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Flat, expect hawkish FOMC
and higher USD next week.
More chop ‘il then

Wednesday, September 15, 2021

One week

Next week's FOMC meeting is setting up a bit like the June meeting. Then, the market
leaned into a complacent dovish view and the dots took things hard the other way. My
view is that the risk next week is hawkish.

Yesterday’s CPI does not change my view. The error bars on the economic data are
wide enough these days that yesterday’s CPI miss does not change anything. In June,
the market failed to see that the dovish core was losing its hold on the rest of the
committee, and | think that is true into this meeting, too. Here’s why:

» The 12-month average of Core PCE is above 2.0%. This satisfies the one-year

Job Offer Expectations

Parcentage who expect one or in the next four months - All

NFP weakness is a labor supply,
not demand story. Sure, Powell )
ignored this fact at Jackson Hole, @
but the committee knows better. |
JOLTS don't lie. The labor market
is tight. See chart at right, courtesy
of Tanguy Bretagne. Job offers are
coming in fast and furious.
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As school returns, and low wage
workers move around to find jobs
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now that benefits have expired, Ll oL s e s e s e

labor market imbalances will start to heal. The return of in-person school in the
US helps. The end of benefits will help. Time for employees to move out of
abandoned city areas to new jobs in the booming suburbs will help. Some of this
will be soon (September, October data should finally start looking better as labor
supply returns) and some will be gradual. Phil V. said this yesterday:

Just talked to a friend who is a large institutional investor in US equities.
The impression they have about US jobs situation is that people are in the
wrong place. Low-skilled workers are languishing jobless in cities with over-
capacity relative to demand. Meanwhile, out of town demand has rocketed
and job openings are off the charts. But the workers just don't live there.

Either people go back to cities post COVID, or the workers gradually move
out to the jobs out of town, or more likely a bit of both.

| would bet on both. With the end of benefits, | would bet on this stuff starting to
play out pretty soon. | am bullish the next three NFP prints as economists will
mark down forecasts to anchor on prior low figures just as the supply shock eases.

New York Fed inflation expectations are aggressively higher. The two charts on
the next page give you a sense of it. The first one (on the left) is notable because
the BOTTOM of the dispersion now sits above 2% for the first time. Consumer
surveys have a notoriously bad inflation forecasting record, but very large moves
in grassroots inflation sentiment also threaten to activate the expectations


http://bdonnelly@spectrafx.com
mailto:bdonnelly@spectramarkets.com
https://www.youtube.com/watch?v=ueiH3Xnu_uU
https://www.federalreserve.gov/newsevents/speech/files/clarida20201116a.pdf
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https://voxeu.org/article/how-households-inflation-expectations-matter
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1-year ahead median inflation expectation

1-year ahead median inflation uncertainty, by income

Inspired by Tanguy Bretagne’s most excellent commentary

The second chart (on the right) is particularly relevant. Lower-income families are saddled with most of
the inflation uncertainty due to their higher marginal propensity to spend, and lesser ability to absorb

is (and that’s out this Friday).

There is no trade here yet. The Fed meeting is next Wednesday, and no short USD positioning has
built up in anticipation of the meeting. But that’'s my lean. One final thing: FOMC meetings during the
withdrawal of stimulus can feel surprisingly hawkish because we have become so accustomed to what

feels like continual dovish Fed messaging.

A scenario to keep on your radar

Remember in Q3 2014 when FX vol was at all-time lows and then
KABOOM—The USD ripped higher? The current setup feels a bit
like that. In September 2014, USDJPY vol was trading below 5%
(just like it is now). Then, in Q4 2014, USDJPY rallied from 105 to
118. A big chunk of the 2014 USDJPY move was driven by the BOJ, M
but Fed expectations were a meaningful driver. While we are not as i

Ouity 37ve

Wﬁ
)
L

deep into the normalization cycle as we were in Q4 2014, history 3;'

rhymes more than it repeats.

Still, there are similarities, and the current USDJPY setup looks a lot IW
like a tiny red bull flag inside a giant green bull flag formed by the |
Abenomics rally in 2012/2014. See chart at right.
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I’'m not calling for a monster 2014-style USD rally at this juncture. | do, however, think you should at
least have “surprising, impulsive USD rally” on your Q4 2021 bingo card. The entry point is nice down
here, CADJPY is crazy low compared to oil, and December 110.00 USDJPY calls are cheap.

Closing thought (USD/CNH)
What the heck is USD/CNH doing down here?

Imagine a major industrial economy pivoting away from free markets and toward more state control as
their economy slows and their 2nd-largest property developer slides towards oblivion. Imagine people
openly asking ... after a 20-year love affair with that country as an investment destination... whether it

Would you expect capital to be flowing IN or OUT of that country? CNH strength is impressive, but it
doesn’t make much sense. The China narrative has turned, and the price should follow at some point.
The market is not always right! Buy 3-month or 6-month 6.50 calls in USD/CNH.

good luck N be nimble

SPECTRA MARKETS: LOOK FORWARD



https://www.federalreserve.gov/econres/notes/feds-notes/index-of-common-inflation-expectations-20200902.htm
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| find it interesting that most people who worked at Lehman Brothers
are still proud they worked there (I am). The same cannot be said
about employees from most other bankrupt firms!
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Ex-Enron or WorldCom or WaMu workers don’t seem to have the
same post-Chapter-11 swagger.

Corporate Security (NY) 212-526-3300
(TOK) 81-3-6440-3910

(LON) 44-20-71-026-662

Employee Information US 888-LEHMANS
Lehman Live website http://my.lehman.com

If life hands you Lehmans, call LEHMANS
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https://en.wikipedia.org/wiki/Bankruptcy_in_the_United_States#Largest_bankruptcies

& SPECTRA

‘*w. MARKETS

What is AM/EX?

AM/FX is Brent Donnelly’s must-read daily macro letter, published since 2004.

It is a clear and concise daily look at one or two important topics related to global
markets. Brent talks macro, narrative economics, trading strategy, tactics,
positioning, technicals, and market psychology as he covers whatever markets
are in play. Topics covered include FX, crypto, stocks, fixed income,
commodities, and macroeconomics.

Brent's huge network of hedge fund, real money, central bank, and trading
contacts give him unique insight into what’s driving markets today, and what will
move markets tomorrow.
Brent offers actionable analysis, clear directional views, and real trade ideas as
he helps you surf the current narrative. He puts new themes on your radar before
they hit the mainstream.

AM/FX is relevant, concise, and original. And not boring.

Subscribe to AM/EX here

Spectra Markets is the shiny new digital media division of Spectra Holdings.

As President of Spectra Markets, my goal is to build a place where every trader
and investor goes for smart, independent, and original financial markets content.
The vision is to build a company that produces forward-thinking and mind-
expanding financial markets coverage. Real-world market intelligence for every
trader and investor.

Spectra Markets: Look Forward.

SPECTRA MARKETS: LOOK FORWARD


https://www.spectramarkets.com/subscribe/
https://www.spectramarkets.com/

SPECTRA

FA

[}

L]
iy MARKETS

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,
LLC, a swap execution facility that is currently in the process of registering 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
http://www.spectrafx.com/.
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