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THE USD HAS JUST STARTED ITS NEXT “LEG-UP” AND 
THE PROBABILITIES FAVOUR IT GOING SIGNIFICANTLY 

HIGHER OVER THE COMING MONTHS 

That, friends, is the gist of this alert. 

Chimney Economics 

To explain all the reasons why this is likely the case is not easily done in one alert.  

There are mul:ple factors which affect any given market and it’s simply not possible to even 
a?empt to cover them all in one publica:on.  

Think of one of those unimaginably difficult and enormous puzzles of an en:re cityscape 
where it can take 30 minutes just to find the li?le pieces for, and then build the chimney… 
and there are 10 chimneys.  

Today we’re going to deal with the chimney albeit a super significant, very most important 
chimney. 

I’m going to assume you’re a regular reader of the blog. The puzzle pieces if you will are 
discussed there and as such you’ll already have a decent understanding. PuJng them all 
together and ac:oning them is of course where the rubber meets the road. Let’s not kid 
ourselves. This is what Insider is designed to do. It’s about number 1 Inc. - i.e. you, and 
providing you ac:onable methods of the most asymmetric opportuni:es we can find on a 
con:nuous basis.  



One of the themes I’ve spilled a lot of digital ink on is that of the bond market. As recently 
men:oned these markets are looking increasingly shaky. It is and was earlier this year we 
believe that bond markets topped. I won't rehash it here but we are viewing current market 
ac:vity as a confirma:on of this.  

What the bond market has to do with the dollar is what ma?ers here and now with respect 
to this alert.  

A reversal of the bond bull trend has ramifica:ons across global asset prices and one of 
those ramifica:ons is a reversal in globalisa:on. This promises to be infla:onary.  

As na:ons become more inward looking global capital flows will slow down. 
This is in fact already taking place and while I’ve quite literally only a small handful of top 
fund managers I discuss these things with nobody else anywhere men:ons it. This is a 
mistake as the ramifica:ons are profound.  

Consider that in the US, which is the most important player due to the dollar s:ll being the 
reserve currency, and the US being the global consumer. We’ll see the US import less, and 
the exis:ng shortage of dollars in the Eurodollar system will become an even bigger 
problem than it is already.  This is why LIBOR remains elevated and it’s also key to 
understanding global capital flows in many other markets. As this persists a much stronger 
dollar is a near certainty in such a situa:on with a nega:ve feedback loop created whereby 
a shortage of dollars in the Eurodollar market and indeed any interbank market then drives 
the dollar higher. This has a major nega:ve effect on the world's dollar denominated debt, 
which is es:mated to be north of $13 trillion.  

Long term readers will remember it was back in 2014 when we discussed the beginning of 
the dollar bull run. We discussed the dollar carry trade and the shortage of dollars in the 
financial system has been evident ever since then. The Dollar Index has just recently broken 
from support and we believe will con:nue its bull run. 

This comes at a :me when so many traders have given up trying to trade the Dollar Index. 
The market can be more exhaus:ng than a 2 year old fuelled by Red Bull and and an 
endless supply of lollies. Right when you think you can’t take anymore the li?le Tyke will fall 
asleep and leave you in peace. You just have to have the pa:ence for that blissful :me. 
We’ve been very pa:ent and now while trend traders are exhausted and throwing in the 
towel the Index has broken out. 
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Note the 18-month old trading range in the USD Index below. This has been a trend 
trader’s nightmare. Well just when the market has knocked enough trend traders onto their 
backs it will start to trend again! 

I have seen many markets break out of long term trading ranges and this one has been 
bumping and grinding since March of 2015 (19 months). What’s really great is that when 
they do they usually make up for lost :me with significant moves. If you wait too long then 
the asymmetry disappears are vola:lity gets priced into the market.  

How high could the USD Index go?  

Well we are expec:ng it to move by at least the same magnitude as it did from mid 2014 
un:l early 2015 - i.e. at least a 25% move.  

So we are reasonably confident that within the next 2 years the Dollar Index will re-test its 
2002 high of 120. But it could go a lot higher… 
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Remember, there are many pieces to the puzzle and depending on how they all play out 
there are scenarios whereby this could go quite a bit higher. For now, though, we are 
confident in at least another 25% upside move. 

What makes us so confident? 

Here are a couple of points. The US Dollar was out of favour from 2002 un:l 2014. That is 
about 12 years (let’s call it 10 for simplicity). There has been a “bull market” in the USD 
since mid 2014 - that is only 2 years in dura:on (19 months of which it has gone sideways).  
We think that it will take a lot longer to “unwind” all the excesses (short USD posi:ons) that 
built up over the 2002 – 2014 period. The $13 trillion men:oned poses a significant 
threat...or bullishness depending on your posi:oning. 

