
 
BEST OF CURRENCY CURRENTS 

 

Note: Yesterday we shared our Deflation Rising report.  We think the inflation debate is 

heating up fast.  Given the inflation problems in the emerging markets (thanks for the 

Fed’s monetary policy and EMs unwillingness to let their currencies take the brunt) and 

rising food and energy prices, we have to concede that deflation headwinds are shifting in 

key areas.  But the debate, and eventual global price level, will be determined by the 

major global macro events we think—China and the US economic relationship and 

growing political tensions will be at the center.  Eurozone and Germany will play a key 

supporting role.  

 

The inflation question is always critical, as it impacts interest rates because interest rates 

impact everything we do in the investment world.  We will be fully updating our 

Deflation Report in the first quarter of 2011.  It will be free to our Members and we will 

make it available for a nominal fee to others.   

 
 
 
Today is an issue from late February.  It was a popular issue as it included my father-in-law, the 
gold bug extraordinaire.  His views and a very interest inflation/deflation analysis as related to 
Fed interest rate policy. 
 
Asked why I hate gold recently, I said I don’t hate gold, I am just agnostic.  No doubt this is one 
agnostic that wishes he had a bit more love for gold looking back.  The gold debate we think will 
be tightly intertwined with both real economic recovery and the dollar.  And we will plan to be 
adding more coverage here as we move into 2011. 
 
 
February 26, 2010 

 

 

Quotable  
 

Gold? Yellow, glittering, precious gold?...  
This yellow slave  
Will knit and break religions, bless th’ accursed,  
Make the hoar leprosy adored, place thieves,  
And give them title, knee and approbation  
With senators on the bench.  
 
   William Shakespeare 
 
FX Trading – A “Long” Car Ride with a Gold Bug 
 

About two weeks ago, I unfortunately had to attend a funeral for my wife’s uncle.  He 
was really a great person—fun, intelligent, and a man with real integrity and deep 
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religious conviction.  I admired him greatly.  My father-in-law gold bug (MFL)—another 
of my real life heroes – drove with me on the trip to the funeral and back.  So I quizzed 
him along the way about his deep convictions about gold. 
 
The primary reason MFL still likes holding gold is based on a concern we all have—
incredible amounts of US debt.  He asked me:  At what point do people stop buying US 
bonds with such mounting debt?  Of course I had no good answer.  MFL believes the 
probability of a buyers strike for US debt is rising and wants to have gold for insurance if 
it happens.  Can’t argue that one—agreed!  The only comment I could muster gets back 
to the relativity thing: The US ain’t looking so hot, but it does look better when we 
consider the much greater potential of sovereign default across Europe. (For the record, 
it does get stale saying things are a bit “less worse” here as an argument.) 
 
His second concern is one many also have—inflation.  Being an active investor in the 
‘70s, MFL knows all too well the driving force inflation can have on real assets and 
negative impact on stocks during an inflationary event.  MFL’s inflation view is linked 
tightly to his view on debt.  Given the huge debt burden, governments likely only have 
one way out—inflate it away.  Inflation in the end is really the decline in the purchasing 
power of the currency.  The flip-side to that is an appreciation in the price of gold.  But 
one of the problems with the “inflate” their way out argument is the fact that an 
increasing share of US debt is inflation-linked bonds -- higher inflation doesn’t help 
there.   
 
I read yesterday a very interesting piece on this topic, written by Gerard Minack of 
Morgan Stanley, titled, “Default or Inflate or...”.  Mr. Minack doesn’t believe it will be as 
easy to inflate away the problem as it has been in the past.  Instead, he believes the 
government may force banks and institutions to hold more sovereign debt as a way to 
relieve some of this huge burden; excerpt below: 
 

As we've noted before, inflation doesn't solve a debt problem, unanticipated 
inflation does: Think of it this way: If a borrower's debt is tied to inflation (along 
the lines of TIPS), then it's not possible to inflate away the debt. From a macro 
view, a sovereign can inflate away the debt if the average interest rate on the 
debt falls below the growth in nominal GDP. (It doesn't matter whether it's 
volume growth or inflation driving GDP.) This is how the public sector 
deleveraging after World War II was accomplished. The average interest rate on 
public debt in the US was below the nominal GDP growth rate. 
 
