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the clever research solution for time-pressed decision makers 

Buy the dip becomes sell the rally 

‘Buy the dip’ has been the motto for riskier investments ever since the credit crisis occurred. The 

entire credit pyramid threatened to collapse in on itself due to the weight of soaring debt levels, 

which resulted in the risk of deflation. However, the combination of towering debts and deflation 

could easily result in a self-sustaining negative spiral. Higher growth will therefore have to be 

quickly achieved in order to prevent deflation. This can only be done by allowing debts to soar to 

even higher levels. This process is fraught with difficulty if debts are too high as they are, but central 

banks ultimately succeeded in this by depressing interest rates as far as possible and driving up 

asset prices through high money creation. This was done on such a large scale that it would have 

resulted in hyperinflation under normal circumstances. Nevertheless, the soaring debts ensured 

that it took about eight years for the Western economies to regain their former level. The parties 

involved were only too relieved that deflation was prevented. Hence, every dip had to be bought 

because the central bank had to quickly react to a dip by opening the money tap even further and 

depressing interest rates even more. 
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In the meantime, however, the US economy has recovered to the extent where the risk of deflation 

has shifted to the risk of inflation – the economies in Europe and Japan will probably reach this 

point in one or two years’ time. Full capacity utilisation in the US also means that US economic 

growth will shortly revert to the sum of the increase in the workforce and productivity growth – 

which is approximately 1.75-2%. There is simply no longer any capacity available for a far higher 

growth rate. This means that there will be a combination of lower growth, a shift from profits to 

wage increases and higher interest rates. The latter could even rise to higher levels because the 

towering debts will probably cause the central bank to become increasingly inclined to pursue an 

inflationary policy. 

 

Consequently, a ‘sell the rally’ strategy looks more promising than a ‘buy the dip’ strategy. The US 

stock market is in the middle of this transition. However, there are more reasons why the buy the 

dip strategy could soon have an adverse impact. 

 

> A large proportion of the Italian population feels left in the lurch by Europe when it comes to 

the reception of refugees. Entire Italian villages have been abandoned by the original 

inhabitants, having been replaced with refugees because the latter have flocked to Italy en 

masse ever since the Turkey deal. This has led to a significant rise of populism in Italy. The 

populists want to relocate 500,000 refugees to other European countries or to their native 

countries. Furthermore, they want to enforce considerable tax cuts, drive up public 

expenditure – mainly by introducing a so-called basic income – and lowering the retirement 

age. They ignore the fact that this is completely at odds with rules imposed by Brussels. They 

believe the other countries should have helped Italy. Let alone they are willing to follow the 

austerity policy which Brussels and Berlin want to impose on Italy. Needless to say, Brussels 

and Berlin will try to bring Italy back into line but caution is important here because a large 

section of the European population agrees with the Italians. It is therefore quite likely that 

Brussels will turn a blind eye to Italy’s new direction – which will probably be followed by other 

countries as well. The alternative is the collapse of Europe and/or of the EMU and the euro. 

This would cause even more damage. If developments indeed head in this direction, the euro 

will become a structurally weak currency, with the chances of survival of the EMU and the euro 

dwindling after all. 

> The oil supply will partially be at risk because the US has cancelled the Iran deal. This could 

lead to a shortage of oil in the years ahead, if one also takes into account that the oil industry 

has been cutting investments for years. This could keep oil prices in a long-term uptrend, 

irrespective of any interim corrections. This would be detrimental to economic growth as well 

as to inflation. 

> Nobody knows how developments will pan out, but the world increasingly threatens to slide 

down into a trade war. This resulted in the greatest economic crisis ever almost a century ago. 
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We will closely monitor all these developments in our reports. However, one thing is clear now. 

The ‘buy the dip’ strategy seems far too risky for the coming years. This is why flexibility seems to 

be far more important in asset allocation compared to the last eight years. The developments 

above could result in enormous outcomes, both upwards and downwards. The scenario we 

consider to be the most likely is that the next major movement in shares will be downward as a 

result of higher interest rates, unrest surrounding Italy, higher oil prices and the threat of a trade 

war. However, if the Fed were to consequently pause any further hikes for a long time, share prices 

could recover for a long while. Nevertheless, we expect inflation to rise in the ensuing period, as a 

result of which bond and share prices are likely to decline, with real assets and TIPS becoming 

more appealing. 


