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If you can guess what this is, you are
even smarter than | thought you were

Current Views

Bullish EURGBP
Long 18MAR 0.8550 EURGBP digital
call at 24% (spot ref. 0.8426)

Bullish AUDCAD
Long 22FEB 0.91 AUDCAD call
Cost 26bps, spot ref 0.9050

Short USDCHF @ 0.9300
Original stop loss was 0.9381
Take profit 0.9111

Long AUDUSD 0.7041
Original stop loss was 0.6984
Take profit 0.7219

Wednesday, February 09, 2022

Parabolic

One of my favorite currency strategists back in the day was Ken Landon of JP Morgan.
He published a great piece called the “Landon Lowdown.” One thing he wrote about
more than most was the impact of yield curves on FX. If 'm 100% honest, | found it was
a framework that applied sometimes and not other times, so it wasn’t always useful but
at certain points in the cycle, there was a ton of information in the relative direction and
magnitude of changes in yield curves around the world.

| think this is one of those times where the framework is useful.

BoE communication after the near-miss on 50bps has been more dovish than one might
expect. They seem to be worried about hiking into weakness, and they are keen to
impress upon the market that this may or may not be the start of a true rate hike cycle.
They understand the fragility of the system and how things work in a debt trap. UK rates
started their big run last September; the BoE hiking story has been around a while.

In contrast, German rates made a last push lower in Q4 and were still at “nothing to see
here!” levels at Christmas. Then whoosh. So the EU rate move is a newer, fresher story.
Straight up rate differentials don’t offer much signal for EURGBP right now but take a
look at the change in relative yield curves.

The blue line on the top panel shows Germany 2s5s vs. UK 2s5s. The blue line going
up is Germany steepening relative to the UK. The black bars are EURGBP. The bottom
panel shows 2s5s for each country so you can understand what'’s driving the blue line
in the top panel.

EURGBP vs. relative 2s5s Germany / UK (top panel)
Germany 2s5s and UK 2s5s (bottom panel)
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Why does this make sense? As a general rule, steeper yield curve means “good hikes” or the central bank is hiking
into a strong, reflationary economy. Flattening means the market does not think the hikes will persist and it's more
likely the central bank is hiking into weakness?®. At the extreme, the inversion of the yield curve is one of the best
predictors of recession and so the flatter one curve gets relative to another getting steeper, you would expect that
things look somewhat rosier in the place that’s steepening. | view this as bullish EURGBP, and you can see that’s
how it has traded since 2015 or so.

This is not a tick-for-tick correlation where you just assume EURGBP is going to be 300 points higher tomorrow.
You need to give it a bit of time and room. As a spot trade, | would say long here (0.8426) with a stop at 0.8340
makes sense but the much better play is to buy 18MAR 0.8500 calls or 18MAR 0.8550 digitals. The chart has
plenty of open air above the 200-day (currently 0.8511, see below). | chose 18MAR because that is the Friday after
the next Bank of England meeting (and FOMC). Probably a good catalyst to own. That third week of March is going
to be pretty epic. | have added the 0.8550 digi to the sidebar | think it's a 4.5-star idea (higher conviction than
average). It costs 24% (indicative price off 0.8426 spot).

The 200-day has been a decent pivot in EURGBP (ish)
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Finally, the vibe into US CPI is risky asset bullish and USD bearish. | think | feel the same way, but the unanimity
is starting to make me nervous.

Have a multidimensional day.

good luck Tl be nimble

1 This is a simplified but accurate explanation. There are other drivers of the yield curve but most agree the primary drivers of YC
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50 years of US yields, 3D printed!
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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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