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Artificial U.S. Dollar rally coming to an end
By Daniel Zurbruegg, CFA / Alpine Atlantic Global Asset Management AG

Currency markets are hard to understand for many investors and even I have to admit that I don’t understand certain price movements, especially short-term price moves. In my view, investors often make the mistake of not being able to distinguish between a trade and a strategic investment decision. A trade is done in anticipation of short-term price development whereas a strategic investment is made on the basis of a longer-term fundamental investment rationale. In foreign exchange markets the price dynamics are even more complex, I learned this when I was working as a currency strategist for one of the biggest U.S. companies.

At Alpine Atlantic, we help people from all over the world to get proper international investment diversification. For North American clients this means helping them to manage their U.S. Dollar related investment exposure. For them we typically sell U.S. Dollars as a first step towards international diversification. We have become more bearish on the U.S. Dollar in recent weeks just when the currency showed renewed strength. In our view the temporary U.S. Dollar recovery was driven by the global deleveraging process. We predicted this artificial U.S. Dollar rally to come to an end soon and the market to focus on the structural weakness of the currency. 
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In these last days of the old year, we are becoming witnesses of a renewed U.S. Dollar weakness. Just since the beginning of the month, the currency has lost 15% versus the Euro and the Swiss Franc, with the selling pressure accelerating in the last couple of days, a movement that is finally reflecting key fundamentals. We expect further selling pressure in coming days and weeks and can only see very few factors that speak for an end of this trend. 
I am often surprised to hear arguments from investors when they talk about currencies. Today’s foreign exchange market is an extremely big and liquid market and is in fact a system that where the relative value of countries and its economies is measured. How many times have I heard arguments and statements from confused investors who try to explain and predict currency movements with things that just don’t make sense. People talk about macroeconomics, money printing, gold standards and other concepts without really understanding their meaning in a broader context. The value of a currency is never driven by a single factor but by a number of drivers whose impacts change, sometimes very quickly and a currency is therefore a relative measure of the value of an economy. Paper money or Fiat money as it is called in economics is a global measure of value of individual economies and this system can’t be manipulated as long as currencies are allowed to be freely trades. And we certainly don’t need another gold standard anymore, because it would not properly reflect the true value of an economy. Therefore the foreign exchange market is comparing the relative value of various countries and their currency, much like stock prices in equity markets. And the share price of the United States Inc. is going down at the moment. The temporary recovery of the U.S. Dollar in recent months was driven by the global deleveraging process, now this is reversing and the market is focusing on fundamental values again.
Don’t get me wrong, I am not saying that things are so much better over here in Europe and in other parts of the world, actually I think some things are even worse here in Europe. It is still true that most economies over here in Europe are not as flexible as the U.S. economy, but I believe that in relative terms, Europe has been improving and closing the gap. But let’s face it, the U.S. and Europe will become less powerful and important in the next decade as other regions such as Asia emerge and that’s why I believe that the current U.S. Dollar weakness is a serious structural weakness and in fact the beginning of a real paradigm shift. 
Don’t be surprised to see more U.S. Dollar weakness in coming weeks and we advise investors to diversify their currency holdings and diversify investments globally. 
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The company is an independent asset management company located in Zurich, Switzerland. The company offers “turnkey solutions” for offshore asset management, asset protection and banking, helping its clients to diversify assets globally.





Daniel Zurbrügg is the Managing Partner of the company. In his 20 year long career he managed assets for the Philip Morris Group and Compagnie Financière Richemont. Prior to joining Alpine Atlantic he was the head of asset management for Zurich based private bank “Bank Frey & Co. AG”. 
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