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The dollar has gained amid relatively robust U.S. economic growth vis-a-vis the rest 

of the world. The nation’s currency has been helped by the likelihood of higher U.S. 

interest rates even as many central banks around the globe ease monetary policy. 

These combined forces have pushed the dollar up about 15 percent from a July 2011 

low (Chart 1). 

Like the sharp drop in oil prices we wrote about last month, the significant appreciation 

of the dollar is likely to have wide-ranging implications for U.S. economic growth, 

the inflation outlook, and investing opportunities.

A strengthening 

U.S. dollar is 

having far-

reaching effects 

on the U.S. 

economy and 

global markets.
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Source: Federal Reserve Board, Haver Analytics.

Note: Shaded areas denote recession. The broad, real trade-weighted dollar index is 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 and adjusted for inflation rates.

Chart 1. THE DOLLAR HAS RISEN ABOUT 15 PERCENT FROM A JULY 2011 LOW

INVESTING

A stronger dollar can lead to 

lower prices for commodities, 

raise the risks associated with 

holding dollar-denominated debt, 

and can hurt investments in 

both U.S. and global equities.
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Chart 2. A STRONGER DOLLAR 

IS LIKELY TO LEAD TO FASTER 

IMPORT GROWTH AND 

SLOWER EXPORT GROWTH

The dollar has risen about 15 percent against a broad basket of global currencies since 

touching a low in July 2011, with much of the gain coming during the second half of 

last year. For the economy, the effects of currency appreciation are transmitted most 

directly through trade flows, meaning U.S. imports from other countries and U.S. 

exports to other nations.

 As the dollar strengthens, U.S. goods sold to other countries become more expensive 

and therefore less competitive in a global marketplace compared with items produced 

in countries whose currencies are not appreciating. This increase in the cost of U.S. 

exports tends to reduce demand for those goods, leading to lower output, reduced 

gross domestic product (GDP) growth, lower profits and potential job losses.

At the same time, the strengthening dollar will reduce the cost of foreign-produced 

goods for U.S. buyers. This trend is generally good for consumers, who benefit from 

lower prices, but it can draw sales away from competing U.S. producers and raise 

pressure to cut operating or production costs. Furthermore, imports reduce GDP 

growth, so a stronger dollar may put pressure on the economy’s performance. Indeed, 

the nation’s trade deficit, or the degree to which the value of imports exceeds exports, 

subtracted about 0.2 percentage points from overall GDP growth last year.

Over the past few years, as the dollar gained, U.S. import growth outpaced that of 

exports. Chart 2 shows the relationship between the dollar and U.S. trade flows. In 

the chart trade flows are represented by the difference between the growth of imports 

and growth of exports. Since a rising dollar makes imports cheaper while boosting 

the price of U.S. exports, it makes sense that the growth rate differential would climb 

in tandem with the U.S. currency. While there are three brief periods where the 

relationship between the two indicators breaks down, the chart shows that, broadly 

speaking, the relationship between the two generally holds true. Therefore, if the 

dollar continues to rise, U.S. GDP growth is likely to slow. 

A rising dollar is probable in the short term, given the stronger U.S. economy relative 

to the rest of the world and the likelihood that U.S. interest rates will head higher while 

many of the world’s central banks ease monetary policy. The good news, however, is 

that trade makes up a relatively small portion of U.S. economic activity (exports are 

about 13 percent of GDP and imports about 16 percent) compared with many other 

developed economies in the world.

THE STRENGTHENING DOLLAR
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ECONOMIC OUTLOOK
AIER’s Business Cycle Conditions (BCC) leading indicators weakened to 67 in the 

latest month, the second decline in a row, but still suggest economic expansion in 

the quarters ahead. We combine our 12 leading indicators into a single index where a 

reading above 50 percent indicates continued economic expansion is likely. 

As of our January evaluation, 67 percent of the leading indicators were expanding, 

or in an upward trend, the 65th consecutive month that the index has exceeded 50 

percent. Consistent readings above that midpoint suggest a low probability of recession 

over the next six to 12 months. Among the 12 leading indicators, six hit new cycle 

highs, meaning that they are at their highest level since the current expansion began, 

while three indicators were trending lower and three were indeterminate, or trending 

sideways.

