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a I I l The dollar is at an interesting crossroads here. Historically, when the dollar makes a
move into the end of the month, that move tends to mean revert in the first week of
—— the following month. This is because there is always a large concentration of price-

insensitive flows going through in FX at the end of each month. Speculators know
this, and step aside until the mutant buying or selling subsides.

Flow has both temporary and permanent impact on price, and the impact of flow is
highly contingent on a ton of variables including any signal the flow triggers and how
much inventory is in the market to offset the flow. But overall, markets move when
flows come in, and they mean revert somewhat when the flows end. Since many FX
flows are programmatically timed around the end of the month due to particular
Brent Donne"y benchmark-matching and cashflow timing needs, there tends to be directional FX
movement toward the end of the month, and mean reversion after.
bdonnell;(lz@:Lg) ggg%rggcr)kets.com This chart shows the P&L of going the other way every time the DXY moves 75bps or
more in the final week of the month. Cover one week later (at the end of the first week
of the new month). The DXY was up 172bps (1.72%) in the last week of April. To be
clear, this strategy fades the final week of the month move, if it’s 75bps or more, and
covers at the end of the first week of the new month.

Cumulative P&L of going the other way every time DXY moves 75bps
or more in the last week of the month. Enter at close on last day of
month. Cover at close one week later.

16.0%

“Cool mask! You big into hockey?”

6.0%

Why did you pick 75bps? | chose the parameter in order to get a sample size of 30, which is a
heuristic often used for acceptable sample size.

Current Views This effect is not huge, but it’s fairly consistent. Not a reason to get short USD, but
perhaps a reason to lighten up on longs. If that was it, then there’s really nothing to
Flat see here. But there is more. The Fed meets Wednesday and while I've been
consistently preaching “DO NOT PLAY THE ‘TOO MUCH IS PRICED IN" GAME”...
There are now 110 bps of Fed hikes priced in for the next two meetings just as US
10s approach the 3.04%/3.25% mega target. If | had to pick a side into this FOMC
meeting, my guess is we get the first quasi-dovish outcome in a long time.

Meanwhile, the DXY chart looks like this:


http://bdonnelly@spectrafx.com
mailto:bdonnelly@spectramarkets.com
https://www.wsj.com/articles/biden-weighs-choice-of-jerome-powell-or-lael-brainard-as-fed-chair-11636972201
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DXY flirting with a 20-year high
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High last week was 103.92

I's hard to get short dollars here. The Fed have just started their slow-motion turn after finally dropping the ridiculous
asset buying policy a few months ago. Sure, a lot is priced in, but an animal backed into a corner is scary to mess with.
This is one of those annoying setups where long USD looks like abysmal risk/reward, but short USD doesn’t quite
make sense. If | was forced to take a position, | would be short USD (short USDCHF, long AUDUSD, long NZDUSD,
for example) given the easy risk management (stop loss if DXY breaks 104.30, say) ... But | am not forced to take a
position. | do acknowledge | haven’t had a strong FX view in about 10 days but hey, sometimes that happens. Better
for me to be honest than to force a view just for entertainment purposes.

Another problem with the USD is the correlation to equities. When there is a high-velocity move lower in equities, the
market reflexively buys dollars. | don’t have a strong view on equities here but with QT just about to begin, a war raging,
inflation out of control, margins collapsing, summer seasonality generally bad (sell in May), China slowing down, US
ISM missing today, peak US employment! and so on... | am not sure what the bullish equity story is for now. You need
some kind of view on short-term equity stabilization to confidently sell USD. | don’t have that right now.

For your info, here is May to December equity performance in the last six midterm years. You can see the results are
heavily skewed by 1998 and 2002. | don’t attach much significance to this chart given it’s really a 1998 and 2002 effect,
but | am sharing it with you in case you hear something about how equities perform poorly into midterms, then very
well after. That's where that story comes from.

2018, a year that feels much like 2022, saw the exact opposite pattern. Stocks rallied all summer than dumped into
and after midterms.

Equities through midterms (May to December with 01IMAY = 100%)
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https://www.marketwatch.com/story/amazon-stock-drops-10-after-earnings-slammed-by-rivian-stock-decline-forecast-comes-up-short-11651177012
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The problem with asymmetric policy

In the WSJ this weekend: Trio of Fed Officials Lament Central Bank’s Actions, See Good Odds of a Recession. Fast

to cut, too slow to normalize. Every single time.

6-month change in Fed Funds
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Down a lot, up a bit, down a lot, up a bit...

There is a ton of holidays around the world this week, but also plenty of action. RBA (tonight) and then Fed, BOE,
Norges and double payrolls (Canada and USA). The RBA outcome is split three ways with 5 economists calling for “on
hold”, five economists calling for a 40bps hike, and 19 economists in the middle calling for 15bps. One of the more
interesting meetings in a while. My guess is that the end result will sound hawkish but it's copper and risk appetite
driving AUD for now, not RBA policy.

Final thoughts

Two piece | sent Iast week had broken hyperlinks, so my slides were not acceSS|bIe These cop|es have working
hyperlinks. Sorry for the aggro.

Have a hair-raising day.

good luck T be nimble
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https://www.wsj.com/articles/trio-of-former-fed-officials-lament-central-banks-actions-see-good-odds-of-recession-11651265679
https://www.spectramarkets.com/wp-content/uploads/2022/04/AMFX-Dirtcon-Day-1-28APR22.pdf
https://www.spectramarkets.com/wp-content/uploads/2022/05/AMFX-Dirtcon-Day-2-29APR22.pdf
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Hi, my name is Jason Voorhees, nice to meet you

Months that begin on Sunday contain a Friday the 13th

e.g., May 2022

HT CnD
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https://www.linkedin.com/premium/products/?destRedirectURL=https%3A%2F%2Fwww.linkedin.com%2Ffeed%2F%3FshowPremiumWelcomeBanner%3Dtrue&upsellOrderOrigin=premium_nav_upsell_text
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Click here to subscribe to am/FX

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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