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When there’s a divergence

Upcoming Economic Events (Singapore Local Time):

2022-04-28 11:00
2022-04-28 20:00
2022-04-29 17:00
2022-05-03 12:30
2022-05-05 02:00
2022-05-05 19:00
2022-05-06 20:30

Markets in Focus

BoJ Interest Rate Decision
Germany HICP (Apr)
Eurozone HICP (Apr)

RBA Interest Rate Decision
Fed Interest Rate Decision
BoE Interest Rate Decision
US Nonfarm Payrolls (Apr)

Figure 1 Generic 1t WTI Crude Oil Future
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All eyes are on major central banks’
synchronized tightening now. The
Fed will likely deliver a half-point
hike at the May FOMC meeting. The
BoJ and the PBoC, on the other hand,
are going to keep the easing policies
unchanged. What happens when
central banks’ policies diverge?

The geopolitical headlines in early
March pushed the front-month WTI
Crude Oil future price to over 130.
The ensuing swings have formed a
six-week descending triangle pattern
with a significant support at 95. No
longer being short-term overbought,
the price action looks constructive.
The fundamental energy shortage
problem will likely resume the
uptrend of oil prices once the
consolidation is over.

Figure 2 Generic 1t RBOB Gasoline Future
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Similarly, RBOB Gasoline price has
formed a symmetrical triangle with
lower highs and higher lows. It is
typically a continuation pattern that,
when broken, the dominant trend
resumes. It has already broken to the
upside, backtested, and held above
the upper resistance in the past
week. Moreover, the demand and
consumption of gasoline are
seasonally the strongest in the
summertime.

The information and opinions expressed in this market commentary belong to Inspirante Trading Solutions Pte Ltd. They are intended for information
purpose only and do not constitute investment recommendation or advice. Please refer to full disclaimers at the end of the commentary.
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Figure 3 Generic 1* Copper Future

Iodairinta pubiihed e Trading Ve, Mgt 21,

Copper Futures, 10, COMEX 04,6750 HA 4035 L

in
m"‘ . \\I""‘ \\'I\
“‘ ‘J ‘ Ul H,J\“\I“

! ‘I

00§ 7

B
|3

RN

Copper has been consolidating in a
gigantic twelve-month ascending
triangle. The March headline-
triggered spike turned out to be a
false breakout. Nevertheless, the
compressing trading range near the
triangle top suggests that once it is
genuinely broken, the next leg up
would be massive, too.

Flgure 4 USD/}PY
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The USD/JPY has penetrated several
key technical levels in a short span of
a few weeks, all thanks to the Bo)
vowing to keep the Yield Curve
Control program and other easing
measures. The policy divergence
resulted in the Japanese Yen quickly
weakening to levels last seen in
2002. It has also completed a
twenty-year inverted Head-and-
Shoulder bottom. If the breakout is
confirmed, the upside for this pair
points to 150 and above.

Flgure 5 USD/CNH
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The PBoC is another central bank
that maintains an easy monetary
policy and would potentially ease
even further. The increasing policy
divergence between the PBoC and
the Fed has finally pressured the
currency pair to move higher. If the
USDJPY is any guide, we could expect
the CNH to weaken substantially
further against the US Dollar.
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In August 2021, we observed that major global central banks’ monetary policies had been increasingly
synchronized. This is evident both during the initial pandemic outbreak and currently, as more and more central
banks withdrew easing measures. Some even started tightening.

Two notable exceptions are the Bank of Japan (BOJ) and the People’s Bank of China (PBOC). Governor Kuroda
insists that the BoJ must keep applying monetary stimulus as inflation in Japan is much more subdued than that
in the US. The Bo) adamantly defended the bond yield target by offering to buy an unlimited amount of JGB to
cap theyield. This determined defense of the bond yield has become the principal driver of downward pressure
on the Japanese Yen (JPY), turning the currency into the pressure release valve. JPY depreciated by more than
12% in afew weeks, a startling move for a currency traditionally perceived as “safe-haven”in the financial world.

Similarly, the PBoC is undoubtedly not in the tightening mode yet, as Governor Yi Gang says the current
monetary policies are in the “comfortable range” to boost the economy. Meanwhile, the PBoC has set the Yuan
reference rate to the weakest since November 2021. Given the new COVID outbreaks and lockdowns in many
Chinese cities, we could be seeing more accommodative measures coming. If the monetary policies between
China and the US diverge further as the Fed becomes increasingly hawkish, the Yuan depreciation we have
seen so far could be just a prelude.

