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Short AUDNZD @ 1.0476 
Stop loss 1.0622 

Take profit 1.0200 

 

Short 01NOV and long 
15NOV 1.3550 GBP put 

Calendar spread 
Price 21bps off 1.3730 spot 

    

  

 

 
 

 
 

 
 
 

Moths to a flame 
 

GBP 
 

There are crosswinds at various levels of zoom in GBPUSD right now and while they 
don’t lead to a specific call to action today, I think you need to know all this information 
as month end and then the Bank of England meeting approach. 
 
The primary source of crosswinds is the swift rise in UK nominal rates and the 
simultaneous plunge in UK real rates. So far, nominals are winning in currency land, 
but that could change after BoE. This chart from the Nordea FX weekly nicely captures 
the current irrelevance of real rates to FX. 
 

GBPUSD has not tracked real rates, it has followed nominals 
 

 
 

For many, many years, G10 real and nominal rates have moved in synch as inflation 
was low and anchored. With inflation rising, real vs. nominals have diverged massively 
and the market has no idea which rates matter, and which do not. For now, higher 
nominal yields are attracting money to GBP. CTAs, Japanese real money, and other 
investors who benchmark to nominal yields are attracted like moths to a flame. 
 
Going forward, my view continues to be that GBP will get smoked after the Bank of 
England as the market will hit bids once the event risk is out of the way. Furthermore, 
I think the market will sell GBP in days leading up to the meeting because there is not 
one person in the world that expects this Bank of England meeting to deliver an 
outcome more hawkish than market pricing. Yet plenty expect something dovish. 
 
The run up trade is often a reliable and predictable pattern in G10 FX. The pattern is 
that the market takes a currency in a predictable direction into major events based on 
two factors: 
 
1. What is the lotto ticket? People overpay for lotto tickets and G10 FX is no 

exception. If there is an asymmetry in potential outcomes, the market will put 
on the asymmetric side, regardless of expected value. That is, even if there is 
a 10% chance of a huge move lower and 90% chance of a small move higher, 
the market will bet on the downside. In the case of GBP, the lotto ticket is “no 
hike, GBP lower”. 
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2. What is positioning? CTAs and discretionary traders reduce before events to avoid gap risk 
and correctly resize their risk in anticipation of higher expected volatility. If the market is long, 
the currency will tend to dribble lower into the event. In the case of GBP, positioning is fairly 
light, and should not be a major factor from here. Plenty of machines and investors are long 
on the rise in nominals, while some hedge funds own downside. I would say net positioning is 
a zero. 

 
My view is that the market will want to get short GBPUSD as the Bank of England meeting approaches. Another 
crosswind here, however, is that GBPUSD tends to rally in the last week of big up months for the S&P 
500. Here is some data: 
 

GBPUSD outperforms in the last week of months when SPX is up more than 5% 
 

 
 
SPX is up 5.5% this month, that is why I picked 5% as the minimum threshold. This effect in GBPUSD is real 
and it is not random. It is the result of large hedging by UK real money into month end. Large rises in SPX 
require UK pensions to sell USD to rebalance hedges and they do this in the last few days of the month. 
 
While a 0.2% median return does not sound all that huge, it’s median return per day over five days. Fairly 
meaningful! Also, a 65% win rate in a study like this is about as high as you can ever expect. This is a powerful 
effect that can be explained by the hedging activity of pension funds and so it should be respected. 
 
Therefore, my conclusion is that you want to be short GBPUSD into the Bank of England meeting, but it’s not 
safe to sell GBP until this Friday. Note that in theory the GBPUSD hedging should come on the last day of the 
month, but the data shows that the effect is front-loaded, and the final day of the month is actually pretty 
random despite heavy activity on that day into 11 a.m. NY (4 p.m. LDN). Going short GBP this Friday morning 
between 9 a.m. NY and 11 a.m. NYC time is probably optimal. We can revisit as the date nears. 
 

Human beings are not very good at estimating risk 
 

A topic I have always found interesting is how poorly humans assess risk. The book “Risk” by Dan Gardner 
and Philip Tetlock is my favorite on this and it covers how media hysterics, recency and salience bias, and 
many other factors make us more scared of shark attacks than hospital infections (for example). COVID has 
been no exception. Almost two years into COVID, around 30% of the general US population estimates 
hospitalization risk from COVID to be over 50%. The actual rate is below 1% for vaccinated and unvaccinated 
Americans. The exact estimate: 
 

…we calculate that the hospitalization rate for the vaccinated population is 0.01% (1 case in 10,914 
people), and the rate for unvaccinated adults is 0.89% (1 case in 112 people). 

 
You can see the splits by political party and more discussion here. To be clear, I’m scared of COVID too! But 
the overall difference in actual vs. perceived hospitalization risk is incredible to me. Have a safe day. 
 

good luck ⇅ be nimble  

All data since 

2010

Only last 5 days of 

the month when 

stocks are up 5% 

or more

GBPUSD: Average 

daily return
0.0% 0.1%

GBPUSD: Median 

daily return
0.0% 0.2%

% of days where 

GBP went up 50% 65%

https://amzn.to/3nuAqUH
https://amzn.to/3nuAqUH
https://www.floridamuseum.ufl.edu/shark-attacks/odds/compare-risk/death/
https://news.gallup.com/opinion/gallup/354938/adults-estimates-covid-hospitalization-risk.aspx


  

 

 

 
 

SPECTRA MARKETS: LOOK FORWARD 
                                                     

3 Monday, October 25, 2021 

 

 
 
 

 
 

Non-Mercator Projection world maps are weird. 
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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/. 

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

