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Keep the lights on Date: 2022-08-26  

Upcoming Economic Events (Singapore Local Time): 

� 2022-08-31 17:00 Eurozone HICP (August) 

� 2022-08-31 21:15 US ADP Employment Change (August) 

� 2022-09-01 22:00 US ISM Manufacturing PMI (August) 

� 2022-09-02 20:30  US Nonfarm Payrolls (August) 

� 2022-09-06 12:30 RBA Interest Rate Decision 

� 2022-09-07 22:00 BoC Interest Rate Decision 

� 2022-09-08 20:15 ECB Interest Rate Decision 

� 2022-09-13 20:30 US CPI (August) 

With the conclusion of the Jackson 
Hole Symposium, investors keep an 
eye on another important issue – the 
energy crisis in Europe. It is 
reverberating through the broader 
financial markets. 

Markets in Focus 

Figure 1 German Power Baseload December 2022 Future 

 

 
European electricity prices are 
literally going through the roof. 
German power baseload price 
surged more than 10 times from a 
year ago. The same thing is 
happening in other European 
neighbors such as France and Italy.  

 
Figure 2 USD/CNY 

 

 
 
In our previous issue, we noted that 
USD/CNY was near the end of 
consolidation and risked breaking 
out higher. In the past two weeks, the 
symmetrical triangle was indeed 
broken decisively to the upside. 
Based on Classical Charting 
principles for measuring price 
targets, we could see USD/CNY 
reaching 7.15. 
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Figure 3 Generic 1st Copper Future vs. Copper Dec2022 – Mar2023 Spread 

 

 
Copper calendar spreads tend to 
move in tandem with the outright 
price. However, at critical turning 
points, the calendar spreads 
sometimes would offer leading 
signals on the direction of the 
outright move later, as shown in the 
two shaded periods. The December 
2022 – March 2023 spread has 
formed a solid base and looks to be 
breaking out higher. This is bullish for 
copper price in the coming few 
months. 

 
Figure 4 Corn Future (December 2022 Contract) 

 

 
 
Corn has completed an inverted 
Head-and-Shoulder (H&S) bottom. 
Note the striking similarity between 
the H&S bottom now and the H&S 
top a few months ago, in terms of the 
timespan, the magnitude, as well as 
the slanted shape of the two H&S 
patterns. If corn breaks above the 
680 region, it could reach 760 to test 
the previous high. 

 
Figure 5 November Soybean Crush Spread 

 

 
 
The Soybean Crush spread, 
constructed by selling soybean oil 
and soybean meal, and buying 
soybean, has turned down from a 
historical high and resistance at 220. 
If it plays out like the first half of 
2022, we could see the crush spread 
narrowing back to the 140 region. 
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Market Views 

While Wall Street focuses on the annual Jackson Hole Economic Policy Symposium, where central bankers 
gather to discuss important policy issues, Main Street is facing something much more urgent and impactful – 
the global energy shortage. Europe is undoubtedly at the epicenter where the natural gas and electricity prices 
go parabolic. Without looking at the ticker, it is easy to relate the charts to some latest meme stocks getting 
short-squeezed. Major European countries, such as Germany, France, and Italy, are seeing their power 
baseload prices surge more than 1000% (yes, that’s 10 times) than merely a year ago. As the winter season 
approaches, we wonder if Europe can keep the lights on till year-end. Literally. 

In mid-July, we suggested that short-term pessimism, profit-taking, and recession fear have led the agriculture 
market to substantial correction, and a local bottom could be in. Indeed, many grains have formed very 
constructive bottom patterns since then. This adds more conviction to our view that the next leg higher for 
foodstuff has properly begun. 

In recent years, the energy and agriculture markets have become deeply inter-connected, mainly due to the 
wide use of fertilizers to increase crop yields, to which natural gas is a key input, and the increasing demand for 
biofuels which takes a portion of grain supplies away from food into the energy market. In other words, an 
energy crisis will ultimately ripple into other markets, especially agriculture, and likely lead to a food crisis. 

Many investors are searching for the right inflation hedge in the current macro environment where most of the 
traditional “hedges” produced lackluster performance. For example, gold has lost more than 15% since March 
and is currently trading at the same level as April 2020. Nasdaq is still down more than 20% from the high 
despite the recent 20% bear market rally. In addition, it is still facing headwinds from a hawkish Fed that will 
tighten financial conditions further, making equities a less desirable inflation hedge from a risk/reward 
perspective. Given the dire situation of global energy and food shortage, we view agricultural commodities 
among the best inflation hedges right now. 

How to play the theme out 

A hypothetical investor can consider the following trades1: 

Case Study 1: Long Corn 

If the investor were to long the Corn future (ZCZ2) at 650 and set the stop below 620, his maximum loss per 
contract would be (650 – 620) x 50 = 1500 USD. An initial target points to 700 and subsequently 760, 
resulting in (700 – 650) x 50 = 2500 USD and (760 - 650) x 50 = 5500 USD. 
 

Case Study 2: Short Soybean Crush Spread 

If the investor were to short the Soybean Crush Inter-Commodity Spread (SOM:SI U2-U2-X2) at 205, and 
set the stop above 220, his maximum loss per spread would be (220 – 205) x 500 = 7500 USD. An initial 
target points to 180 and subsequently 140, resulting in (205 - 180) x 500 = 12500 USD and (205 – 140) x 
500 = 32500 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. 
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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 a recommendation 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.  


