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Many of you who watch the talking heads on Bloomberg, CNBC or Fox Business, have noted that the value
of the Dollar has been grabbing the headlines. Why is there so much interest in the Dollar? I will try and
unpack some of the issues and shed light on the ramifications of the relative change of the Dollar on our
economy and various global economies.
The Dollar has been gaining strength at a healthy pace vis-à-vis other key currencies across the world. A
strong Dollar can yield significant benefits yet carry sizeable costs as well. It looks as though the strong Dollar,
from the perspective of Americans and American businesses, is becoming a bit problematic. While inflation
threatens our economy, it has an indirect but positive impact on the Dollar. The Fed is vigilant in hiking
interest rates in an attempt to slow inflation, higher interest rates tend to increase the value of the Dollar in
the global markets. Given that the U.S. remains the strongest and safest economy in the world, despite the
current slowdown, investors tend to hedge their bets with Dollar-based investments i.e. bonds and stocks.
As foreign monies chase Dollar-based bonds, this in turn helps keep yields compressed. So, even as the Fed
tries to limit liquidity by taking money out of the economy through balance sheet reductions, rates remain
somewhat stable due to elevated demand.
Investors will place their currencies into markets where higher, inflation and tax adjusted investments, give
them the best value. For instance, the exchange rate between the euro and the Dollar recently hit parity for
the first time in 20 years. This was due to accelerating inflation in Europe and the fact that the ECB (European
Central Bank) was slow to raise their rates to slow inflation. Further, the Japanese Yen is collapsing against
the Dollar. There, the explanation also lies in diverging monetary policy. Ed Yardeni of Yardeni Research
points to so-called yield curve control, where Japan’s central bank has pledged to buy as much government
debt to keep the 10-year yield at or near zero. This forces sales of Yen and purchases of Dollar-based assets.
As we highlighted last month, we discussed the fact that currency wars may be in the offing. Certainly, the
central bankers of Japan and the Eurozone have drawn the ire of the U.S. as their currencies remain relatively
weak in an effort to maintain reasonable balances of trade keeping their exports cheap but their imports
from the U.S. expensive. This dynamic has served to deepen the U.S. trade deficit which helped push GDP
into negative territory in Q1. This is certainly a shortfall of a strong Dollar. The Fed knows this but the Fed
has no mandate to control the Dollar…that is the Treasury’s role.

Finally, we know that nearly 40% of SP500 sales are generated abroad. A stronger Dollar diminishes the value
of their earnings when repatriated if currency hedging strategies are not adopted. However, the Dollar’s
appreciation has been so rapid that many hedges have not been implemented effectively which may result in
softer earnings reports in the near future.
While the impact of a rising Dollar in this environment may be creating additional headwinds for a U.S.
recovery, we believe other central banks will need to raise rates in their respective countries to help mitigate
their own inflationary pressures. This would certainly keep a lid on the Dollar’s appreciation and help resolve
some trade imbalances and earnings profiles over the next several months.
Here is your look at developments in the global marketplace.

POSITIVE DEVELOPMENTS


NYT reported: After 3 mos. of talks that appeared to fail, Russia and Ukraine signed an agreement
last week to free more than 20M tons of grain stuck in Ukraine’s blockaded Black Sea ports, a
deal with global implications for bringing down high food prices and alleviating shortages and a
mounting hunger crisis. Wheat prices also fell which is key due to Midwest drought and wheat
crop concerns.



Two of the 6 regional business surveys (New York & Philadelphia) reported that supply-chain
disruptions are abating, as evidenced in recent months by the drops in the NY delivery-time index
and the Philly unfilled-orders index. Certainly, some of this may be due to inflationary price
increases but a trend to the positive is beginning to surface.



Positive earnings, along with declining interest rates and lower inflation expectations are
boosting the overall stock market. Since the first earnings reports came out in mid-July, the
broader market indices are heading higher.



We should see quick signs of slower inflation. Through last week, gas prices have fallen 13.1%
since the week of June 13 thanks to a drop in miles driven. Because gas prices are highly inelastic
it takes a bigger change in price to induce a change in behavior than for other goods and services.

NEUTRAL DEVELOPMENTS


The consensus analysts’ data (IBES Institutional Broker Estimate System) suggest that they still
aren’t seeing a recession, since their revenues estimates continue to rise. Rather, they are
starting to see reasons to be concerned about profit margins. They’ve been lowering their 2022
and 2023 profit margin estimates since the start of this year and only now is that starting to weigh
on the forward profit margin.



Two consecutive negative quarters comprise the classic definition of a recession, yet from any
other metric than GDP, it just does not feel recessionary. Core inflation has peaked, and a strong
Dollar continues to put downward pressure on many commodity prices. The stock analyst
community remains positive for corporate earnings, and Treasury bond yields have declined of
late which is also bullish.

NEGATIVE DEVELOPMENTS


There is no end in sight for the Ukraine war. Europeans are preparing for a possible permanent
shutoff of Russian gas and China continues to struggle with C19 as well as a bursting housing
bubble. Emerging market countries are facing soaring prices for energy and food and
shortages of both, which are triggering political instability. So lots of global investors may be
concluding that they must overweight the US in their portfolios since there is no alternative
country.



Concerns are mounting regarding the vulnerability of European nations should Russia shut off
natural gas to the region in retaliation for their support of Ukraine. That would trigger a brutal
recession and winter in Europe.



