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Dyson Swarm!

Current Views

Short EURUSD @ 1.0702
Stop loss 1.0801
Take profit 1.0520

Short NZDCHF @ 0.6240
Stop loss 0.6365
Take profit 0.6085

17JUN 157/154 GBPJPY
put spread

Cost around 37bps
Spot ref. 160.20

Tuesday, May 31, 2022

The Fed Straddle

It feels like there is a bit of a Fed put in the market as Bostic’s rate pause message,
relentless bad tech employment newsflow, and a mamma mia short squeeze have
ripped stocks higher and knocked the dollar lower. | am not convinced. While there
is certainly a rate of change in stocks that flips the correlation of stocks vs. bonds (as

discussed Friday.

The problem is: The Fed turns even the TINIEST bit dovish, and oil rips. Oil up here
is asevere constraint on Fed dovishness. So, sure there is a Fed put as downside
vol in stocks is eventually dampened and rate expectations moderate... But there is
also a Fed call as topside pressure in oil forces the Fed to stay on course with
normalization. It's the Fed Straddle. As such, and as | mentioned Friday, | think we
have found the bottom of the range in 10s. The 2.65%/2.70% is likely to be a floor
for the foreseeable future.
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If ’'m correct, this has many implications:

1. Stocks are capped and the trend is still lower. The Fed remains trapped in
FCI tightening mode, regardless of the slumpy look in the economic data.
2. Thisis probably the place to buy USD. | like EURUSD lower the best because

the current account story is going to come back with oil here. EURUSD has been
all about rate differentials all year. Also, you have a nice rally to sell here as the
pair fails right at the 100-day.


http://bdonnelly@spectrafx.com
mailto:bdonnelly@spectramarkets.com
https://www.spectramarkets.com/wp-content/uploads/2022/05/AMFX-Sniffing-out-a-corr-flip-10MAY22-1.pdf
https://www.spectramarkets.com/wp-content/uploads/2022/05/AMFX-Regime-Shift-12MAY22.pdf
https://www.wsj.com/articles/biden-weighs-choice-of-jerome-powell-or-lael-brainard-as-fed-chair-11636972201
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EURUSD vs. 100-day moving average
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I’'m adding short EURUSD here with a stop at 1.0801 to current trades. Target 1.0520. There is risk of
month-end shenanigans, of course, but month end isn’t what it used to be, so I'll risk it.

3. This is also the place to buy USDCNH if you are in that mode. We have had a decent pullback here and there
is still a good amount of beta to G10 USD. If you work at a hedge fund, have a look at 1-month window KO or
DKO on a 3-month structure. The vol curve is inverted (1-month 0.7 vols above 3-month) which is somewhat
rare. Window DKOs benefit from the high 1-month vol and give you a ton of juice on the USD calls if you thread
the needle for the first month.

4. Short bonds makes sense again. A move in US 10s up through 3.25% would catch a lot of people off guard
at this point and create a bit of a barn burner for markets.

5. Watch Fed speakers this week. Bostic is sometimes a good lead indicator but then again sometimes he goes
off script and the rest of the committee comes out frantically pushing back. Williams, Bullard, and Beige Book
tomorrow, Mester Wednesday and Brainard Thursday. Bullard’s talking about the economy while unfortunately
the topic of Brainard’s speech is the Community Reinvestment Act so that one could be a nothingburger unless
the moderator tosses her a hot potato at the Q&A.

6. Watch Fed speakers this week. Bostic is sometimes a good lead indicator but then again sometimes he goes
off script and the rest of the committee comes out frantically pushing back. Williams, Bullard, and Beige Book
tomorrow, Mester
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Final thoughts

The GBPJPY is disappointing. | still have some faith that this month end GBP rally will quickly reverse in the new month.
Same with NZDCHF, which is much less, but still mildly disappointing. There is always tension between a) sticking to
the plan and b) cutting stale positions. Generally, | do better when | stick to the plan though obviously in this case, | would
have been better off cutting a few days ago. | didn’t think the short squeeze/rally in stocks would be this aggressive.
Finally, lotta new subscribers to am/FX recently. Thank you and welcome!

Feedback, ideas, and criticism are always welcome.

Have a high-energy day.

good luck N be nimble
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A Dyson sphere is a hypothetical megastructure that completely encompasses a star and captures a
large percentage of its solar power output. The concept is a thought experiment that attempts to explain

how a spacefaring civilization would meet its energy requirements once those requirements exceed
what can be generated from the home planet's resources alone.

Watch a cool 9-minute kid-friendly video here:

HT, Oliver D
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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
https://www.youtube.com/watch?v=pP44EPBMb8A
https://en.wikipedia.org/wiki/Dyson_sphere
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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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