
 
 

 

The information and opinions expressed in this market commentary belong to Inspirante Trading Solutions Pte Ltd. They are intended for information 
purpose only and do not constitute investment recommendation or advice. Please refer to full disclaimers at the end of the commentary. 

Peak inflation… or peak optimism? Date: 2022-08-12  

Upcoming Economic Events (Singapore Local Time): 

� 2022-08-17 20:30 US Retail Sales (July) 

� 2022-08-22 09:30 PBoC Interest Rate Decision 

� 2022-08-24 20:30 US Durable Goods Orders (July) 

� 2022-08-25 20:30  US GDP (Q2) 

� 2022-08-25 22:00 Jackson Hole Symposium 

In the next two weeks, what is the 
most anticipated event? The Jackson 
Hole Economic Policy Symposium, 
where central bankers get together 
to discuss important issues. 
Investors are watching if the Fed will 
provide clearer guidance on its 
quantitative tightening path forward. 

Markets in Focus 

Figure 1 Nasdaq vs. Dow Jones Industrial Average Ratio (Weekly) 

 

 
Over the two past decades since 
2002, tech stocks have massively 
outperformed traditional large-cap 
value stocks, as shown by the ratio of 
Nasdaq vs. Dow Jones Industrial 
Average reaching the high of the dot-
com bubble before correcting 
sharply this year. This ratio has 
rebounded recently as the equity 
market pared some losses. However, 
in such an environment marked by 
high inflation and monetary 
tightening, tech stocks will likely 
underperform substantially further.  

 
Figure 2 USD/CNY 

 

 
 
USD/CNY has been consolidating in 
a symmetrical triangle for over three 
months. As the price moves towards 
the triangle apex, the next leg higher 
(i.e., stronger USD against the CNY) is 
the more probable outcome as the 
policy divergence widens further 
between the US and China. 
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Figure 3 Heating Oil Future (December 2022 Contract) 

 

 
Heating oil’s current bull run was 
threatened when the Head-and-
Shoulder’s neckline was breached 
temporarily. It turned out to be a 
false breakout as the price 
rebounded sharply. If heating oil 
prices break above the right shoulder 
high, it will result in a proper Head-
and-Shoulder failure, likely starting 
the next leg higher. 

 
Figure 4 KC HRW Wheat Future (December 2022 Contract) 

 

 
 
The Kansas City Hard Red Wheat 
respected the 840 region as a 
significant support. Its short-term 
consolidation seems to have been 
completed by the five-week 
rounding bottom. Once the price 
decisively breaks 900, the next 
immediate resistance is at 1000. 

 
Figure 5 Eurodollar December 2022 – Eurodollar December 2023 Spread 

 

 
 
The Short-Term Interest Rate (STIR) 
market is pricing in two full 25bps 
rate cuts in 2023, as suggested by the 
Eurodollar December 2022 and 
December 2023 spread. If the “Fed 
Pivot” does not materialize, we could 
see this spread exploding much 
higher. 
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Market Views 

August’s headline Consumer Price Index (CPI) number came in cooler than expected, finally pulling back from 
the high in July. It is, however, not the time to celebrate, as it is still a whopping 8.5%! The second derivative, i.e., 
the deceleration, matters much less when the absolute level is this high. The economy is still in a rough spot as 
central banks have vowed to tackle rampant inflation, even in the face of a potential recession. To put in some 
historical context, the last time we saw CPI at this level was in 1982, and the Fed Funds rate was above 12%. 
Today the Fed Funds rate is at a measly 2.5%, and the market is already pricing in rate cuts in a few months. It 
is not hard to see why we are bewildered and deeply concerned.  

“That’s quite a bit more than what’s priced into the markets today,” former New York Fed president William Dudley 
said in an interview recently. “My view is that similarly-sized increases should be on the table until we see inflation 
declining in a consistent, meaningful, and lasting way,” said Fed Governor Michelle Bowman last Saturday. When 
Fed officials speak these things, we should pay attention. 

The market, especially equities and the front end of the yield curve, seems to have gotten way ahead of itself, 
discrediting how adamant the Fed is. The Nasdaq index has rallied more than 22% since the low registered 
mid-June. The rally in tech stocks might reflect a certain market consensus that inflation and bond yield have 
peaked, and soon the Fed will restart easing policies; hence, growth will again outperform value. The Eurodollar 
market says the terminal rate will be around 3.5-3.75% by year-end and that the Fed will cut interest rates 
shortly after.  