In addition, we also calculate three other AIER measures: a cyclical score for our 12 

leading indicators, an index of coincident indicators, and an index of lagging indicators. 

Our cyclical score of leading indicators registered a reading of 84 in January, marking 

its 66th month above 50 and confirming the expansionary reading from our leading 

index.  

The index of coincident indicators posted a reading of 100 in December, the 37th 

month in a row with a perfect 100 reading and the 60th month above 50. Among our 

six coincident indicators, three hit new cycle highs in the latest month.

For the index of lagging indicators, January came in at 75, breaking a string of perfect 

100 readings for 8 straight months and 29 times in the last 32 months. Among the 

lagging indicators, three of the six were at new cycle highs while two had indeterminate 

trends and one was trending lower. Overall, all of our indexes indicate a slightly weaker 

economy but remain above the neutral level of 50 and still suggest continued growth 

in the quarters ahead (Chart 3). 

Percentage of 
AIER Coinciders 
Expanding

Percentage of 
AIER Laggers 
Expanding

Cyclical Score 
of AIER Leaders

Percentage of 
AIER Leaders 
Expanding

Source: AIER. 

Chart 3. INDICATORS AT A GLANCE

Shaded bars represent official 

recessions. A score above 

50 indicates expansion.
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Table 1. INFLATIONARY PRESSURES ARE BALANCED

  3-MTH. AVERAGE  CHANGE INFLATION

  Previous Latest PRESSURE

DEMAND & SUPPLY

Demand  

 Average hourly earnings  (Dec) 1.5% 0.5% Falling

 Nonfarm payrolls-chg., 000s (Dec) 139.2 140.1 Rising

 Personal Income (Dec) 3.0% 4.0% Rising

 Retail sales (Dec) 3.2% -0.8% Falling

 Supply

 Ind. Prod. - consumer goods (Dec) 2.1% 5.0% Falling

 Manufacturing Utilization (Dec) 77.5% 78.1% Rising

 Retail Inventory/sales ratio (Nov) 1.420 1.417 Rising

MONEY, BANKING & CREDIT

 Fed Funds rate (Jan) 0.125% 0.125% Stable

 Interest on excess reserves (Dec) 0.25% 0.25% Stable

 Money Supply (M2) (Dec) 5.4% 5.1% Falling

 Money Velocity (Nov) -0.6% -2.0% Falling

 Revolving Consumer Credit (Nov) 3.1% -0.1% Falling

COSTS & PRODUCTIVITY

Producer Price Index (Dec-2014 )

 Final demand 0.4% -1.1% Falling

    - Foods -4.5% 1.7% Rising

    - Energy -11.3% -40.7% Falling

    - Goods less food & energy 1.5% 0.0% Falling

    - Services 1.9% 3.0% Rising

 Import Price Index (Dec-2014 )

 Autos -2.8% -0.7% Rising

 Consumer goods ex. Autos -0.4% -1.8% Falling

 Commodity Prices (Jan-2015 )

 S&P GSCI Commodity Index -43.3% -72.8% Falling

 Wages & Productivity (Q4-2014 )

 Private Compensation 2.7% 2.3% Falling

 Nonfarm Business Productivity 3.7% -1.8% Rising

 Nonfarm Business: Unit Labor Costs -2.3% 2.7% Rising

Sources: Bureau of Labor Statistics, Bureau of Economic Analysis,  
U.S. Census Bureau, Autodata, Federal Reserve Board, Haver Analytics.

BUSINESS CONDITIONS MONTHLYINFLATION

AIER has created an INFLATIONARY PRESSURES 

SCORECARD to help monitor those trends that we 

believe contribute to the development of inflation. 

Our scorecard tracks 23 indicators and evaluates 

the performance of each over the past three months 

compared with the prior three months. That is, we 

compute moving averages of the monthly changes for 

two consecutive, non-overlapping three-month periods 

and calculate the difference between the averages. A 

positive difference shows an upward trend while a 

negative value indicates a downward trend. We then 

interpret the impact with respect to price pressures.

SCORECARD 

In the latest update of AIER’s Inflationary 

Pressures Scorecard, on balance, 

pressures have risen. Nine of the 23 

indicators tracked in the scorecard 

are showing rising pressure compared 

with seven last month. The first of the 

indicators that is now showing increased 

pressures is from the demand section 

of our scorecard. It is personal income.  

