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Fresh from the Trading Room

Gradually, then suddenly

Date: 2022-06-30

Upcoming Economic Events (Singapore Local Time):

2022-07-06 22:00
2022-07-07 20:15
2022-07-08 20:30
2022-07-13 10:00
2022-07-13 20:30
2022-07-15 20:30
2022-07-15 22:00
2022-07-18 10:00

US ISM Services PMI (June)

US ADP Employment Change (June)
US Nonfarm Payrolls (June)

RBNZ Interest Rate Decision

US CPI (June)

US Retail Sales (June)

China GDP (Q2)

Markets in Focus

Figure 1 VIX (Weekly)
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Volatility S&P 500 Index, W, CBOE 2816 10.93 [13.42%)
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US Michigan Consumer Sentiment Index (July)

Investors focus on the crucial US economic
datareleases in the next two weeks to see if
inflation is peaking and the recession fear is
further materialized.

Since its inception, the S&P 500 Volatility
Index (VIX) has demonstrated four distinct
regimes: the range between 34 and 44
usually marked market panic and
capitulation, and there were only a few
existential events above the range of 45,
such as the Great Financial Crisis in 2008
and the pandemic in 2020. We are now just
near the top of the 16 - 34 range, suggesting
the market is under pressure, but the selloff
has been orderly, and we have not yet
reached the firesale and capitulation phase.

Figure 2 Generic 15t E-mini S&P 500 Index Future
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The US equity market continued its
downtrend with multiple bear market rallies
along the way. The Relative Strength Index
(RSI)  suggests that the downward
momentum is still strong; hence the bottom
is not in yet. Back in February, when S&P
500 index was still above 4400, we already
noted that “Sell the Rally” would replace
“Buy the Dip” in an aggressive central bank
tightening cycle.

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°t Silver Future
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Silver Futures, 1D, COMEX 020725 H20785 L20.690 20700 0,040 [ 0.18%
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After breaking above a critical resistance
level at 22 in the aftermath of the pandemic,
silver was stuck in the 22 - 30 range for
nearly two years. In the recent risk asset
selloffs, silver finally lost the support level at
22. A strong US Dollar and a hawkish Fed
are both headwinds for silver. The next
support is at around 18.

Figure 4 Soybean Meal Future (August 2022 Contract)
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SOYBEAN MEAL FUTURES (AUG 2022), 1D, CBOT 0429.8 H4320 L4271 C427.2 -2 (-0.49%)

Soybean Meal had completed a Head-and-
Shoulder (H&S) top from February to May
and sharply sold off when the neckline was
breached. Since then, it has been
consolidating in a symmetrical triangle. It
has now broken out of the triangle and

rl“'lJ‘ f IJ V completed a bigger H&S top failure pattern
{ L since late 2021, suggesting that the next leg
m i higher has already launched.
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Market Views

“How did you go bankrupt? Bill asked. Two ways,” Mike said. ‘Gradually, then suddenly.” — Ernest Hemingway

Although US equities have had one of the worst first-halves in history, it is appropriate to describe the selling
as rather “orderly” so far. Just by looking at the sub-30 level of VIX, someone would hardly believe that the S&P
500 Index has dropped more than 20% from its high at the beginning of the year.

The VIXis also known as the “fear index.” It is calculated based on the S&P 500 Index options implied volatility.
The episodic eruption of the VIX happens when the market is under stress, and the majority of long-only
investors rush to buy put options to protect from further market selloff, pushing up the premium (hence
implied volatility). The 34 — 44 range is usually where notable market bottoms are found. The current VIX is
only at 29, slightly above the historical average. This led us to believe that we are still at the “gradual” phase,
and we have not seen the “sudden” phase yet, where the market becomes bidless and flooded with firesale
orders from people getting margin called.
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Turning to some of the commodity markets of late, we might get a taste of what the “sudden” phase looks like.
Take copper, for example, its price dropped more than 20% from 4.57 to 3.64 within less than a month. At the
same time, soybean oil also dropped more than 20% from 80 to 64. December 2022 Corn contract dropped
15% from 749 to 635 in just nine trading days. December 2022 Cotton No.2 contract dropped a whopping
32% from the high of 134 to 91 in slightly more than a month. One of the most staggering moves happened in
Lumber, as the July contract collapsed 56% from 1200 to 520 since early March.