The key question now is: Can governments get the nominal growth rate above 
the average interest rate? We're not persuaded that targeting higher inflation 
will do the trick. In part that's for obvious reasons: it would require a wholesale 
abrogation of many of the institutional arrangements put in place over the past 
few decades - such as independent central banks and inflation targets - and the 
hard-won gains achieved through the disinflation period starting from the early 
1980s. 
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In part we're skeptical because markets are seemingly awake to the risk: Most 
countries with high debt are already paying interest rates above expected 
nominal GDP growth. And markets demand a higher premium as debt increases. 
 
In the US there is a clear link between nominal GDP growth and the bond yield 
(and, with a lag, the average actual rate paid on the stock of public debt). As an 
additional complication, Dick Berner notes that in the US nearly half of budget 
outlays are now effectively indexed to inflation. 
 
How to push interest rates below nominal growth? Interest rates were below 
nominal growth rates in the years after World War II, which was also when the 
public sector accomplished most of its deleveraging. This was largely due to 
financial regulation. The Federal Reserve, which was not at that stage 
independent, acted to cap long-end rates at 2.5%. This arrangement ended with 
the Treasury accord of 1951. 
 
Regulation may be the answer: Here's our key point: If the way to covertly 
default is to pay an interest rate below the nominal growth rate, we think it's 
possible that policymakers will aim to lower the interest rate rather than lift the 
inflation rate. In a sense, central banks buying government debt are already a 
small step down that path. A medium-term approach, however, could be to 
compel private financial institutions to purchase government debt. Such holdings 
were often mandated (as prudential measures) prior to the deregulation of 
financial systems in the 1980s. 
 
In the US, for example, commercial bank holdings of Treasury paper have fallen 
significantly, both as a percentage of bank assets and as a percentage of the 
stock of Treasuries on issue. Commercial banks now have a balance sheet of 
around US$8 trillion. Requiring them to hold 20% of their assets in Treasuries 
would imply demand for over US$1.5 trillion of Treasury paper. All else equal, 
this would obviously squeeze the provision of credit elsewhere in the system, 
unless regulators allowed banks to increase their leverage (which would be 
justified on the basis that so much of their asset base is in ‘safe assets'). We are 
not recommending this. But it seems to us that high sovereign debt may be 
resolved not by a deliberate shift to higher inflation, but by re-regulation that 
compels buyers to accept uneconomic yields. 

 
My concern is the massive supply we have in the market, in terms of the ability to 
produce cheap final goods, while there is tepid final demand.  Couple that with the 
continued write-off of private sector debt, and it seems a recipe for deflation -- not 
inflation.  (Whether gold can perform well in deflation is an argument we won’t get into 
today.) 
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Another of MFL’s concerns is the stock market.  He sees gold as a hedge in case we have 
a real break in stocks.  The problem with that argument, I think, is the fact that gold has 
correlated tightly with stocks during the last cycle, suggesting it has been part of the 
liquidity-driven asset continuum that has included all types of risk asset classes.  That 
said, gold did act very well during the worst days of the credit crunch and even 
appreciated along with the dollar for a while.  So, the argument has legs.  And it has legs 
now I think especially because of what is going on in Europe.  If you have capital 
invested in Europe and you don’t like the dollar, gold seems one of the only other real 
alternatives.  
 
Interestingly, as we were driving, about 18-hours roundtrip, we were listening to the 
various talk-radio programs.  Both of us being conservative—he on the neo-con Kool-
aide side (sorry, couldn’t resist), I on the old school paleo-conservative, Russell Kirk 
side—we enjoyed the various shows; I don’t listen to them at all during the week as the 
trading screens are more critical.  Not to get into the politics of it, what was most 
interesting is how many darn advertisements there were for gold.  It seemed every 10-
mintues another “buy gold” commercial aired.  Radio talk show hosts better hope gold 
never falls out of favor or they will lose a big source of ad revenue, was my first thought.  
My second thought, which I threw out at MFL: Aren’t you concerned when you hear so 
much advertising to the average investor suggesting now they should buy gold?   I’m not 
sure if he ever answered me on that—other than to laugh.  
 
So far, his arguments were very good and solid reasons to own gold.  But my last 
question was this: Is there any economic environment that you can point to that would 
suggest it’s time to sell gold?  MFL gave me the look (the “how did I ever agree to you 
marrying my daughter” look; I don’t have an answer to that either, but glad he did 
agree) and a “not really” comment.  But then again if MFL had to sell gold, imagine how 
much work that would be for him, tearing down all the drywall to find it.  LOL (For new 
readers, MFL has used his walls as a hiding place for buckets of precious metals in the 
past…true story. He wants me also to tell everyone he doesn’t do that anymore, but is 
beefing up security in case you don’t believe him.) 
 
