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’s still sell ralli
m It’s still sell rallies
a | am back after a week off. Looks like a lot of bad news / good price type of stuff going
on in the market since CPI as we have this continuing phenomenon where everyone
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thinks that everyone is short equities, so everyone wants to be long. It reminds me of
the old Yogi Berra quote: “Nobody goes to that restaurant anymore, it's too crowded.”

This is how the entire bear market has been: Most people are structurally bearish but
frequently square up or turn tactically bullish because of sentiment and positioning
readings. My feeling is that this is mostly a product of a Pavlovian buy the dip mentality
that has worked for the past 13 years. The problem is, sentiment and positioning are
directional in bear markets, not contrarian.

AAll is the best data series for equity sentiment because CFTC positioning data doesn’t
go back all that far (plus, if you backtest it, CFTC data tends to be more trend following
than contrarian.) AAll is a survey of retail investors that produces a BULL, BEAR and
NEUTRAL score. If you take bulls minus bears, a reading of -10 or lower occurs about
16.5% of the time. The current scores are: Bulls 27, Bears 47 for a net of minus 20.
That's in the 93" percentile of most bearish outlook in the series.

A simple contrarian strategy is to buy stocks when the reading is below minus 10. Here
is the P&L of doing that strategy with a 1-month holding period (back to 1992).

P&L of long S&P 500 if AAIl (BULL minus BEAR) is below -10
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Using weekly data, holding the position for one month

The main takeaway is: QE is very conducive to buy the dips strategies. This is obvious!
All the positive returns are from 2009 to 2013 and 2020 to 2021, the two main periods
of raging QE. The strategy did not work from 1993 to 2009 and it got rekt in 2008 as
you might have guessed. It was decent 2016 to 2020, even though QE was not in play.

Sentiment and positioning indicators are not particularly useful in bear markets and the
reflexive buy the dip mentality is a product of a long, long period where it worked. |
continue to believe that the buy the dip mentality that has pervaded all the way down
continues to be misguided. Slowing growth and sticky inflation are more important than
CFTC or AAIl data.
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What about the bad news / good price from last week’s CPI?

bad news/good price is a short-term indicator that generally reflects excessive positioning into or after an event. That
is, if the market was max long USD and short equities into CPI and added after the 9.1 dropped, the subsequent price
action can be counterintuitive (bullish) but only for a bit. It doesn’t mean we need to go back to 4300 in SPX. In other
words, the bad news/good price story is probably played out for now and the weak positions with bad entry points have
likely been rinsed.

The table here shows the CPI surprise dates since the Fed dropped “transitory” last year, along with SPX change on
the day of the release (t) and then 3, 5, 10 and 20 days after the release. You can see the bad news/good price rebounds
after strong CPI in NOV2021, APR2022, and MAY2022 were all short-lived. My guess is the situation here is similar.

Date (GMT)| SPX | core suprise t 1+3 {+5 t+10 1+20
11/10/2021 | 4642 0.20% -0.8% 0.8% 1.0% 1.2% 0.5%
171212022 | 4716 0.10% 0.2% -3.1% 51% -8.4% -4 6%
2/10/2022 | 4,498 0.10% -1.8% 0.7% -2.7% -26% B5.6%
401212022 | 4,393 0.20% -0.4% -0.1% 1.4% -4 8% -10.5%
5M11/2022 | 3930 0.20% 1.7% 1.9% 0.2% 1.2%

6/10/2022 | 3,899 0.10% -3.0% -2.1% 5.7% 0.1% -1.9%
7/13/2022 | 3,805 0.20% -0.5%

So... Get short stocks and long dollars again? Meh, not yet. My feeling is that there is nothing special about this exact
moment in time that suggests any tactical reason to fade the rebounds. This is not an urgent call to action to reload
equity shorts or dollar longs. The point is more:

1. If I was long equities or short USD for a reversal play, | would be getting out here as | think we enter a choppy and
random consolidation for a bit.

2. Sentiment and positioning are not that useful if we are still in a bear market. | believe we are going to do another
big leg lower in stocks at some point as earnings pressure, global recession fears, curve inversion, demand
weakness, and sticky inflation are still the main story. Dreams of Fed cuts or a Jackson Hole pivot are premature.

That said, the rejection of 1.00 in EURUSD (the epicenter of the EURUSD strikes, and a key round number) along with

away. 3940 and 4140 are the two levels to sell SPX, depending on the depth of your reservoir of patience.

Housekeeping

| cut the short EURJPY. My JPY view for the past few weeks has been wrong as | expected the cooldown in rates and
commodities to lead to a cooldown in JPY flows. While Japan stopped buying USDJPY around the time rates and oil
peaked, other time zones continue to go nom nom nom, gobbling up USDJPY for reasons | don’t fully understand. |
was just out for a week, and | don’t want to get stuck with a stale view. | think I'm better off getting to flat and proceeding
with an open mind from here.

Final thought

| spoke to a few friends and relatives involved in real estate in the Toronto area and they are saying bidding wars are
gone and some listings are lowering prices by as much as 20% in an effort to transact. Volumes are way down, and
buyers are in control. But there is no panic.

Have a sweet day.

good luck T be nimble
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Cut one, red
Cut two, blue
Cut three, green
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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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