Personal income growth has accelerated 

to a 4.0 percent rate for the three months 

through December versus a 3.0 percent 

rate for the prior three-month period.

The second scorecard indicator that has 

switched from falling pressure to rising 

pressure is the Producer Price index (PPI) 

for services, a cost-push indicator. The PPI 

for services accelerated to a 3.0 percent 

annualized rate for the three months 

through December, up from 1.9 percent 

for the July through September period.

Overall, the pick-up in pressures leaves 

our scorecard roughly balanced with 

9 indicators showing rising pressures, 

12 showing falling pressures and 2 

remaining stable (Table 1). This suggests 

a low probability of a sharp acceleration 

in consumer prices in the months ahead.
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CONSUMER PRICE INDEX

Our analysis of the Consumer Price Index (CPI) continues to focus on four key trends: 

the index is still running below the Fed’s 2.0 percent target, food prices are increasing 

at a pace close to long-term averages, energy prices are falling sharply, and within the 

core CPI (CPI excluding food and energy), there continues to be a sharp divergence 

between core goods and core services. 

The December CPI report shows overall consumer prices fell 0.4 percent for the month.  

That decline was due primarily to a sharp 4.7 percent drop in energy prices. Over the 

past 12 months, the CPI rose just 0.7 percent, well below the Fed’s 2.0 percent target 

and the 2.3 percent average over the past two decades.

Food prices increased at a 2.6 percent rate over the three months through December, 

in line with the long-term average. But the pace over the past 12 months climbed to 

3.4 percent.

Energy prices have been dropping sharply over the past six months. In December, the 

CPI for energy fell 4.7 percent; over the past three months the index is down at a 34.5 

percent annualized rate and over the past 12 months, the index has fallen 10.8 percent. 

With crude oil prices appearing to have stabilized in recent weeks, these declines are 

likely to moderate in coming months.

Finally, the overall core CPI was unchanged in December and rose 1.6 percent for the 

latest 12 months, well below the long-term average of 2.1 percent. Interestingly, there 

continues to be a sharp divergence between core goods and core services components. 

Core goods fell 0.3 percent in December and declined at a 2.9 percent annual rate for 

the latest three-month period. For the past year, core goods dropped 0.8 percent. This 

component continues to run below its long-term average of just 0.3 percent annualized 

gains over the past two decades.

In contrast, core services rose 0.1 percent in December and climbed at a 2.5 percent 

pace over the last three-month period. Core services gained 2.4 percent over the past 

year, below the 2.8 percent annualized rate over the past 20 years. 

Clearly, most of the CPI’s gains come from core consumer services while core goods 

prices are essentially flat over the past two decades.

Table 2. THE CPI FELL AGAIN IN DECEMBER AND IS UP JUST 0.7 PERCENT  

 OVER THE PAST YEAR

Data for December 2014 Share m/m % 3-mth.* 12-mth.* 5-yr.* 20-yr.*

Consumer Price Index 100.0 -0.4 -2.5  0.7 1.8 2.3   

  Food  14.1 0.3 2.6 3.4 2.5 2.6   

  Energy  8.4 -4.7 -34.5 -10.8 1.8 4.0   

  CPI excl. Food and Energy  77.4 0.0 1.1 1.6 1.6 2.1   

    Goods excl. Food & Energy  19.5 -0.3 -2.9 -0.8 0.4 0.3   

        Apparel 3.5 -1.2 -9.7 -2.0 1.1 -0.2   

        New Vehicles 3.5 -0.1 0.1 0.5 1.1 0.3   

        Medical Care Commodities 1.8 1.0 6.7 4.8 2.4 2.7   

    Services excl. Energy 58.0 0.1 2.5 2.4 2.1 2.8   

        Shelter  32.5 0.2 2.7 2.9 1.9 2.6   

        Medical Care Services  5.9 0.3 3.7 2.4 3.1 3.9   

        Transportation Services  3.7 -0.5 2.9 1.8 2.4 2.7   

    Education 3.1 0.3 4.3 3.2 3.8 5.2 

AIER’S EPI 38.8 -1.0 -3.2 -0.5 1.9 2.9  

*=annualized rate

Sources: Bureau of Labor Statistics, Haver Analytics.

