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Key News 

 Rice prices jumped 30 per cent to an all-time high on Thursday, raising fears of fresh outbreaks 

of social unrest across Asia where the grain is a staple food for more than 2.5bn people. (FT) 

 

 Japan's inflation rate climbed at its fastest rate in a decade and the jobless rate worsened. (AP) 

 U.K. house prices rose in March at the slowest pace in more than a decade after mortgage rates 

increased and Britons' confidence in real estate evaporated, Nationwide Building Society said. 

(Bloomberg) 

 Top-notch banks and brokerages on Wall Street appear less desperate than feared for super-safe 

Treasurys, if the soft demand for the first auction of the Federal Reserve's security lending 

facility is any guide. (WSJ) 

Key Reports Due (WSJ):  
8:30a.m. Feb Personal Income. Expected: +0.3%. Previous: +0.3%.  
8:30a.m. Feb Personal Spending. Expected: -0.1%. Previous: +0.4%.  
10:00a.m. End-Mar Reuters/U Mich Sentiment Index. Previous: 70.5.  
 

Quotable  
“Now is the winter of our discontent 

Made glorious summer by this sun of York.”  

 

    William Shakespeare, Richard III 
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FX Trading ï Recession ï buy the dollar?  
Morgan Stanley’s recession call [our emphasis added]: 

 

“Three months into the new year, the incoming data have reinforced our US team’s recession 

call.  The recession in construction appears to have spread from residential to non-residential 

building.  Employment declined in January and February, and we expect another decline of 

currently around 50,000 in March (data due on April 4).  Also, both the manufacturing and 

the non-manufacturing ISM surveys have fallen below the recession threshold of 50.  And 

with house price declines accelerating, the credit crunch unfolding, and energy price hikes 

sapping households’ purchasing power, the outlook for consumer spending has darkened 

further.  Still, our US economists continue to expect the recession to be relatively mild and 

short  Their tracking estimate for 1Q GDP currently stands at -0.4% (seasonally adjusted 

annualised rate, saar) and the forecast for 2Q at -1.1%.  Fiscal stimulus should bring about 

some rebound in 3Q (+3.0% saar).  If so, we would now be almost halfway through the 

recession!  However, the rebound should be short-lived and morph into a sluggish, sub-par 

GDP growth rate of below 2% well into 2009.”  

 

Well, that sums it up!  Let’s just sell the dollar and go home and hide in a corner, one would think.  

But one might not be thinking clearly making that assumption, according to Adam Cole, RBC 

Capital Markets Head, writing in FX Week magazine: 

 

“Four of the last five recessions have been associated with USD appreciation. On average, 

the DXY dollar index has risen 3.4% during recessionary periods compared with an average 

fall of 1.2% over the whole 35-year period of floating exchange rates."  

 

Three reasons Mr. Cole cited: 

 

1. Markets are forward looking.  

2. During downturns, markets reward central banks and punish central banks that are slow to 

ease policy. 

3. US retains some residual status as a safe haven. 

 

So, we ran the video tape, as whacky sportscaster Warner Wolf used to say…below are a few of the 

business cycle reference dates from the National Bureau of Economic Research (with a name like 

that, who’s going to argue): 

 

BUSINESS CYCLE  
REFERENCE DATES  

DURATION IN MONTHS  

Peak  Trough  Contraction  Expansion  Cycle  

Quarterly dates 
are in parentheses 

Peak  
to  

Trough 

Previous 
trough  

to  
this peak 

Trough 
from  

Previous  
Trough 

Peak 
from  

Previous  
Peak 

 
June 1857(II)  
October 1860(III)  

April 1865(I)  
June 1869(II)  

December 1854 (IV)  
December 1858 (IV)  
June 1861 (III)  

December 1867 (I)  
December 1870 (IV)  

--  
18  
8 

32  
18  

--  
30  
22  

46  
18  

--  
48  
30  

78  
36  

--  
--  
40  

54  
50  
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October 1873(III)  
 
March 1882(I)  

March 1887(II)  
July 1890(III)  
January 1893(I)  

December 1895(IV)  
 
June 1899(III)  
September 1902(IV)  
May 1907(II)  
January 1910(I)  
January 1913(I)  

 
August 1918(III)  
January 1920(I)  

