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Today’s non-sequitur 
intentionally left blank. 

 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
 

 

Current Views 
 

 

Short USDJPY @ 136.11 
Stop loss 137.15 

Take profit 133.15 
 

 

    

  

 

 
 
 

OER and Sintra 
 

We have transitioned from a regime of unambiguous inflationary fire to one where 
we now debate whether the next regime is a room temperature soft landing or 
recessionary ice. There is a mix of fear and relief around the housing cooldown, the 
web3/crypto implosion, commodity softness, and less hot inflation expectations. 
While we certainly want lower inflation expectations, we don’t want them for the 
wrong reasons. 
 
With copper, wheat, zinc, palladium, gold, and most other commodities except oil 
near six-month lows, the main inflationary pressure in future CPI releases will be 
services and especially OER. We know the OER series is sticky and tends to 
respond with a roughly 18-month lag to changes in home prices. Here is the chart: 
 

OER moves about a year-and-a-half after house prices 
 

 
 

Markets are sophisticated enough to know this, and the distribution of future house 
price moves is skewed flat to lower now because of this: 
 

US 30-year mortgage rate, 1-year change, 1999 to now 
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But the logic around Fed policy is more difficult to analyze now that they have reduce or cut reliance on economic 
forecasting and are instead responding almost in real time to spot CPI data. This means Fed policy will probably err 
on the tight side from here, even as inflation is set to cool, because the Fed will be focused on lagging data like OER 
and CPI while leading data like commodity prices and mortgage rates show the way towards a less inflationary future. 
This is good for the back end of the bond market and bad for front end US rates. 
 
For your info, if someone has the means to make a $3,000 / month mortgage payment… in mid-2021, at a 3% 
mortgage rate, they could afford a house that costs: $710,000. Today, with a 6% mortgage rate, they can afford a 
house that costs $500,000. That’s a mind-boggling change! 
 

Sintra 

 

The market has grudgingly priced a bit of optimism for the antifragmentation package. I agree with this cautious 
optimism. While the initial response to the emergency ECB antifrag meeting was “kekekekee, lol” there is more sober 
analysis at this point and some people thinking “wow, they are getting ahead of a problem instead of waiting for it to 
become an emergency… that’s good!”  
 
The issue of raising rates in Germany while capping rates in Italy (and other peripheral nations) remains a huge 
logistical / operational challenge and reveals why most countries have their own monetary policy, and their own 
currency. When you try to apply the same monetary policy across an array of radically different economies with 
completely different structures, languages and cultures, you find the average rate is meaningless and most countries 
need tighter or looser than average policy. The ECB needs a bunch of levers for rates, but they only have one. 
 
There is a lot on the line here because the ECB is trying to land the quadruple axle of monetary policy: 
 

• Higher rates in Germany 

• Stable rates in Italy 

• Smaller balance sheet 

• Stable currency 
 

And of course, they need those four things to happen first, then they need all that to lead to lower inflation… And lead 
to a cooler global climate. Easy enough? 
 
I am not expert in technical aspects of European monetary policy, but it seems like what they need is Operation der 
Twist. This would be a program where the ECB has the option but not the obligation to Sell Schatz (2-year Germany) 
and buy BTPs (10-year Italy) when spreads widen. Selling Schatz keeps upward pressure on German rates and helps 
the transmission of the overnight rate at the short end but BTP buys reduce pressure on Italian rates… While keeping 
the ECB balance sheet the same size. Thing is, this will put pressure on the capital key, and you could argue that it 
creates easing pressure because it extends duration on the ECB balance sheet. There is no obvious answer here! 
 
Anyway, the market is eager to scour for clues on this as Lagarde spends a few days at the ECB Forum on Central 
Banking. The best I can surmise, Lagarde’s appearances are: 
 
28JUN 4am NY (9pm LDN)  Introductory speech “Challenges for monetary policy in a rapidly changing world” 
28JUN 845am NY (145pm LDN)  Press conference. This is listed on Bloomberg, but I cannot find it anywhere else. 
29JUN 9am NY (2pm LDN)  Panel on “Challenges for monetary policy in a rapidly changing world” 
29JUN 11am NY (4pm LDN) Closing remarks 
 
If anyone knows anything about that press conference listed on Bloomberg, please let me know as the ECB website 
does not confirm its existence. Thanks. Clearly the 28JUN 4am (overnight tonight) speech would be the place for the 
antifragmentation trial balloon. If there is nothing there, I think that would be a mild disappointment and EURUSD falls 
50 pips or so. A specific and realistic plan outline could take the EUR 2% higher across the board, and my guess is 
it’s 15% priced in. 
 

Final thought 

 

Japan keeps selling USDJPY and London keeps buying it. Stay bearish. Have an inspired day. 

 
 

good luck ⇅ be nimble 

https://www.youtube.com/watch?v=RtFGwpMlOYo
https://www.ecb.europa.eu/ecb/climate/roadmap/html/index.en.html
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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/. 

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