Everyday Price Index

Our Everyday Price Index 

(EPI) decreased 1.0 percent 

in December in contrast to a 

0.4 decline in the CPI. Both 

indexes dropped because lower 

energy prices offset higher 

food costs. However the EPI 

decreased more than the CPI 

because our index assigns 

a larger weight to energy.

Within the energy category, 

prices at the gas pump fell 

11 percent in December 

and 20.8 percent over the 

past year. On the home 

front, heating oil declined 

7.8 percent even as winter 

set in. Offsetting oil’s drop, 

natural gas prices increased 

2.4 percent in December. 

For the food category, prices 

at the grocery store increased 

0.4 percent in December while 

the cost of eating out rose 

0.3 percent. Staples such 

as eggs and dairy products 

led grocery prices higher. 
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FISCAL/REGULATORY POLICY

Will the rising dollar give rise to 

calls for more worker protection?

The rapid appreciation of the dollar against other currencies is not a new phenomenon. 

A look at similar episodes in the past may suggest what policy initiatives might arise 

this time around if the dollar keeps strengthening. 

A previous episode of significant appreciation of the dollar took place from 1995 to 

2002. During that period, the dollar index rose over 30 percent. It was a time of rapid 

globalization, increased outsourcing of American jobs, and, at least until 2001, fairly 

rapid U.S. economic growth. Both then and now, the dollar’s gains have made the costs 

of American products and workers climb relative to foreign goods and labor, while 

extending consumers’ ability to purchase goods made abroad. This tends to lead to 

increased imports and gives U.S. employers greater incentive to outsource jobs across 

the border. But the situation today is not quite the same it was in late 1990s. 

In the 1990s, the strengthening dollar was only part of the reason for increased labor 

outsourcing and rising imports. Other forces contributed to the intensifying globalization 

– most notably, the entrance into the global economy of countries that were previously 

fairly isolated, from China to Eastern Europe. A number of measures aimed at creating 

freer trade also were adopted during this period – from North America Free Trade 

Agreement, which took effect in 1994 to granting permanent normal trade relations 

with China in 2000. 

Among the results of these developments were a significant increase in imports and 

the movement of jobs overseas. Between 1995 and 2000, imports of goods and services 

rose to 14.3 percent of GDP from 11.8 percent. While the number of U.S. jobs climbed, 

spurred by growing output, the prosperity was not uniform. Some industries were hit 

hard by import competition.  For example, payroll employment at U.S. textile mills fell 

20 percent from 1995 to 2000, and another 20 percent by 2002. 

It is no surprise that workers in the industries adversely affected by these movements 

opposed many of the trade polices at the time. Various labor unions, from AFL-CIO to 

the Union of Needle Trades, Industrial and Textile Employees, and Service Employees 

International Union, opposed deals to expand trade with developing nations. But the 

unions did not succeed in stopping the free-trade agreements, possibly because the 

booming economy drowned out their concerns.  

It is notable, however, that there were no comparable protests against strong-dollar 

policies. Even though both those and trade policies contributed to the outsourcing of 

jobs and the rise of imports, only the trade policies were blamed for it.   

It is difficult to say whether the same call for protection against foreign competition 

will arise today, because the current situation is different from the late 1990s. The U.S. 

economy is not doing as well today and many developing countries have matured a bit 

since then. As a result, the same push to outsource jobs is not likely to be repeated. There 

is no rush of companies trying to establish a presence in countries newly opened to global 

trade, as was the case in the 1990s. In addition, many emerging economies have evolved 

to the point that their labor costs are no longer low enough to make moving jobs there 

from the U.S. so obviously advantageous for employers. 

On the other hand, the American economy is not growing nearly as fast now as it was 

in late 1990s. In 2014, GDP grew about 2.4 percent; from 1995 to 2000, the expansion 

averaged 4.1 percent per year. The plight of workers being hurt by rising imports might 

resonate a bit more with the public and policymakers when growth is moderate than 

when the economy was booming.  

U.S. DOLL AR APPRECIATION : 

1995-2002 

30% 

The U.S. dollar rose from  

the low in 1995 to the  

peak in 2002.

