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Dear Valued Client, 
 

 

The US Dollar… 
 

The US Dollar is the most important 

currency in the world. It is still central 

to capital markets.  

 

Broader trends in the US Dollar foreshadow conditions in commodities, the relative performance 

of different equity markets around the world, and also have an impact on bonds (inflation).  

 

The question we get from clients, asked in many different ways, is this…  

 

Is the pull-back from the early 2020 high: a simple pullback within an otherwise intact multi-year 

uptrend in the US Dollar? Or is the beginning of a new multi-year downtrend in the US Dollar? 

 

 

 
 

“...the interest on money is regulated in the long run by the profit on capital, which in its turn is 

determined by the productivity and relative abundance of real capital, or, in the terms of modern political 

economy, by its marginal productivity. 

“In good times, when trade is brisk, the rate of profit is high, and, what is of great consequence, is 

generally expected to remain high; in periods of depression it is low, and expected to remain low. The rate 

of interest on money follows, no doubt, the same course…” 

...Knut Wicksell (1851-1926) 

 

“Speculative capital moves in search of the highest total return. Total 

Return has 3 elements: the interest rate differential, the FX rate, the 

capital appreciation in local currency. Expectations about future exchange 

rates constitute the main motivation in speculative capital flow”  
…George Soros, The Alchemy of Finance 

A pull-back within a 

multi-year uptrend? 

Or the beginning of a 

new downtrend? 

US Dollar Index (DXY) 

     
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In broad generalised terms, looking at the spread in yields between two currency areas helps to 

visualise growth & productivity expectations. The region with the higher growth & productivity 

expectations will tend to have higher yields and will tend to have an appreciating currency. 

 

But, as is always the case with currencies, the above is too much of a generalised rule of thumb, 

when you start introducing relative inflation and sovereign credit risk factors, the currency 

influences get more complicated.  

 

Nonetheless, as compared to the rest of the world, spreads still favour the USA both at the 2 & 10 

year levels, with arguably a discernible trends towards a strengthening differential in favour of the 

USA on the 2 year. Such would suggest a still favourable multi-year backdrop for the USD... 

 

 

From another perspective, it can be argued that currencies are a ‘relative confidence’ game. One 

way to proximately glimpse trends in ‘relative confidence’ might be to plot the ratio of US banks 

listed on the stock market vs. the rest of the world’s listed bank stocks. This would also suggest the 

relative confidence trends in the world continue to favour the USA on a multi-year basis…  

 

 

US Dollar Index (DXY) 

 

2yr Yield Spread 

 

10yr Yield Spread 

 

Equities Ratio,  

US Banks vs. World Banks (total returns) 

 

USD Index (broad)   
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Ultimately, capital moves around the world for a multitude of reasons, weighting a multitude of 

factors, and trying to anticipate the best assets/regions to be in both from a return-on-capital 

perspective (relative growth expectations) and a return-of-capital (relative ‘safety’) perspective. 

When all the factors above are considered, the accurate quantification and timely reweighting of 

capital flow inputs becomes very difficult. 
 

Over the years we’ve developed methods to triangulate capital flows around the world – so we can 

simply just ‘follow the money’ (and assess whether or not conditions are excessively extreme or 

not due to positioning & pricing assumptions). While not perfect, the following capital flow models 

for the USD are an example of this triangulation. It suggests (as do many of our other models) that  

broad global capital flows are still heading into the USA on a multi-year basis, suggesting the 

uptrend is still intact…  

 
When it comes to the US Dollar, it is well recognised that it tends to do well when; (a) global growth 

is slowing in the world, and (b) global capital market liquidity is slowing… this creates a 

strengthening USD dynamic (see appendix of GEFM for further details). This also is USD bullish right now:  

  

Equal Weight USD Index 
(USD vs. EUR, JPY, GBP, CNY, HKD, SGD, AUD, CAD, CHF) 

     
Capital 

Inflows 

Capital 

Outflows 

Speculative Positioning (Hot Money Movement) 
(USD vs. EUR, JPY, GBP, CNY, HKD, SGD, AUD, CAD, CHF) 

     

 

COT Net Positioning, % of OI, Small+Large Traders 
(USD vs. AUD, CAD, GBP, EUR, JPY, MXN, CHF) 

 

Global Activity + Liquidity Index 
(shown inverted) 
 
 

Equal Weight USD Index  
(USD vs. EUR, JPY, GBP, CNY, HKD, SGD, AUD, CAD, CHF) 

Falling growth 

& liquidity 

Increasing  

growth & liquidity 



  

 
 

page 4 
 

www.prerequisite.com.au 

www.prerequisite.com.au 
Copyright © 2022 Prerequisite Capital Management Pty Ltd, Australia. All rights reserved. Past performance is not indicative of future results.  
Prerequisite Capital Management Pty Ltd (ABN 27 141 060 933) is an Authorised Representative of First Mutual Australia Pty Ltd (ABN 42 154 012 085), AFSL 423710 

 

We can also see that it is highly probable for the USD to be in a ‘trending’ market condition (as 

opposed to a ‘choppy’ condition) for the next 12-18 months at least…  

 

One of our larger exposures in our Portfolios is the US Dollar & US Assets (effectively short AUD).  

 

In terms of the question framed at the beginning of this Letter, it is our view that over the last two 

years the US Dollar was simply in ‘a pull-back within a larger multi-year uptrend’. Related to this is 

our view for the AUD to continue to weaken on a multi-year basis.  

 

Being aligned with the broader longer-term trend in the US Dollar allows us opportunity to profit 

by holding exposure to dollar denominated assets in addition to providing a portfolio ‘shock 

absorber’ during any periods of stress or volatility in the world (as ‘risk off’ conditions typically are 

US Dollar bullish).  

 

Obviously, we hold forward looking views loosely, and will continue to watch as conditions unfold 

and further information comes to hand.  

 

We hope this has been a helpful Letter. As always, please feel free to contact us should you have 

any questions about your portfolios or the conditions unfolding in the world.  

 

Kind regards,  
 

 

 

The PCM Team

Contact Information: 
Darren A. Brind (Director) 

darren@prerequisite.com.au 

phone. +61 498 671 505 

Ben Parker (Investment Advisor) 

ben@prerequisite.com.au 
 

Prerequisite Capital Pty Ltd (ABN 42 621 110 736) is an 

Authorised Representative of First Mutual Australia Pty Ltd 

(ABN 42 154 012 085), AFSL 423710 

a PO Box 144 Morningside QLD 4170 

USD Index (DXY)   
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