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The "World's Most Bearish Hedge Fund" Has A "Stunning" Theory What Happens Next To The Dollar
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After a rollercoaster year, the clients of Horseman Global, which in 2016 we dubbed the world's most bearish hedge fund when its net exposure hit over -100%...
[image: asd]
... finally got some good news when in his December letter, CIO Russell Clark announced that after returning 5.54% for December, the month emerged back in the green for the full year, up a modest 2.27%.
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However, what caught our attention was not the fund's performance, which after a -24% 2016 barely closed in the green in 2017 (and suffered a dramatic plunge in AUM as a result), but Russell Clark's comments on the plunging USD, a topic which seemingly everyone has an opinion on.
Specifically, we found his comments notable because if he is right, the dollar slide will only accelerate, and will have profound consequences not only for assets, but for the US and global economy in the not too distant future.
Here is Clark's "fascinating" - as he puts it - theory about the source of dollar weakness, and more troubling, why what is about to happen next will make the recent collapse in the USD seem like a walk in the park.
Since the financial crisis, I have tried to apply the Japanese Quantitative Easing (‘QE’) model to the world as more and more central banks moved to zero or negative interest rates and asset purchase programs. In Japan the practical effect of QE has been for Japan to export capital, and this creates credit bubbles in the recipient countries. The country receiving the capital then has to deal with the credit bubble by devaluing and exporting deflation back to Japan. In my view, Japanese QE was the cause of the Asian Financial Crisis, and played a role in the Global Financial Crisis and the Eurocrisis. In Japan QE has meant my strategy has been to 
1. always be bullish JGBs, and 
2. short Japanese equities whenever they attempt to exit QE, and 
3. short the currencies of countries that had accepted QE capital flows. 
From 2013 to 2016, shorting various emerging markets, and being long developed market bonds was a winning strategy for the Fund.
However, in 2016 Chinese policy changes seemed able to reverse this trend, mainly through government mandated capacity cuts. I have seen many fund managers and economists hold on to investment and economic ideas long after they have been proven wrong, so given this break in the model, I thought it wise to question many of my investment ideas, particularly on bonds.
It is very easy to get bearish on bonds. With Chinese growth improving, and commodity prices rising, inflationary pressure is building. Furthermore, Chinese bonds currently offer 4%, substantially higher than developed market bonds. In addition, in a break with the Japanese experience of QE, the Federal Reserve has managed 5 interest rate increases, rather than only the one or two that Japan has been able to achieve since the bursting of the bubble. The refrain that I have heard these days is that QE works, and the US will be able to easily exit QE policies, followed by the ECB and the BOJ, and that bonds are a sell.
* * *
December tends to be quiet, so I have had time to reflect on market views on QE. Looking at how the US dollar has traded, and the performance of bonds, I am beginning to think that the model is not broken, but needs to be adjusted for the fact that QE is now undertaken by various central banks simultaneously, rather than just by Japan. The big increase in QE from the ECB and the BOJ that we saw in 2016, has seen capital move from Japan and Europe to the US. This has meant that even as the US has raised rates, credit conditions have remained very favourable. This combined with a recovery in China has created an extremely favourable market for all assets in 2017. But what does it mean for 2018?

Well, if the QE model still holds, then the capital flows from Europe and Japan to the US are beginning to slow and even reverse. 