POLICY
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Nevertheless, it is highly unlikely that any calls that may arise for protectionist measures, 

such as tariffs aimed at limiting imports, will succeed. Irrespective of whether political 

leaders sympathize with affected workers, it is nearly impossible for the U.S. to impose 

import tariffs, for example.  Such an action would violate the rules of the World Trade 

Organization, of which the U.S is a member. Instead, any reactions are likely to focus on 

helping affected workers and industries, rather than on limiting trade. 

However, it is not obvious that any new policies are needed to protect workers hurt by 

rising imports. The U.S. has had a program aimed at helping such workers since 1975, 

called Trade Adjustment Assistance (TAA). It aims to help Americans who have lost or 

may lose a job due to foreign trade influences. The program provides training, temporary 

income support, job search and relocation allowances, career counseling, and other 

resources to assist in finding employment.  

With globalization, outsourcing, and rising import competition, one might expect many 

millions of Americans to use the TAA program. But that has not been the case. From 

1995, when globalization really took off, to 2014, only about 3.7 million workers sought 

assistance under TAA. For comparison, during this period, U.S. manufacturing alone 

lost over 5 million jobs. 

But not all of the 3.7 million workers were eligible for TAA benefits because the Department 

of Labor first had to confirm that the jobs were indeed lost or threatened by trade-related 

circumstances. Not all jobs that disappear during periods of rising global trade are lost 

because of the increase. About 2.7 million workers have met this test since 1995, only a 

fraction of jobs lost in manufacturing and other sectors often viewed as adversely affected 

by trade (chart 4).  

It might be difficult to argue for additional policies to help workers displaced by foreign 

competition when their numbers are not particularly large and when a federal program 

designed explicitly to help them has been in existence for about 40 years.

    

WORKERS CERTIFIED FOR TRADE 

ADJUSTMENT ASSISTANCE 

2.7
MILLION 

 Approximately 2.7 millions 

workers have qualified for the 

TAA programs since 1995.

Chart 4. A RISNG DOLLAR MAY LEAD TO SOME JOB LOSSES BUT HISTORICALLY 

THE NUMBERS HAVE BEEN SMALL
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Chart 5. DOLLAR-DENOMINATED 

INTERNATIONAL DEBT ISSUANCE 

TENDS TO PICK UP AS THE 

DOLLAR STRENGTHENS
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Movements in the U.S. dollar can affect capital flows as much as trade flows. There are 

a number of ways the strengthening dollar can affect global capital markets and capital 

flows. A strengthening dollar—like any other appreciating asset—attracts foreign capital, 

and drives prices even higher. In addition, U.S. investors will find that a strengthening 

dollar can make foreign investing less profitable. But there is more to the story for U.S. 

investors, especially for fixed income investors.

The strengthening dollar creates winners and losers for issuers of dollar-denominated 

debt. To understand these dynamics think about “old debt” and “new debt.” By “old 

debt” we mean existing bonds and by “new debt” we mean newly issued bonds. Foreign 

issuers of U.S. dollar-denominated debt are servicing old debt with today’s weaker na-

tive currency. Under the circumstances, it takes more of the native currency to buy the 

required amount of dollars to make interest payments. As a result, issuers who already 

have a significant amount of “old” dollar-denominated debt outstanding may be at risk 

of default if they do not have the required amount of native currency. Thus, it would be 

prudent for U.S. investors review the credit quality of foreign issuers of dollar-denomi-

nated debt to be sure the issuer has sufficient capacity to service the debt.

If it is expensive to service “old debt,” the strong U.S. dollar also means it is more bene-

ficial to raise native currency with “new debt.” Foreign governments and corporations 

looking to raise capital will be able to use the U.S. dollars from a new bond issue to buy 

more of the relatively weakened native currency. In this situation, U.S. investors may 

find opportunities in newly issued dollar-denominated debt as long as the issuer is high 

quality and will be able to service the newly issued debt, even if the dollar continues to 

strengthen. Historically, as the U.S. dollar strengthens, foreign issuers of dollar-denomi-

nated debt have taken the opportunity to convert dollars into relatively higher amounts 

of native currency (Chart 5).