The primary reason for tightening policies in the US, Europe, and many other countries is to curb sticky and
rampant inflation amid higher energy costs. Most countries face dire energy shortages due to a confluence of
reasons such as higher post-pandemic demand, aggressive ESG push, geopolitical conflicts, and sanctions. As
summer comes to the Northern Hemisphere, the fundamental demand and supply imbalance may once again
become the dominant force driving energy prices to multi-decade highs.

How to play the theme out

A hypothetical investor can consider the following trades*:

Case Study 1: Long USD/CNH Future

If the investor were to long the USD/CNH Future (CNHM2) at 6.55 and set the stop below 6.4, his maximum
loss per contract would be (6.55 - 6.4) x 100000 = 15000 CNH. An initial target points to 6.7 and
subsequently 6.9, resulting in (6.7 - 6.55) x 100000 = 15000 CNH and (7 - 6.55) x 10000 = 45000 CNH.

Case Study 2: Long RBOB Gasoline Future

If the investor were to long RBOB Gasoline future (RBM2) at 3.28 and set the stop below 3.12, his maximum
loss per contract would be (3.28 - 3.12) x 42000 = 6720 USD. An initial target points to 3.6 and subsequently
4.4, resulting in (3.6 - 3.28) x 42000 = 13440 USD and (4.4 - 3.28) x 42000 = 47040 USD.

1 Examples cited above are for illustration only and shall not be construed as investment recommendations or advice. They serve as an integral part of a case
study to demonstrate fundamental concepts in risk management under given market scenarios.


https://www.cmegroup.com/newsletters/fresh-from-the-trading-room/files/fresh-from-the-trading-room-2021-08-31.pdf
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Background

Inspirante Trading Solutions Pte Ltd (ITS”) was incorporated in Singapore in July 2020. Founded by the partners
of Synergy Link Capital Pte Ltd (“SLC”) to consolidate their initiatives in FinTech solutions, research, and training
programs for different market participants, while SLC continues its focus in proprietary trading. ITS focuses on
providing clients bespoke trading solutions such as algo trading systems, risk management systems, research
reports, education, and training courses. With a strong technical background, unparalleled understanding, and
insights from the actual market practitioners, ITS managed to obtain FinTech certification recognized by the
Monetary Authority of Singapore within two months of incorporation. ITS is now actively collaborating with
various trading groups, exchanges, and brokers in multiple countries.

The trainers and researchers in ITS have been regularly speaking on various exchange/broker hosted trading
seminars and writing for various research publications over the years. Catering to both aspiring and
experienced traders, we want to help in bridging the void between the theoretical and practical aspects of
derivative trading, with guidance from our team of seasoned and active traders.

Disclaimer and Warning

No reproduction, transmission or distribution permitted without consent of Inspirante Trading Solutions Pte
Ltd (“ITS”). Unauthorized review, dissemination, distribution or copying of this message is strictly prohibited
and could subject you and your firm to liability and substantial fines and penalties. If you would like clarification,
please email contact@inspirantets.com. The material contained herein is the sole opinion of ITS. This research
has been prepared by ITS using information sources believed to be reliable. Such information has not been
independently verified and no guarantee, representation, or warranty, express or implied, is made as to its
accuracy, completeness, or correctness. It is intended for the sole use by the recipient to whom it has been
made available by ITS. The delivery of this report to any person shall not be deemed a recommendation by ITS
to effect any transaction in any securities discussed herein. No content provided by ITS, whether contained in
this report, the website or otherwise, is providing investment, tax, or legal advice, including but not limited to
any advice which is listed as a regulated activity by the Monetary Authority of Singapore. No content should be
used or regarded as an offer or solicitation of an offer from ITS to buy or sell securities.

The opinions and statements contained in the above commentary do not constitute an offer or a solicitation,
or arecommendation to implement or liquidate an investment or to carry out any other transaction. It should
not be used as a basis for any investment decision or other decision. Any investment decision should be based
on appropriate professional advice specific to your needs. This content has been produced by Inspirante
Trading Solutions Pte Ltd. CME Group has not had any input into the content and neither CME Group nor its
affiliates shall be responsible or liable for the same.

CME Group does not represent that any material or information contained herein is appropriate for use or
permitted in any jurisdiction or country where such use or distribution would be contrary to any applicable law
or regulation.



