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Seven Maine Takeaways 
 

I am back from four days at Camp Kotok in Maine. Camp Kotok is an invite-only 
gathering of prominent economists, policymakers, central bankers, traders, asset 
managers, and journalists that has taken place on the first Friday of every August for 
more than 20 years. It is part economics conference, part debate-o-rama, and part 
summer camp for adults who like to fish, drink wine, and play poker. Here are my 
takeaways. 

 
 

One: Inertia 

 

The US economy appears to have considerable inertia despite slowdowns in tech and 
housing, falling commodity prices, rising Initial Claims and so on. Some economists 
simply wrote off Friday’s jobs number as an aberration. Given the level of noise in the 
series, the divergence between the household and establishment surveys, the outlook 
suggested by Claims, JOLTS, ISM employment, and Conference Board data (for 
example) that’s not unreasonable. 
 
On the other hand, the economy is 
particularly confusing and complex right 
now (much more confusing and complex 
than I have ever seen) so there are other 
possible explanations. One explanation is 
that the US economy has considerable 
inertia and the massive labor shortage 
witnessed since 2021 is now finally starting 
to grind towards equilibrium and this is 
what payrolls are reflecting. The 
considerable number of job openings is 
acting as a buffer to layoffs as those who 
lose jobs can find other ones. 
 
Remember that NFP has become less of a 
demand indicator in this cycle, and much 
more of a supply of workers indicator. In 
this context, the epic fall in JOLTS 
suggests that employers are finally finding 
employees. On my drive to Maine, I saw 
“Help Wanted” signs everywhere, with 
most fast food and gas stations still looking 
for workers. 
 
The more bearish economists suggested 
this is more of a Wile E. Coyote moment as 
the labor market has clearly turned and this 
month’s release is simply a reflection of a) 
noise and b) the final matching of supply and demand before we finally see a demand 
shortfall kick in for the first time in years. Still, even if that’s true, it would seem to me 
that this finding of equilibrium could last more than one month given the epic level of 
JOLTS and anecdotal signs that low-paying service jobs are still hard to fill. 
 
Multiple people told me that when there is a big divergence in the establishment vs. 
household survey, that can also be a sign of a turning point, so I figured I’d have a look. 
I found the evidence unconvincing, no matter how I tried to slice and dice the 
relationship. Here is how I see it… 
 

 

Tuesday, August 09, 2022 

http://bdonnelly@spectrafx.com
mailto:bdonnelly@spectramarkets.com
https://www.wsj.com/articles/biden-weighs-choice-of-jerome-powell-or-lael-brainard-as-fed-chair-11636972201
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You have to smooth the data somewhat because there is a TON of noise, especially in the Household Survey. Here’s 
the 6-month change in each series (sans 2020): 
 

6-month change in NFP and Household Survey Employment since 1981 
 

 
2020 cut to avoid y-axis dilation 

 

Cumulative change in US jobs since the pandemic started (NFP vs. Household Survey) 
 

 
 

If you look at prior turning points, the household survey doesn’t look like a particularly prescient indicator. It turned lower 
at the same time as NFP in 2008, and it was shooting higher in June 2000 even as the economy hit the wall (i.e., 
household survey divergence was exactly wrong). To me, it looks like a noisier coincident indicator with no exceptional 
or unique signaling power. Reading recent economist comments on this, there seems to be this very loud “look what 
has happened since March!” kind of vibe, but nobody mentions that the Household Survey was massively outprinting 
NFP for the eight months before that. Again, it all seems like noise. 
 
Happy to hear divergent views on this, because maybe I’ve missed something, but to me the jobs report is not really an 
aberration, it’s probably just a result of jobs finally getting filled. There are still plenty more to fill. Meanwhile, there is 
plenty of inertia in inflation too, and my view remains that official data will stay sticky for a few more months as OER 
offsets softening commodities and rising inventories. We’ll see how this theory plays out in tomorrow’s data. 
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Two: Complexity 

 
 

Economists and Fed PhDs are struggling to explain and 
forecast the economy. NFP was a demand story for decades, 
now it’s a supply story. Inflation has been mean reverting for 
decades, now it’s trending. Take a look at the cumulative error 
in economist forecasts of US CPI since 1996 (at right). 
 
The main takeaway is that it’s good to be humble when making 
forecasts. Nobody truly knows what the heck is going on right 
now. While it’s obvious that many inflationary inputs have 
reversed, the upward inertia of inflation and wages is hard to 
estimate. And when it actually turns, CPI could crash back to 
2% or hit a floor at 5%. 
 
The longer you study economics, the more you realize we still 
don’t have any sort of useful model that can reliably predict the 
real world. Every regime is different. We are now in a different 
regime from last decade’s lowflation and secular stagnation.  
While economists had no trouble forecasting most of the economic data pretty accurately from 2010 to COVID as 
economic volatility remained low, it’s best not to lean too heavily on anyone’s forecasts right now (including your own!) 

