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Wheeler County, Nebraska
has 196X more cows than
people!
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Yield curve, JPY and GBP

One of the most popular US recession indicators is the 3-month/10-year yield differential. It
is absolutely collapsing right now and currently sits at 4 basis points after trading above 200
in May. Here is the chart:

3-month vs. 10-year US yield differential
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This is the same data series but showing 1-month change. The only other time things got
this nuts was December 2008.

3-month vs. 10-year US yield differential (1-month change)
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To give you a sense of what that might mean for FX, | looked at the prior times 3m/10y touched zero for the first time in

the cycle and looked at G10 FX performance.

G10 FX performance in the three months after 3m/10y goes negative for the first time in the cycle

10-Sep-98 | 5-Jul-00 | 22-Feb-06 | 22-Mar-19
CAD (1.43) (9.91) 1140 189
AUD (167) (4.21) 885 (169)
GBP 336 (10.13) 838 (3.53)
EUR 409 (7.29) 822 0.86
NOK 0.18 (1.97) .00 0.94
JPY 10.99 (8.60) 6.25 244
NZD 115 297 (3.78)
CHF 425 (0.54) 234 222
SEK 280 (8.76) (5.53) 0.01

There is not a lot to chew on here, because the outcomes varied so much. The only consistent theme | saw when looking
at price action around these incidents is that JPY tended to do very well going into the inversion and also did well
for the three months after the inversion. Not a huge surprise since JPY is a yields trade and 3m/10y is generally
driven by moves in 10s. The exception was 2000 as the USD was ripping to the moon as the euro had just been born
and people were questioning its solidity. Sometimes, even when the result is no raging call to action, | like to show you
anyway so you can see the null hypothesis.

USDJPY cracked what | thought was important support at 131.25/50 yesterday with very little effort and continues to
follow the lead of yields:

USDJPY vs. US 10-year yields, hourly since September 2021
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The full round trip of the “BOJ YCC OMG!!!"” move would be back to the triple bottom in late May (126.60/70). Obviously
USDJPY is super oversold, but | can’t see much reason to try to fade it. The outcome of Pelosi’s trip to Taiwan and the
litany of Fed speakers will keep things interesting today.
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Fed and GBP

Nobody listens to Kashkari anymore, but my guess is that his message will be echoed by today’s Fed speakers and this
will light a bit of a fire under the USD vs. GBP, AUD, and NZD.

Fed today (all times are NY): Chicago Fed President Charles Evans (nonvoter) will host reporters for an on-the-record
breakfast conversation (10:00), Cleveland Fed President Loretta Mester (voter) takes part in a Washington Post live
interview (13:00), and at 18:45 St. Louis Fed President James Bullard (voter) discusses the economy and monetary
policy with the Money Marketeers of New York University. Text: yes. Q&A: yes, with audience (no media Q&A). THX CR.

Risk into the Bank of England meeting is lower
GBP as the market will take its cue from the RBA.
The economic story in Oz is much better than the
one in the UK and this should make people think
that a dovish 50 is coming from the Bank of
England. The rally in GBP has been extremely
unimpulsive and grinding, and we could easily be
back at 1.20 in a few days. The runup trade is short
GBP into Thursday.

GBP has been following the ichimoku cloud and the
100-hour MA (see chart at right) for the last few
weeks. | like short at current levels (1.2230) with
astop at 1.2361 looking for sub-1.2000. It makes
sense to add to shorts on the break of 1.2160 as
well, though | kept it simple in the Current Views
section and just put the primary idea.

If you are patient, you could also wait for the 100-
hour / ichimoku to break before selling, but | would
rather just sell here.
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Final Thoughts

Finally, | was searching for something on Twitter today and came upon this by accident. Good call, Jens!

i
Sara Eisen @ A
@SaraEisen or AL TR Ty
A VLT Yy

Big call from Jens Nordvig, Nomura: yen at inflection
point. Change of thinking at BOJ should push USDJPY
to 85 |
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Have a piggish day.

good luck T be nimble
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Which counties have more
livestock than people?

more at erdavis.com

Data: USDA/NASS Quickstats, US Census

Animal/people ratio calculated per county for most recent year (2010-2021) USDA had data
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Data: USDA/NASS Quickstats, US Census

Animal/people ratio calculated per county for most recent year (2010-2021) USDA had data
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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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