The implications of this is that the strategy is to be bearish US dollars and bearish on US corporate credit. It also implies being bearish on European and Japanese banks, and buying of bunds and JGBs, however this remains to be seen.
Intriguingly, all these assets are already beginning to move this way. The full implications of thinking this way are fascinating.
And here is the conclusion, where - if Clark is right - better hold on to your hats, because it's about to get very volatile:
The worst-case scenario would be profound dollar weakness forcing the Federal Reserve to increase interest rates much more quickly than expected. Dollar weakness would cause Japanese and European exporters to suffer, forcing money into JGBs and bunds. This would be like the capital flight market in the US we saw in the late ‘70s. For reference, Swiss bonds yielded only 2% in the late 1970s, even as US rates went to near 20%.
[bookmark: _GoBack]Naturally, it would be poetic justice if the payback for the world's biggest (and really only) globally coordinated episode of QE which injected some $15 trillion in QE in capital markets, was a just as rapid, and accelerating episode of rising interest rates, starting with the US, in the process crushing US stock first and then spreading like a tsunami around the globe.
Maybe mean reversion is not dead after all, maybe it's just waiting for the right reversal to remind the economist PhDs in the Marriner Eccles building that there is no such thing as a free lunch... or free all time highs in the stock market.
And incidentally, for those who are wondering, Horseman "remains long emerging markets, short developed markets."
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Ref:     https://www.reuters.com/places/china     (American Corp's digging in deep in China's business/manufacturing model for the long haul)
http://www.atimes.com/article/china-bets-yuan-denominated-crude-oil-futures/
*GAS/ CRUDE FUTURES  (ShFE /INE)
*first comment interesting on payment via bilateral parties 'Russia--MIR card' and 'China's--Union card'   caveat? all countries should demand VISA/MasterCard security (?collateral?). The MIR/Union Cards will eventually be offered to all countries if need be via BRI Initiative  
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 ...the dollar slide will only accelerate, and will have profound consequences not only for assets, but for the US and global economy in the not too distant future.
Mexican Silver coins seem to be a reasonable thing to buy.
https://www.apmex.com/product/1114/mexico-1-oz-silver-libertad-bu-rando… 
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HH, ya gotta love any coin that has a half naked lady on it!
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with the 6% ebay bucks offer today you can get these below spot right now...
 
https://www.ebay.com/itm/FULL-DATES-Roll-Of-40-10-Face-Value-90-Silver-…
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Wow, silver quarters are going for up to almost $5 each?  I'm going to have to dig around in my coin boxes and see how rich I am.
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those are just a little over $3. 
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I'm liking the Maples:
 