 

Three: Russia / Ukraine 

 
 

There was a panel Friday night featuring an ex-senior Fed 
economist and Byron Callan. Byron is an MD at Capital Alpha 
Partners1. Byron covers the defense sector and issues related to 
national security. He’s been covering aerospace and defense 
since 1984 (!) Also he is in the “Defense News 100 Most Influential 
People in US Defense.” He was the type of guy where you listen 
and learn as he is clearly mega expert on the topic. 
 
A few takeaways from the panel and subsequent discussions. 
These are my aggregation of everyone’s comments and views; 
they are not necessarily Byron’s views. 
 
1. Base case is stalemate that continues well into 2023. Russia’s 

intent is hard to read, and Putin’s actions cannot necessarily be 
evaluated or predicted through the lens of what a rational actor 
might do. As such, non-base case scenarios like a move into 
Moldova or even a NATO country cannot be ruled out. See map. 

2. Overweight XAR (the defense and aerospace ETF) as defense 
spending has been falling as a % of GDP just as substantial 
foreign threat from Russia and China has increased. This 
disconnect should close as threats rise. See chart at right from 
US Department of Defense. 

3. Many people don’t fully appreciate the damage sanctions are 
doing to Russia’s economy. See a recent study from Yale, for 
example. This link is for the comprehensive slides. Full study 
here: Business Retreats and Sanctions are Crippling the 
Russian Economy. 

4. One way the conflict might end: Increased NATO aid to Ukraine 
eventually leads to Russian troop morale collapse. 

5. Fears of the foreign direct product rule are keeping China from 
engaging too actively or visibly.  

 
1 I am using his name with permission. Camp Kotok follows Chatham House Rules. 

https://yale.app.box.com/s/7f6agg5ezscj234kahx35lil04udqgeo
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4167193
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4167193
https://www.csis.org/analysis/new-arms-race-sanctions-export-control-policy-and-china
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Four: Passamaquoddy History! 

 

One of the places we regularly have lunch at Camp Kotok is an island that is part of the 
Passamaquoddy Reservation. We were there with permission (of course) and the Chief 
Tribal Historian, Donald Soctomah, joined us for lunch and gave us a briefing on 
Passamaquoddy history. They have found Passamaquoddy petroglyphs in that area that go 

back about 3,000 years but the Passamaquoddy are 
estimated to have lived on that particular section of North 
America for more than 13,000 years. I find that statistic 
pretty mind-boggling. 
 
The tribe’s population peaked ~6,000 years ago and was 
near 20,000 in the year 1500 (before Europeans 
landed). Shortly after contact, the Passamaquoddy 
population collapsed to a low of just 200 individuals as 
war and disease ravaged every tribe in the area. The 
current population is ~3,600. Twenty thousand down to two hundred. Horrendous. 
 
Donald brought a bunch of cool weapons and crafts that show the creativity and 
efficiency of resource utilization by the Passamaquoddy. There he is above right, 
talking to us as the Maine guides in the background prepare fire for fish for lunch. 
 
This is a badass club-style weapon made from a beechwood stump and its roots. 

 

Five: Fed 

 

There’s always a ton of Fed talk given a good percentage of the attendees are economists. Main Fed views I heard: 
 

• New lows for Fed credibility. I have been going to Camp Kotok since 2014 and the vibe is generally fairly supportive 
of the Fed (with some notable exceptions!). There are always several ex-Fed governors, economists, or staffers in 
attendance. This year though, the trading scandals, Powell’s rigid adherence to “transitory” until he was renominated 
and immediate flip thereafter, the MBS buying in the teeth of a housing rager, and the 3-day forward guidance from 
Nick Timiraos have completely shattered their credibility. Not many Fed apologists left. A risk could be that if the 
Fed knows their credibility is shot, the temptation might be to stay hawkish longer if they think that could help their 
tattered reputation. 

• Several commented that the recent wave in meme stocks shows there’s still way too much money sloshing around 
and financial conditions are far too loose. 

• Most expect a Fed on hold through most of 2023. Danielle DiMartino Booth (ex-Fed, and author of “Fed Up”), thinks 
2s/10s goes to -50 and stays there for a prolonged period. Historically, moves below zero in 2s/10s have been 
pretty zippy and short-lived but perhaps sticky inflation means sticky 2s/10s. She thinks Powell will stay tight in what 
will amount to a controlled demolition of the BBB corporate bond market. 

• Fed cuts are much less likely in the minds of attendees than current pricing suggests. 

• 2.5% was the old inflation ceiling in the US and now it’s the floor. 

• Waller is the most important voice to listen to, other than Powell. Lots of turnover at the Fed as Evans and George 
leave in January 2023. New names like Lorie Logan (Dallas) and Susan Collins (Boston) will take a while to figure 
out and will likely add to the deafening cacophony of comments that sound like forward guidance but are actually 
not forward guidance. This Brookings Institute piece on upcoming changes in Fed personnel is useful. 

• Automobile repos and defaults are becoming a big enough story to capture some attention. See here for some 
news items on the rapid rise in repos. Lucky Lopez YouTube on this topic is fun and interesting. He’s an auto dealer 
and dude who tracks repo lots and auto repossessions. 

