Dollar Break Down Continues
Tim Taschler
Posted Feb 8, 2018
The Swiss National Bank, Switzerland’s version of the Fed, has been a busy
expanding its balance sheet and buying US equities. The SNB now owns
over $97 billion of stocks:

$97 billion works out to over $11,000 for every citizen of Switzerland. It
would appear that the SNB is as bullish on the US equity market as the
majority of Americans:

Another interesting piece of data, courtesy of Bespoke, is that since 1993,
if you bought SPY (SP500 ETF) on the open every day, and sold it on the
close, the return would be -5.2%. But if you did the opposite and bought
on close, then sold on open the next day, the return would be 568%.
What’s this mean? All of SPY’s performance since 1993 came in afterhours, overnight trading.
The markets this past week saw the return of volatility with the volatility
index (VIX) moving up 100% so far in 2018:
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The yield on a 10-year Treasury bond (TNX) hit a 4-year high while TLT,
the iShares 20+ Year Treasury Bond ETF is now down almost 5.5% for the
year:
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The US Dollar Index (USD or DXY) is also back to levels not seen since late
2014:
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So what does this mean from an investment standpoint? The future is, of
course, unknowable. Everyone has great insight when looking at the left
side of the chart (hindsight) but looking at the far right edge, it's not so
easy. As much as a fool’s errand it is, I will make a couple of educated
guesses as to what might happen.
It is a sign of the times when a 2% down day in the S&P500 brings out
headlines discussing the 1987 crash. Historically, stocks don’t crash from
all-time highs. They usually correct lower, and then try to rally again, fail
to surpass the highs, then start down in a more serious correction (or bear
market). 1987 played out as the following chart shows:
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Of importance, I think, is that the Fed sold $22B of the $4.4 Trillion in
assets it bought over the last 9 years. This is the largest one week sale
since this experiment began with QE1/TARP. It will be interesting to see if
continued balance sheet reduction by the Fed has a similar impact on
stocks.
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If the stock market is topping out, which is a distinct possibility, then it
won’t be long before talk of Fed rate hikes turns into talk of Fed rate cuts
and more QE. Is this what the dollar is anticipating with the slide that

began in early 2017? If so, then it’s possible that the dollar continues its
decline, putting a bid in inflation assets like gold, miners and food
commodities, much as we saw in January through June 2016:
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The future is unknowable, but a quote attributed to Mark Twain often rings
true when discussing markets – “History doesn’t repeat itself but it often
rhymes.”

Past performance does not guarantee future results. The views and
opinions expressed herein are those of the author’s as of the date of this
commentary, and are subject to change without notice. This information is

for information purposes only and is not intended to be an offer or
solicitation for the sale of any financial product or service or a
recommendation or determination by Sprott Global Resource Investments
Ltd. that any investment strategy is suitable for a specific investor.
Investors should seek financial advice regarding the suitability of any
investment strategy based on the objectives of the investor, financial
situation, investment horizon, and their particular needs. This information
is not intended to provide financial, tax, legal, accounting or other
professional advice since such advice always requires consideration of
individual circumstances. The products discussed herein are not insured by
the FDIC or any other governmental agency, are subject to risks, including
a possible loss of the principal amount invested.
Generally, natural resources investments are more volatile on a daily basis
and have higher headline risk than other sectors as they tend to be more
sensitive to economic data, political and regulatory events as well as
underlying commodity prices. Natural resource investments are influenced
by the price of underlying commodities like oil, gas, metals, coal, etc.;
several of which trade on various exchanges and have price fluctuations
based on short-term dynamics partly driven by demand/supply and also by
investment flows. Natural resource investments tend to react more
sensitively to global events and economic data than other sectors, whether
it is a natural disaster like an earthquake, political upheaval in the Middle
East or release of employment data in the U.S. Low priced securities can be
very risky and may result in the loss of part or all of your investment.
Because of significant volatility, large dealer spreads and very limited
market liquidity, typically you will not be able to sell a low priced security
immediately back to the dealer at the same price it sold the stock to you.
In some cases, the stock may fall quickly in value. Investing in foreign
markets may entail greater risks than those normally associated with
domestic markets, such as political, currency, economic and market risks.
You should carefully consider whether trading in low priced and
international securities is suitable for you in light of your circumstances and
financial resources. Past performance is no guarantee of future returns.
Sprott Global, entities that it controls, family, friends, employees,
associates, and others may hold positions in the securities it recommends
to clients, and may sell the same at any time. The author received no
compensation for writing this article.

