
 
Smartim thoughts on recent dollar strength 

Over the past 3 months we have witnessed the U.S. dollar Index surge by over 7%.  This move, 

though not unprecedented, ranks in the top 15% of moves over the last 30 years.  Many 

currency experts had predicted a gradual strengthening dollar; however, the speed and ferocity 

of this move caught many market participants by surprise. 

 

 

Source: Lipper for Investment Management 

The continued improvement in the U.S. economy has been the major driver of dollar 

strength but there are many more contributing factors. There is often an element of 

government policy when a currency rises or falls in value relative to other currencies: in 

this case the winding down of the Federal Reserve’s stimulus program has been a major 

factor. With quantitative easing coming to an end, yields on US Treasuries should rise, 

attracting capital back to the U.S. and strengthening the dollar.   

In contrast, other nations and currency blocs are increasing stimulus. QE in Japan is 

ongoing, with the Bank of Japan recently voting to expand the programme. The yen 

has been driven down even further and the equity market strengthened as investors 
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bet that a weakening yen will further boost the export-led economy.  German 

reluctance has thus far prevented the European Central Bank (ECB) from implementing 

outright QE, but should deflation continue to be a concern it is likely that Germany will 

eventually relent. In the meantime the ECB is aiming to expand its monetary base by 

€1trn by, amongst other things, purchasing asset-backed securities and corporate 

bonds. This expansion of the monetary base coupled with the slow recovery in the 

Eurozone will further weaken the euro against the dollar. 

The strengthening dollar is not necessarily a bad thing for the US economy as exports 

only account for about 15% of the GDP. Commodities such as oil, iron ore and copper 

are priced in dollars and a strengthening dollar leads to a decline in demand by making 

them more expensive for non-U.S. customers. This may partly explain the weakness in 

crude oil prices; however, lower oil prices benefit domestic consumers because they 

reduce expenditures at the pump and increase consumer spending on other goods. 

One theory is that the U.S.’s dollar policy is an attempt to halt Russia’s expansionist 

foreign policy. Russia relies on oil revenues so engineering lower oil prices may be the 

most effective tool to put real pressure on Putin.  

 

Source: Lipper for Investment Management 
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The US economy continues to lead the global recovery and is likely to lead the way with 

interest rate rises; therefore, we expect the US dollar to continue to strengthen. In the 

US portfolio range, we have taken the decision to hedge the euro exposure into the 

U.S. dollar.  We are monitoring these positions very closely and will take further decisive 

action where deemed necessary. 

Ari Towli 

Fund Manager, Smart Investment Management 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 Legal information This document is issued by Smartfund Administration Limited in relation to the iGuard Solutions and is intended to be used 

for marketing purposes only and does not aim to provide advice. Smartfund Administration Limited is authorised and regulated by the Financial 

Conduct Authority under reference 463566.Smartfund Administration Ltd (6016828) is registered in England at 6 Broad Street Place, EC2M 7JH 

and is authorised and regulated by the Financial Conduct Authority under ref. 463566. Reference in this document to specific securities should not be 
construed as a recommendation to buy or sell these securities but is included for the purposes of illustration only. Investors should note that the views 
expressed may no longer be current and may have already been acted upon by the Investment Adviser and/or Manager. You should remember that past 
performance is not a guide to future performance. All Performance data is sourced from Lipper and are total returns in sterling. 