https://www.apmex.com/product/1090/canada-1-oz-silver-maple-leaf-bu-ran…
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I don't buy any coins that have that ugly inbred old hag on it.
So no Canada, Britain, New Zealand or Australia. 
If you want a government issued silver bulion the Austrian Philharmonics are usually the best deal anyway.
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HRM the Queen "ugly inbred old hag" LOL
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Its a sad spectacle that a good chunk of the world still worships her as the deity.  
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At one time, Mexico was considering promoting saving by locking in the peso price of Libertads.  So if you bought a Libertad and the price of silver increased, the value of your Libertad would go up with the price of silver.  However, if the price of silver decreased, the Libertad would not decrease in value.  They were going to create a value ratchet that could only stay the same or go higher.  I do not believe this legislation ever was passed, so I am not a fan of libertads.
Instead, I am a fan of American Silver Eagles, even though they have a higher premium than Maples.  The reason I am a fan is that there are people who believe that selling an ASE for fiat should not be a taxable event, since both are legal tender.  (In fact, constitutionally, only the ASE is legal tender, not the fiat.  A fact that would come up in court, should they wish to be assholes about it).  The people who believe this are the United Precious Metals Association.  They store gold and silver for account holders and allow it to be converted to fiat through a debit card.  They only store AGE's and ASE's for this reason.  If you're interested in hearing this directly from them, go here.  https://www.upma.org/resources/gold-and-silver-dollars and here https://www.upma.org/resources/frivolous-tax-positions
So, I am willing to pay the premium for ASE's to possibly avoid tax when they are sold later.
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In reply to  …by hedgeless_horseman    THIS IS A LOOK-ASIDE as to WHAT IS THE UPMA
United Precious Metals Association ("UPMA")    
May 11, 2017
Gold and Silver Dollars
Functionally, the United States today has four distinct legal tender currency standards—
1. Gold, 
2. Silver, 
3. Platinum and 
4. Federal Reserve Note ("paper") dollars (31 U.S.C. §§ 5103 & 5112). 
Although the U.S. Secretary of the Treasury is "to maintain the equal purchasing power of each kind of United States currency" (31 U.S.C. § 5119(a)), he has largely neglected to do so. Hence in the real world economy, distinguishing between each type of dollar becomes paramount.
For example, a Gold Dollar consists of Gold Eagle or Buffalo coin minted by the U.S. Treasury. The face value of a one-ounce U.S. gold coin is fifty ($50) dollars. So a Gold Dollar would be 1/50th of a one troy ounce legal tender gold coin. The exchange rate between paper and gold dollars varies, but has recently averaged around $25 paper dollars for $1 gold dollar. A Gold Cent is a hundredth of that amount— about a quarter dollar in base metal coinage.
UPMA™ carefully distinguishes between Gold, Silver, Platinum and Paper dollars. Silver Dollars minted before 1965 having 371.25 grains of fine silver convert to today’s 480-grain Silver Dollar at a ratio of $1.50 to $1.00 face value. Although according to the federal courts, legally “a dollar is a dollar regardless of the physical embodiment of the currency” Crummey v. Klien, 295 Fed.Appx. 625 (5th Cir. 2008), following Thompson v. Butler, 95 U.S. 694 (Supreme Ct. 1877), in the real world, the kind of currency exchanged carries enormous implications.
UPMA™ offers Liquid Gold™ accounts denominated in gold and silver dollars, in order provide members greater flexibility in transacting with their various dollar options.
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here's my contrarian view...(still a multi-decade 'stacker')
One thing no one is stacking today is cash...yep, that ugly fiat.  everyone's buying anything, but they ain't stacking cash.
so, when interest rates hit 12%, will anyone have any money to buy treasuries?  My thought.  No...only by selling their other "stuff".
so...perhaps it's time to stack some of that nasty hated (including me) fiat...since no one else is.
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Stack both. Problem solved.
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No one is stacking cash? Have you seen the St Louis Fed's Velocity of M2 chart lately? 
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M2 does not equal cash...I mean cash cash...not "liquid assets" but FRNs either in paper form, or deposit accounts immediately available to write a check against.  
it's very common for someone to have $500k in paper 'investments' and have almost zero cash...using their credit card to pay for a $1,500 car repair.
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I always have a grand in $20s and another grand, at least, in $100s, that I keep in my desk. I thought everyone did this.
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yah, kinda hard (not to mention unwise) to buy hookers 'n blow with a credit card . . . jus' sayin'
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When interest rates hit twelve percent I'll be getting into 5 year CDs.
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dude, been in fiat all along. until something says spend it fast, all good. ps. 9mm and 22's are still imo the best pm out there. prices have dropped lately. same with 22's....
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Are you kidding? $4 premium to spot!
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Silver? You kidding? At that price it's way too heavy. A stack of C Notes travels far better.
If I want a Precious Asset as a store of value, I also want it very portable. Enter AU, Diamonds or Gems.
Or, in my case, enter Trezor.
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I like it.
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If energy producers and other producers of essentials do not accept crypto, cypto will also die.
Besides, central banks have been excited about digital currencies since the dawn of the computer...
 
