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Correction: In yesterday’s 
am/FX, the non sequitur was 
accompanied by an image of an 
asymmetric cake that, when cut, 
would not yield equal pieces. 
High sprinkle density on the 
bottom vs. icing puff frequency 
on top yields a completely 
different cake-eating experience, 
especially for children. 
 
We regret this error and are 
taking all steps necessary to 
enhance our processes and 
controls to ensure this does not 
happen again, as serving our 
valued customers remains our 
highest priority. 
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Flat 
 

 

 

    

  

 

 
 
 
 

a n t i c i p a t i o n 
 

Rates are not backing off much. With the moves in commodities and the talk of recession 
everywhere, you might think that US 10-year yields would at least be at a 3-month low or 
something. They’re not. See chart. 
 
The current cocktail of high inflation, strong 
jobs, meaty chunk rate hikes, housing 
coming off hard from stratospheric levels, 
and so on is a huge crazy mélange of high 
levels, slowing rate of change, and 
contradictory information. Sure, some of it is 
a matter of leads and lags, but we really have 
no idea whether core inflation is about to drift 
back to 5% and bottom out there, or whether 
it’s about to crash back to 2%. And for all the 
anxiety about yield curve inversion, the big 
daddy of the curve indicators (US 3-month 
vs. US 10-year yield) is still +49. 
 
Maybe this out-of-consensus scenario is worth keeping in mind: 

 

• US housing soft landing like Canada in 2013 and 2018 

• Soft data overstating economic weakness due to the way consumers feel real 
vs. nominal pain 

• US jobs market softens but remains tight 

• Inflation sticky 
 
Not really a view here; I’m just thinking about various hypotheses as rates look sticky even 
as prognosticator consensus has pivoted from “all humans must be short bonds” to “yields 
look yummy and we’re already in recession.” I am abstaining from FX views for now as the 
corrective move lower in the dollar seems reasonable but not worth chasing with the 21JUL 
ECB meeting and Nordstream decisions looming like a UK heatwave. 
 

a n t i c i p a t i o n 

 

Markets are on edge ahead of ECB and Nordstream. 
 

EURUSD 1-week implied volatility, July 2021 to now 

 

Tuesday, July 19, 2022 

mailto:bdonnelly@spectramarkets.com
https://newsopener.com/stock-market/u-k-unemployment-rate-stabilized-in-three-months-to-may-news-opener/
https://www.wsj.com/articles/biden-weighs-choice-of-jerome-powell-or-lael-brainard-as-fed-chair-11636972201
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I know not everyone likes the CFR, but whatever 
 

 

An interesting piece here from the Council on Foreign Relations. It is an attempt to explain why QE did not create 
inflation in the period from 2008 to 2020 but created massive inflation in 2021. I had trouble perfectly replicating the 
charts in the blog post, but here’s my best effort: 
 
The main point is that QE only causes inflation when Fed balance sheet expansion diverges from bank excess reserves. 
That is, looking at my chart below: the blue line (Fed Balance sheet) was mistakenly thought to be a catalyst for inflation 
in 2008 as many economists and critics wrongly forecast raging inflation, but it’s actually the purple line (Fed Balance 
sheet minus Excess Reserves) that triggers it. 
 
This makes sense, I think. When the Fed buys bonds from banks, and that money sits in bank reserves, there is no 
transmission to inflation. When the money is lent into the real economy, there is transmission. 

 

Fed B/S, Fed B/S minus Bank Assets, and US Core PCE YoY 

 
 
The piece is a bit overconfident on a conclusion drawn from a single input, and one of the authors has a debatable track 
record. Another grain of salt is that the blog claims they predicted this inflationary burst, but if you read the post they 
link to, their prediction was simply that inflation would return to 2% (not that inflation would rip to heights last seen when 
Cyndi Lauper was a fresh face on the pop music scene). Also, it’s obvious that fiscal policy played a role in stimulating 
both inflation and bank lending in 2020 and 2021 so that could be the missing variable here. 
 
Anyway, I thought it was an interesting hypothesis and a nice simple way of using data to explain why QE1, 2, and 3 
didn’t trigger inflation, but QE4 did. 

  

https://www.cfr.org/blog/how-fed-bond-binge-predictably-stoked-inflation
https://economics21.org/html/open-letter-ben-bernanke-287.html
https://delong.typepad.com/sdj/2010/01/a-plea-to-the-council-on-foreign-relations-for-the-love-of-the-holy-one-of-israel-please-stop-the-insanity.html
https://delong.typepad.com/sdj/2010/01/a-plea-to-the-council-on-foreign-relations-for-the-love-of-the-holy-one-of-israel-please-stop-the-insanity.html
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Boom / bust USA, exhibit #723 
 

 

From Axios: 
 

 
 
 

Final Thought 

 

Is it too early to buy the dip on a free markets renaissance? 
 

Frequency of the term "laissez-faire" in books published from 1500 to 2019 
 

 
 
Have a circular day. 

 

good luck ⇅ be nimble 
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HT le Gitt 

 
 

https://twitter.com/amazingmap/status/1548430351604727814?t=7vI-gNBjbqF7OBnda6kpLg&s=19 
 
 
 
 
 
 
 

 
 

  

https://twitter.com/amazingmap/status/1548430351604727814?t=7vI-gNBjbqF7OBnda6kpLg&s=19
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Click here to subscribe to am/FX 
 
 
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/