We, however, feel it is time to take the other side of the market consensus in both equities and interest rate 
markets. We believe inflation is here to stay; it will probably remain high for much longer than expected. What 
else is running very high, other than inflation, is investors’ optimism about the “Fed Pivot” and the questionable 
belief that “Bad news is good again.” Meanwhile, we would like to reiterate that soft commodities are likely to 
do well as the global food shortage will not be solved overnight by rate hikes. 

How to play the theme out 

A hypothetical investor can consider the following trades1: 

Case Study 1: Long KC HRW Wheat 

If the investor were to long the KC HRW Wheat future (KEZ2) at 890 and set the stop below 810, his 
maximum loss per contract would be (890 – 810) x 50 = 4000 USD. An initial target points to 1000 and 
subsequently 1150, resulting in (1000 – 890) x 50 = 5500 USD and (1150 - 890) x 50 = 13000 USD. 
 

Case Study 2: Long Eurodollar December 2022 – December 2023 Spread 

If the investor were to long the Eurodollar spread (GEZ2 – GEZ3) at -0.52, and set the stop below -0.8, his 
maximum loss per contract would be (-0.52 + 0.8) x 2500 = 700 USD. An initial target points to 0 and 
subsequently 0.25, resulting in (0 + 0.52) x 2500 = 1300 USD and (0.25 + 0.52) x 2500 = 1925 USD. 
 

 
1 Examples cited above are for illustration only and shall not be construed as investment recommendations or advice. They serve as an integral part of a case 
study to demonstrate fundamental concepts in risk management under given market scenarios. 
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Background 

Inspirante Trading Solutions Pte Ltd (“ITS”) was incorporated in Singapore in July 2020. Founded by the partners 
of Synergy Link Capital Pte Ltd (“SLC”) to consolidate their initiatives in FinTech solutions, research, and training 
programs for different market participants, while SLC continues its focus in proprietary trading. ITS focuses on 
providing clients bespoke trading solutions such as algo trading systems, risk management systems, research 
reports, education, and training courses. With a strong technical background, unparalleled understanding, and 
insights from the actual market practitioners, ITS managed to obtain FinTech certification recognized by the 
Monetary Authority of Singapore within two months of incorporation. ITS is now actively collaborating with 
various trading groups, exchanges, and brokers in multiple countries. 

The trainers and researchers in ITS have been regularly speaking on various exchange/broker hosted trading 
seminars and writing for various research publications over the years. Catering to both aspiring and 
experienced traders, we want to help in bridging the void between the theoretical and practical aspects of 
derivative trading, with guidance from our team of seasoned and active traders. 

 

Disclaimer and Warning 

No reproduction, transmission or distribution permitted without consent of Inspirante Trading Solutions Pte 
Ltd (“ITS”). Unauthorized review, dissemination, distribution or copying of this message is strictly prohibited 
and could subject you and your firm to liability and substantial fines and penalties. If you would like clarification, 
please email contact@inspirantets.com. The material contained herein is the sole opinion of ITS. This research 
has been prepared by ITS using information sources believed to be reliable. Such information has not been 
independently verified and no guarantee, representation, or warranty, express or implied, is made as to its 
accuracy, completeness, or correctness. It is intended for the sole use by the recipient to whom it has been 
made available by ITS. The delivery of this report to any person shall not be deemed a recommendation by ITS 
to effect any transaction in any securities discussed herein. No content provided by ITS, whether contained in 
this report, the website or otherwise, is providing investment, tax, or legal advice, including but not limited to 
any advice which is listed as a regulated activity by the Monetary Authority of Singapore. No content should be 
used or regarded as an offer or solicitation of an offer from ITS to buy or sell securities. 

The opinions and statements contained in the above commentary do not constitute an offer or a solicitation, 
or a recommendation to implement or liquidate an investment or to carry out any other transaction. It should 
not be used as a basis for any investment decision or other decision. Any investment decision should be based 
on appropriate professional advice specific to your needs. This content has been produced by Inspirante 
Trading Solutions Pte Ltd. CME Group has not had any input into the content and neither CME Group nor its 
affiliates shall be responsible or liable for the same.  

CME Group does not represent that any material or information contained herein is appropriate for use or 
permitted in any jurisdiction or country where such use or distribution would be contrary to any applicable law 
or regulation.  