BONDS
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Chart 6. COMMODITY PRICES FALTER 

AS THE DOLLAR STRENGTHENS

COMMODITIES
Commodity prices and the strength of the dollar are intricately linked. Global commod-

ities are priced in the U.S. currency. When the value of the dollar rises relative to other 

currencies, commodities become more expensive to foreign buyers who must purchase 

in the weaker local currencies, all else equal. The result can be reduced demand and 

potentially lower prices over time for the commodity. This relationship has been clear 

recently when we look at commodity prices and the performance of the dollar. 

In general, the price of gold, the price of crude oil, and the price index for a broad basket 

of commodities have mirrored the dollar over the past 10 years (Chart 6). While the 

prices of the various commodities are broadly moving opposite to the performance of 

the dollar, the magnitudes of the moves are significantly different, both between the 

commodities themselves, and relative to the dollar. For example, since the end of 2004, 

the dollar index declined about 15 percent to its low in July 2011, only to reverse course 

and recover most of the decline.  Over the same period, the various commodity prices 

rose as much as 300 percent to their peaks in 2011 and then declined anywhere from 

30 to 50 percent. 

In addition, the differences among the performances of the commodity prices reflect 

the disparities in the fundamentals for each commodity. Gold had the sharpest increase 

from the end of 2004 through its peak in 2011. The outperformance was particularly 

apparent from 2008 through 2011 as gold became a safe haven hedge against the un-

orthodox policy of the Federal Reserve.  Concerns that the U.S. banking system was at 

risk or that quantitative easing (QE) might generate excessive inflation drove buyers to 

the safety of gold. As those fears eased and the dollar gained strength, gold prices fell 

by more than a third from its peak in 2011.

Crude oil prices however, followed a somewhat different path.  Crude oil rose sharply 

during the pre-recession years, driven by the strong global economy. Crude prices 

collapsed sharply during the recession reflecting its sensitivity to levels of economic 

activity, and subsequently rebounded along with demand during the early part of the 

recovery. More recently, crude oil prices again fell sharply, this time in response to 

changes in global supply of oil (see out Business Conditions Monthly for January 2015 

for our analysis of the changes in the oil market and the impact of the U.S. economy.) 

Overall, we expect the continued strength in the dollar to add further pressure to com-

modity prices, but the exact impact will also reflect the unique underlying fundamentals 

of each commodity.
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Chart 7. CORPORATE PROFITS 

FROM THE REST OF THE 

WORLD MAY DECLINE

U.S. EQUITIES:
The surging dollar may be a boon for consumers who reap the benefits of potentially 

cheaper imports, but it can be a burden for U.S. corporations. The companies most likely 

to feel the negative effects of a rising dollar are those that derive a large share of their 

revenue from international operations. These are more likely to be big multi-nationals 

that are typically found in large-cap equity indices such as the Dow Jones Industrial 

Average and the Standard & Poor’s 500 Index. 

Standard & Poor’s estimated as of 2012 that more than 46 percent of S&P 500 mem-

bers’ sales come from foreign markets. This number had steadily risen from around 

42 percent in 2003. Certain industries are especially reliant on international revenue, 

such as information technology, for which foreign sources accounted for more than 58 

percent of 2012 sales. 

When we examine the components of U.S. corporate profits, we see that corporate foreign 

profits in the third quarter of 2014 (our last available data point) are estimated to be 

more than $400 billion. However, given the historical relationship between the dollar 

and total corporate profits derived from the rest of the world, we would expect to see a 

decline to somewhere in the $300 to $350 billion range (Chart 7).

Among the reasons for the decline:

• Exports generate relatively less revenue, in dollar terms. If corporations maintain 

prices in foreign currencies, they will bring in relatively less revenue, once it is 

converted to dollars – creating a price cut or discount on the value of those sales. If 

corporations want to maintain dollar revenue from abroad without increasing sales, 

they would need to raise prices in local currencies, which could slow demand. Either 

way, corporations can expect reduced foreign revenue and/or tighter margins.

• As the dollar gains against the local currency used in a foreign market, locally based 

competitors’ prices become cheaper in that currency relative to U.S.-produced goods. 

Foreign corporations that transact within their own markets will not need to make 

the same sacrifices vis-à-vis revenue and margins as their American counterparts. As 

locally made products become relatively cheaper than U.S.-produced goods, global 

demand for U.S. products may weaken.