May 1923(II)  
October 1926(III)  
August 1929(III)  

 
May 1937(II)  
February 1945(I)  
November 1948(IV)  
July 1953(II)  
August 1957(III)  
 

April 1960(II)  
December 1969(IV)  
November 1973(IV)  

January 1980(I)  
July 1981(III)  
 
July 1990(III)  

March 2001 (I)  

March 1879 (I)  
 
May 1885 (II)  

April 1888 (I)  
May 1891 (II)  
June 1894 (II)  

June 1897 (II)  
 
December 1900 (IV)  
August 1904 (III)  
June 1908 (II)  
January 1912 (IV)  
December 1914 (IV)  

 
March 1919 (I)  
July 1921 (III)  

July 1924 (III)  
November 1927 (IV)  
March 1933 (I)  

 
June 1938 (II)  
October 1945 (IV)  
October 1949 (IV)  
May 1954 (II)  
April 1958 (II)  
 

February 1961 (I)  
Nov ember 1970 (IV)  
March 1975 (I)  

July 1980 (III)  
November 1982 (IV)  
 
March 1991 (I)  

November 2001  (IV)  

65  
 

38  

13  
10  
17  

18  
 

18  
23  
13  
24  
23  

 
7 

18  

14  
13  
43  

 
13  
8 

11  
10  
8 
 

10  
11  
16  

6 
16  

 
8 

8 

34  
 

36  

22  
27  
20  

18  
 

24  
21  
33  
19  
12  

 
44  
10  

22  
27  
21  

 
50  
80  
37  
45  
39  

 

24  
106  
36  

58  
12  

 
92  

120  

99  
 

74  

35  
37  
37  

36  
 

42  
44  
46  
43  
35  

 
51  
28  

36  
40  
64  

 
63  
88  
48  
55  
47  

 

34  
117  
52  

64  
28  

 
100  

128  

52  
 

101  

60  
40  
30  

35  
 

42  
39  
56  
32  
36  

 
67  
17  

40  
41  
34  

 
93  
93  
45  
56  
49  

 

32  
116  
47  

74  
18  

 
108  

128  

 

Average, all cycles:  

1854 -2001 (32 cycles)  
1854 -1919 (16 cycles)  
1919 -1945 (6 cycles)  
1945 -2001 (10 cycles)  

  

17  
22  
18  
10  

  

38  
27  
35  
57  

  

55  
48  
53  
67  

  

56*  
  49**  

53  
67  

* 31 cycles  
** 15 cycles  

Source: NBER  

We are going to focus on the last few downturns for our purposes here.  Two reasons, one is time, 

the market is ticking, and the second is our US dollar charts don’t go back to 1857. 

 

 

 

Starting with Nov ô73 ï Mar ô75, let’s see how the dollar index did: 

 

http://www.nber.org/cycles/november2001/
http://www.nber.org/March91.html
http://www.nber.org/cycles/july2003.html
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A bit of a wash here in terms of the beginning and ending dollar value. 

 

Next period Jan-Jul 1980 Recession: 

 
 

That looks like a round trip for the greenback, but it did move higher over the time measured.  But 

definitely not a one-way bet.  Notice the rocked ride once this recession ended… 
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Next period of contract is Jul-Nov 1982: 

 
 

That was a definite rally in the dollar… 

 

Next period of contract is Jul ó90-Mar ó91: 

 
 

This is a mixed bag here, but the buck did end slightly higher measuring thru March of 1991. 
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Next period of contraction is Mar ó01-Nov ô01: 

 
A bit of a round trip here too, but the dollar appears to have edged higher.   

 

That is our US$ index – Recession history lesson for today boys and girls.  Hope you found it 

interesting.  One thing seems clear form this analysis; markets are forward-looking, as Mr. Cole 

points out.  Only one small problem here though, we usually don’t know it was an official recession 

until after it’s over.   

 

But there is a bottom line, and we think it is this: Even if you know we are heading into recession, 

the dollar is far from a one-way bet.  Mr. Market plays his magic again!  It’s a beautiful thing.   

 

We are still liking AUDJPY long, but hoping the JPY side of the fence will get into gear soon…. 

 
Have a great weekend! 

 

Jack Crooks, Black Swan Capital 


