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Analysis: The difference in EUR/USD and USD/CAD implied volatility is now at extreme levels, never seen before. Three month
EUR/USD implied vols now trade at a discount of around 1.7 vols to USD/CAD (see blue line, left chart). While the front end of the
volatility curve is more susceptible to wild gyrations, the 1-year spread is also at a record of -0.70 vols (see pink line, left chart). The
right hand chart shows the actual 3-month implied volatility for these currency pairs. The deviation from the norm is a recent
phenomenon, accelerating dramatically since the beginning of June. The absolute drop in EUR/USD volatility is not without some
merit: the spot market is fairly range bound, keeping 90% of price action with 1.33-1.36 (a 2.25% range). However, are record lows
around 5% justified for 3-month implied volatility? On the other hand, USD/CAD 3-month implied volatility is at levels not seen since
last October. While the spot did trade to 1.0548, a 30-year low on June 4, the subsequent correction is tame, only a 200-point rally or
1.9%. Are 8-month highs for 3-month USD/CAD implied justified? Perhaps, but mean reversion is likely as the summer holiday
season gets into full swing, and trading volumes die.

Trade ldea: Earn 70bps selling 3-month USD/CAD straddles at 2.78% while buying 3-month EUR/USD straddles at 2.08%. Notional
amounts must be a constant USD amount on both trades.
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