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CAD and Rabbit Hole #18

This piece is mostly for people who are interested in backtesting

Current Views

290CT 1.1280 EUR call
~30.5 bps off 1.1212 spot

Short 4.95/5.05 USDBRL strangle and
buy 4.80/5.20 to protect. Max gain is
what you receive: ~1.65% off 4.98 spot.
Max loss is 1.35%  05NOV expiry

Took off the 4.95 put 160CT to turn it into
a long BRL trade.

Short USDCAD @ 1.4238
Stop loss was 1.4327 now 1.4267
Take profit 1.4011/21 area

There are 19 Springfields in the
United States (minimum
population 1,000).

This is the shortest path you can
take if you want to drive to all of

them.

8,653 miles, 165 hours.
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Canada

The move in Canadian rates has been fast and furious and another bearish data
point for CAD (slightly weaker CPI) has been rejected. Macklem's weekend
statements seem to be paving the way for a rate hike at the end of October, but it's
worth keeping in mind that he doesn’'t mind a little surprise here and there. As this
hike goes from not really priced to almost fully priced (and the date nears), the
risk/reward in USDCAD gets substantially worse. | will be looking to take profit near
1.4000 because | don't think it's quite the layup the market is making it out to be.

It's funny because the market Market implied probability of a 25bp hike at the
X October Bank of Canada meeting
was priced for less than 50% | e zmoussm o
chance of a hike and only 2 out

80%

of 23 economists were calling
for a hike. But after Macklem's | **
weekend commentary, BMO, | s
National Bank, and Laurentian | ,,,
all moved to a hike yesterday
and the pricing did this:
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Source: Bloomberg (WIRP), Spectra Markets

Bank strategists are sometimes forced into nowcasting instead of forecasting when
central bankers signal something and the risk of looking stupid becomes too big to
ignore. It's an odd setup for the Bank of Canada with headline above forecast and
core below. This is not unlike the situation in the U.S. where some measures of
inflation are hot (CPI and PPI) while trimmed measures are not.

Headline CPI overshoots the BoC forecast; core undershoots
Y7y %, monthly, Jan - Sep 2026, vs BoC July 2026 MPR quarterly projections
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While we are no longer in secular stagnation and thus comparisons to that period are fraught with danger—note
that the three other times we had a big headline vs. core divergence like this in Canada (2011, 2018, 2020) headline
collapsed back towards core. | suspect this time could be different.

As mentioned, | fear the market is getting a bit too hawked-up here in CAD and that provides a potential
opportunity to take some profit. | will cover my USDCAD short between 1.4011 and 1.4021 and be happy. | was
only risking 90 pips, so a 220-pip profit is perfectly reasonable.

Rabbit Hole #18: The most bearish backtest ever

12-minute read - feel free to forward this piece

A reader and ex-colleague of mine sent me something last week that piqued my interest so | decided to have a
peek. He mentioned that a few veteran traders he knows watch a particular planetary setup, Mercury in
retrograde, and he looked at what happens when Mercury and Venus are retrograde at the same time. That
doesn't happen very often and when it does, it only lasts a few weeks. And during those periods, the stock market
performs extremely (extremely) badly.

With Mercury and Venus in retrograde from October 24 to November 13, | figured | would have a look. Sure, it
sounds a bit outlandish, but humans are not rational and | believe there's more to the world than science can
explain. Markets are full of stuff nobody fully understands. And there is documented evidence that mood

My friend said in his email that since 1975, SPX has returned minus 21% annualized during the Mercury/Venus
overlap windows versus +9.5% the rest of the time. Since 2000, the Mercury/Venus window returned minus 65%
annualized!! As regular readers know, bearish backtests that actually work on SPX are hard to find because SPX
mostly goes up. So, | ran the backtest myself and got the same numbers. It works on Nasdaq too.

