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An Update on RiverFront’s View of the Dollar 
 

We have been fielding a lot of questions from investors recently on the US dollar 
(USD). It can be tough to make a blanket statement about the greenback, as a 
forecast often depends on which currency is used in the comparison. But for the 
purposes of this piece, we’ll discuss why we continue to think that the USD is near 
a structural high versus many currencies, and the implications of this view on our 
asset allocation portfolio positioning.  

Last September, we published a Weekly View (9/11/18; ‘Special FX’: Why 
RiverFront Isn’t Currently Hedging Major Foreign Currencies’) explaining why we 
were choosing not to hedge the predominance of our portfolios’ FX (foreign 
currency) exposure. Our opinion was that the USD was close to an intermediate-
term peak, a controversial view after the strength in the dollar during 2018.  This 
contrarian view was based on our opinion that the dollar was generally overvalued 
after the longest bull market for the USD in four decades (See Appendix chart on 
long-term dollar trends, page 3), and that at some point moderation of the 
economic growth differential between the US and foreign regions would likely halt 
the USD’s rise. We still adhere to this general view, for reasons we go into greater 
detail below; however, our view on European currencies has become less 
optimistic. 

Since that publication, the USD has traded within a relatively tight range to most 
other developed market currencies. Notably, however, the USD weakened 
meaningfully versus many emerging market (EM) currencies, including the Chinese 
yuan and many Asian and Latin American currencies. We believe that this 
phenomenon has helped the bottoming process in emerging market stocks and 
currencies since the fourth quarter.  
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• We believe that the 

US dollar is nearing a 

long-term peak...thus 

we are not actively 

hedging foreign 

currency exposure. 

• Asian and emerging 

market currencies are 

likely to continue to 

benefit from a dovish 

turn in Federal 

Reserve policy and a 

potential stabilization 

in global growth. 

• Trends for European 

currencies are more 

mixed. 

 

 

 

 

 

 

Source: Thompson Reuters Datastream, RiverFront, data daily, as of 03/01/19. Shown for 
illustrative purposes only.  

https://www.riverfrontig.com/document/download/weekly-view-special-fx-why-riverfront-isnt-currently-hedging-major-foreign-currencies/
https://www.riverfrontig.com/document/download/weekly-view-special-fx-why-riverfront-isnt-currently-hedging-major-foreign-currencies/


EM CURRENCIES LIKELY TO REMAIN STABLE; YEN DEPENDENT ON GLOBAL GROWTH; EURO & 
POUND LINKED TO GEO-POLITICAL OUTCOMES.  
 
Partially due to our sanguine view on the USD relative to Asian and EM currencies, RiverFront is overweight 
emerging market stocks and EM debt in our longer-time horizon, more risk-tolerant portfolios. We also remain 
overweight Japanese assets, a view that isn’t primarily related to our view on the yen but isn’t in opposition to it 
either. We don’t have a strong opinion about the yen currently. Though we believe it’s structurally undervalued 
and that the Japanese economy is in better shape than is commonly thought, we also recognize that the yen is 
sensitive to global risk appetites, as it tends to strengthen when investors become risk-averse. With markets 
bouncing back so far in 2019, perhaps it’s not surprising that the yen has been unable to strengthen this year. 
 

Due to risk factors that may impact both stocks and FX, we remain underweight European equities for now in 
our portfolios - and thus, inherently underweight the Euro and the Pound. Going forward, we anticipate further 
near-term uncertainty due to Brexit and other political issues in Europe. This underweight is also partially 
technical in nature, as many European markets have rallied into their 200-day moving averages, which may 
prove to be formidable resistance.  

Specifically, the Euro has traded consistently below 
the decision box we laid out in September, which 
may indicate a new lower trading range (See lines on 
chart, right) and further potential future weakness in 
the future. While the Pound has been stronger 
recently due to increased hope that Brexit will be 
delayed or possibly rescinded, it has only rallied back 
to the middle of its trading range where we believe 
risk-to-reward is mixed at best. Both European 
currencies appear to us to be beholden to the 
perception du jour around Brexit, Italian and French 
political outcomes.  

Given our long-term view that most European 
currencies are cheap and long-term mean reversion 
potential for European stock markets is strong, we 
are monitoring Europe’s economic and political 
fundamentals closely for any signs of improvement.  

US DOLLAR PRICED TO PERFECTION 

The structural ‘bull’ case on the USD can be boiled 
down to four arguments, each of which appear 
reasonable.  

• First, dollar bulls point to the relative strength 
of the US economy.  

• Second, higher interest rates in the US 
resulting from the Fed’s normalizing monetary 
policy will attract yield-seeking investors. 

• Third, the dollar will rise due to the U.S.’s 
continued status as a ‘safe-haven’ currency 
given its size, liquidity and productivity.  

• Finally, dollar bulls point to the end of 
extraordinarily easy monetary policy at the Federal Reserve as further rationale for dollar strength. 

Blue line moving UP = Euro appreciating relative to the US dollar

Blue line moving DOWN = Euro depreciating relative to the US dollar

Bright blue line moving UP = pound appreciating relative to the US dollar

Bright blue line moving DOWN 

= pound depreciating relative to 

the US dollar

Source: Thompson Reuters Datastream / Fathom Consulting, 
data as of 03/01/19. Shown for illustrative purposes only.  

Source: Thompson Reuters Datastream / Fathom Consulting, 
data as of 03/01/19. Shown for illustrative purposes only.  



Source: Thompson Reuters Datastream, data to Feb 19. Vincent Flasseur @ReutersGraphics. Shown for illustrative purposes only. 
 