• A strong dollar may signal weak global demand irrespective of exchange-rate fluc-

tuations. One of the reasons that the dollar has surged is because expected global 

growth lags U.S. growth forecasts.
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Chart 8. HEDGING CURRENCY 

EXPOSURE CAN HELP 

PROTECT U.S. INVESTORS

GLOBAL EQUITIES:
Big U.S. multinationals commonly use a variety of hedging strategies to mitigate what 

they refer to as exchange-rate risk, as illustrated by the dollar’s rapid appreciation since 

June 2014 and its effects on revenue and profit. Hedging strategies can involve derivatives, 

options and forward contracts. For individual investors, there are two common ways 

to protect against currentcy fluctuations. First, certain exchange-traded products can 

provide a simpler and less expensive way to build some exchange-rate risk protection 

into an investment portfolio. For example, this means that the risk of a decline in value 

of certain holdings, should the dollar strengthens, can be offset by purchasing a fund 

that climbs when the dollar climbs.  

Second, some global equity and bond funds offer “currency-hedged” share classes. Where 

a global fund will be exposed to currency fluctuations based on the underlying holdings, 

currency-hedged share classes maintain the same holdings as the original share class 

but eliminate foreign currency risk using futures contracts. 

The cost of hedging away currency risk is typically less than 5 basis points (0.05%) for 

most funds unless they have unusual currency exposures. Many investors find this low 

cost to be worth the potential for reduced volatility. Some investors are willing to accept 

the fluctuations associated with currency risk under the assumption that those changing 

values will even out over time and may even provide a boost during certain periods. 

In light of recent currency volatility, it is important to understand whether the global 

stock and bond funds you own are exposed to these risks. A global fund of equities or 

bonds is exposed to the risk of the underlying holdings and also to the dollar exchange 

rate with currencies that are represented by those holdings. Given the recent strength of 

the dollar, American investors exposed to global currency fluctuations have seen weaker 

returns than investors who chose currency-hedged share classes. Chart 8 shows an ex-

ample of the relative performance of both the currency-hedged and unhedged versions 

of typical global equity index and the monthly performance of the dollar.  Notice that 

as the dollar posts larger monthly gains, the hedged version of the index outperforms 

the unhedged version. In an environment where the U.S. dollar is strengthening and 

may continue to strengthen, investors may want to review their exposure to unhedged 

global investments.
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Note:The MSCI ACWI ex. U.S. Index captures large and mid cap representation across 22 of 23 Developed
Markets (DM) countries (excluding the US) and 23 Emerging Markets (EM) countries. With 1,840 
constituents, the index covers approximately 85% of the global equity opportunity set outside the U.S.

Source: Standard and Poors, Haver Analytics.
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THE ECONOMY…
The strengthening dollar threatens to reduce U.S. economic growth by spurring 

imports and curbing exports, widening the trade deficit and crimping GDP expansion. 

However, net international trade, exports minus imports, is a relatively small share 

of the nation’s economy, so the threat to growth is relatively small as well.

The AIER leading indicators index pulled back in January for a second straight month, 

consistent with a widening soft patch for U.S. growth. However, at a reading of 67, 

the index remains solidly above the neutral level of 50, suggesting that continued 

growth is likely.

…INFLATION…
In general, a rising dollar is a positive for U.S. consumer prices.  A strong dollar lowers 

the cost of imports, restraining CPI gains while also increasing pressure on American 

producers of goods that compete with lower-priced imports.

The AIER inflationary pressures scorecard was more balanced in the latest reading as 

two indicators shifted from falling to rising, resulting in a more closely balanced score 

of 9 rising to 12 falling and two remaining stable. The key changes came in  personal 

income, which changed to rising from falling, reflecting improvements in the labor 

market. The second indicator that moved to rising from falling, the producer price 

index for services, rose to a 3.0 percent annualized growth rate for the three months 

through December, from a 1.9 percent rate in the previous three months.

…WASHINGTON…
While cheaper imports may ratchet up pressure on competing domestic producers, 

historical data suggests actual job losses as a result of import competition in recent 

years have been relatively small. Because of changes in economic circumstances, 

slower global growth and more limited options for the federal government than during 

the 1990s boom in the dollar, whatever pressure may emerge for changes in policy is 

likely to have little effect. Besides, a government program designed to help displaced 

workers is already in place.