Here's the cleanest way to see it.
Split SPX into two buckets: days
when Mercury and Venus are both
retrograde (I will call this MVR +10.1

20 +9.5 +9.4 +9.9 7.1
from now on), and all other days.
Then, | tried different start dates 0
to see if it stayed robust. .
-20.8 -20.9
However you slice it, the MVR days

S&P 500 during simultaneous Mercury-Venus retrogrades

Annualised price return (%), by start year of the test, to 16 Oct 2026

+16.6

-40 -39.5
lose a lot of money and the rest of
the days make money. If you start | ., omm Al other days =
) . 0 .
in 1975, it's minus 21% annualized BEm Mercury and Venus both retrograde -64.7 66.0
during MVR and plus 9.5% the rest | —go 1077 . 1090 1005 5000 020
of the time. If you startin 1995, it's
-58.1% vs +9.9%. etc Source: Bloomberg (SPX Index), PyEphem (VSOP87), Spectra Markets
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The signal gets stronger as you move to the more recent data, which could be encouraging. Here's every one of
the windows since 1975, one bar each, with the averages split out on the right. This avoids annualizing, which
can sometimes be a trick to make small numbers appear larger.

The average window lost 0.8%. A . . .

normal 10-day stretch outside the Every simultaneous retrograde window since 1977

windows gained 0.3%. And just to SSPXchamge per window (%), notannual::!d;(d)=trad|ngdays.*AHotherdays,same107day|emgth
reiterate—it's rare to find bearish ., B I o s, e

windows like this in a series I|k§ 'Fhe A . - m Bm ] 03
S&P 500 that has gone up a zillion I = o I [ | [ | E I -
percent. And this is not just one | £ %53 e 20| |20

lucky year. The overlap windows -5 e -49

caught the start of the 2022 bear

market in January and the -10 oyt
Liberation Day crash in April 2025. = 5 5 5 3 5 5 55 3 3 535535 3 35 5 35 @ 1,
Since 2000, SPX fell in four of the five ez c2cic 22 2ok
windows. Exciting stuff. But like, why oy % °%° % E_ 8 % % 8 z F: L3I g § gﬂ q & %
would this be a thing? | Googled the <25 =vwg2358F=02 T8 32
aStrO|Ogyr and some Of the MVR Source: Bloomberg (SPX Index), PyEphem (VSOP87), Spectra Markets .:E

features are, like:

Mercury and Venus are "inferior" planets that orbit between Earth and the Sun. When they appear to
move backward in the sky (an optical illusion caused by Earth passing or being passed in orbit), their
retrogrades bring distinct themes of introspection, review, and recalibration.

Introspection, review, and recalibration could be code words for bearish re-evaluation of overheated markets,
maybe. But is it real? When there is not a super logical explanation for a sexy backtest like this, | need to keep
digging. | always prefer effects like month-end USD moves, where you can explain the movement logically
because you know the persistent flow pattern that drives it. Here, the causality (MVR impacts human mood?) is
not very clear so | need to keep questioning the data.

Next, | created a trading strategy where

you own SPX all the time. but ﬂip short $100 in SPX vs short-the-overlap strategy

Growth of $100, log scale, price only, Jan 1975 - 16 Oct 2026; shading = simultaneous retrograde

whenever Mercury and Venus are both | #0900 ($15.314]
retrograde. The short covers 184 trading | #1999 _ | ;s spx, short during Mercury-Venus overlap

days since 1975, about 1.4% of the time. | $5.000
$100 in buy-and-hold in January 1975 is
worth $11,151 today (price only, no
dividends). The MVR strategy turns it into
$15,314, or 10.2% a year vs 9.5%. But
when you chart it, it's not as exciting as
the data makes it sound. Charting a 100
strategy can often reveal undesirable
features of that strategy.
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Source: Bloomberg (SPX Index), PyEphem (VSOP87), Spectra Markets

Hmm, look at the chart. The two lines track each other for 25 years. All the outperformance comes after 2020.
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Next, | added back the history the initial backtest left out. Our SPX data goes back to 1928, so here are the same
windows going all the way back to 1934. This is a quick way to get some out of sample data to compare to the
1975 to now sample we used before. A quick eyeball suggests the out of sample results are not as impressive.

Here's the catch: Mercury and Venus
aren't the only pair astrologers watch.
And this is the key here. We have the
results of the MVR trade but hidden in
plain sight is the fact that there are many,
many other planetary combinations that
might have been tried before the Mercury
+Venus retrograde combo finally worked.

One of the trickiest things in handling
data is trying to figure out what data you
are not seeing. What is the missing data
that might be influencing the result?
explains the concept of missing data and
why and how it's so nefarious and tricky.

