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The volatility of the last few months has been nearly 

unprecedented. Here, we aim to recap the action and 

provide some perspective to investors. 

August 2020 

DOLLAR SOFTNESS AND ITS INVESTMENT IMPLICATIONS 

Following years of strength, the weakening of the US dollar (USD) has become a major investment theme over the past 

month. As the USD is a freely floating currency (thanks, Nixon), it rises and falls with demand like any other asset. In this 

piece, we’ll get into possible reasons for its recent weakness and investments that have historically fared well as a result. 

(Quick note: the USD weakening does not mean it’s in danger of losing status as the world’s reserve currency. That idea 

has been having a press run, but for several geopolitical and deeply structural reasons, it is not likely to come to pass.) 

 

Market-watchers will cite many reasons for a weakening USD, but the reality is that floating currencies tend to move 

cyclically (like most assets). The relationship between the USD and other global currencies fluctuates in the same way that 

Growth/Value, US/International, and even Stocks/Bonds will. This is simply the cyclical nature of financial markets at work.  

But why now? Aside from simple mean reversion, it’s likely a mix of things that have made the US dollar less attractive:  

• Deficit – Government spending in response to the pandemic has sent the US budget deficit soaring 

• Inflation – The prospect of stimulus-induced inflation down the road, and a Fed that may be less willing to fight it 

• Pandemic – The relative outperformance of Asia and Europe in controlling the virus and reopening economies 

• Interest rates – Low interest rates and a commitment to keep them low   

• Politics – The prospect of election year volatility and the potential for a higher tax regime around the corner 

Finally, there are many investment implications of the USD’s strength. A weaker dollar traditionally benefits companies with 

high foreign sales, as profits earned into foreign currencies can be exchanged back into more dollars than before. 

Technology and Materials lead the pack among sectors here. Commodities (e.g. oil, copper) generally do well in weak USD 

environments, as well. Many commodities are priced in USD, meaning foreign entities can buy more of them when the USD 

is worth less. Finally, international stocks (particularly Emerging Markets) tend to outperform in these environments. 

Whew. Trying to distill the complexities of the world’s most-traded currency onto one page is no easy feat. As always, reach 

out to your Baird Advisor today to discuss this development and any other market movements in much greater detail. 

In the Markets Now 
On the weakening US dollar  
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Disclosures 

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed 

here reflect our judgment at this date and are subject to change. The information has been obtained from sources we 

consider to be reliable, but we cannot guarantee the accuracy.   

 

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision.  

This report does not take into account the specific investment objectives, financial situation, or need of any particular client 

and may not be suitable for all types of investors.  Recipients should consider the contents of this report as a single factor 

in making an investment decision.  Additional fundamental and other analyses would be required to make an investment 

decision about any individual security identified in this report. 

 

For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor 

and/or your tax or legal advisor. 

 

Fixed income yield and equity multiples do not correlate and while they can be used as a general comparison, the 

investments carry material differences in how they are structured and how they are valued. Both carry unique risks that the 

other may not. 

 

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 

investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  

 

Copyright 2020 Robert W. Baird & Co. Incorporated.  

 

Other Disclosures  

UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which 

Robert W. Baird Limited holds an ISD passport. 

This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial 

Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may 

not be distributed to private clients.  Issued in the United Kingdom by Robert W. Baird Limited, which has an office at 

Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial 

Conduct Authority.  For the purposes of the Financial Conduct Authority requirements, this investment research report is 

classified as objective.   

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license.  RWBL 

is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws.  This 

document has been prepared in accordance with FCA requirements and not Australian laws.   

 

 

 

 

 


