
imbalance is filled. This is similar to any fixing in the FX or oil markets. There is a large imbalance centered on a
particular moment in time and the market peaks right at that time. So… It’s not that stocks do well overnight and
poorly during the day, it’s that individual stocks attract buy imbalances on the open that drive the stock up into 9:30am.
In aggregate, this effect can be seen in the futures, but it operates at the single stock level.
The more retail-y the stock, the bigger the impact:

When I used to trade single name equities at a place called SwiftTrade during the dotcom bubble, one of the main
strategies I used was called the “gap and trap.” Put simply, you look around for the biggest pre-market topside
gappers, wait until about 10 seconds before the open, go short, and cover about ten minutes later. Again, if there’s
big news overnight, it attracts retail “buy on open” orders and it also triggers resting stop losses that will all be filled
at the opening price. Market makers are going to be short the net balance at 9:30am and so their incentive is for that
open to be as high as possible.
To grab some examples, I simply looked at the biggest premarket gappers yesterday. KZR and SNOW were two.
Here is how they traded yesterday. KZR was a buyout story and SNOW was an i-bank upgrade.

KZR and SNOW: Gap and traps from yesterday
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I can hear you thinking: “Wow, I love free money, I’m going to do this every day in every stock that gaps!” It’s a hard
strategy to risk manage! And it doesn’t work every time! The two I showed are beautiful textbook examples, but it’s
not always easy like this. Here are a few basic rules to follow:
•
•
•
•
•
•

Retail stocks only, no ETFs etc. The more retail-y and the dumber the story driving the gap, the better.
Investment bank upgrades can be great as those moves often mean revert.
Size it small enough to avoid risk of ruin in worst case scenarios.
Careful with biotechs and takeovers.
No penny stocks. No illiquid stocks.
Automate your stop loss to avoid face ripper.

Notes from London
Client trips can be an excellent source of ideas and information and are useful for gauging positioning and sentiment.
Matt Gittins (Head of Sales here at Spectra FX Solutions) was in London last week visiting a plethora of clients. Here
are his main takeaways:
1. Risk has been massively reduced... Many people caught the USD and FI trade. High water mark
was June CPI/Timaraos WSJ article/FOMC.
2. The "pay any point of any curve" FI trade is over... We have repriced to a reasonable estimate of
terminal in the US, and with the global economy rolling over, we need to see continued inflation
beats to price more
3. Bias though, is that we will continue to see those prints.
4. Nearly universal negativity on the global economy and stock markets.
5. US economy deteriorating faster but consumer in a better position....EU and UK discretionary
spending has to come under a lot of pressure.
6. EPS and ERP haven't really adjusted yet, stocks have just rediscounted to higher terminal rate –
3000/3100 was an oft cited target. Does it matter that everyone is bearish? Maybe, but it hasn’t
mattered for the last 15%.
7. Divide on the broad USD - SMALL consensus that USD rallies due to risk off flows, but in terms of
rate differentials, etc. there was not a consensus view...
8. Which leads to less trend, BUT no real expectation of a drop in vol - ergo lower expected Sharpe.
9. Short AUD/NZD/CAD/EM v JPY or CHF stuck out as strong views - short growth with yields now
able to go lower.

Final thoughts
Rates and oil are becoming a concern again, suddenly. Not good for my short USDJPY.
My latest crypto note is “Bitcoin is a loose policy hedge, not an inflation hedge”. It’s on the free side of the paywall
and you can read it here.
I will be on Twitter Spaces with Christophe Ollari and Jon Cheesman of FTX today at noon NY time. We will talk global
macro, crypto, and the outlook for H2. To hang out with us, just click here.

good luck ⇅ be nimble
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Oldest preserved umbilical scar reveals dinosaurs had ‘belly buttons’
https://bmcbiol.biomedcentral.com/articles/10.1186/s12915-022-01329-9

Umbilical scar in Psittacosaurus SMF R 4970 under LSF. A Cropped image of Psittacosaurus sp. (SMF R 4970)
showing just the skeleton and soft tissue outlines, with the umbilical scar highlighted by the dashed yellow
line. B Close up of boxed region in (A) with the maximal anteroposterior extent of the umbilical scar indicated by
arrowheads. Wrinkling forming irregular wavy creases in the integument can be seen on the far right on this image
where the abdomen meets the inner thigh; C, D Close up of boxed region in (B) showing paired quadrangular
scales (blue outline in D) delimiting the umbilicus. Transverse banding is visible in the remaining abdominal scales
(black outlines in D). E Close up of paired quadrangular scales (ps). A clear line of interstitial tissue, delimiting
the former scar, can be seen between the paired scales. Anterior is towards the top in (B–E). Scale bars equal 5
mm (B–D) and 2 mm (E)
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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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