Every simultaneous Mercury-Venus retrograde since 1934

S&P 500 price change over each window (%), not annualised; (d) = trading days in window
1934-1959: left out of the email 1977-2025: the sample in the email
o
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Survivors and incomplete samples
People don’t always think about whether their sample is complete or biased

In World War 2, the US Navy wanted to reduce the number of its fighter planes being shot down and wanted to
add armor at various points to reinforce the fighters. Armor increases a plane’s weight and makes it less efficient,
so you need to be selective about where to put armor. The statisticians in the wartime Statistical Research Group
received a diagram showing data something like this:

Distribution of bullet holes in damaged US fighter planes



https://amzn.to/3rngGo3
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The intuitive or obvious answer is to reinforce the areas that are getting hit by enemy fire. The wings, fuselage,
and tail look like natural places to add armor since they get shot up the most.

But legendary mathematician Abraham Wald ignored the intuitive answer and thought more deeply. He thought
to ask: "Why are there so many holes in the fuselage and wings, but no bullet holes in the engines?"

This is like asking: why are there so many ER patients with gunshot wounds to the arm but so few with gunshot
wounds to the heart, even though both sections of the human body are in a similar area? The answer, of course,
is that the planes that got shot in the engine went down and were destroyed, so they couldn't be examined.
There are no bullet holes in the engines of the planes that return to base because the planes that are shot in the
engine don't make it back to base. Victims shot in the heart don't make it to the ER.

Survivorship bias is the phenomenon where we evaluate a sample (say planes returning from battle or mutual
funds) and then draw conclusions based on that sample without considering all the parts of the sample that did
not survive. We look at planes that returned to base without considering the ones that got shot down. We look
at performance of existing mutual funds without considering all the ones that went out of business. This is
another way we misinterpret data.

Here's one way this applies to trading. A friend of yours shows you a specific strategy that earned 1105% returns
last month. Your first reaction might be “Wow, tell me more!” When really your first reaction should be: "What
other strategies did you test before coming up with this one?"

When analyzing data, look for missing evidence.

This is a common trick in the sports gambling industry. Say the Tigers are playing the Bears tonight. You send
10,000 e-mails out to new prospects. 5000 of the e-mails read: “Attention subscribers; OUR GOLD STAR,
GUARANTEED PICK TONIGHT IS: TIGERS TO WIN!" and 5000 say: “Attention subscribers: OUR GOLD STAR,
GUARANTEED PICK TONIGHT IS: BEARS TO WIN!" Then, they wait to see who wins. Let's say it's the Tigers.

The next game is Lions vs. Panthers. The marketer now takes the list of 5,000 e-mails that received the correct
Tigers pick e-mail and splits those into two groups of 2,500. Half the e-mails predict the Lions and half predict
the Panthers. They do this twice more and now have a list of 625 people that just received FOUR STRAIGHT GOLD
STAR PICK WINNERS! Then, they call up those 625 prospects (many of whom are suitably impressed—nobody
else had the Panthers to beat the Lions in that game!) and try to close the deal on a $1,200/year subscription to
the GOLD STAR PICK SHEET.

Those bettors that got the four accurate e-mails in a row have to be very smart to think of the hidden evidence
they might be missing. More likely, their emotional desire to win overrides their logical or rational mind and they

hand their credit card number over to the waiting operator.

End of excerpt from Alpha Trader

So going back to our story here, there are 7 planets that can be in retrograde, plus 21 different ways that two
planets in our solar system could be in retrograde at the same time. We are talking about Mercury and Venus,
but what if we test Mars and Saturn, for example? And Mercury on its own? Jupiter and Neptune? Etc.
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Sorry Pluto, you don't count, loser.

Now you have 28 backtests to run. | tested them all on SPX back to 1975. Venus and Mars were never retrograde
together in that time, so that's 27 setups to test. The strongest is our MVR (Mercury and Venus), with a t-stat of
-1.58. Ideally you want a t-stat of two or more to get excited. With 27 tries, you'd expect one or two tests to clear
two by pure chance. Zero did.

So that's data mining in a nutshell. Test enough things and one of them will ook amazing. To measure how much
luck to expect, I ran a shuffle test. I slid the whole planetary calendar forward by a random amount, so the planets
keep their real rhythms but lose any link to real dates. Then | reran all 27 setups, 1,000 times.

