
 

ONE MARKET PLAZA  STEUART TOWER  SUITE 2600 
SAN FRANCISCO  CALIFORNIA  94105 

WWW.HONTEINV.COM 
415.801.4250  CONTACT@HONTEINV.COM 

 

 

 

MacroVoices: Reference Matterials 
Alex Gurevich, PhD 
July 2019 

 
 
Excerpts from “The Next Perfect Trade: A Magic Sword of Necessity” 
 
Chapter 11, Pages 98-101 
One of the things they teach in the beginning class on logic is the meaning of implication. “Every salmon is a fish, 
but not every fish is a salmon.” In other words, being a salmon implies being a fish, but being a fish does not imply 
being a salmon. Conversely, not being a fish implies not being a salmon, but not being a salmon does not imply 
not being a fish. And yet another way to express this: being a salmon is sufficient for being a fish, but being a fish 
is necessary for being a salmon. 
  
All of the above are equivalent variations of the same logical statement: 

 
salmon >>>>implies>>>> fish 

 
Given a random animal you would rather bet on it being a fish than on it specifically being a salmon.  As with the 
basketball example, we would rather bet on a broader class of events. 

 
winning >>>>implies>>>> not losing by more than 10 points 

 
This seems fairly straight forward; but on the abstract level, the conclusion is not so intuitive. If 
 

A >>>>implies>>>> B,  
then A is the sufficient, and B is the necessary, and B is the dominant trade. 

 
Let’s consider two macro trades of 2014. Both were related to expressing the idea that the US economy was 
doing well, and the job growth was picking up. 

A. Short the front end of the US interest rate curve. Many people (including the consensus of the Fed Reserve 
governors), believed that the path of tightening the market had priced in was too benign. 

B. Short Euro vs. Dollar. With divergent economics and central bank policies, some economists were calling 
for Euro to go down to parity within three years. 

 
You might guess which I thought was a better trade given that I previously recommended avoiding shorting the 
US interest rates markets.  We also know what happened. (Both trades win if the corresponding line goes down.) 
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Original Chart, 2014 

 
 
Updated Chart Using ED6 vs EUR, 2014 to Present 

 
 
But let’s set aside retroactive thinking and go over scenarios. 
 
Despite its lack of success, Position A might have had a positive expectation — a fact I don’t dare or care to 
dispute.  
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On the other hand, it was reasonable to assume that if the Fed had tightened at a faster pace than anticipated 
by the market, the dollar was likely to outperform the euro.  
 
Thus, 

A >>>>implied>>>> B 
 
On occasion, the logical implication works both ways, making the two statements equivalent. Let’s check if  
 

B >>>>implies>>>> A 
 

Did lower euro imply higher US interest rates? I didn’t think so. And Fig 11.1 confirms my assumption: the dollar 
dramatically outperformed the euro without the benefit of higher-than-projected US interest rates. 
 
It is important to understand that the assumptions above are not permanent, but rather a function of an 
economic environment. In particular, this logic was predicated on the fact that European interest rates were not 
at all likely to go up, given the dramatically-below-target inflation.  
 
I am confident that in 2014 most experts would have agreed with this line of reasoning. Then they would have to 
admit that B (long dollar) was a strictly dominant trade. Which in turn meant that everyone short the US interest 
rates market in 2014 was in a strictly dominated inferior trade.  
 
This logic can be taken further. We have discussed how 10-year notes yielding 3% and funding at 0% at the 
beginning of 2014 were offering an extremely lucrative carry. It was reasonable to assume that it was difficult to 
make money being short, unless the Fed started to raise rates. 
 
So if you were to consider three trades: 
A. Short short-end interest rates 
B. Long US dollar 
C. Short 10-year notes 
 
You get: 

C >>>>implies>>>> A >>>>implies>>>> B 
 
Thus Trade C was the most inferior one and Trade B, the most superior. It is worth reiterating here that I am not 
calling everyone who got involved in Trade C in 2014 incompetent. On that one particular year, my strategy and 
understanding gave me an enormous advantage; but on a different year, others might have shined. 
 
I have been fortunate to intuitively follow these logical implication lines from early on in my career, but my first 
attempts to explain this approach lacked clarity.  Only in the process of writing this book was I able to identify 
the source of consternation. Our common sense associates implication with causality. (I have no such problem, 
because as a former mathematician, I am not burdened with common sense.) 
 
Saying A causes B, is very different than saying A implies B. To arrive at a logical implication we have to be more 
precise.  “A is sufficient to cause B” signifies “A implies B.” But “A is necessary to cause B,” leads to the opposite 
direction of implication. 
 