China may have failed to assess the Ukraine war’s impact on emerging markets. The war sent
the prices of food and oil surging, and the Fed’s tightening response to control inflation raised
the value of the Dollar. The stronger dollar and higher food and oil prices have hurt emerging
market nations as their loans are often priced in Dollars. Some countries have restructured
their debt yet China may end up with the short straw as the market for their exports is waning
as countries enter a slowdown period.



The Census Bureau reported that both housing starts and building permits are heading lower,
along with homebuilders’ optimism—which dropped sharply in July. Housing starts have
plummeted 13.6% since peaking in April and falling in June to the lowest since September
2021.



The Fed reports that the 30-yr. mortgage jumped from 3.29% in January to 5.73% last week.
Its spread with the 10-yr Treasury yield climbed from 177bps at the start of the year to 296bps.
This spread tends to hover between 150bps and 200bps during normal times. This is hurting
the housing market.

THE MARKETS
Investors have appreciated the Fed’s no-surprise
announcement of another 75bps hike in the federal funds rate
this past week. Moreover, Q2 earnings reports have been
suggesting that a soft-landing scenario for the economy could
very well be in the cards. Couple this with the fact that the Q2
GDP was again negative could suggest that the Fed may not be
as inclined to engage further hikes out of fear that this may in
fact force a protracted recession. Markets rallied on the soft
GDP news so there is some sentiment resonating that the Fed
could turn a bit dovish in late September.
The Dow, SP500 and NASDAQ have logged one of their best
months since 2020. Consumer discretionary, technology and
industrial sectors led the charge last month while
communications, energy and materials lagged the broader
market. Note, energy and materials were still posting positive
returns they just lagged the robust returns from the tech and
the consumer discretionary sectors.
On the international front, Asian markets were mixed. Hong
Kong and Shanghai posted negative returns while Japan logged
a healthy 5.1% return in July. Eurozone markets and the U.K
posted healthy returns despite being in the midst of an
economic slowdown and a European Central Bank rate hike
two weeks ago.
Regarding fixed income, the Fed raised rates by 75bps in late
July which was actually well received by the markets as Fed
Chair Powell is doing a respectable job convincing investors
that he is fighting inflation with a vengeance.
The yield on the 2-yr note, which is most sensitive to changes
in the fed funds rate, now sits at 2.91% and is down from
2.97% at the close of June. The 10-yr. note yields 2.67% versus
3.0% at June’s close. The 2-10 spread now sits at 24bps which
is now inverted providing some pundits to suggest that a
recession is in the offing. Stay tuned on this technical
development.
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Chart of the Month – Grain Exporters
This month’s chart highlights the distribution of grain exporters globally. Wheat is one of the most used crops in the world
annually as it is used in many food products such as bread and pasta. Various grains are also a staple to feed livestock and to
manufacture cooking oils, fuels, and alcohols.
As the world struggles with bad weather, the Russian invasion of Ukraine, and fertilizer shortage, many fear a global food crisis.
As seen above, Russia & Ukraine account for nearly a third of global wheat supply. The war between these two countries has
disrupted various commodity markets and have created imbalances throughout the world. Ports in the Black Sea have been
blockaded and have disrupted grain & other commodity distribution. Along with Ukraine’s vital role in grain supply, they also
serve a major role in exportation of corn, barely, sunflower oil, and rapeseed oil.
On July 22, Russia and Ukraine entered a deal to allow grain exports from the Ukrainian Black Sea ports in efforts to help ease
the global crisis. The details of the deal are unclear, however, it is expected that Russia will allow Ukrainian vessels through
mined waters, and so Russia does not attack. Russia is also expected to restart its own grain exports under the agreement.
Internationally, this deal will be closely watched to make sure it is upheld to avoid famine across the globe. Recent Russian
airstrikes, post-deal, surrounding Ukraine’s Black Sea regions have onlookers concerned.
https://www.cnbc.com/2022/07/22/russia-and-ukraine-sign-deal-to-resume-grain-exports-in-black-sea.html

NEWS YOU CAN USE
During the 14th BRICS Summit to
discuss world affairs late last month,
Vladimir Putin announced that the
five-member economies (Brazil,
Russia, India, China, and South Africa)
plan to issue a new global reserve
currency. Many speculate the move is
an attempt to undermine the U.S
dollar and the International Monetary
Fund’s (IMF) Special Drawing Rights
(SDR’s). Since World War I, the U.S.
dollar has been the world’s global
reserve currency and the largest
international creditor.
https://marketrealist.com/economyand-politics/new-global-reservecurrency/

US crude and oil exports hit a record
high last week (ending 7/22/22) as the
West scrambles to find alternatives to
Russian supplies. US exports of crude
totaled 4.55 million barrels a day (up
21% from the prior week), according
to the Energy Information
Administration. Globally, nations are
looking for ways to ‘fill the gap’ as
Russia is the world’s third-biggest oil
producer, and US and European allies
consider a ban on Russia’s vast oil and
gas sector.
https://www.eia.gov/petroleum/suppl
y/weekly/pdf/table1.pdf

Novak Djokovic officially wrapped up
his seventh Wimbledon title on July
10, 2022, tying him with Pete Sampras
and William Renshaw for the most
Wimbledon wins and behind Roger
Federer for the most of all time (8).
The result extends Djokovic’s winning
streak to 28 consecutive matches. The
Wimbledon trophy now puts Djokovic
at 21 major titles, just one behind
Rafael Nadal’s record. Nadal dropped
out of this year’s Wimbledon in the
semi-finals due to an abdominal injury,
which may have held short a No.1 &
No.2 world seed matchup in the
Wimbledon final.
https://www.foxnews.com/sports/wimble
don-2022-novak-djokovic-tops-nick-kyrgios
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