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Short ETHUSD @ 4210 
Stop loss 4902 / Take profit 3010 
(From MacroTactical Crypto #4) 

    

  

 

 
 

 
 

 
 
 

 
 

Policy complexity and the 
cheapness of AUD 

 
 

It’s complicated 
 

I am a fervent believer that Fed normalization is generally not bearish stocks. We 
have many examples of this, notably 2004 and 2013. But Fed normalization isn’t 
necessarily bullish either. It’s ridiculously complicated. It boils down to five factors: 
 

Level of accommodation. Are absolute conditions loose or tight? Is policy 
accommodative or restrictive? There are many ways to measure this, but financial 
conditions and the yield curve are best.  
 

Direction of policy. Is policy getting tigher or looser? First derivative. 
 

Rate of change of policy. At what speed is policy getting tigher or looser? Second 
derivative. 
 

Rate of change of rate of change of policy. Are they tightening faster now than 
they were tightening before? Third derivative. 
 

Predictability of policy. How predictable does policy look over the next 12 
months? Policy predictability impacts volatility and volatility impacts the valuation of 
risky assets. Other things being equal, higher vol means uncertainty and it also 
makes relative carry less attractive, pushing risky assets lower. 
 

Size of investor commitment to prior policy. How invested is real money and 
retail in Fed policy at the time is starts to pivot? For example: Are people 
intellectually pot-committed to a dovish Fed just as the FOMC pivots muy hawkish? 
 

Right now, you have very loose policy, but policy is getting tighter and the tightening 
effort is speeding up and the speeding up is speeding up. Meanwhile, policy is 
extremely unpredictable as the mere suggestion of tightening causes (for example) 
oil prices and breakevens to rapidly reverse course. As the threat of 2022 hikes 
triggers reversals in risky assets, oil prices and inflation expectations… The need 
for 2022 hikes should lessen. It’s a huge, complex machine. 
 

Ex-post explanations like headlines that read “Stocks fall on rate hike fears” ignore 
the extreme complexity of the calculus. In 2013, policy was moving very slowly and 
was highly predictable. As such, equities shook off the taper tantrum and partied on 
pretty quickly. On the other hand, EMFX never recovered from the taper tantrum 
because the world was massively overweight EM going into that Fed pivot. 
 

I would say crypto is the EM of this cycle. Massive overweight, huge investment, 
and much of it predicated on Fed largesse that is no longer a sure thing. Overall, 
this part of the Fed cycle is probably a chopfest like 2018, not outright bullish or 
bearish for risky things. 
 

Trade updates 
 

The take profit hit on AUDCHF and ESZ1. Those were good trades. I got a bit lucky 
on the S&P stop loss as stonks rallied to within 6 handles of my stop. Last time I 
went short ES, I got just barely stopped out and it cratered after, so perhaps the 
lesson here is that my ES stops are a bit too tight. Anyway, target reached in spoos 
and I’m neutral and open-minded on G10 FX and stocks. 
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I am clinging to the multi-week bearish crypto thesis. When stuff turns, the leaders are the last to crack. But 
when the leaders crack, they crack hard (see PTON, ZM, etc. in the WFH space, for example). The epic bear 
flag breakdown in AMC stock is another harbinger of doom for investors in meme and narrative driven 
momentum “assets”. The first few days of the month tend to be very bullish crypto so the fact we are lower 
than where we opened the month gives me some confidence that I might have survived the worst of the crypto 
strength. Or not! 
 

AUD suddenly looking cheap 
 

I have been playing AUD from the short side, but I am quickly turning bullish because: 
 

• Stocks hit target of 55-day MA 

• VIX has doubled off the lows, often a good finger in the air way to measure freakout levels 

• Fed hawkishness reduces inflationary fears as oil and breakevens reverse 

• AUDCHF and EURAUD targets reached (1.6000 big resistance in EURAUD) 

• AUD below fair value on many measures. Four examples: 
 

AUDUSD vs. 10-year rate differential      AUDUSD vs. USDKRW (inverted) 

   
 

AUDCAD vs. copper/crude oil ratio       AUDCAD vs. 10-year rate differential 

   
 

The big support in AUDUSD is 0.7000 (Q4 2020 double bottom), so I’m not sure this is exactly the dream entry 
point, but long AUDUSD and AUDCAD are both on my radar. I’ll probably be scaling in from here to 0.7050, 
but I’ll let you know if I’m officially doing it as a high conviction sidebar trade rec. 
 
AUD is particularly interesting because there is a sneaky transition happening in Asian markets. They are 
outperforming over the last few days. That AUDUSD vs. USDKRW chart (top right corner) doesn’t look all 
THAT dramatic, but for two pairs that tend to move in lockstep (due to USD as primary driver), that is a strong 
signal from KRW that assets in Asia are trying to turn the corner after suffering through a short but frigid 
Evergrande winter. Maybe looser policy in Asia and tighter policy in the USA means investor preferences are 
shifting? Note too, that copper never dirtnapped with oil, despite having every reason to do so if it so desired. 
 
Have a hairy day. 

good luck ⇅ be nimble  
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        x-axis could have been “my age” and chart would look the same 
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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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