What are the components of the USD Index? Here are the approximate weigh:ngs: 
• Euro – 58% 
• Japanese yen – 14% 
• Bri:sh pound – 12% 
• Canadian dollar – 9% 
• Swedish krona – 4% 
• Swiss franc – 3% 

As you can see there is a very heavy weigh:ng towards the euro (almost 60%) so any view 
on the direc:on of the USD Index is really an inherent view on the fortunes of the Euro. 

Ways to Trade the USD Index 

We think the best way to trade it is via the ETF UUP which tracks the performance of the 
USD Index. We will give you 3 ways to express a bullish view on UUP: 

1. Buy UUP outright 
2. Buy UUP using leverage 
3. Buy a long term call op:on on UUP 

1. An outright buy  

You can simply buy the ETF outright which will give you exposure to the Dollar Index in the 
same way as the ETF SPY gives you exposure to the S&P 500 Index. 

If you’re wan:ng the simplest most straighrorward means of par:cipa:ng then this is it. 
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2. Using leverage 

If you are a li?le more adventurous you could buy UUP using leverage.  

Here is how a leveraged trade could work. Let’s say we are prepared to admit defeat on a 
bullish view on UUP if it broke below the 24.5 level. In other words, we’re wrong and need 
to exit. This is where your stop loss would go. Let’s further say that you are willing to risk 
$1,000 if you get stopped out on UUP.  

The fall from current levels (25.95) to the stop loss level (24.50) is about 5.60%. So 
$1,000/5.6% = $17,857 or 688 shares – and that is your posi:on size in UUP.   

What if we are “right” and the Dollar Index advances another 25% higher over the coming 
months, i.e. UUP gets to 32.44 over the coming months?  

This would equate to about a 650% return on the capital at risk on the trade. 

This all seems very glamorous and appealing but it does depend on UUP advancing 25% 
over the coming months and assumes that it doesn’t trade below your stop loss in the 
interim (effec:vely stopping you out and locking in a “nice” loss of $1,000).  

Stop outs like this happen more oven than you may think, and there is simply nothing more 
gut wrenching as a trader than being right on your view but only having a dirty loss to show 
for it! 
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3. Buying Long Term OpVons on UUP 

Another way of trading the Dollar Index is via long term call op:ons on UUP. January 2019 
opVons are available and they are very aYracVvely priced. Below is the op:ons chain from 
Yahoo Finance: 

I think these long-term op:ons on UUP are a real gem, but a few people know they even 
exist  

I’m not going to go into the details of how op:ons work or are priced. You may want to refer 
to www.op:onsplaybook.com if you want to familiarize yourself with op:ons. What I will do 
is work through a few examples to give you an idea of how a?rac:ve these op:ons are. 

So our view is that the USD Index (UUP) is going to move “materially” higher over the next 
two years. And so we buy the January 2019 27 strike call at 1.19. This will cost $119 (ex. 
brokerage).   

Now if UUP does move 25% higher and is trading at 32.44 come January 2019?  What 
would our returns be? 

Here is the calcula:on: 32.44 – 27 = 5.44. From this subtract the cost of the op:on (1.19) 
and you get a dollar return of 4.25 ($425) or as a percentage 357% (4.25/1.19). That is a 
respectable return.  

If UUP did get to 32.44 well before expiry then the op:on would be worth more because 
there would s:ll be :me value lev in the op:on. Depending on how fast the market is 
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moving and what future expecta:ons are all affect the value of this :me but suffice to say it 
can be significant if the market is moving in the direc:on we an:cipate. 

Our preference is to buy the January 2019 $27 strike call on UUP. But that is our 
preference based on our risk profile so please take a deep breath and think about what it is 
you’re trying to achieve before making any decision. This op:on does have one big 
drawback which you should be aware of. 

The catch is that UUP would need to close at $28.19 (an 8.5% rise from current levels) for 
you to at least get your money back. So to make good money out of the 27 strike call op:on 
you would need a big move in UUP. What if you thought that UUP was going to move 
higher over the coming months but you were not willing to bet by how much it was going to 
rise?  

You could buy an ITM (in the money) op:on. Let’s say you bought the 23 strike January 
2019 calls at 3.25. What would your return be if UUP only advanced 10% from current 
levels (i.e. closed at 28.55 come January 2019?  

