
Capstone Trading Advisors 6 December 19, 2008 

   

The information herein is believed to be reliable, however Capstone Trading Advisors does not warrant its completeness or accuracy.  The opinions and esti-
mates contained constitute our judgment and are subject to change without notice. Past performance is not indicative of future results.  The information con-
tained herein is not intended as an offer or solicitation for the purchase or sale of any financial instrument or commodities. Charts provided with permission from 
CQG Inc. and TradeStation Technologies, Inc.  Bob McKinney and Steve Murphy are Managing Members of Mesquite Investments, LP, a registered investment 
advisor, and a separate entity from Capstone Trading Advisors.  Clients of Mesquite Investments and individuals associated with Capstone Trading Advisors 
may have positions in and may from time to time make purchases or sales of securities mentioned herein. 

Market Research 
Crude Oil vs. US Dollar Index 

 
Over the last year, much debate surrounded the relationship between crude oil price and the rela-

tive value of the US Dollar.  On the one hand, there was a belief that erosion of the value of the US Dol-
lar resulted in higher crude oil prices.  On the other hand, it was argued the two markets have unique 
fundamental aspects and any correlation (actually, inverse correlation) was expected to be a temporary 
phenomena.  In our Mar08 Market Research, Capstone argued the two markets have unique fundamen-
tals and the strong inverse correlation would eventually breakdown.  To review that article, visit our 
website at http://capstonetrading.sitestreet.org/8/Energy_Analysis.html. 

The chart below displays the correlation between NYMEX Prompt Month Crude Oil (black) and 
the inverse of the US Dollar Index (blue). 

As Helicopter Ben continues his strategy of “Quantitative Easing”, flooding the market with 
newly minted US Dollars, the relative value of the US Dollar has re-engaged its path of decent.  Remem-
ber, the chart below reflects the inverse of the US Dollar Index.  Estimates of US only monetary stimulus 
are now estimated at over $8 trillion US Dollars. 

The relationship depicted below may be an early indicator of future global economic health.  
That is, are we headed for recovery or a more intense recession?  Capstone believes continuance of the 
inverse relationship will suggest global economic recovery, while breakdown of the inverse relationship 
will suggest a more intense recession.  In other words, if crude oil price fails to recover and the US Dol-
lar continues to lose relative value, the economic outlook could be quite dire. 

Although very recent price action suggests a breakdown of the inverse relationship may be un-
derway, there is yet insufficient time and data to draw such a conclusion.  This relationship deserves re-
view in the first quarter of 2009.  Capstone believes the extent of economic stimulus is so massive, that 
economic recovery is forthcoming, the price of which is unprecedented resource based inflation. 
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