
The Strong American Dollar
Currency fluctuation is in the news lately. This is due to our
increasingly strong dollar relative to other developed world
currencies. Understanding the currency markets can be
confusing at best, so let’s break them down to the simpler facts
that are most likely to affect us.

Why Do Currencies Fluctuate?

Most countries follow a floating exchange rate system, which
allows the currency of one country to “float” against the
currency of another country. Currencies are always quoted in
pairs as the value is based on the relationship of one to the

other. Currencies are actually in a state of constant flux, but they generally stay relatively stable
over time. Occasionally, large changes do occur. That is what has happened with the recent
strengthening of the dollar. Starting in 2014, the dollar rose substantially against other major
currencies, setting in play a series of consequences, some of which may benefit you and some of
which may not.

Why the US Dollar?

Currency trading is based on yield return; investment flows towards the currencies with the highest
future yield potential, coupled with a relatively stable economy. Most currency transactions take
place between only eight countries: the United States, the Eurozone (mostly Germany, France, Italy
and Spain), Japan, United Kingdom, Switzerland, Canada, Australia, and New Zealand.

Currently, the US economy is perceived to be very stable relative to these other economies, hence
more investment monies are flowing to the US dollar, driving up its value. The Eurozone, China, and
Japan have all shown economic stagnation recently, causing a decrease in investments in their
currencies. Hard to imagine our paltry current yields are actually some of the most attractive in the
international scene right now!

In addition, the Federal Reserve is expected to increase rates in 2015. Not so in the Eurozone and
Japan, where rates are being reduced. While rates are close to zero in all developed countries,
expectations are high that yield will increase sooner in the US, giving investors hope for
appreciation of the dollar in the near future.

Who Benefits From a Strong Dollar?

Planning on traveling to Europe anytime soon? If you are, you planned that well! Due to the stronger
dollar, and the subsequent change in the exchange rate between the dollar and the euro, you will



spend significantly less now when you exchange those dollars into euros. Simply put, a strong
dollar buys more in countries with a weaker currency.

How much will you save? On February 27, 2015, the exchange rate between the US dollar and the
Euro was .8939. At that exchange rate you will pay $112 to buy 100 euros. On September 6, 2011
the exchange rate was .7111. To purchase that same 100 euros you had to spend $141, an extra
$29 for every 100 euros you purchased! That is a big break for those with the good fortune of
planning their trip now.

For those who live in Europe, however, the opposite occurs. Since they will trade their euros for
American dollars, their travels to America will be significantly more expensive than it was in 2011.

Who Takes it on the Chin?

A stronger currency makes our products more expensive here and abroad, which means we
become less competitive in the international market. American companies with the strongest
international exposure are the biggest losers in this current environment. This is being born out in
the current earnings reports. Coca-Cola reported a 55% plunge in 2014 fourth-quarter profits largely
due to negative foreign exchange impacts.

Of course, all of us who invest in international investments will feel this effect. Positive returns of
foreign stocks and mutual funds may well turn negative when converted back to U.S. dollars,
depending on the exchange rate the day that conversion is made.

Should you sell these securities? No! And here is why. These factors should, by now, be imbedded
in exchange rates. In short, it is too late in the game to start making bets on currency moves. More
importantly, making currency moves goes against the prudent principal of maintaining a fully
diversified portfolio.

The Circle of Life in the Investment World

Its never ceases to amaze me how the security markets always seek balance, and the currency
world is no exception to the rule. Our strong higher dollar effectively transfers demand from the
U.S. economy to economies around the world. Since the strong dollar makes our goods and
services less competitive in the international markets, it gives a boost to goods and services from
countries with weaker currencies, especially to those companies paying for labor and other
production costs with devalued currencies. For those struggling economies, this is a welcome
development. In the end, this should lead to a healthier, more balanced global economy.

In the meantime, don’t worry about your investments, but do hop on a plane to Europe!
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