I understand the arguments for gold.  And most of them make great sense.  In a world 
where it seems every government can’t create enough debt or rush to debase its 
currency fast enough to beggar-thy’s-neighbor on trade, gold is the answer.  But, though 
not perfectly analogous, I remember that in the midst of the Nasdaq-cum E-company 
boom, it didn’t look as though it would ever end.  Analyst after analyst justified the 
environment as far as the eye could see.  If you didn’t own tech stocks you were a 
moron.  This environment was so darn persuasive it led Julian Roberts and George 
Soros, arguably two of the best hedge fund managers ever, to capitulate right near the 
top of the Nasdaq boom. They took some major hits.   
 
I guess the lesson to me, and why I am concerned by gold here is this: When you cannot 
define any environment that would make gold go down, it probably represents some 
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type of sentiment extreme.  And we know what Mr. Market likes to do when he sees 
that—slam!   
 
Have a great weekend.  And thanks Dad for a making it a fun and interesting trip despite 
the event.  You’re the best even if you do like gold!   
 
Jack Crooks 
www.blackswantrading.com 
 
 
Black Swan Capital 
www.blackswantrading.com  

 
Attention conservative ETF investors ... 
 

“Currencies will be the main driver of 
investment returns over the next few years…” 
 

But… how do you cash in with an absolute minimum of risk 
without setting up a complicated margin account! 
 
 
Not everyone who reads Currency Currents considers him or herself a financial 
gunslinger, ready to toss the dice on currency pairs like a honeymooner at Vegas. 
 
In fact, I’d “bet” that most of our readers are not gamblers at all… rather, are intelligent 
risk takers. 
 
For those of you who want to trade currencies intelligently, with the absolute minimum 
risk, may I recommend a $49 annual subscription to our monthly publication, Currency 
Investor. 
 
Currency Investor (CI) specializes in analyzing the global-macro currency markets (6 
pairs) and recommending Exchange Traded Funds as a way to invest.  CI provides a path 
toward above-average returns with a portion of your retirement nest egg, personal or 
family fortune. 
 

__________________________________________________________________ 
 
 Jack 
 
Your accuracy over the last two years has been uncanny 

http://www.blackswantrading.com/
http://www.blackswantrading.com/
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You were months ahead of the masses on the strong dollar call in 2007 and your 
call on the collapse of the emerging market currencies, specifically Eastern 
Europe has been even better. 
 
You were a good six/eight months ahead of the great unwashed that are now 
shouting the same thesis from the roof tops 
 
I get a great many services and as far as thematic calls go you are second to none 
 
Kudos 
 
WR 
__________________________________________________________________ 

 
 
As with all of our day-to-day trades, rigorous risk management is employed with our ETF 
recommendations.  Stop losses are recommended.  And flash alerts are sent the 
moment we feel a sea-change that will affect your position.   
 
(Please note: Black Swan Capital’s Currency Investor is strictly an informational 
publication and does not provide personalized or individualized investment or trading 
advice.  Please carefully read Black Swan’s full disclaimer, which is available at 
http://www.blackswantrading.com/termsofuse.html) 
 
In short, we watch the world of currency ETFs for you, call the plays, and let you decide 
which ones make sense for you to pursue. 
 
One such play yielded our Members nearly 50% over just a 7-month period. Indeed, we 
recommended targeting the euro’s decline back in December 2009 and notched a 48.8% 
gain when we recommended exiting the position in June of this year. Even though ETFs 
are a conservative investment vehicle, the right ones offer very respectable return 
potential. 

__________________________________________________________________ 
 
Thanks for your thoughtfulness in sending a copy of your latest issue. 
However I did receive this.  I thought I should let you know. 
It’s good to see we have immediate access to those in your organization and can  
count on excellent service. -- H.F. 
__________________________________________________________________ 

 
Why should you consider CI?  Well, currencies will be the main driver of investment 
returns over the next few years (our emphasis), according to hedge fund manager John 
Paulson, as quoted in the November 2010 issue of The Absolute Return Letter.  And 

http://www.blackswantrading.com/termsofuse.html
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Currency Investor, at a mere $49 a year, is the best way you can profit from currencies 
by using ETFs. 
 

But… How?  When?  What? 
 
For new or experienced traders, the questions are always the same: Which currencies…  
What trades… When to get in, when to get out… sane stop losses… and how to manage 
risk to stay in the game until the profitable trades prevail (because, guaranteed, not all 
trades are successful.) 
 
