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Quotable 
“The foolish man wonders at the unusual; the wise man at the usual.” 

 
Ralph Waldo Emerson 

 

 
Commentary & Analysis 

Speaking of the euro? Here’s something interesting ... 
 

I remember one of the underlying assumptions put forth during a financial newsletter 
copywriting course I attended: 
 

The audience may not even care about your trading recommendations (success or 
failure); they just want information they can share at a cocktail party that will 
make them sound interesting. 

 
Between you and me, it would probably be cheaper to drink Dos Equis. But if you’re not a 
fan of beer and you’re itching for something to talk about as we enter the season of 
holiday parties and get-togethers, consider this ... 
 
The euro is going to parity. 
 
More specifically, before the eurozone economic and financial woes are resolved, the 
euro will have fallen to equal value against the US dollar, if not further. And if someone 
tells you you’re wrong about that, just punch them in the face (they’ll have the urge to 
thank you, eventually.) And if someone asks you why the euro will fall to par, just tell 
them BLACKSWAN said so. (Also tell them that Blue Horseshoe loves Anacott Steel).  
 
So here is your new ice-breaker ... 
 

I don’t always read financial newsletters, but when I do ... I prefer BLACKSWAN. 
 
We issued a euro report back in 2009 hinting at the coming destruction of the Economic & 
Monetary Union via the common currency. Then in March of 2010 we updated that report 
with additional predictions. 
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Those predictions are unfolding. 
 
Prediction #1: “... now, before any level of austerity has been imposed, these countries 
cannot fund government needs.  Austerity measures should lower government needs, 
granted, but it will also clobber existing tax receipts because the burden of austerity will 
fall on the private sector; they are already overburdened with debt and taxes.   
“Additional burdens placed on the private sector will likely increase bankruptcies and 
social unrest and kill growth in these countries.” 
 
Proof: Greece continues to struggle to cut enough of its public sector spending to appease 
the austerity demands of the Troika (EU, ECB, IMF). If it fails to make enough headway on 
implementing austerity, it risks not receiving the additional bailout money pledged to help 
Greece up off the pavement. Let’s just say the Greeks aren’t taking too kindly to austerity: 
Greek Tax Collectors, Others Strike Over Government Reforms 
 
The 2009 recovery in GDP growth among eurozone periphery nations seems to have 
reached a stopping point. While Portugal, Italy and Spain struggle to grow at all, Greece 
finds its economy contracting relatively quickly (greater than 5%): 
 

 
 

Here is another way of looking at it: 
 

http://online.wsj.com/article/BT-CO-20110912-707964.html?mod=WSJ_latestheadlines
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Prediction #2: “If the solution to the current crisis is for countries to implement deep 
austerity, it will clobber Germany’s exports.  And yet that seems the only alternative, and 
here’s why:  Germany has a massive lead on all these countries in terms of labor 
productivity, which translates into massive manufacturing efficiencies compared to the 
rest of the countries in the Eurozone.  How can these other countries export their way out 
of their fiscal problems when they effectively compete with Germany for the same 
relative export share?  They cannot. And it is highly unlikely Germany would purposefully 
toss away its manufacturing advantage for the sake of Eurozone unity.”   
  
Proof: There is no question that Germany holds the cards. But their decision of what to do 
with a dysfunctional system is not an easy one. Either a) jettison the captive export 
market that is the eurozone deficit nations or b) risk societal and political upheaval by 
bailing out the eurozone deficit nations on the verge of default. 
 
Based on the contraction and stagnation of eurozone deficit nations’ economies, the 
captive export market is not all that appealing anymore. But it is said that fleeing the euro 
would be dramatically worse for all involved. From UBS: 

The economic cost (part 1)  

The cost of a weak country leaving the Euro is significant. Consequences include 
sovereign default, corporate default, collapse of the banking system and collapse 
of international trade. There is little prospect of devaluation offering much 
assistance. We estimate that a weak Euro country leaving the Euro would incur a 
cost of around EUR9,500 to EUR11,500 per person in the exiting country during the 
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first year. That cost would then probably amount to EUR3,000 to EUR4,000 per 
person per year over subsequent years. That equates to a range of 40% to 50% of 
GDP in the first year.  

The economic cost (part 2) 

Were a stronger country such as Germany to leave the Euro, the consequences 
would include corporate default, recapitalisation of the banking system and 
collapse of international trade. If Germany were to leave, we believe the cost to be 
around EUR6,000 to EUR8,000 for every German adult and child in the first year, 
and a range of EUR3,500 to EUR4,500 per person per year thereafter. That is the 
equivalent of 20% to 25% of GDP in the first year. In comparison, the cost of bailing 
out Greece, Ireland and Portugal entirely in the wake of the default of those 
countries would be a little over EUR1,000 per person, in a single hit. 

 
German Balance of Trade (right) is 
shrinking. 
 
It is not a pretty picture for Germany 
being locked up in a “heads we pay, 
tails we pay big” situation. More than 
likely the leaders of euro land will 
make every effort to avoid a 
disintegration of the eurozone.  
 
