
On October 2nd, 2018 
Powell uttered the 
infamous words, “we are 
a long way from neutral.”

Fixed income markets
tightened for three days 
until market participants 
realized Powell had finally 
tightened to the point 
where he had broken 
something. 

3-month Eurodollar Futures Spread (June 2019 vs June 2020)



For the next three months
the stock market sold off 
hard until finally
bottoming on the Xmas-
Eve massacre when 
Powell threw in the towel 
on maintaining his 
hawkish stance.

Since abandoning his tight 
monetary bias, the stock 
market has rallied all the 
way back to previous 
highs.  

But fixed-income markets 
are still pricing in easier 
monetary policy. 

3-month Eurodollar Futures Spread (June 2019 vs June 2020)
With S&P 500 on bottom panel



The December 2019 
futures contract 
bottomed at 96.70 in 
early November but has 
now rallied almost 100 
bps!

3-month Eurodollar Futures Contract – December 2019



At last week’s Mauldin 
conference, the most 
common recommended 
position was long fixed-
income of various 
duration.

Everyone is convinced the 
Fed has pushed the 
economy over and that 
Powell’s dovish shift was 
too little too late.



According to market 
makers, the SKEW in 
Eurodollar futures is the 
“largest they can 
remember.”

The demand for calls 
(lower rates) is through 
the roof while puts 
(higher rates) are being 
given away.

3-month Eurodollar Futures Option SKEW for Dec 2019



In March, the MOVE index 
ticked at an all-time low 
level!!!

Markets are pricing in an 
exceptionally tame bond 
market.

Merrill Lynch Option Volatility Estimate MOVE Index



The VIX Index is no where 
near the all-time lows.

In fact, on this recent 
trade spat news we spiked
back up above 20%.

VIX Index



Implied volatility for the 
US long bond future is 
sitting near all-time lows, 
while the S&P 500 implied 
volatility is running 
around 15% - much above 
the low.  

For this level of stock 
volatility, bond volatility is 
shockingly low.  Almost all 
recent readings have 
been above this level.

Take away?  Buy bond vol 
sell stock volatility looking 
for this relationship to 
normalize.

3 month 100% Strike Implied Volatility – US Long Bond 
Future vs. S&P 500 Future



Two weekends ago there 
was a breakdown in the 
trade talks between China 
and the United States.

Stocks gapped down on
the news.

Even though the trade 
war has only gotten worse 
since then, the S&P 500 is 
well off the lows.

S&P 500 Future since recent Trade War Development



Although the China / US 
trade situation will most 
likely get worse before it 
gets better, shorting US 
stocks is not a clear cut 
winning trade.

Shorting Apple versus a 
long position in the S&P 
500 is a better risk-
reward.

Apple vs. S&P 500 Index



Who is Australia’s largest 
trading partner?  

China.

Who is Canada’s largest 
trading partner?

The United States

Shorting AUDCAD is one 
of the best ways of 
playing America winning 
the trade war versus 
China.

AUDCAD Cross Rate


