
 
 
 
 
 
 

 

Euro on a Fence 

 
In last week’s Brief titled ​Low Vol to High Vol​ ​we talked about how EURUSD volatility was at 
multi-year lows and how these low vol regimes tend to precede high vol trending ones. 
 
Well, on Thursday, the ECB made two key policy changes. Both dovish. First, they announced a 
new TLTROs package (TLTROs are just a means for the ECB to provide low-cost funding to 
banks in order to counteract the negative impact of NIRP and hopefully encourage banks to 
lend). And secondly, they pushed back their interest rate guidance signaling that the first hike is 
unlikely to come this year. They also lowered their growth and inflation forecasts.  
 
EURUSD sold off on the news and closed below the key 1.1250 level. As I outlined in that 
report, there are a number of reasons to be bearish the euro right now. Growth differentials are 
deteriorating, relative financials performance is ugly, and interest rate differentials support a 
lower exchange rate. 
 
Data such as the OECD’s CLI suggests a recession may be around the corner for Europe. 
 

 
 

 
macro-ops.com                                                                                                             1 

https://operators.macro-ops.com/wp-content/uploads/2019/03/Market-Brief-Low-Vol-to-High-Vol-1.pdf


 

 
March 10th,  2019 

 

But I also pointed out that there’s a number of reasons to be bullish. In the short-term at least.  
 
The bullish case boils down to positioning/sentiment and technicals. And over the short-term (ie, 
1-3 months) it’s these inputs that matter most in analyzing the FX market. This is why I remain 
wary of plunging to the short side (conversely, going long USD) too aggressively. 
 
Take a look at the following charts and I’ll show you what I’m struggling with.  
 
First, EURUSD is up against multiple resistance points on a daily timeframe (1) it’s at its lower 
BB (2) it’s at the lower line of its 12+ month coiling wedge and (3) its RSI is showing oversold 
conditions (marked by the red vertical line).  
 

 
 
It’s also on its lower ​weekly​ BB. And the weekly pattern is a downward sloping coiling wedge 
which is typically bullish. In the FX market, we usually see currencies experience multiple false 
breakouts to the other side before reversing and starting a major trend. See the yellow 
highlights of EURUSD testing its weekly BB in 2014, the last time its average volatility was this 
low.  
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Combine this with the stubbornly crowded bullish positioning in USD and I have to entertain the 
possibility that EURUSD could be gearing up for a 14’ style breakout trend. Just this time in the 
other direction.  
 
I’m open to either possibility and I’m going to wait for the market to tip its hand before putting on 
a trade. 
 
Equity markets sold off last week following the NASI sell signal we mentioned. US markets are 
in the process of working through their overbought conditions. I’m expecting a period of up and 
down chop, similar to what we saw in early 16’; the last time conditions resembled those of 
today.  
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The latest Retail Movement Index (IMX) numbers came out for the month of February. The 
index increased for the first time in five months but not by much. And they noted that the 
positive move was due to increased flows into bond-like instruments, while investors remained 
net-sellers of stocks.  
 

 
Overall, sentiment and positioning data remain very supportive of the primary trend higher in 
stocks.  
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Another interesting data point via GS shows that year-to-date equity flows have not followed the 
leg up in the market, which is unusual.  

 
Sentiment Trader notes the following regarding similar past occurrences: 
 

This has been one of the few times in over a decade that the S&P has rallied so strongly 
without a coincident jump in inflows to equity funds. It’s actually one of the few times 
since 1996, but there were rarely outflows prior to the past decade. Inflows have 
increased lately but are still negative over the trailing two months. The table on the next 
page shows the only other times that has happened. 
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Future returns in the S&P were impressive, better than random on every time frame, and 
significantly so over the next two months. But the numbers don’t really tell the whole 
story. While returns were mostly positive through the medium-term, every time except for 
2009, shorter-term gains were erased at some point by a subsequent pullback. This isn’t 
negative per se, but it’s hard to consider it an unconditional positive. 

 
So, bullish, but… expect some up and down chop ahead. Pretty much squares with everything 
else we’re seeing.  
 
The latest liquidity/financial conditions data shows that liquidity is flush in the system and no 
financial stresses are yet rearing their bearish heads.  
 

 
 
 

 
macro-ops.com                                                                                                          6 



 

 
March 10th,  2019 

 

 
 

 

 
macro-ops.com                                                                                                          7 



 

 
March 10th,  2019 

 

And finally, the latest S&P 500 quarterly Y/Y growth estimates show that the consensus is now 
predicting negative EPS growth for the quarter (Q1). Counterintuitively, this is bullish as it gives 
the market a low hurdle to clear.  
 

 
 
So, maybe some more downside ahead. But, probably not much. And the overall environment 
supports the primary trend higher in US markets which means we should use this volatility to 
add to our holdings at opportune times (I’m looking to add more to our FB position soon).  
 
One area I’m looking at is the energy space. Net Spec positioning in WTI is back at 2016 levels 
and has not followed the recent move higher in crude.  
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The chart is also forming a nice bullish wedge pattern.  
 

 
 
If we see the EURUSD bullish scenario (USD bearish) that we outlined above, we could see oil 
rip significantly higher. I’m considering going long the underlying as well as some equities I’ve 
been tracking for a while (DO, RIG, TDW). 
 
We’ll send out a note if/when we do.  
 
That’s all I’ve got for this week!  
 
If you’ve got any questions for us in the meantime, let us know in the Comm Center. Have a 
great week! 
 
Your Macro Operator,  
 
Alex 
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