
MACRO / RATES:

· The good news: the market is again behaving rationally as it relates to this past 
Friday’s NFP and AHE upside surprises, both of which then justified the Fed’s 
aggressive “hawkish messaging pushback” over the past week +, after the prior week 
and a half’s worth of “dovish Fed pivot” mythical nonsense took hold of crowded 
positioning (Short) positioning, and into the escalating “imminent recession” velocity 
which was “trending-hard” at the time

· But as I iterated last week, the best looking trade around in a market full of false 
optics and “noise” from Systematic flows, de-grossing and “stop-outs,” was to fade 
those early ’23 “Fed rate cut” bets which had been priced-into STIRS

· Accordingly, EDZ2-EDH3 (Dec22-Mar23) has since seen ~16bps of implied “Fed 
cuts” get removed over the past week from that 1Q23 window, with the spread now 
appropriately pointing back towards “zero” for the first time since late June…while 
separately, UST cash curves have also “rightfully” flattened / inverted further to new 
cycle lows as well, with more hikes incrementally being added-back, as Mar23 Fed 
Funds puts show the peak of the hiking curve at 3.65%, which just a week and a half 
ago was only 3.16%!
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Source: Bloomberg, Nomura
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However, the nuanced dynamic which remains clear is this: the market continues to believe that 
the longer the FOMC stays on this course to a higher terminal rate and runs “restrictive for 
longer,” that it will later then lead to “higher odds of a harder slowdown” thereafter—which is 
why EDH3EDZ3 (Mar23-Dec23) actually this morning sits at its most inverted level yet, implying 
~64bps of Fed cuts thereafter—aka “more hiking / more restrictive now, bigger cutting / easing 
later”

Source: Bloomberg, Nomura
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So with this idea that 
1) prices are beginning to contract, that 
2) inflation expectations are softening thereafter, and that 
3) current labor strength and
4) consumer balance sheet allows for 
5) “more rope” to digest this forward state of accumulated / lagged “tightening into 

restriction”…

which then puts us much close to the actual slowdown and “dovish Fed pivot” that will 
then merit the aforementioned “even larger easing” thereafter…is the story I am 
increasingly hearing from folks, as far as them getting more comfortably “bullish” up here
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POSITIONING PAIN:

Source: HFR, Nomura 5



Source: HFR, Nomura 6



Source: HFR, Nomura
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Source: Nomura, CFTC / TFF 8



Source: Nomura, CFTC / TFF
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BUT AS VOL IS ABSOLUTELY WRECKED:
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Source: Nomura 11



BECAUSE NOBODY HAS UNDERLYING EXPOSURE ON THAT NEEDS ‘HEDGING’—SO 
DOWNSIDE PUTS AND SKEW HAVE BEEN CRUSHED, WITH NO DEMAND FOR HEDGES, 
WHILE THE ONLY DEMAND HAS BEEN FOR UPSIDE CALLS, AS TRADERS WERE TERRIFIED OF 
MISSING THE RALLY:

Source: Nomura

AND AS FUNDAMENTAL / MACRO BEARS SIT IN ANGST AS THE TRADE GETS AWAY FROM 
THEM, SYSTEMATICS ARE MECHANICALLY FORCED TO MOVE WITHOUT EMOTIONAL OR 
CONCERN FOR ECONOMICS… 12



LOW QUALITY / / UNPROFITABLE / HIGH BETA / HIGH SHORT INTEREST -PROXIES EXPLODE 
HIGHER SINCE JULY, AS SHORTS ARE PAINFULLY UNWOUND AND COVERED—WHICH IS ALL 
THE STUFF THAT WAS GROSSED-UP AND PRESSED TO THE DOWNSIDE PREVIOUSLY YEAR-
TO-DATE INTO THE BEAR-MARKET:
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WHILE CTA’S COVER THEIR LEGACY “SHORTS” AND EVEN FLIP LONG IN POCKETS OF 
GLOBAL EQUITIES OVER THE PAST 1M:

Source: Nomura QIS

Source: Nomura
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VOL CONTROL GRADUAL REALLOCATION AND PROJECTION / SCENARIOS 1M AHEAD:
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AND ALL WITH A MASSIVE “POSITIVE DELTA” FLOW IN THE OPTIONS SPACE FOR THE PAST 1M +, WITH PUTS 
PUKED AND UPSIDE CALLS GRABBED-INTO:
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WHICH FEEDS THE INDEX RALLY LIKE A SHORT-SQUEEZE FLOW, WHILE AT THE SAME TIME, ADDS BACK A TON 
OF GAMMA TO DEALERS IN U.S. EQUITIES INDEX / ETF NOWS—BACK IN STABILE “LONG GAMMA VERSUS SPOT” 
TERRITORY IN SPX/SPY, QQQ AND IWM ACROSS THE BOARD:
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RESUMPTION OF “LONG GAMMA” DEALER POSITIONING = STABILIZATION

Source: Nomura 22



Source: Nomura 23



24

WHY THE DEALER GAMMA POSITIONING REGIME MATTERS SO MUCH:
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THE CTA DE-GROSSING COMPLETE, AS 2022’S “INFLATION OVERSHOOT > > CENTRAL BANK FCI 
TIGHTENING SPASM” LEGACY ‘TREND TRADES’ ALL BUT GONE WITH THE MARKET NOW 
TRANSITIONED INTO “GROWTH DOWNSIDE IMPLICATIONS OF THE END OF THE TIGHTENING 
CYCLE”:

-FROM 90%ILE IN FEB / MAR TO 0.1%ILE TODAY:
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CTA TREND’S BONDS AND EQUITIES “SHORTS” NOW LARGELY COVERED / DE-GROSSED IN 
POSITION SIZE OVER THE PAST 1.5 MONTHS, WITH AGGREGATE NETS BACK NEAR ‘FLAT’:
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CA Position Estimates
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ENTER THE STUPID: U.S. EQUITIES MEME STOCK OPTIONS ACTIVITY GETTING DANGEROUS 
UNSTABLE AGAIN, AS “SPOT UP, VOL UP” TENDS TO PREEMPT THE POTENTIAL FOR STOCKS TO 
THEN COLLAPSE UNDER THE WEIGHT OF THEIR OWN “EXTENDED” IMPLIED EXPECTATIONS:

-TRASH EXPLODING HIGHER…
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-AND AS ‘XRT’ (RETAIL ETF) IS LOADED WITH SAID HIGH SHORT-INTEREST TRASH, IT EXPERIENCED A 
WHOPPER OF A “SPOT UP, VOL UP” MOVE YESTERDAY:
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Source: Bloomberg