 *Federal Reserve basket composition: a weighted average of the foreign exchange value of the U.S. dollar against the currencies 
of a broad group of major U.S. trading partners. Broad currency index includes the Euro Area, Canada, Japan, Mexico, China, 
United Kingdom, Taiwan, Korea, Singapore, Hong Kong, Malaysia, Brazil, Switzerland, Thailand, Philippines, Australia, Indonesia, 
India, Israel, Saudi Arabia, Russia, Sweden, Argentina, Venezuela, Chile and Colombia. Definition source: St. Louis Federal 
Reserve, 2019. 
 

We do not dispute the logic of those making the case for additional upside to the dollar. However, we believe 
that the bull-case is widely-understood and thus potentially already priced into the rich valuation of the dollar on 
many currency valuation models. In our opinion, this makes the dollar particularly vulnerable to future changes 
in these three arguments. We would also note that investor sentiment on the dollar appears to be starting to 
decline from an optimistic extreme made earlier this year. High and falling investor sentiment has historically 
resulted in subpar forward performance over the past 15 years, according to Ned Davis Research’s Daily 
Sentiment poll for the dollar (source: NDR Research, 3/2/19). Past performance is no guarantee of future 
results.               

From a fundamental perspective, we also see several counterpoints to what we view as consensus thinking on 
the dollar. Currency markets attempt to discount future changes in fundamentals at least as much as the 
current state of fundamentals First, while the US economy is indeed the world’s most productive and continues 
to outperform Europe and Japan, there are increasing signs that the US is slowing too. Economic surprises 
have turned negative in the US, and ‘soft’ survey data such as manufacturing PMIs and small business 
optimism have recently started to moderate. Also, we believe that Asian and EM economies are likely to 
stabilize in the second half of the year, led by China’s widening program of monetary and fiscal stimulus. 
Struggling with growth, other EM economies such as India are also beginning to stimulate and have a long 
runway for additional stimulus given the lack of inflation in their economies. 

Second, with the Fed’s dovish ‘about face’ in January and the bond market pricing in close to a 90% probability 
rates remaining at current levels or lower, it’s harder to make a case for additional dollar strength in 2019 due 
to rising interest rates. Third, the dollar’s ‘safe-haven’ status could be challenged by our trade and budget 
deficits, with $1T-plus deficits starting in 2020 serving as a potential long-term headwind. Political uncertainty 
in the U.S. may also increase later this year as we head towards a contentious 2020 Presidential election. 

APPENDIX:  

BULL MARKET IN BROAD REALTRADE-WEIGHTED DOLLAR INDEX IS THE LONGEST ON RECORD 

The chart below shows the trade-weighted dollar index from 1973 until present.  In our opinion, there are three 
distinct cycles of the strength in the broad real trade-weighted dollar index, as defined by the Federal 
Reserve*. This includes the current rally, an almost eight-year upward move that now may be appearing ‘long 
in the tooth’ compared to other historical rallies, as evidenced in the chart below. From July 2011 until now, the 
US dollar has averaged over +3% a year; this marks the longest dollar bull market since the US left the gold 
standard in 1971, if not the most powerful. 

 

 

  



Important Disclosure Information  

The comments above refer generally to financial markets and not RiverFront portfolios or any related performance. Past results are no guarantee of future 
results and no representation is made that a client will or is likely to achieve positive returns, avoid losses, or experience returns similar to those shown or 
experienced in the past. 

Information or data shown or used in this material is for illustrative purposes only and was received from sources believed to be reliable, but accuracy is 
not guaranteed. 

When referring to being “overweight” or “underweight” relative to a market or asset class, RiverFront is referring to our current portfolios’ weightings 
compared with the composite benchmark for each portfolio. 

In a rising interest rate environment, the value of fixed-income securities generally declines. 

It is not possible to invest directly in an index. 

Investing in foreign companies poses additional risks since political and economic events unique to a country or region may affect those markets and 
their issuers. In addition to such general international risks, the portfolio may also be exposed to currency fluctuation risks and emerging markets risks 
as described further below.  

Changes in the value of foreign currencies compared to the U.S. dollar may affect (positively or negatively) the value of the portfolio’s investments. Such 
currency movements may occur separately from, and/or in response to, events that do not otherwise affect the value of the security in the issuer’s home 
country. Also, the value of the portfolio may be influenced by currency exchange control regulations. The currencies of emerging market countries may 
experience significant declines against the U.S. dollar, and devaluation may occur subsequent to investments in these currencies by the portfolio.  

Foreign investments, especially investments in emerging markets, can be riskier and more volatile than investments in the U.S. and are considered 
speculative and subject to heightened risks in addition to the general risks of investing in non-U.S. securities.  Also, inflation and rapid fluctuations in 
inflation rates have had, and may continue to have, negative effects on the economies and securities markets of certain emerging market countries. 

Using a currency hedge or a currency hedged product does not insulate the portfolio against losses. 

RiverFront Investment Group, LLC, is an investment adviser registered with the Securities Exchange Commission under the Investment Advisers Act of 
1940. The company manages a variety of portfolios utilizing stocks, bonds, and exchange-traded funds (ETFs). RiverFront also serves as sub-advisor to 
a series of mutual funds and ETFs. Opinions expressed are current as of the date shown and are subject to change. They are not intended as 
investment recommendations.   

RiverFront is owned primarily by its employees through RiverFront Investment Holding Group, LLC, the holding company for RiverFront. Baird Financial 
Corporation (BFC) is a minority owner of RiverFront Investment Holding Group, LLC and therefore an indirect owner of RiverFront. BFC is the parent 
company of Robert W. Baird & Co. Incorporated (“Baird”), a registered broker/dealer and investment adviser. 

For more information on our portfolio weightings and composite benchmark definitions, please visit our website: www.RiverFrontig.com 
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