Among different asset classes, equities are usually the “last mover,” the slowest to react to changes in macro
factors such as an aggressive and hawkish Fed, a strong US Dollar, and potential demand destructions, just to
name a few. These factors, combined with profit-taking after a long run, contributed to many commodities’
sudden and drastic selloffs. As we observe more risk assets sitting at critical support levels, the prospect is
getting higher by the day for the last straw to finally break the “orderly” market and trigger the sudden cascade
of liquidation - time to exercise caution.

How to play the theme out

A hypothetical investor can consider the following trades*:

Case Study 1: Short Micro Silver Future

If the investor were to short the Micro Silver future (SILU2) at 20.2 and set the stop above 22.8, his maximum
loss per contract would be (22.8 - 20.2) x 1000 = 2600 USD. An initial target points to 18 and subsequently
14, resulting in (20.2 - 18) x 1000 = 2200 USD and (20.2 - 14) x 1000 = 6200 USD.

Case Study 2: Long Soybean Meal Future

If the investor were to long the Soybean Meal future (ZMQ?2) at around 427 and set the stop below 413, his
maximum loss per contract would be (427 — 413) x 100 = 1400 USD. A measured target points to, resulting
in (470 -427) x 100 = 4300 USD.

The Rearview Mirror

Alookinto history could help us position ourselves better for the future. This section provides a rundown of market moves
across major asset classes between April and June.

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.
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Figure 5 Generic 15t E-mini Dow Jones Future
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E-mini Dow Jones ($5) Futures, 1D, CBOT_MINI 031021 H31034 L30900 C30959 -40 (~0.13%)
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Like the other US equity indices, the
Dow Jones is also in a downtrend,
despite several bear market rallies.
The index continued to register
lower highs and lower lows. The next
psychologically significant support is
at 30000. We discussed shorting the
US equity market in March and April.

Figure 6 US Dollar Index (Weekly)
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U.S. Dollar Currency Index, 1W, TVC 0104121 H105.189 L103.673 C105.001 +0.880 (+0.85%)
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The US Dollar Index has confirmed
the breakout from a seven-year
symmetrical triangle as the Fed
turned hawkish to curb inflation. A
measured target of the DXY points to
112 oreven 120.

Figure 7 AUD/USD
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Australian Dollar / U.S. Dollar, 1D, FXCM 00.68742 HO.69035 L0.68536 CO.68965 +0.00224 (+0.33%)
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The Australian Dollar is sitting at an
important support at 0.68. Our case
study to short at 0.747 in April
captured the recent high before
dropping almost 9% soon after.
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Figure 8 EUR/USD (Weekly)
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EUR/USD is still at its seven-year
support level at around 1.04.
Recently, we expected more hawkish
moves by the ECB and the strength
of the Euro. So far, it has not
materialized yet.

Figure 9 USD/CNH

inspirante published on TradingView.com, Jun 30, 2022 11:27 UTC+8
USS. Dollar/Chinese Yuan, 1D, FXCM 0671
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After a sharp weakening against the
US Dollar, the CNH has been
consolidating around the 6.7 level.
We strucutred a case study to long
USD/CNH at 6.55 in April. Now the
initial target has been met; we still
believe it has the potential to reach 7.

Figure 10 MXN/USD
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The breakout from the rectangle
trading range in early June turned out
to be a false break. MXN/USD was
rejected hard back into the range.
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Figure 11 WTI Crude Oil (September 2022 Contract)
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CRUDE OIL FUTURES (SEP 2022), 1D, NYMEX 106,67 H107.76 L106.35 C107.45 +0.44 (+0.41%)
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WTI Crude Oil broke out from the
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reached our initial target of 120.
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Figure 12 RBOB Gasoline (July 2022 Contract)
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has had a sharp selloff, breaking the
twelve-month rectangle range. Our
first target at 4.0 was quickly
reached, and the next target at 3.5 is
in sight.
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Figure 14 Soybean Oil (December 2022 Contract)
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Figure 15 Soybean (November 2022 Contract)
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Figure 16 Generic 15t 5-Year T-Note Future
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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.



