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It has always been assumed that the US Dollar (USD) would be a haven of value and characteristically strong in troubled times, 

especially if stock markets entered a bear market. This was certainly the case in the crash years of 2008 and 2000. However, the 

same situation has not held true recently with large sell-offs in the traditional risk proxies such as the S&P500, being accompanied 

by a drop in USD. 

Unsurprisingly, this disconnect coincides with the Federal Reserve now trying to slowly reduce its balance sheet and raise interest 

rates to levels that could be regarded as normal. Meanwhile, other central banks, such as the European Central Bank and Bank of 

Japan, are persisting with more aggressive easing of their money supply. The growing divergence naturally makes their currencies 

unfairly competitive against the USD. Against this backdrop, Mr. Trump is determined to return the advantage back to the USA. 

His tax cuts are just the first step. The second step could be to allow and indeed encourage the USD to weaken. But what of the 

state of the invisible hand of market forces? Is the USD king dead or alive?   

The Trade Weighted USD (DXY) chart (Fig 1.0 - panel A) does clearly show USD resuming its 2017 downtrend. In fact, it was as early 

as the month of May, when the greenback broke under its long-term 200-day moving average and triggered a bearish crossover 

signal (against its 50-day counterpart). This confirmed that it was now in a downtrend and not just consolidating its prior 

overbought condition. In percentage terms, the USD has dropped over 12% year-to-date, and 2017 is now officially one of the 

worst performing years since 2003 (for more details see recent Halkin Weekly Letter no:746, published 7th December).  

However, technically speaking, there is growing reason to be alert for a USD revival. The old market adage “the trend is your 

friend” is only true until Mr. Market signals a temporary change, or end to the cycle. Turning points traditionally appear in 

overcrowded trades, which ultimately lead to price exhaustion. This price behaviour can already be seen, as part of a nearly 

completed 5-wave impulsive cycle, which would still require a new low under 91. Looking at the short-term picture, in September, 

a possible bullish reversal pattern (inverse head and shoulders) has also developed, supported by a golden ratio circular support. 

This could lead to a much stronger USD again, but only if it breaks above price resistance (old neckline support) at 96.   

Nevertheless, it remains capped under this level for now. The wave pattern favours one final drop to at least 91 again. This is part 

of a 2.8 year trading range floor (Fig 1.0 - panel D) and a 38.2%/50% Fibonacci retracement of the bull-trend from 2008 and 2014 

respectively (Fig 1.0 panel E). Below 91 would risk a marginal new low, that would carve out the final wave 5, with further risk 

to 88. Only a further break of this support level would unlock further downside potential. As the DXY is heavily dominated by the 

euro, then we also expect suspect the euro to have stronger price action. In the past week, price moves the other way have 

occurred to delay the day of execution, but USD still seems to be teetering on the brink of being dead or alive. 
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Fig 1.0 – DXY Weekly Chart.  Source: Optuma© RW Advisory LTD. 
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The cheapest major currency is probably the Japanese Yen (JPY). It was very strong till last July 2016, but then partially retraced 

the last surge. Since then, the downtrend, Gann regression-line (factor 2x1) in favour of JPY, has been tested many times and 

always held (Fig 2.0 – panel A). This process finally led to a sideways trading range between 107 and 114. Whichever way it now 

breaks should be followed, but the suggestion is that it will favour a JPY rally. On breaking 107, a move to 100 is the long-term 

target. (Panel B) highlights JPY rotating to top safe-haven ranking from 2016, with CHF in second position, while USD lost its 

traditional status, back into the positive correlation records of 2013. Expect a potential mean-reversion ahead.   

Of course, if the USD is going to have a period of further weakness in the short-term, then Gold will be supported. This week’s 

drop in Gold has not affected the big picture. Gold remains in a secular uptrend since 1999, whilst also holding above its Gann 

regression-line (factor 1x1), which is still not broken (Fig 3.0-panel A). The yellow metal got too high at $1950 in 2011. A fall back 

to test the secular trend followed. Since no extended breakdown ensued, a sideways range has been in place ever since. There is 

a large saucer shaped pattern between $1060 and $1420, which characterizes price accumulation. Our momentum studies also 

remain in a bearish holding pattern between 20-60% (panel B). The expectation is that the top end of both price and momentum 

ranges will be overcome in due course, triggering a move to $1670 and $1800, under the old record highs at $1950.  

This would fit with the idea that the Chinese economy is the strongest large economy on the planet and its own currency becoming 

much more important. The Chinese also seem to want to have at least a partial link with real assets like Gold. Furthermore, any 

return of market volatility would also renew traditional safe-haven flows. The stop-loss is $1060. If this level fails, then the 

secular bull-trend will be cancelled.  However, at present the main expectation is for the USD to be allowed to weaken in the short-

term and decide its fate. It is on the cusp right now. 

 

 

 

 

 

 

 

 

 

 

Fig 2.0 – USD/JPY Weekly Chart.  Source: Optuma© RW Advisory LTD. 

Fig 3.0 – GOLD Weekly Chart.  Source: Optuma© RW Advisory LTD. 
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Disclaimer & Disclosures:  

No information published constitutes a solicitation, offer, recommendation, advice, to buy, sell or hold, any investment instrument, to affect any transactions, or 

to conclude a legal act of any kind whatsoever. 

The information published and opinions expressed are provided by RW Advisory (RWA) for personal use and for informational purposes only and are subject to 
change without notice. RW Advisory (RWA) makes no representations (either expressed or implied) that the information and opinions expressed are accurate, 
complete or up to date.  
 
In particular, nothing contained constitutes financial, legal, tax or other advice, nor should any investment or any other decisions be made solely based on the 
content.  All opinion is based upon sources that RW Advisory (RWA) believes to be reliable but they have no guarantee that keeps this the case. Therefore, whilst 
every effort is made to ensure that the content is accurate and complete, RW Advisory (RWA) makes no such claim.   
 

Limitation of liability 

RW Advisory (RWA) disclaims, without limitation for any loss or damage of any kind, including any direct or indirect consequential damages. 
 
Copyright 
All material produced is copyright protected by RW Advisory (RWA) and may not be copied, e-mailed, faxed or distributed without the express permission of RW 
Advisory (RWA). 
 