...in fact, think about how many dollars bitcoin has absorbed/extinguished already!  Pretty damn clever if you ask me.
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Bankers are a conservative bunch. Traders are a different breed.
When the internet first came out, the bankers wanted to develop their own intranet, which became riddled with holes, like closed source software. When crypto first came out, bankers wanted to develop their own centralized coins, which went against the fundamental innovation of decentralized payments in the first place.
Just because they stand to win, doesn't mean that they seize the opportunities when they present themselves. They are laggards.
I think in the end they will fold. Cyrpto is a way out of the corners they have painted themselves in. You can't stop this beast unless you own most of the nodes and perform a systemic attack against the web, which would cripple the global economy. 
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Bullshit.  I knew two very good programmers that went to work for JPM in the 90's after Netscape folded.  Think about what smart (not necessarily good) people could do if they could create as much "money" as they wanted...
...do you buy crypto with fiat?  yes you do.
Again, how is crypto a "way out" if it is not universally accepted by PRODUCERS.
Sorry, there are no easy fixes, soon enough, if you don't do real work, you won't eat motherfucker.
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No doubt there are smart folks running the important details, like say all the high frequency trading systems.
Banking used to be more vanilla before it became blurred with IB with the repeal of Glass Steagall. I was referring to banking in the traditional sense. IB [Investment Banking?] employs some cutting edge techies,
One of the goals of crypto is to be accepted as a payment method, and it will. Many shitcoins will fail and the herd will thin out eventually.
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You seem to be under the mistaken impression that once someone buys cryptos with fiat that fiat disappears.
It does not. It is simply transferred from one person to another. 
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EXACTLY, HENCE IT IS NOT A WAY OUT OF THE FIAT PROBLEM!!!!!
exactly my point!!!!
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I bought a bernie bond, it kept circulating around to everyone except me, and then ceased to exist, ah la, disappeared.
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what about the fed governor who recently came out and said they probably only needed to do 2 hikes in 2018, which as we all know means one?
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what's next for  the  fund? Peter Shill joins the board of directors.
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Get Bill Gross in here stat!
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The banksters are like stage magicians.  They do impossible things like cutting a lady in half and putting her back together again.  Of course, it is only a trick.  The central banks used to know it was a trick.  Now they believe that they are really doing magic.  They cut the lady in half and bring out a new lady as the old is dead.
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Dollar dropping as the Fed promises to raise rates?  Gosh, it almost seems like they are not being believed.
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All we need is a really good war. Puts people to work and takes their minds off of bills and interest rates.
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Gold & Silver ....  it's what's for dinner folks!
· reply

Vote up!
0

Vote down!
0

(reset)

[image: Profile picture for user null]
null Jan 18, 2018 4:12 PM Permalink
Switching from hedge funds to public relations? Improving since 2016, really, or was that sarcasm?
Better get registered ... Flynn would say. 
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Helicopter money is rolling out in real time. When in the past has a international corporation like fiat handed out $120 000 000 to labor and salaried for shits and giggles. Or are they hoping to avoid Republican losses in Nov.? Tit for tat backroom deals 
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Gee, if they wanted inflation, they could have easily given money to the 99%, who will more likely spend it than the 1%. It always was about enriching one parasitic class at the expense of everybody else.
How do you kill a parasite without killing the host? That's the big question.
In that time, the parasites became too big to fail. Repeal of Glass Steagall was one of their greatest victories.......and keeping it buried.
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BINGO!!!  In fact handing the same amount of new money out to all taxapayers is really the only equitable way to do QE.
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Never crossed their minds. But they spent a decade scratching their heads about why inflation was so low. LOL. 
PhD's at work.
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Yep.  They will make good fertilizer soon enough.
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...to a select few, yes, not to everyone.
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Whatever you say baitchezz...
CTRL+P ......... pleaseeeeeeeeeeee :)
 
We ... NOhhhh  ..Care ... Bout... Da Poor ...
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"The poor will be with you always."
  -- Jesus
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While it makes TOTAL Sense, markets always seem to stay irrational, longer than you can stay solvent. 
 
He could be 'right', the dollar could fall, and yet the Dow go to 30,000.   
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but damn it, if you can stay solvent up until that last moment, well that's when fortunes are made bro
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Got BTC?
TTGL
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Increasing IRs will be inflationary as companies go under. Low IRs lead to bad business decision making. Check out Carillion in the UK. 
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"...in the process crushing US stock first and then spreading like a tsunami around the globe."
 