…INVESTING
A stronger dollar can lead to higher commodity prices in other currencies in the short 

run, followed by weaker demand, slower growth, and ultimately lower prices overall 

in the longer run.

One increasing risk in fixed-income markets may be the sizable amount of foreign-

issued dollar-denominated debt. As the U.S. currency appreciates, it becomes more 

expensive to service these debts with weakening currencies. The resulting amplified 

risk levels may affect both sovereign debt issued by foreign governments and corporate 

debt sold by companies whose earnings are largely derived from sales in markets with 

weakening currencies.

Equity market risks to American investors from a strengthening dollar come in two 

forms: U.S. companies that generate substantial portions of earnings in foreign currencies 

may see the value of those earnings erode, while holders of foreign equities may see their 

investments decline in value. Hedging these portfolios against the effects of a continued 

rise in the dollar can mitigate some of the damage, as shown by returns from a hedged 

index of global shares compared with an unhedged version. 
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CAPITAL MARKET PERFORMANCE

 January Latest Latest Annualized
 2015 3M 12M 3 year 5 year 10 year 2014 2013 2012

Equity Markets

S&P 1500 -3.0 -1.0 11.4 15.0 13.5 5.7 10.9 30.1 13.7

S&P 500 - total return -3.0 -0.6 14.2 13.7 32.4 16.0 17.5 15.6 7.6

S&P 500 - price only -3.1 -1.1 11.9 15.0 13.2 5.4 11.4 29.6 13.4

S&P 400 -1.2 1.2 9.3 15.3 15.3 8.3 8.2 31.6 16.1

Russell 2000 -3.3 -0.7 3.1 13.7 14.1 6.4 3.5 37.0 14.6

FTSE Global All-Cap -2.4 -2.0 4.4 9.1 7.8 4.5 3.4 21.2 13.1

FTSE Developed All-Cap -2.8 -1.8 4.3 10.3 8.6 4.4 3.9 24.7 12.9

FTSE Emerging Mkt All cap 1.8 -4.6 6.1 -1.1 0.8 6.7 -1.7 -6.4 14.9

Bond Markets

Ryan Labs Treasury Index Total Return 4.6 5.9 11.9 3.8 6.0 5.6 9.6 -6.6 2.9

Dow Jones Corporate Bond Index Total Return 3.7 4.2 9.2 6.0 7.1 6.5 7.2 -1.9 11.1

JP Morgan Emerging Market Bond Index TR 0.4 -2.9 7.0 4.9 7.3 7.7 5.6 -6.6 18.5

Commodity Markets

Gold  4.5 1.9 1.0 -8.9 2.2 11.5 -10.3 -15.5 6.4

Silver 9.6 10.8 -4.4 -19.2 2.1 12.1 -13.3 -36.3 1.6

CRB All Commodities -3.7 -7.9 -6.2 -4.2 0.0 4.0 1.1 -3.1 -9.6

 January Latest Latest Average Over Period

 2015 3M 12M 3 year 5 year 10 year 2014 2013 2012

Consumer Finance Rates 

30-yr Fixed Mortgage 3.8 4.0 4.2 4.1 4.3 5.0 4.3 4.2 3.8

15-yr Fixed Mortgage 3.1 3.2 3.3 3.3 3.6 4.5 3.4 3.3 3.2

5-yr Adjustable Mortgage 3.4 3.5 3.6 3.4 3.4 N/A 3.6 3.4 3.0

Home Equity Loan 4.5 4.4 4.6 4.8 4.9 N/A 4.7 5.1 4.7

48-month New Car Loan 2.9 3.1 3.1 3.0 3.9 N/A 3.1 2.7 3.3

Source: Barron’s, Dow Jones, Financial Times, Frank Russell Company, JP Morgan, Standard and Poor’s, Haver Analytics.
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LEADERS

Sources for all charts on pages 14 and 15: Federal Reserve Board, Institute for Supply Management, Census Bureau, Bureau of Economic Analysis, The Conference 
Board, Standard & Poor’s, Department of Labor, Bureau of Labor Statistics/Haver Analytics, AIER.
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