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Speaking of Brainard
a m Another brick in the wall

—— On both Friday and Monday, the S&P 500 and the VIX closed higher in tandem.
This tends to be a bearish setup as it shows overexuberant bullish activity (call
buying) in the same way overbought sentiment is measured by the put/call ratio.

Here are SPX forward returns after the VIX is up 1.0 or more and the SPX is up
0.3% or more (exactly what happened Friday).

Vix up >1, stocks up >0.3%

Brent Donnelly 5d 10d 20d 30d 60d
count 19 19 19 19 19
bdonnelly@spectramarkets.com average| 1.0%| -0.6%| -0.4%| 1.2%| 1.7%

(212) 398-6230

median -0.4% 0.8% 0.7% 0.8% 3.1%
win% 42 1%| 526%| 579%| 579%| 684%
FULL SAMPLE
5d 10d 20d 30d 60d
count 5,266 5,266 5,266 5,266 5,202
average 0.1% 0.3% 0.6% 0.8% 1.7%
median 0.3% 0.6% 1.2% 1.5% 2.9%
I win% 57.3%| 602%| 636%| 641%| 672%
Saturn’s rings and the

shadows they cast Full sample = 2000 to now

Important note if you care about data mining and stuff like that: The filter looks
somewhat arbitrary but it’s not, | used Friday’s move as the filter. Parameters are NOT fitted
or gamed to optimize the result. If you use simply “VIX up, stocks up”, the result is less
bearish but still bearish. | put the outcomes grid for “VIX UP, STOCKS UP”in the Appendix.

——— Simple expressions of the bearish view here would be to sell call spreads in S&P

‘ futures or sell call spreads in TSLA. Linear (cash) positions are risky because a Fed

o nomination announcement will probably lead to a (possibly final) surge higher in
stocks, regardless of the person chosen.

Saturn’s rings, a series of

translucent arcs To be clear, | think we are near a micro peak in stocks as: the DSI is mega
overbought, everyone | know is bullish, and the “VIX UP, STOCKS UP” pattern is
bearish. The half-life on these tactical bearish views is 10 to 20 days.

BUT! | don’t really know how to manage the risk of a final bull melt surge on Fed
nomination, so tactics don’t quite align with strategy yet. Perhaps the dream trade
is to wait for a Fed nomination (doesn’t matter who), wait one hour, and sell ES.
Sell ES one hour after Risk 1% to make 3%. | put that in the sidebar.

Fed chair nominated.
Risk 1% to make 3%.

Current Views

Speaking of Brainard

Here is where we stand on the Fed nomination, and here are my views.
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1. Where we stand on Fed nomination. If you believe the media reports, it's down to Brainard and Powell
and it's a legitimate horse race. Whether Brainard’s visit, which the media is now calling a job interview,
was a polite nod to the progressives, or a true job interview is not known. A surprising number of job
interviews have a purpose other than a legit interest in hiring the candidate. They can be to keep someone
else happy by demonstrating the candidate had a shot, they can be for information gathering, or they can
be genuine. Hard to say here, but the media is always going to frame it in the sexiest way possible to
maximize clicks.

2. Consensus view. Powell is still 70% on Predictlt. Brainard’s odds have drifted higher but not much. By
of tradlng for event contracts. Clients | talk to are very strongly against the idea that Brainard has a shot,
even after all this media coverage. The dominant thesis out there is:

a. Brainard probably can’t clear nomination.
b. Biden has too much on his plate, and status quo is path of least resistance.
c. Anything but Powell will be too disruptive for the markets.

My retorts:

a. Maybe, maybe not. What is not clear to me is: What if she gets nominated and rejected? It will
be almost February. Does anyone know what would happen next? If you do, please email me.

b. My belief is that politicians on both sides of the aisle have a stronger-than-ever desire to control
major US institutions like the Fed and Supreme Court. This is an epic opportunity to do a D for
R switch. Biden might think that’s worth fighting for. Also, if you were going to go path of least
resistance, would you still be waffling on November 9? Each day that passes makes the Powell
situation more sus.

c. lam not sure SPX 4700 or 4200 registers in Biden'’s list of Top 100 things he cares most about.

3. Market reaction. Given Powell remains consensus, | don’t see much reaction if he is nominated. 24 handles
or so higher in spoos and then back to your regularly scheduled programming. My view on the market
reaction to Brainard is kind of confusing and hard to trade but here it is:

a. Kneejerk reaction is a standard dovish playbook. Buy front end, buy stocks, sell dollars.
b. Next phase is: Dovish is the wrong policy for the current macro. Stocks reverse, back end sells off,
USD keeps selling off.
c. The persistent trade that holds post-kneejerk is probably that the USD remains heavy.
d. The wise guy trade is my “sell the pop in ES” trade.

EURCHF

Sight deposits the last two weeks were 1.8 billion and 1.2 billion. Given the suddenly-resilient price action in
EURCHEF, | bet next Monday’s release will be around 2 billion. If you think the SNB wins again, you can sell a 6-
month 1.0419 one touch for more than 50%. Risk X to make X kinda thing. It’s a carry trade that will work if the
SNB continues to use EURCHF as their primary monetary policy instrument. Limited downside if wrong.

Remember how excited we all were about infrastructure?

damp squib uwoun
e Save Word

Definition of damp squib

British

: something that is disappointing because it is not as exciting or effective as expected
/1 The company's stock turned out to be something of a damp squib.

When they break up Alphabet, it’s bullish

Bloomberg: GE Will Split Into Three Units, Ending Conglomerate for good ...
Up 17% in premarket.

good luck T be nimble
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APPENDIX

Same grid as page 1, but parameters changed to STOCKS UP, VIX UP from VIX up 1,
stocks up >0.3%.

Vix up, stocks up
5d 10d 20d 30d 60d
count 357 357 347 357 351
average| -0.2% 0.0% 0.2% 0.6% 1.4%
median 0.1% 0.4% 0.8% 1.2% 2.8%
win% 51.8%| &7 1%| 627%| 641%| 66.7%
FULL SAMPLE
5d 10d 20d 30d 60d
count 5,266 5,266 5,266 5,266 5,202
average 0.1% 0.3% 0.6% 0.8% 1.7%
median 0.3% 0.6% 1.2% 1.5% 2.9%
win% 57.3%| 602%| 636%| 641%| 672%
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Somewhere on that tiny dot, you are sitting in a chair,
staring at a computer screen.

A picture of earth taken from Saturn, by Cassini

https://solarsystem.nasa.gov/missions/cassini/overview/
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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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