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An elephant being attacked by
a dragon. From the Aberdeen
Bestiary, circa 1200.

Current Views

Short EURJPY @ 141.25
Stop loss 144.44
Take profit 137.77

Short EURUSD @ 1.0702
Stop loss 1.0801
Take profit 1.0411

Friday, June 10, 2022

The EUR Is broken

ECB

ECB meeting summary, plagiarized from a client conversation yesterday:

Spot inflation 8.1%

Forecast inflation > Target inflation for the entire forecast horizon

“We can hike to neutral by mid-2023, that’s cool.”

So, for the next nine months they will be below neutral and placing upward
pressure on inflation.

e Complete tomfoolery.

The EUR is cratering as ECB credibility goes down the toilet. Literally the worst
possible outcome for the ECB is this reaction across four asset classes:

Rates much higher across the curve

Eurozone banks down 6.5% in two days

Italian spreads 20bps wider

EUR much weaker (more upward pressure on inflation)

This morning’s headline:
*ECB'S HOLZMANN: MARKET REACTED VERY WELL TO RATE-HIKE PLANS

Wut? The EUR looks broken.
BOJ
Then you have this:

*MOF, BOJ, FSA: CONCERNED ABOUT RECENT RAPID YEN DECLINE

That's a meaningful escalation in the [*=~™
. . . 144.25: Intermediate

rhetoric level. You can’t pin interest high in EURJPY?
rates below market equilibrium levels
and complain about your currency
being weak. You have to pick one or
the other. Obviously, the calculus is
shifting in Japan and they are going to
have to release the 25bp cap in JGB
yields if USDJPY keeps going.

An interesting combination of all these
factors is short JGBs and short
EURJPY. If the JPY weakness further,
your odds of a large payoff in the JGB
trade rise and if EURJPY tumbles,
your JGB position is probably flat to
small under water. It's a tricky one to
size because the vol of JGBs is so
non-linear but to me, it looks like an
outstanding two-line-item portfolio. i T [T okt T S [ 7 e Gk e e R R R
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Playing the slow escalation of currency rhetoric is double black diamond difficult. The market doesn’t just say “OK, we’re
done then” when policymakers jawbone. The direction of travel doesn’t change right away, and choppiness picks up
markedly. USDJPY and JPY crosses are going to be super choppy for a bit, especially as we near 135.00. But with the
ability to raise the yield cap, and some credibility accumulated from the successful effort to reverse USDJPY off 75.00...
| would guess that we are nearing an intermediate high for USDJPY and just made the high in EURJPY.

If you work at a hedge fund: Selling a 3-month 145.55 one touch in EURJPY above 55% is a nice low stress way to be
short some topside with limited risk.

| rarely do this, and | might regret it, but I’'m moving the take profit on the short EURUSD down. It was at 1.0520;
I’m moving it to 1.0411. And I'm adding short EURJPY with a very wide stop loss at 144.44. If the trade starts to work,
I will quickly move the EURJPY stop lower.

When | returned from Miami, | wrote that one of the dominant themes was that 2020s are the mirror image of the 2010s

in many, many ways. You can add the inversion of the currency wars now as everyone wants a stronger currency after
wishing for a weaker currency for ten years. Here’s the original currency war story from back in the day:

Have a humorous day.

good luck T be nimble
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https://www.reuters.com/article/uk-brazil-currency/brazil-says-world-in-a-currency-war-idUKLNE68R00720100928
https://www.epsilontheory.com/being-human-in-a-larping-world/
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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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