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Click on the image to see a 
bigger version. 

 
NZ is surprising. 

 
 
 

 

Current Views 
 

 

Short CADJPY 101.21 
Stop 102.61 

Take profit 97.11 
 

 

    

  

 

 
 
 
 

 
 
 

Sniffing out a corr flip 
 

One of the biggest issues for investors in this bear market has been the shortage of 
places to hide. Normally, since 2010, large drops in stocks are accompanied by rallies 
in bonds. That has not been the case in this cycle because inflation is the fear driving 
both stocks and bonds lower. 
 
Here is a scan of the market showing all NASDAQ down 2% days since 2010. The up 
bars show NASDAQ down 2% days when yields fell 5bps or more (that is, bonds were 
somewhat of a hedge), and the down bars show NASDAQ down 2% days when yields 
rose more than 5bps (you lost on both sides). 
 
Up bars = bonds worked as a hedge, down bars = bonds didn’t work as a hedge 

 

 
 
You can see that since September 2020, bonds have not been a good hedge as all 
those down 2% NASDAQ / higher yield days in the bottom right corner indicate. This 
came to mind because yesterday bonds were a good hedge. That might be important. 
It certainly does not indicate a trend yet, but it might be the start of one. 
 
The relationship between yields and stocks should change as the Fed put gets closer. 
My view has been that the Fed put is much farther than it used to be because the Fed 
needs to remain on autopilot to get to neutral, no matter what stocks are doing. The Fed 
speeches I quoted yesterday support this autopilot idea as the Fed claims that 2-year 
yields show the Fed is not behind the curve. This is nonsense if they have the option of 
slowing down or stopping hikes (which clearly they do!) 
 
While we are nowhere near the Fed put now, in my opinion, there is enough economic 
doom and gloom out there to justify a flip in the correlation. My bet is that the stocks vs. 
bonds correlation is going to revert to the old school way and drops of 2% or more in 
the NASDAQ will now mean US 10-year yields go down at least 5bps, most days. In 
other words, the period of blue bars on the bottom of the chart is almost over and we 
will go back to blue bars on the top. 
 
The implication in FX is that cross/JPY correlation to equities should rise significantly 
now and cross/JPY should start to work as an equity hedge.  
 

Tuesday, May 10, 2022 

http://bdonnelly@spectrafx.com
mailto:bdonnelly@spectramarkets.com
https://twitter.com/OECD/status/865175795496517633?ref_src=twsrc%5Etfw%7Ctwcamp%5Etweetembed%7Ctwterm%5E865175795496517633%7Ctwgr%5E%7Ctwcon%5Es1_&ref_url=https%3A%2F%2Fwww.marketwatch.com%2Fstory%2Fthe-us-is-the-most-obese-nation-in-the-world-just-ahead-of-mexico-2017-05-19
https://www.wsj.com/articles/biden-weighs-choice-of-jerome-powell-or-lael-brainard-as-fed-chair-11636972201
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This chart shows you what a bad equity hedge AUDJPY has been. 

 

AUDJPY up vs. NASDAQ down 
 

 
 
My view is that we will now return to higher AUDJPY vs. NASDAQ corr. The next chart shows 1-year rolling AUDJPY 
vs. NASDAQ correlation. You can see it was pinned high and above zero from 2003 to 2012 before it flipped as the 
taper tantrum and Abenomics created some spicy weirdness in the JPY market. The correlation has mostly still been 
positive, though much less reliable since then. It flipped negative (stocks down, AUDJPY up) over the past year as 
rates have been the dominant driver of all markets, not stocks. 2022 has been characterized by: rates up, weak JPY, 
stocks down. I think that regime is nearing an end. This will make JPY feel like a safe haven again, even though it 
never really was one as I explain in this piece from March 2022. 
 

AUDJPY vs. NASDAQ rolling 252-day (1-year) correlation since 2003 

 
 

I will monitor the bond/equity and AUDJPY/equity correlations and keep you up to date! 
 

Closing thoughts 
  

 
This Washington Post article does a good job explaining how extreme financialization creates a procyclical economy. 

 
Have a filling today. 

good luck ⇅ be nimble  

https://www.spectramarkets.com/wp-content/uploads/2022/04/AMFX-Always-and-everywhere-14MAR22.pdf
https://www.washingtonpost.com/business/tech-shares-arecrashing-so-kiss-goodbye-to-your-bonus/2022/05/10/3d03aea8-d027-11ec-886b-df76183d233f_story.html
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Try Premium Free for 1 Month 
 

Very few surprises, other than New Zealand 
 
 

Prevalence of obesity among adults, 1975 to 2016 
by country 

 
 

Source: https://i.redd.it/nc4cu7ttehx81.png 

 
 
  

https://www.linkedin.com/premium/products/?destRedirectURL=https%3A%2F%2Fwww.linkedin.com%2Ffeed%2F%3FshowPremiumWelcomeBanner%3Dtrue&upsellOrderOrigin=premium_nav_upsell_text
https://i.redd.it/nc4cu7ttehx81.png
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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/