To say nothing of what this would do to the key lynchpin of the 'wealth effect' in housing prices and the ability to purchase.    Not to mention U.S. debt-servicing costs.
Bah...   Where's that hypersonic bomber - we need 30 or so of them at a $Billion each...
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Short developed markets with EFA and SPY up over 4% on the year, ouch.
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So stack more Gold coins ?....  Check. 
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Inflation rate in 1979 was like 12%? Income tax wasn't indexed for inflation.
Then look at inflation rates by country in 79 vs 2017. Let's further assume you aren't some sort pro/institutional trader, speculator, hedger.
You're going to allocate your funds based on inflation and sovereign bond rates? Rough life.
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We'll still have the Phoenix which will rise out of the dollars ashes.  Still fiat currency, but with a different name. Economist, 01/09/1988.
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Well this guys been wrong for so long he’s so for a win
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I predicted 50 of the last 2 collapses.
· reply
In reply to Well this guys been wrong…by mcl2177

Vote up!
0

Vote down!
0

(reset)

[image: Profile picture for user Ink Pusher]
Ink Pusher Jan 18, 2018 5:16 PM Permalink
QE<QC * (Quantitative Clusterfuck)
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Working with resource constraints means CUTS ON MILITARY SPENDING and NO BANK OR CORPORATE Bailouts.  I love after the banks cause the mess and get bailed out to the tunes of trillions of dollars that they have the balls to tell ordinary people to suffer under government cut backs.  This is all bullshit and I hope people finally wake up and get the pitch forks out.  ENOUGH IS ENOUGH - FUCK the corrupt BANKERS.
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First are we talking real constraints or imaginary constraints.
Secondly not reserve constrained, derivatives, deregulation. Society MUST PAY perforce.
The only questions are how the costs are realized and distributed.
The argument is CB cost shifting/spreading is less destructive. That the creative destruction tab would be systemic and therefore too high.
Before you become too holier than thou (Americans) consider that the Federal Reserve effective "tax base" is around 4 billion people.
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Outrageous scenario! How could anyone have seen that coming?
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You can fool some of the people sum of the time
And sum of the people some of the time
But you can't fool sum of the people sum of the time
 
USD is synonymous with US culture and geopolitics, and will always be the Devil's Bargain. The last country to realize how offensive and obnoxious is the pretense to Empire and a generally bloated sense of self-importance, along with reliance on universal acceptance of it's shekels, never returned to greatness after the last Great War. QE has merely delayed and obscured the total bankruptcy which precedes the end of the American Century.                                                                                                   
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Pretty soon horsemans senile old aunt gertrude will be his only client.
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Read it twice.
Couldn't find the “shocking” part.
Page must be loading weird.
· reply

Vote up!
1

Vote down!
0

(reset)

[image: Profile picture for user Catahoula]
Catahoula Jan 18, 2018 6:03 PM Permalink
Guy tries his best to lose money like so many 'professionals' even in a multi year rising tide. 
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My shiny stack just giggled from the safe, er...I mean from the bottom of the lake.
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HYPERINFLATION plays out until...
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  Draghi is screwed. The euro is way too high, and exports are starting to suffer , which will put pressure on any plans to raise rates.
      Additionally the eur/usd has already retraced almost the 61.8% Fibi of the T-LTRO move and rates haven't been raised and there's no indication of tightening.
  The euro is a "risk-on" currency, and the second the EM and commodity markets start to fall, traders will pile into Treasuries and the $usd.
  This fuk wad hedge fund moron should stick to what he knows, {being a schist-er} and get a few lessons in f/x trading.
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One of the most important things to remember about the global currency system is that by design it is fairly closed. This means relative value tends to merely shift back and forth between the four major currencies that dominate the system, this is the main reason currencies appear more stable than they really are.
It only becomes a real problem for governments to deceive us as to the real value of our currency when this bond is broken. Unstable currency markets can be a precursor to massive shifts in value and a sudden drop in confidence. It is logical to think that in such a situation insiders would be the big winners. More on this subject in the article below.
http://Currency Games Scream Major Risk.html
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hah what a joke still putting thought into these markets that are completely captured and controlled by the machines. 
Look Clark is a smart guy but he is dead wrong on this.
You'd be better taking investment advice from John Mcafee
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John be krazy... but he be right !
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I'll be waiting to see him eat his own junk . . .
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'Stunning'  'Shocking...'  'Flabbergasting...'  'Bewildering'
[yawning]
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Capital flows to the US have only just started. The Euro will fall long before the dollar.
· reply