 

Six: EM peeps know inflation 

 

Talking to some people with EM backgrounds and people who live in inflationary regimes like Argentina, there were a 
few interesting quotes: 
 

• “In Argentina, you hold your money in your hand like an ice cream cone and try to use it up before it melts.” 

• “In EM, inflation is never transitory.” 

• “You can have a nominal boom and a real depression at the same time.”  

https://en.wikipedia.org/wiki/Donald_Soctomah
https://twitter.com/donnelly_brent/status/1556308274164678656?s=20&t=qsLn6VFIMdR0TXp5E2qQnQ
https://twitter.com/donnelly_brent/status/1556308274164678656?s=20&t=qsLn6VFIMdR0TXp5E2qQnQ
https://www.brookings.edu/opinions/who-has-to-leave-the-federal-reserve-next/
https://www.google.com/search?q=automotive+repos&rlz=1C1CHBF_enUS967US967&sxsrf=ALiCzsah0BUG9OxvEWB7YkK_TYwzpi0e2A:1660049654470&source=lnms&tbm=nws&sa=X&ved=2ahUKEwiP9trv5rn5AhVbGFkFHUGCDz4Q_AUoA3oECAIQBQ&biw=1356&bih=1224&dpr=1
https://www.google.com/search?q=automotive+repos&rlz=1C1CHBF_enUS967US967&sxsrf=ALiCzsah0BUG9OxvEWB7YkK_TYwzpi0e2A:1660049654470&source=lnms&tbm=nws&sa=X&ved=2ahUKEwiP9trv5rn5AhVbGFkFHUGCDz4Q_AUoA3oECAIQBQ&biw=1356&bih=1224&dpr=1
https://www.youtube.com/watch?v=763mM7C_nzs
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Seven: Deglobalization 

 

I did a panel Saturday night with Leland Miller of China Beige Book. We talked about deglobalization and its impact on 
China, the global economy, and the US dollar. Main points: 
 

• There is no monolithic deglobalization theme to trade. There is geopolitical fracturing, populism, increased tariffs, 
a war in Ukraine, and intensification of China/US tensions. On the other hand, there is not much evidence yet of 
any reshoring. It is more likely that manufacturers will move production out of China and into other low-cost 
countries like Vietnam and Mexico simply because it is too expensive for most companies to reshore production 
to the USA. This will be a slow process as companies will mostly realize that despite the COVID supply shock 
and its dire outcomes, the cost of buying insurance for the next supply shock is too high to justify. As such, 
deglobalization is not an actionable theme on most time horizons. 

• The worse the Chinese economy performs, the greater the pressure on Xi Jinping and the greater the risk of 
military action in Taiwan. As Xi looks to secure a 3rd term, the success or failure of China now rests fully on his 
shoulders and if he’s feeling weak, the old “wag the dog” approach is always possible. Taiwan could be a 
pressure valve if things deteriorate for Xi. 

• Global trade peaked in 2008 and you could 
argue that globalization peaked then too. As 
such, the idea of less globalization is not really 
a new theme. See chart at right. 

• None of this has particular relevance to the 
dollar. The oil-and-commodity-driven terms of 
trade shocks that have weakened the EUR and 
JPY are a good example of how geopolitical 
fracturing (the war in Ukraine) is something best 
viewed as a series of idiosyncratic shocks, not 
a monolithic theme. Each quake and aftershock 
that occurs as we move away from liberal 
internationalism / Davos Man and towards 
protectionism, nationalism, and geopolitical 
polarization has a specific impact and the 
dominoes will fall in idiosyncratic ways. You 
can’t say “deglobalization is bad for the dollar” or make far-reaching claims about how it might impact inflation, 
commodities, or currencies. Instead, each shock that emerges needs to be evaluated on its own. 

• The “inevitable demise of the dollar” will have to wait another year. SWIFT sanctions and the weaponization of 
the dollar have been a nothingburger so far and the total domination of the USD as the fiat onramp to crypto 
shows that the death of the dollar continues to be a fun thing for people to talk about but a worse-than-useless 
framework for both traders and investors. 

 

Final thoughts 

 

I listened to an excellent audiobook on my trip: “Extreme Ownership: How US Navy SEALs lead and win.” By Jocko 
Willink and Leif Babin. Topics include leadership, tactics vs. strategy, decision-making under uncertainty, how to prioritize 
and execute when you have many competing priorities, how to operate under extreme bureaucracy, and the concept of 
“finite leadership capital.” HT:BB. 
 
I await CPI, like everyone else. Sticking with short GBPUSD and bearish equities as I continue to believe inflation inertia 
will remain surprisingly strong for now despite encouraging disinflationary signals form commodities and supply chains. 
 
Thank you for reading my notes. Have a calm week, and if you don’t receive am/FX at any point going forward, please 
check your spam and quarantine. 

 

good luck ⇅ be nimble 

 
 
 
Thank you to David, Jill, the GIC, Bill and everyone else who does the work to make Camp Kotok happen. See you all in 2023. 

 
 

https://amzn.to/3QtiAOH
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Cool geometry and calm waters 
 

 
  



  

  

 

 
 

SPECTRA MARKETS: LOOK FORWARD 

 
7 
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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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