Let’s analyze our A-B-C example in this light. 
 
As we have said before from an economic perspective, it was easy to assume that higher short-term interest rates 
in the USA would be sufficient to cause a stronger dollar in 2014. My deduction also was that this economic 
causality, while sufficient, was not necessary. 
 
Given that Japan was in the middle of ramping up their QE program and Europe was only about to start one, it 
turned out that all the Fed had to do to allow the dollar to rally was to stop actively debasing it. 
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So in this case, the logic went in the intuitive direction: 

 
Higher short-term rates <<<<economic cause of>>>> stronger dollar and 

 
Higher short-term rates >>>>imply>>>> stronger dollar 

 
In the relationship between A and C, the causality also starts with A: Higher short-term rates <<<<cause>>>> 
higher 10-year yields. But this causality is necessary, rather than sufficient. As I have explained earlier, I deemed 
aggressive tightening to be necessary to cause higher yields in the long end. However, the analysis of historical 
yield curve patterns shows that rate hikes are not sufficient to cause long-dated Treasuries to sell off. 
 
Hence, 

A <<<<causes>>>> C 
but 

C >>>>implies>>>> A 
 
 
 
 

 

Chapter 15, Pages 141-145 
 

“A perfect trade is a combination of two superior trades, of which neither may fail without the other one 
succeeding.” 

It would have been reasonable to expect that only one of them would perform, while the other meandered, but 
the amazing power of concurrent necessity delivered on both sides beyond the wildest dream. 

On any given day, or month, or even year a trade may be profitable based on the success of its underlying view. 
But dominant trades make money over a wider range of scenarios. Over a very long horizon, concurrent necessity 
is the vampire that sucks profits out of inferior trades and relentlessly transfers them to dominant strategies.  

I have been continuously looking to replicate and expand the success of my 2002 strategy. I constantly look to 
lock in an undefeatable “grid” of superior trades linked to each other by the relation of dominating each other’s 
respective failures. Such constructions have not always been successful: my logic had not been precise until the 
last few years and even if it were, the assumptions about economic causality and concurrent necessity are just 
that — assumptions. Also, on occasion, like in 2007, the attempt to construct a perfect portfolio led to complexity 
and less liquid trades. 

It took me twelve years to find another truly perfect strategic opportunity. Only in 2014 was I able to repeat and 
surpass my volatility-adjusted performance of 2002. 

You may have already guessed some of my 2014 logic: the opposite of the worst trade ever (short bonds) is not 
necessarily a perfect trade in itself, but it’s a good start. 
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So we had the long bonds trade of 2014 that was an “even if” trade supported by historical pattern. The other 
side of the strategy was the long dollar trade, easiest expressed via short Euro. While the yen had depreciated 
considerably by 2014, the euro was at the cyclical highs. Given the deflation crisis in the eurozone and the 
“whatever it takes” rhetoric from the central bank, weaker euro was a no-brainer. 

 

So short Euro was a great “even if’ trade based on the pattern that if a central bank wants to weaken their own 
currency, they usually have tools to succeed. Also from the perspective of a positive view on the US growth, the 
broader long dollar was dominant with respect to betting on rising rates. 

On the other hand, going long bonds was clearly a dominant bet on weaker growth, with respect to betting on 
a weaker dollar. Indeed, if weaker domestic economic data were to start undermining the dollar, lower rates 
would have been a concurrent necessity. Meanwhile the opposite is not at all true: weaker dollar was not at all 
a necessity with respect to lower rates and weaker growth in the USA.  

Let’s review the 2014 portfolio: 

Trade A: Long bond futures: 

 Aligned with a multi-decade secular trend 
 Positive carry 
 Aligned with terminal value 
 An “even if” trade according to the historical pattern 

Trade B: Short EURUSD 

 Positive carry  
 Aligned with valuation 
 Aligned with positive growth outlook 
 An “even if” trade based on the historical pattern of central bank policies 

Trade A is dominant with respect to B (the opposite of B) and B is dominant with respect to A.  Both trades were 
simple, liquid and infinitely scalable. 

We had a perfect trade! 

And, as it had happened in 2002, the power of concurrent necessity drove the profitability beyond the boldest 
expectations. US job growth made a strong showing in 2014, and the stock market continued upwards. The dollar 
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rallied broadly (with Euro being one of the worst performing currencies). At the same the bonds staged an 
enormous rally. 

 

 

I would like now to loop back to something I said earlier: 

Concurrency is everything. 