Vote up!
0

Vote down!
0

(reset)

[image: Profile picture for user Sudden Debt]
Sudden Debt Jan 18, 2018 7:34 PM Permalink
And the economy became a cash only market
But inflation was faught by indexing the salaries which this time won't happen.
That's the inflation spike that will destroy most wealth in America
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I always take my investment advice from people who are losing their clients' money.
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We all have a theory until we get punched in the face by the fed 
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OMG...we may have "gasp!" core inflation at 2%!
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QE is money in their pockets, never yours!
 
Or, money that was once yours is now theirs.
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So 25% of the world market quits importing as much? (Didn't work out well for OPEC.) Federal Reserve Notes outside the US become massively devalued? (China pegs to Euro?) Keep your dollars and move to the US before Trump's Wall is built? (MAGA in progress?)
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If true we would then see immediate action very quickly to deep negative interest rate policies, or else, she all goes bust.
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Shits GOING DOWN. Adam kokesh targeted and locked up by SCUM PIGS.
https://steemit.com/freedom/@zoomtruth/adam-kokesh-maybe-time-to-pay-a-…
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Never mind the woes in real economies. Ask who has deleveraged, it is US vs the Rest. US deleveraging is delaying the needed deleveraging elsewhere, particularly China. 
Others tapering their QEs are suicidal for their real economies when US tapers. Others depend on consumption and investment just to pay debt interests. 
Smart monies should not be in these emerging markets.
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The dollars will come back to the US and go into real assets, gold, silver and physical assets. Then there will also be investments in crypto's  which will go up to the moon and those in them will watch and not take profits and only watch them go down to nothing.  Then something will happen, a digital currency backed by production and physical assets. This one will survive the test of time.
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People die at the Fair.
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Now add the usual socialism for the rich and capitalism for the poor with the tax breaks for corporations.  China is backing off our debt, sending signals to other countries to stop buying as well.  Federal Reserve is the buyer of last resort once again.  When interest rates start soaring, and the 10 years creeps up, how do we pay the interest on our own debt with decreased tax revenue?  Oh yeah, corporations will be doing so amazingly well that tax revenue will double even with the cuts, just like with Reagan.  A perfect shit storm is brewing for the USD.     
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A lot of assumptions are being made in this article. 
 
Stick with the analysis at Shepwave.com at least they have the track record to prove they know where markets are going. 
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Interesting but it has not changed my investment choices.  Been in silver and gold miners for a while and online gaming firms like 888.  The only us stock I hold outside of miners is Amerisur which is extracting oil from a rich field in Colombia.
· reply

Vote up!
0

Vote down!
0

(reset)

[image: Profile picture for user mosfet]
mosfet Jan 19, 2018 3:11 AM Permalink
Wait!  So this hedge fund has been losing money hand over fist and wrong most of the last decade, but I should pay close attention to what they think the Dollar will do this year.  Well Hell...Where do I sign up for more great predictions like this?
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I would observe Japan companies still manufacture better cars....the US problems are tied to corruption which must be flushed out of the system.
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The $US has become a global pariah - nothing can reverse that !! 
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Go for it. Maybe the banks will have to start paying interest on savings again.
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All you need to know is that Rockefeller old turtles with big ears diversify their assets out of US Dollar in Aug-Sep 2017. And they are the ones who make the game plan in town. FED are the poppets..
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