This would equate to a 70% return (28.55 – 23 – 3.25/3.25). That is s:ll a very healthy 
return for just a 10% move in UUP!  

And if, by some strange twist of fate, UUP was to close at 32.44 come January 2019? That 
would be a 190% return (32.44 – 23 – 3.25/3.25). 

Can you sell the opVon before it expires, let’s say a_er 12 months? Of course.  

There is also the op:on of rolling from a January 2019 op:on to a January 2020 op:on this 
:me next year. This allows us to buy more :me but let’s not bring too much complica:on 
into the analysis.  

What is a?rac:ve with the op:on is your maximum risk is known at the outset. It is what 
you put into the op:on, and you won’t get “stopped out” due to vola:lity. The enemy… our 
enemy as op:on buyers is :me decay. We are figh:ng against the decay of :me because 
the op:on will expire come January 2019 and we need UUP to have moved within this 
:meframe. But 2 years should be plenty of :me for UUP to move materially higher. I would 
much rather be a hostage to :me (assuming I have lots of it) than a hostage to vola:lity!  

Any of the 3 ways of trading the Dollar Index will do. Each has their own pros and cons. 
Whatever you choose needs to be consistent with your risk profile and comfort level in the 
methods stated.  
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If you find yourself thinking, ”Oy, heck I’d like to par4cipate but I’m s4ll learning”, then don’t 
rush it. Keep it simple and take it slow. 

Sincerely, 

Chris MacIntosh 

Founder & Editor In Chief, Capitalist Exploits Independent Investment Research 
Founder & Managing Partner, Asymmetric Opportuni:es Fund 
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Unauthorized Disclosure Prohibited 

The informa4on provided in this publica4on is private, privileged, and confiden4al informa4on, licensed for your sole 
individual use as a subscriber. Capitalist Exploits reserves all rights to the content of this publica4on and related 
materials. Forwarding, copying, dissemina4ng, or distribu4ng this report in whole or in part, including substan4al 
quota4on of any por4on of the publica4on or any release of specific investment recommenda4ons, is strictly 
prohibited. 

Par4cipa4on in such ac4vity is grounds for immediate termina4on of all subscrip4ons of registered subscribers deemed 
to be involved at Capitalist Exploits. Capitalist Exploits reserves the right to monitor the use of this publica4on without 
disclosure by any electronic means it deems necessary and may change those means without no4ce at any 4me. If you 
have received this publica4on and are not the intended subscriber, please contact admin@capitalistexploits.at. 

Disclaimers 

Capitalist Exploits website, World Out Of Whack, Insider, and any content published by Capitalist Exploits is obtained 
from sources believed to be reliable, but its accuracy cannot be guaranteed. The informa4on contained in such 
publica4ons is not intended to cons4tute individual investment advice and is not designed to meet your personal 
financial situa4on. The opinions expressed in such publica4ons are those of the publisher and are subject to change 
without no4ce. The informa4on in such publica4ons may become outdated and there is no obliga4on to update any 
such informa4on. You are advised to discuss with your financial advisers your investment op4ons and whether any 
investment is suitable for your specific needs prior to making any investments. 

Capitalist Exploits and other en44es in which it has an interest, employees, officers, family, and associates may from 
4me to 4me have posi4ons in the securi4es or commodi4es covered in publica4ons or the website. Corporate policies 
are in effect that aQempt to avoid poten4al conflicts of interest and resolve conflicts of interest should they arise, in a 
4mely fashion. 

Capitalist Exploits reserves the right to cancel any subscrip4on at any 4me, and if it does so it will promptly refund to 
the subscriber the amount of the subscrip4on payment previously received rela4ng to the remaining subscrip4on 
period. Cancella4on of a subscrip4on may result from any unauthorized use or reproduc4on or rebroadcast of any 
Capitalist Exploits paid publica4on/s, any infringement or misappropria4on of Capitalist Exploits proprietary rights, or 
any other reason determined in the sole discre4on of Capitalist Exploits. 

Affiliate No8ce 

Capitalist Exploits has affiliate agreements in place that may include fee sharing. If you have a website and would like 
to be considered for inclusion in the Capitalist Exploits affiliate program, please email admin@capitalistexploits.at. 
Likewise, from 4me to 4me Capitalist Exploits may engage in affiliate programs covered by other companies, though 
corporate policy firmly dictates that such agreements will have no influence on any product or service 
recommenda4ons, nor alter the pricing that would otherwise be available in absence of such an agreement. As always, 
it is important that you do your own due diligence before transac4ng any business with any firm, for any product or 
service. 
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