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If the US dollar weakens, the trend change could be a boost for foreign stocks

Key Points:

o The US Dollar Index’s rally may be running out of steam

o A flat/weak US dollar is usually a bullish factor for global equities ex-US

o [fthe Fed starts cutting interest rates later this year, downside pressure may increase for the greenback

There are multiple factors that drive equities
outside the US, but the ebb and flow of the
world’s reserve currency tends to always be on
the short list. The reasoning is straightforward
and reflects basic economic logic. All else
equal, a stronger dollar translates into fewer
dollar-based earnings after translating foreign
currencies into greenbacks. The opposite is also
true, and so a weaker dollar boosts offshore
earnings from a US perspective.

Markets tend to price in this relationship, which
means that the dollar’s trend is a key factor that
determines the strength of headwinds and
tailwinds for global shares outside the US. The
chart at right highlights this relationship
recently, using a pair of ETF proxies: Invesco
DB US Dollar Index Bearish Fund (UDN),
which falls (rises) when the dollar is weak

Wealth Indexes: Global Stocks ex-US (VXUS) vs. US Dollar--Inverted (UDN)
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(strong), and Vanguard Total International Stocks (VXUS). The two funds have a relatively high correlation in recent
years but have been diverging this year. Foreign stocks have continued to rally while UDN has been in a trading range.
That could be interpreted as a sign that that this year’s dollar rally is set to weaken.

Another sign that America’s currency may be set to soften relative to its foreign counterparts: moving averages. The
5-week average of the US dollar index has been above its 20-week counterpart since mid-February and remains so
through last week’s close (as of Friday, June 28). If and when the 5-week average consistently falls below the 20-
week average, that may suggest the start of new period of dollar weakness.

An expected change in US monetary policy is could provide additional support for foreign stocks, perhaps to the point
that offshore equities begin to outperform US shares. Fed funds futures are pricing in moderate odds that the central
bank will start cutting interest rates in the months ahead, perhaps as early as the September 18 FOMC meeting. If and
when rates are cut, the relative allure of dollar-denominated securities may ease, if only on the margins.
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This Report is provided for informational and educational purposes only and is not intended to be, and should not be construed as, financial or
investment advice. The views and opinions expressed in this commentary are solely those of the authors and do not necessarily reflect the official
policy or position of The Milwaukee Company.

Investors are urged to consult with their own financial advisors before making any investment decisions. The information contained in this
commentary has been compiled from sources believed to be reliable, but no representation or warranty, express or implied, is made as to its
accuracy, completeness, or correctness. Market data and trends are subject to rapid change and may become unreliable for various reasons,
including changes in market conditions or economic circumstances.

Past performance is not indicative of future results. All investments involve risks, including the possible loss of principal. No representation or
warranty is made that any return or performance indicated will be achieved.

Nothing in this commentary constitutes legal, accounting, or tax advice or individually tailored investment advice. This material is prepared for
general circulation and may have been prepared without regard to the individual financial circumstances and objectives of persons who receive
it. The investments or services mentioned may not be suitable for all investors, and it is recommended that you consult an independent investment
advisor if you have any doubts about the suitability of such investments or services for your needs.

This commentary may contain forward-looking statements, which are based on assumptions and subject to risks and uncertainties. Actual
outcomes may differ materially from those expressed or implied in any forward-looking statements due to various factors.

To the fullest extent permitted by law, neither The Milwaukee Company nor any of its affiliates, nor any other person, accepts any liability
whatsoever for any direct or consequential loss arising from any use of this communication or the information contained herein. By accessing this
commentary, you acknowledge and agree to the terms of this disclaimer.