Any trade, good or bad, can be made profitable with fortuitous timing. Yet, I don’t rely on my ability to time 
market or economic events consistently. For example, my first attempts to time the Fed raising interest rates in 
2010-2011 failed miserably. And it was back then, when I was still only in the USDJPY trade, I realized that instead 
of trying to guess the timing, I had to understand the concurrency. 

It didn’t matter to me when the Fed actually hiked, because by then the strengthening of the dollar would have 
been a necessity. And for a long as the Fed didn’t hike, I could make money by earning carry on being long 
interest rate products. To reiterate, the beauty of it was that I could keep earning the carry indefinitely and still 
earn the full benefit whenever the rates outlook shifted. 

By 2014, this general philosophical understanding morphed into the second perfect trade of my career. In the 
very first chapter of this book, I have referred to the fact that 2014 was a difficult year even for some macro 
traders with exceptional experience and credentials.  During that year, as in 2002, I have reached dramatic 
outperformance not through having a superior economic view, but by utilizing very reasonable assumptions to 
construct a superior portfolio. 

Diverse individual investment styles accord advantages in varying market environments, so it only makes sense 
that different traders find different years to be most profitable. But I am convinced that any experienced macro 
trader presented with the system of arguments outlined in this book would at the very least have avoided being 
caught short bonds in 2014. And if that is so, what I am sharing offers value in augmenting long-term portfolio 
success. 

It is important to understand that the logic of concurrency and dominance on the intuitive level is not unfamiliar 
to most elite traders. Many speak of the most efficient (dominant, superior?) way to express a given view. But 
without spelling out the logic of concurrent necessity, it is possible to overlook the trap of an inferior trade. Writing 
this book is helping me, above all else, to maintain this intellectual rigor. 
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It is 2015. The market levels have shifted, and a lot of value has been realized; the long dollar/long bonds strategy 
still looks promising, but no longer satisfies the “perfect trade criteria.”  I am contemplating strategies, based on 
more than two positions, all interlocked in the relationships of superiority and dominance. But as I have learned 
over years, as you add more components, it is harder to retain simplicity and guard against the “idiot factor.” 

There are many superior trades and strategies and many ways to make money. But whatever I do, I want to leave 
some chips on the table for the moment I discover   

the next perfect trade 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
ABOUT US 
HonTe Advisors, LLC is an SF-based global macro investment firm that focuses on thematic, multi-asset class 
investing across developed and emerging markets. Our passion for constructing superior portfolios that create 
orthogonal revenue streams to traditional assets, such as equities, drives our approach. By employing formal logic 
to a disciplined trade selection process, we seek to capitalize on mispriced assets globally.   
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DISCLAIMERS 

GENERAL  

This purpose of this document is to provide you with information regarding HonTe Advisors LLC (“HonTe Advisors”) and is not an offer to sell 
or a solicitation of an offer to buy any security, future or other financial product or instrument. This document is provided for informational 
purposes only and should not be construed a recommendation that any particular investment, portfolio of investments, transaction, or 
investment strategy is suitable for you or any other specific person. It is incumbent that you consult your legal, tax and/or similar professionals 
and consider whether HonTe Advisors’ CTA platform is suitable for you in light of your financial condition and risk tolerance. Managed 
accounts of HonTe Advisors are offered to select clients only by means of a complete Trading Advisory Agreement, and securities of OASIS 
HonTe, LLC and of the segregated account of RJ OASIS (Bermuda) Limited, managed by HonTe Advisors (the “Funds”), are offered to 
selected investors only by means of a complete offering memorandum and related subscription materials, which contain significant 
additional information about the terms of an investment in the Funds. Any decision to make an investment with HonTe Advisors must be 
based solely upon the information set forth in such documents, regardless of any information you may have been otherwise furnished, 
including this letter. 

The information in this document was prepared by HonTe Advisors and any information obtained from outside sources is believed to be 
reliable. HonTe Advisors makes no representation as to the accuracy or completeness of information obtained from outside sources. ALL 
STATEMENTS IN THIS DOCUMENT ARE THE OPINIONS OF HONTE ADVISORS, UNLESS OTHERWISE SPECIFIED. 

This document has been provided to you by HonTe Advisors and is intended solely for your use. This document is provided solely to existing 
clients of HonTe Advisors and to prospective clients in response to their unsolicited request for past specific recommendations. This document 
is strictly confidential and may not be reproduced or redistributed in whole or in part nor may its contents be disclosed to any other person 
without the express consent of HonTe Advisors.  