Pure luck finds a "Mercury + Venus" three times out of four
1,000 shuffled planetary calendars tested on SPX daily returns, Jan 1975 - Oct 2026
1
1
Mercury + Venus : 75% of fake calendars
20 t=1.58 produce a pair at least
: this extreme
:
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Most extreme |t-stat| among the 27 pairs
Source: Bloomberg (SPX Index), PyEphem (VSOP87), Spectra Markets oo

In 75% of the fake calendars, at least one pair looked as extreme as Mercury + Venus. Random dates pull this off
three times out of four. That tells you how much of the original result could be luck.

This is called the garden of forking paths. When you start a backtest, you walk through a series of decisions. A
series of forks in the path, as it were. Should | pick Mercury alone, or a pair? SPX, Nasdaq or the Nikkei?
Annualized or raw data? Start in 1965, 1975 or 20007 The email from my reader starts in 1975, which ignores 14
windows from 1934 to 1959. Those were net positive. Each choice down the forking path looks harmless, but
when you keep adding them together, you are more likely to find pyrite, not gold.

If you are not familiar with the concept, here's a short garden of forking paths explainer:
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The garden of forking paths is a statistical problem in which researchers make a series of seemingly
reasonable decisions about how to analyze data—what variables to include, which time periods to
examine, how to handle outliers, and which relationships to test—but those decisions are influenced,
consciously or unconsciously, by the results they see along the way.

Even without deliberately cherry-picking results, researchers can end up with statistically significant
findings that are largely products of chance, because countless alternative analytical paths were available.

Paths, which explores the idea of multiple branching realities.

In financial backtesting, the problem is especially dangerous: a trader can test different indicators,
lookback periods, entry rules, and stop-loss levels until a compelling historical Sharpe ratio emerges,
without realizing that the apparent edge may simply be the lucky survivor of hundreds of possible
strategies. The crucial insight is that you don't have to consciously data-mine to produce a data-mined
result.

The best way to check for luck is to test data nobody looked at when the pattern was found (i.e., out of sample
data). Our SPX history runs back to 1928, so | took the two standout pairs (MVR and the most bullish pair, Venus
plus Saturn) and checked the out of sample data.

Mercury + Venus was 12.8bp a day worse than other days from 1975 onward. Before 1975 it was 3.7bp a day
better. Venus + Saturn was 9.9bp a day better from 1975. Before 1975 the edge was 1.4bp, with a t-stat of 0.19.
It's noise.

Both standout results vanish out of sample

SPX avg daily return on overlap days minus all other days in the same period, basis points

M Period where the pattern was found +9.9

10 B Earlier period nobody looked at

5 +3.7
>
o
°
5 O
o
g
-5
=10
15 -12.8
Mercury + Venus Venus + Saturn
1977-2026 vs 1928-1976 1975-2026 vs 1928-1974
Source: Bloomberg (SPX Index), PyEphem (VSOP87), Spectra Markets o

When you test a bunch of stuff, the most extreme results are the most likely to be flukes, and flukes shrink back
toward average when you give them new data. Both of these shrank. When you are presented with a backtest,
one of the most important questions you need to ask is: What data was omitted from this test? In this case, lots
of data! Especially the fact that there are 27 planet and retrograde setups that one might test if one were looking
for cool or spooky Halloween bear treats!


https://sites.stat.columbia.edu/gelman/research/unpublished/forking.pdf
https://richmond.la.utexas.edu/wp-content/uploads/2015/09/22_Nov-18-Borges-2871-2881.pdf
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To show how easy it is to
manufacture a signal like this, |
split every SPX day since 1928
by moon phase (8 phases), day
of the week (5) and month (12).
That's 480 combinations. Then
| searched 1928 to 1999 for the
best time to be long stocks. The
winner: Thursdays in July when
the moon is waning gibbous.
From 1928 to 1999, SPX
averaged +39bp on those days.
That's 16 times a normal day,
with a t-stat of 3.67.

Peer review that, suckah!

The Moon trade: a beautiful backtest
Growth of $100, long SPX only on waning gibbous Thursdays in July, cash otherwise, 1928 - 1999

$116 41 trades, +39bp per trade
t-stat 3.67

$114
$112
$110
$108
$106
$104

$102

$100
1930 1940 1950 1960 1970 1980 1990

Source: Bloomberg (SPX Index), astronomical ephemeris, Spectra Markets

$117

Then | ran it on 2000 to 2026, the out of sample bit.