 
Prediction#3: “The risk of implosion 
of the European Monetary Union is 
rising.  That risk is the catalyst for a 
very powerful self-reinforcing process 
that chases huge pools of capital away from the euro and into US capital markets to hide.”   
 
Proof: Back in March 2010 we also provided charts showing the spreads on 10-year 
periphery nation debt over 10-year German bunds. Here are updated charts that show 
increasing costs/risks to borrower/lender, reflecting the growing uncertainty that the 
eurozone can escape this economic and financial chaos: 
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Now that these levels have skyrocketed over the last year and a half (we added the 
USA/German spread for a frame of reference), the commentators are beginning to take 
notice. We’re starting to get predictions of just how bad a breakup of the EMU might be 
on the economies involved. 
 
The breakup concern had been dismissed as preposterous for so long, but now that the 
concern is gaining credibility, the leaders are putting everything they can towards building 
confidence the euro will stay. 

Greece Ireland 

Portugal Spain 

Italy USA  
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Angela Merkel most recently remarked: 
 

“We are using all the tools we have to prevent this. We need to avoid all disorderly 
processes with regards to the euro.” 

 
Merkel was right when she said “... we would see domino effects very quickly.” 
 
We only have to wonder, now, if this is just the same game they’ve been playing all along. 
It seems even more unlikely Greece will avoid some sort of default; and it seems even 
more unlikely that contagion will not further impact the eurozone economy and banking 
system: 
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Can the leaders continue the “kick-the-can” rhetoric and maintain any shred of credibility 
as the things they tell us will not happen eventually do? 
 
It is our guess that the euro has not nearly priced in what the common currency system 
has so far been shield from: simultaneous political and economic disorder. 
 
Sooner or later the politicians will fail the stress tests too. 
 
Par. 
 
 
JR Crooks 
Black Swan Capital  
Editor of Commodities Essential 
www.blackswantrading.com 
Currency Currents Blog  
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Join Jack Crooks of Black Swan Capital as he discusses 
globalmacroeconomic themes driving the volatility in markets around 
the globe including the China slowdown, Eurozone crisis and falling 
US consumer demand. 
 
In this live Webcast, Jack will translate 
these scenarios into currency trading 
ideas featuring the CME Group's FX 
Euro Futures(EC) and Japanese Yen 
Futures (JY). 
 
Jack will also examine the strengths of 
FX futures over spot/cash Forex, 
including open and transparent market 
pricing, equal market access, instant 
execution and mitigation of counterparty 
risk. 
 
Jack Crooks has over 20 years 
experience in the currency, equity, and 
futures arena; having held key positions 
in brokerage, money  management, 
trading, and research. He is the founder and president of Black Swan 
Capital LLC and Black Swan Capital Management. Prior to entering 
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the investment arena, Jack worked in various corporate finance 
positions. He has written extensively on the subject of global 
currencies and international economics. 
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Do you trade forex?  Looking for trading signals?  We’ve had a nice run lately in 

our Currency Currents Professional Forex Service.  Here are the last thirty-days of closed 
trades: 
 

Last 30-days of closed trades

Major Long Entry Exit Exit   PIPs

Entry Date Pair Short Price Price Date Profit

6/23/2011 USDZAR Long 6.8910 7.1000 8/9/2011 2,090         

8/8/2011 EURSGD Short 1.7326 1.7460 8/10/2011 (134)           

8/8/2011 GBPUSD Short 1.6382 1.6282 8/9/2011 100             

8/9/2011 CADCHF Long 0.7501 0.7410 8/9/2011 (91)              

8/9/2011 USDCHF Long 0.7165 0.7500 8/11/2011 335             

8/10/2011 USDHUF Long 196.15 193.0000 8/10/2011 (315)           

8/10/2011 AUDUSD Short 1.0245 1.0325 8/11/2011 (80)              

8/10/2011 GBPUSD Short 1.618 1.6311 8/12/2011 (131)           

8/11/2011 USDJPY Long 76.60 76.2400 8/19/2011 (36)              

8/15/2011 USDCAD Short 0.9856 0.9925 8/18/2011 (69)              

8/18/2011 GBPUSD Short 1.6474 1.6560 8/19/2011 (86)              

8/19/2011 AUDJPY Long 79.74 82.1100 9/2/2011 237             

8/19/2011 USDCAD Short 0.9839 0.9878 8/26/2011 (39)              

8/26/2011 EURUSD Short 1.4367 1.4446 8/26/2011 (79)              

8/25/2011 GBPCAD Short 1.6128 1.5962 8/30/2011 166             

8/19/2011 AUDJPY Long 79.74 82.11 9/2/2011 237             

8/31/2011 USDCHF Short 0.8055 0.7809 9/2/2011 246             

9/6/2011 USDCAD Long 0.9941 0.9864 9/7/2011 (77)              

9/6/2011 EURUSD Short 1.415 1.392 9/8/2011 230             

Total 2,504          
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