CI offers a trio of benefits: a longer trade horizon – weeks or months, not days (or 
hours).  It’s a monthly publication (15-20 pages, including charts), so you need not feel 
glued to your computer screen.  And ETFs are as easy to buy and sell as any stock.  You 
can do it yourself through your online trading account, or through your broker. 
 
Best of all, it’s written in clear, easy to understand plain English.  Jack and JR explain the 
global-economic view and the logic behind each ETF recommended. 
 

Join Now! 
 
Now, if you have ever subscribed, even briefly, to forex services that have left you 
stranded with gobble-dy-gook, cryptic insider-speak, or were simply geared to a much 
faster trading tempo than fits your life, don’t be discouraged.   
 
Nor should you let friends or family tell you that currency investing is the bone yard for 
gamblers and fools.  It isn’t for everyone, but Currency Investor is for the cautious 
investor who sees the potential... but wants the most conservative approach. 
 

You could say that Currency Investor is the 
preferred monthly advisory for “sore losers” 

 
You don't like to lose money.  Neither do we.  Our job is to make money so we take 
losing as seriously as you do.   
 
Having said that, we do warn you:  there will be trades that don’t go our way.  But our  
current analysis tells us that Mr. Paulson is correct.  Currencies will be the main driver 
of investment returns over the next few years. 
 
Do you want to miss the trend?  Or carefully capitalize on it? 
 

Completely agnostic… 
and yes, we do play both ends against the middle. 
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Currency Investor offers the interested investor clear and biting analysis of the ebb and 
flow of currencies and which ETFs stand to gain.  Our perspective is global-macro and, 
while we believe the trend is our friend, we are always on the lookout for what might 
change and put the prevailing trends at risk—necessary insurance against missing the 
big shifts that produce big gains (or big losses if you’re on the wrong side of the trade). 
 
Quarterbacked by Jack Crooks, one of today’s premier currency traders with nearly 25 
years of experience, Currency Investor is not written for the dabbler, the foolish, nor 
(especially) the outright sucker.  We promise no magic pixie dust; no “secret” sauce or 
hidden algorithm or lost trading technique that will turn a few hundred bucks into a 
fortune. 
 
And, if you absolutely, positively cannot stomach the idea that certain trades won’t turn 
out, then you should park your money in T-bills at 2.5% or so. 
 
We do promise hard work, a relentless crunching of information and numbers, and well-
reasoned logic behind each one of our recommendations.  Each monthly issue spells out 
our thinking and, when warranted, recommends trades. 
 
WARNING:  If you want recommendations that promise to turn $5,000 into $85,000 in 
one month, do not subscribe to Currency Investor.  Rather, take your investment capital 
and buy lottery tickets.  We deal in what is real and bankable. 
 
If you have been hooked (and gutted) by that kind of “subscription,” we can assure you:  
we work overtime to underpromise and overdeliver.  Currency Investor delivers Jack 
(and son JR) Crooks’ best thinking, and the ETF recos that he uses to trade his own 
money.  His skin is in the game--only fair if we’re going to recommend how you and our 
other subscribers invest your hard earned dollars.   
 

__________________________________________________________________ 
 
I am a subscriber to your monthly newsletter…  Your daily "quotes" are excellent.  
 Thanks for a very affordable and easily understood product. 
--RBZ 
__________________________________________________________________ 
 

 
So, if you’re ready to take the next step and trade with some of the best global-macro 
thinkers working in currency today… if you want the opportunity to grow a portion of 
your money at a far, far faster clip than  passbook savings accounts or T-bills… you can 
sign up here and activate your subscription immediately. 
 
 
Sign up now for only $49 per year. 
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Yours for maximum profits, 
 
David Newman 
Director of Sales & Marketing 
www.blackswantrading.com  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
More details?  Click here to read more about how Currency Investor can work for you.   

Unlike many publishers, we welcome your calls and emails. 
 

Our members are a cut above the average financial newsletter subscriber; they 

know it, and so do we.  So, it is only natural that we provide you with above-

average access and service.  We really do welcome your calls and emails.  Please 

direct your questions and inquiries to me, David Newman, at 866-846-2672  

(Internationally phone 772-349-3890)  Or email info@blackswantrading.com.  

Trading questions are answered by Jack.   

 

Our goal is to attract subscribers who will be with us for years.  So far, so good! 
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