$135
$130 480 combinations
$125
$120
$115
$110
$105
$100

$951 930 1940

1928-1999: found by searching

Source: Bloomberg (SPX Index), astronomical ephemeris, Spectra Markets .

The Moon trade: waning gibbous Thursdays in July
Growth of $100, long SPX only on those days, in cash otherwise, price only, 1928 - Oct 2026

2000-2026: never
looked at

$117

$117

1950 1960 1970 1980 1990 2000 2010 2020

$100 grows to $117 by 1999. It's still $117 today. The 17 trades since 2000 averaged —-3.8bp.

The first principle is that you must not fool yourself—

and you are the easiest person to fool

- Richard Feynman

None of this is specific to astrology. Switch "Mercury is in retrograde" for "the third Friday after an FOMC" or
"when the VIX term structure inverts" and the same traps often apply. Before you trust a backtest, think about

the following:
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1. Did I have a hypothesis going in, and | really want that hypothesis to be true? If you torture data hard
enough, it will eventually confess.

2. Countyour tries. Ask how many ideas, assets, start dates and settings were tested before this one showed
up. One result from 27 attempts needs a far higher bar than one result from one attempt.

3. Look at raw returns, not annualized. Annualizing a small sample turns two bad months into a disaster
year. Check the total move and the number of days behind it.

4. Test data that nobody looked at. Earlier history, a different market, or the future. If the effect is real, it
should show up there too.

5. Run a shuffle test. Randomize the dates and see how often luck matches your result. It gives you an idea
how often luck alone produces something this good. This is similar to running variance simulations on your
trading. It gives you an idea of what variation lies beneath the underlying data you're playing with.

6. Be suspicious of start dates. If the backtest starts in 1975 and the data goes back to 1928, ask why.

7. Explain the mechanism. Retrograde is the apparent backward motion of a planet against the stars,
caused by the relative orbital movements of Earth and that planet. That doesn't rule out the possibility
there is an effect. But with no clear mechanism, the data has to make the whole case on its own. | will
tolerate smaller sample sizes if the underlying mechanism driving the output is easy to see and/or explain.

Big thanks to the reader who sent this in. It's a good example of how backtests can be super convincing. My gut
reaction initially was not skepticism, it was: WHOA! This scenario has many of the spiciest ingredients you need
to make a backtest look better than it is: a small sample, annualized returns, driven by two crashes, found inside
a big search, with an inconvenient chunk of history left out.

That doesn't mean the idea is silly. Science doesn't know everything! I'm just saying this particular dataset can't
tell a real effect from luck. The next simultaneous window for Mercury and Venus in retrograde runs from 240CT

to 13NQV, about 15 trading days right through Halloween. If SPX falls, | guess you were warned?

.1 bha ha kekekkke jajjajaj FRIG"A 555

good luck 1l be nimble
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EVERY SPRINGFIELD, ONE LOOP 8,653 165h 19

The shortest round-trip driving route through all 19 U.S. communities named Springfield with 1,000+ residents (2020 Census) DRIVING MILES AT THE WHEEL STATES
MILE LOG

. I .M

1 MAtoNH 128 2:43

2 NHtoVT 40 1:03
Spriegfield. NH 3 VItoNY 155 3:51 324
Springfield, VT 4 NYtoM 657 12:49 180

@__sgrmqn.m OR o
Pob, 61,851 5 Mtow 329 6:27 1,309
Springtield M Springfield, NY 20139
o Springfield, Wi s 6  WitoMN 331 6:26 1,640
.25 | Springfield, MI. 14-150 198
7 MNto SD 240 451 1,880
Springtield, SD (5 20 US 81 US 7
= A2 s 8  SDtoNE 196 4:03
Springtield, I ‘Springfield, OH Springfield, MA
pop:114.394 9  NE to OR 1,655 28:58
Springfield, NE <) s
Dor Springtield, VA
o, 10 OR to CO 1.500 27:04 5.231
Springfield, KY
o 11 €O to MO 553 1129 84
Springfield, MO >

Springfield, CO P Lty Springfield, TN 1z Mo 1 "f 312 32
13 ILto OH 335 6:29 6,431

@ Springfield, GA 14 OH to KY 209 4:09

15 KYto TN 158 3:00

16 TN to FL 492 9:38

Springfield, FL 17 FLto GA 410 7:56

18 GAto VA 575 10:32

e Driving route (OpenStreetMap road network) o 20 500 mi 15 VAt MA . v

L e —
O @ stopin visiting order filled = start & finish JTP 195 49
Total loop 8,653 165:25
a i

There are 19 Springfields in the United States (minimum population 1,000, using 2020 census data).
This is the shortest path you can take to drive to all of them.
8,653 miles, 165 hours of driving.