RISK OF INVESTMENTS  

An investment in any strategy involves a high degree of risk, including total loss of principal. There is no guarantee that the investment 
objective will be achieved. Past performance of these strategies is not necessarily indicative of future results. There is the possibility of loss 
and all investment involves risk including the loss of principal.  

INFORMATION SUBJECT TO CHANGE  

The description herein of the approach of HonTe Advisors and the targeted characteristics of its strategies and investments is based on 
current expectations and should not be considered definitive or a guarantee that the approaches, strategies, and investment portfolio will, 
in fact, possess these characteristics. In addition, opinions, estimates and projections in this document constitute the current judgment of 
HonTe Advisors and are subject to change without notice. HonTe Advisors has no obligation to update, modify or amend this document, or 
to otherwise notify you, if any matter stated herein changes or subsequently becomes inaccurate.  

Additionally, any projections, forecasts and estimates contained in this document are necessarily speculative in nature and are based upon 
certain assumptions. In addition, matters they describe are subject to known (and unknown) risks, uncertainties and other unpredictable 
factors. Past performance is not necessarily indicative of future results, many of which are beyond HonTe Advisors’ control. No representations 
or warranties are made as to the accuracy of such forward-looking statements. It can be expected that some or all of such forward-looking 
assumptions will not materialize or will vary significantly from actual results. Accordingly, any projections are only estimates and actual results 
will differ and may vary substantially from the projections or estimates shown. This document should not be construed as a recommendation 
of any particular investment, strategy or investment product. There is the possibility of loss and all investment involves risk including the loss 
of principal.  

GRAPHS/CHARTS 

The graphs, charts and other visual aids are provided for informational purposes only. None of these graphs, charts or visual aids can in and 
of themselves be used to make investment decisions. No representation is made that these will assist any person in making investment 
decisions and no graph, chart or other visual aid can capture all factors and variables required in making such decisions.  

RISK DISCLOSURE STATEMENT  

The risk of loss in trading commodities can be substantial. You should therefore carefully consider whether such trading is suitable for you in 
light of your financial condition. In considering whether to trade or to authorize someone else to trade for you, you should be aware of the 
following:  

If you purchase a commodity option, you may sustain a total loss of the premium and of all transaction costs. If you purchase or sell a 
commodity future or sell a commodity option, you may sustain a total loss of the initial margin funds and additional funds that you deposit 
with your broker to establish or maintain your position. If the market moves against your position, you may be called upon by your broker to 
deposit a substantial amount of additional margin funds, on short notice, in order to maintain your position. If you do not provide the 
requested funds within the prescribed time, your position may be liquidated at a loss, and you will be liable for any resulting deficit in your 
account.  
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Under certain market conditions, you may find it difficult or impossible to liquidate a position. This can occur, for example, when the market 
makes a “limit move.”  

The placement of contingent orders by you or your trading advisor, such as a “stop-loss” or “stop-limit” order, will not necessarily limit your 
losses to the intended amounts, since market conditions may make it impossible to execute such orders.  

A “spread” position may not be less risky than a simple “long” or “short” position.  

The high degree of leverage that is often obtainable in commodity trading can work against you as well as for you. The use of leverage can 
lead to large losses as well as gains.  

In some cases, managed commodity accounts are subject to substantial charges for management and advisory fees. It may be necessary 
for those accounts that are subject to these charges to make substantial trading profits to avoid depletion or exhaustion of their assets.  

You should also be aware that the commodity trading advisor may engage in trading foreign futures or options contracts. Transactions on 
markets located outside the united states, including markets formally linked to a united states market, may be subject to regulations, which 
offer different or diminished protection. Further, united states regulatory authorities may be unable to compel the enforcement of the rules 
of regulatory authorities or markets in non-united states jurisdictions where your transactions may be affected. Before you trade you should 
inquire about any rules relevant to your particular contemplated transactions and ask the firm with which you intend to trade for details 
about the types of redress available in both your local and other relevant jurisdictions.  

The commodity trading advisor is prohibited by law from accepting funds in the trading advisor’s name from a client for trading commodity 
interests. You must place all funds for trading in this trading program directly with a futures commission merchant or retail foreign exchange 
dealer, as applicable.  

Pursuant to an exemption from the commodity futures trading commission (“CFTC”) regulation 4.7. in connection with accounts of qualified 
eligible persons, the information presented in this document is not required to be, and has not been, filed with the CFTC. Consequently, the 
CFTC has not reviewed or approved any information presented in this document and has not passed upon the merits of participating in the 
trading program(s).  
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