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Jobs, Sam and JPY

This morning’s headlines are a microcosm of the US economy.

a) Elon Musk has a "super bad feeling" about the economy and needs to cut about
10% of jobs at the electric carmaker, he said in an email to executives seen by
Reuters.

b) *AMERICAN AIRLINES SEES 2Q REV UP 11% TO 13%; SAW UP 6% TO 8%

The daily drumbeat of tech layoffs continues. Can services (especially travel and
hospitality, which are booming) can take up the slack?

For more on employment and the Fed, | want to bring in Sam Rines. He wrote a nice
piece yesterday and has allowed me to republish it here. | did a big guest post
yesterday and | acknowledge it's weird that I'm excerpting other people two days in
a row. It's just a coincidence; I'm not being lazy.

Sam Rines is a Managing Director and Corbu. He is an economist who looks at the
world using traditional but also alternative data like company conference calls,
sector-specific websites, and other nonstandard sources. | find his approach puts
him ahead of the curve as economic narratives turn. His writing is clear, not wonky.

| believe that official US economic data is more and more backward looking and less
useful as superior higher frequency, more timely approaches emerge. Good
economists and analysts like Sam are using better data than the US Census or BLS
provide to make more informed and more timely calls.

Here’s Sam Rines’ “PolyMacro” piece from yesterday. It’s titled “The Brainard 3”. |
kept all the fonts as is because he has a unique way of formatting his stuff that | find
useful. It's a janky courier font, but somehow (like his lunatic poker approach) it kinda
works. If you like the piece, you can email him at samuel.rines@corbu.co to get
on his list for free.

Current Views

Short EURUSD @ 1.0702
Stop loss 1.0801
Take profit 1.0520

The Brainard 3

Last week the FOMC Minutes were taken as a
dovish(ish) sign. The Fed had explicitly given

themselves an out. And that remains true.

But providing the possibility of pause is distinctly
different from the act of pausing. Fed watchers
nearly instantaneously interpreted the notion of
assessing the impact of rate hikes “later in year”

as a pause in September. Thanks Bostic.
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https://www.wsj.com/articles/biden-weighs-choice-of-jerome-powell-or-lael-brainard-as-fed-chair-11636972201
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Bloomberg & @business - 8m

Fed Vice Chair Lael Brainard says expectations for half-percentage-point
increases in interest rates this month and next were reasonable and saw no
case for pausing the tightening campaign afterward

bloomberg.com

Fed’s Brainard Says Case for September Rate Pause Is ‘Very Hard’
Federal Reserve Vice Chair Lael Brainard said expectations for half-
percentage-point increases in interest rates this month and next were ...

(Brainard Over Bostic)

If there is one person to pour ice cold water on that notion, it is Vice
Chair Brainard. In her CNBC interview this AM, she made is distinctly

clear a September pause was not the base case.

Repeatedly, Brainard pointed to a “better balance” in the labor market.
This may have been the most direct statement that some pain in the labor

market will be tolerated - if not praised - by the Fed.

Broadly, there are 3 takeaways from Brainard.

= Inflation needs a “string" of decelerating COXe@ readings.

» Expect to see a cooling economy.
» Labor market needs a better balance as measured by job

openings.

When it comes to Fed Speak, this is about as explicit and remarkably

straight-forward to interpret as it gets.

SPECTRA MARKETS: LOOK FORWARD
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“There are too many job openings, and the economy is running too hot. We
are willing to take some pain in the labor markets to see consistent
downward pressure on the inflation dynamics our policy can directly

affect.”

This means:

Disappointing ADP? Does not matter.

Disappointing jobs report today? Does not matter.

» Few job openings, decelerating average hourly earnings, and

slowing inflation? Matters.

Brainard laid out the game plan. Now it is simply all about execution.

In a way, the ADP Report is indicative of exactly this game plan.
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Slower hiring is what the Fed wants to see. Construction leading the way
gives them incremental confidence their policy is filter through to the

real economy.

New startup layoffs since COVID-19 (by month)

B New Employees Laid Off W New Layoff Events
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(Tech layoffs accelerating too)
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PolyMacro pointed out that Amazon was not alone in being overstaffed in
Silicon Valley. San Francisco is not San Marco. Again, the Fed is not

going to fear some froth coming out of tech hiring.

The Brainard 3 data points for understanding Fed policy

trajectory:

° A deceleration in average hourly earnings to lessen the fear of

a “wage price spiral”.

Average Hourly Earnings

2011 2012 2013 2014 2015 2016 2017 2018 2018 2020 2021 2022

==Total - Brivate (¥/¥)

(3% would be more comfortable)

° Job openings falling without significant spillover to hiring. Emphasis

on significant. Some pain would be welcomed for “better balance”.

Job Openings

2011 2012 2013 2014 2015 2018 2017 2018 2019 2020 2021 2022

= Total - Level

(Losing nearly 50% of job openings would be pre-Covid levels)
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e Most importantly, core PCE decelerating consistently back toward 2%.

Core PCE

(Needs to “string” together several decelerations)

A September pause is off the table as none of the above indicators are

going to move to the Fed’s comfort zone at a quick enough pace.

IF inflation decelerates, the Fed might decelerate its pace of hiking

from 50 to 25 bp increments. But that is now the definition of “pause”

— slowing not stopping - tightening.

e Good news for the labor market (hiring solid, wages solid, so on)

means more tightening coming.

e Bad news on the labor market (slowing hiring, fewer job openings,

weaker wage gains) is indeterminate for tightening.

e Bad news on inflation means more tightening.

Simply, the Brainard 3 could cause a tempered pace of tightening

later in the year. But the tightening will continue until the desired

results are realized in the data.

As always, comments are appreciated, feedback taken to heart, and

critiques welcomed. Samuel Rines | Managing Director CORBU
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Thanks for reading Sam'’s thoughts; | hope you found them useful.

Final thoughts

Here’s my quick view on payrolls:

The market has a holiday feel, despite NFP. Market psychology leans toward a weaker number given ongoing tech
layoffs, Initial Claims small creep higher, weak ADP, etc. So, on a strong number, | think USDJPY can extend quite
a lot. I am bullish USDJPY right now and a strong NFP would be like the strong ISM and catch people leaning the
wrong way. The trade is not in the sidebar as it’s a bit tactical and NFP-dependent. My multiday view is higher
USDJPY regardless of NFP but tactics highly contingent on the number.

Very few long USDJPY possies out there and oil and rates have both stopped going down. USDJPY is a nice bull
flag 129.50/130.20. First stop is 2022 high of 131.34 and then 135 probably coming soon.

USDJPY bull flag on the short-term chart

10 Minutes JPY= 3:40 PM S/4/2022 - 10:10 AM 6/6/2022 (NYC)
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Have a muppetless day.

good luck T be nimble
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This is the Dall-E Al’s interpretation of:

“A still of Kermit the Frog in Blade Runner 2049”

HT Ben Hunt, who should really be working, not scrolling Kermit photos
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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,
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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