Calculating this optimal path is fiendishly complicated and is known as the Traveling Salesman Problem.
The Traveling Salesman Problem is one of the most famous problems in mathematics and computer science. It's
classified as NP-hard, meaning there is no known algorithm that solves every instance efficiently as the number

of places grows. In this instance, | used the Held-Karp method, which uses dynamic programming instead of
checking every route individually. There are 3.2 quadrillion (that is 18!/2) distinct ways of starting somewhere,

visiting each of the 19 places exactly once, and returning to the start.

Calculating the routes one-by-one would not have been very fun.

HT CnD
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Markets and Trading Commentary Disclaimer

This material has been provided by Spectra Markets, LLC (“Spectra Markets"). This material is confidential and therefore
intended for your sole use. You may not reproduce, distribute, or transmit this material or any portion thereof to anyone
without prior written permission from Spectra Markets.

This material is solely for informational and discussion purposes only. Spectra Markets is not a registered investment advisor
or commodity trading advisor. This material should not be viewed as a current or past recommendation or an offer to sell or
the solicitation to enter into a particular position or adopt a particular investment strategy. Spectra Markets does not provide,
and has not provided, any investment advice or personal recommendation to you in relation to any transaction described in
this material. Accordingly, Spectra Markets is under no obligation to, and shall not, determine the suitability for you of any
transaction described in this material.

To be clear: Your individual circumstances have not been assessed. You must determine, on your own behalf or through
independent professional advice, the merits, terms, conditions, risks, and consequences of any transactions described in this
material. Securities described in this material may not be eligible for sale in all jurisdictions or to certain categories of investors.
This material may also contain information regarding derivatives and other complex financial products. Do not invest in such
products unless you fully understand and are willing to assume the risks associated with such products. Neither Spectra
Markets nor any of its directors, officers, employees, representatives, or agents, accept any liability whatsoever for any direct,
indirect, or consequential losses (in contract, tort or otherwise) arising from the use of this material or reliance on information
contained herein, to the fullest extent allowed by law.

The opinions expressed in this material represent the current, good faith views of the author at the time of publication. Any
information contained in this material is not and should not be regarded as investment research or derivatives research as
determined by the U.S. Securities and Exchange Commission (“SEC”), the U.S. Commodity Futures Trading Commission
(“CFTC"), the Financial Industry Regulatory Authority (“FINRA”), the National Futures Association (“NFA") or any other relevant
regulatory body. The author is currently employed at a trading desk. The opinions may not be objective or independent of the
interests of the author. Additionally, the author may have consulted with various trading desks while preparing this material
and a trading desk may have accumulated positions in the financial instruments or related derivatives products that are the
subject of this material.

Spectra Markets does not guarantee the accuracy, adequacy or completeness of the information presented in this material.
Past performance and simulation data do not necessarily indicate future performance. Predictions, opinions, and other
information contained in this material are subject to change continually and without notice of any kind and may no longer be
true after the date indicated. Any forward-looking statements speak only as of the date they are made, and Spectra Markets
assumes no duty to and does not undertake to update forward-looking statements. Forward-looking statements are subject
to numerous assumptions, risks, and uncertainties, which change over time. Actual results could differ materially from those
anticipated in forward-looking statements. The value of any investment may also fluctuate as a result of market changes.

Spectra Markets is affiliated with Spectra FX Solutions LLC, an introducing broker that is registered with the NFA; Spectra FX
Solutions LLP, which is a registered entity with the U.K.'s Financial Conduct Authority; and SpectrAxe, Inc., a swap execution
facility that is registered with the CFTC. The disclosures for Spectra FX Solutions LLC and Spectra FX Solutions LLP related to
the separate businesses of Spectra FX can be found at spectrafx dotcom.

11



