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Movements in the U.S. dollar are closely monitored by investors and policymakers—
it is, after all, the world’s dominant reserve currency. Crucially, big swings in the

currency’s value can have important implications on growth.

Head of Macro Strategy, Asia

What does a Strong U.S. dollar e The U.S. Federal Reserve’s (Fed’'s) Broad U.S.
T Dollar Index, a trade-weighted index that takes
mean for global gI'OWth? into account the currencies of the country’s key

trading partners.
Within the financial community, the U.S. dollar (USD)

can mean different things to different people. When Whichever benchmark you choose, the USD has

traders refer to USD performance, they could be appreciated 45% to 60% since 2008, with a large

referencing one of the following: portion of those gains occurring in the past 18
months.

e The ICE! U.S. Dollar Index, which tracks the
performance of the greenback relative to a
basket of six developed-market currencies and
dominated by the euro.

e The Bloomberg Dollar Spot Index, a
conceptually similar index with a slightly larger
basket in which emerging-market (EM)
currencies are represented.

USD strength gathered pace in the past 18 months
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Source: U.S. Federal Reserve, Macrobond, Manulife Investment Management, as of 27 October, 2022. DXY refers to the U.S. Dollar Index.

L ICE refers to the Intercontinental Exchange.


https://finance.yahoo.com/news/dxy-index-142603433.html?_guc_consent_skip=1666865716
https://www.bloomberg.com/professional/product/indices/bloomberg-currency-indices/
https://www.federalreserve.gov/econres/notes/feds-notes/revisions-to-the-federal-reserve-dollar-indexes-20190115.html
https://www.federalreserve.gov/econres/notes/feds-notes/revisions-to-the-federal-reserve-dollar-indexes-20190115.html
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Is a strong dollar good for the economy?

There are three channels through which USD
strength could affect the global economic outlook at
the current juncture:

1. Restraining economic growth in the rest of the
world through weaker global trade

The stronger the USD is, the more expensive
imports become for just about every economy
apart from the United States. This will no doubt
weigh on demand for global trade and hence
global growth: Roughly 40% of world trade is
invoiced in USD and this figure is much higher in
many EMs.

A substantial amount of global trade is
invoiced in the USD

80

70
60 ‘
0 | I I

Asia- Advanced Europe,
Pacific (non-| Europe economies  the Middle
East, and Africa

()]
o

% of imports
N
S

w
o

N
o

-
o

Source: South East Asian Central Banks, Manulife Investment
Management, as of July 2022.

There are already signs that global trade is
weakening: South Korea’s nominal export growth
in the first 20 days of October fell sharply by about
9%, on average, on a year-over-year basis after
adjusting for working days—a 2-year low—and
the new export orders index in global
manufacturing Purchasing Managers’ Index
slipped further into contractionary territory in
September.

2. Implications on global inflation

Given the share of global trade that is invoiced in
the greenback, it’s clear that a strengthening USD
will translate into higher import costs for nearly all
countries as local currencies weaken. This will
inevitably feed into the global inflation picture and
could force central banks to respond with more
aggressive tightening.

In Asia, we've already seen central banks in
Indonesia, South Korea, and the Philippines
making explicit references to local currency
depreciation/stability as a driver behind their
respective decisions to raise interest rates. While
net-exporting economies may typically find
greater export competitiveness from weaker local
currencies, the current context of weak global
demand may offset those gains.

. USD strength weighs disproportionately on

EM economies

A strong greenback can also hurt EM economies
with large external vulnerabilities, particularly
those with a substantial amount of USD-
denominated debt, large current account deficits,
and low foreign exchange reserves. This dynamic
can potentially force central banks—specifically
those in economies with weak external
positions—to respond with more aggressive
tightening than otherwise would be the case to
stem capital outflows.

Overall, we believe that a strong USD is one of
several key factors that are contributing to a
weaker global economic outlook. We expect the
currency’s appreciation will weigh further on
global trade, add to global inflationary pressures,
and push some central banks to hike policy rates
further.



https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp2574~664b8e9249.en.pdf
https://www.bloomberg.com/news/articles/2022-10-21/south-korea-s-early-exports-fall-in-sign-of-weakening-demand#xj4y7vzkg
https://www.bloomberg.com/news/articles/2022-10-21/south-korea-s-early-exports-fall-in-sign-of-weakening-demand#xj4y7vzkg
https://www.bi.go.id/en/publikasi/ruang-media/news-release/Pages/sp_2425322.aspx
https://www.bok.or.kr/eng/bbs/E0000627/view.do?nttId=10073228&menuNo=400022&pageIndex=1
https://www.bsp.gov.ph/SitePages/MediaAndResearch/SpeechesDisp.aspx?ItemId=970
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When might the momentum behind USD
strength ease?

In our view, respite from the strong USD may arrive
once we've witnessed a peak in inflation, U.S.
Treasury yields, and Fed expectations (in other
words, a dovish pivot by the Fed). We believe
January’s U.S inflation data will be important: It'll
inform whether we should revisit our base case
expectation that the Fed will pause its tightening
efforts and reassess its path forward at the 21-22
March, 2023, FOMC meeting.

As always, there are risks to our views:

The Fed’s dovish pivot could take longer to
manifest than expected—Trying to call the
peak in the Fed’s tightening cycle this year has
been extremely challenging as terminal rates
have constantly repriced higher. If this trend
continues, it’s likely that the strong USD trend
could run on well into 2023.

Interest-rate differentials haven’t been a
major driver of USD strength—Unusually, the
greenback’s beta to interest-rate differentials
has not only fallen below average levels but is at
record negative. Other factors have been more
dominant in supporting the USD, including a
global USD funding shortage, sustained U.S.
economic outperformance in terms of growth,
and the flight to safety. If this trend persists, even
a dovish pivot from the Fed may not be sufficient
to dent USD strength.

Interest-rate differentials may not be a major driver of USD strength
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Source: U.S. Department of Treasury, Macrobond, ICE, Manulife Investment Management as of 27 October, 2022. DXY refers to the U.S. Dollar Index.



https://www.bankofengland.co.uk/-/media/boe/files/working-paper/2020/dollar-shortages-and-central-bank-swap-lines.pdf
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Disclaimers

A widespread health crisis such as a global pandemic could cause
substantial market volatility, exchange-trading suspensions and closures,
and affect portfolio performance. For example, the novel coronavirus
disease (COVID-19) has resulted in significant disruptions to global
business activity. The impact of a health crisis and other epidemics and
pandemics that may arise in the future, could affect the global economy
in ways that cannot necessarily be foreseen at the present time. A health
crisis may exacerbate other pre-existing political, social and economic
risks. Any such impact could adversely affect the portfolio’s performance,
resulting in losses to your investment

Investing involves risks, including the potential loss of principal. Financial
markets are volatile and can fluctuate significantly in response to
company, industry, political, regulatory, market, or economic
developments. These risks are magnified for investments made in
emerging markets. Currency risk is the risk that fluctuations in exchange
rates may adversely affect the value of a portfolio’s investments.

The information provided does not take into account the suitability,
investment objectives, financial situation, or particular needs of any
specific person. You should consider the suitability of any type of
investment for your circumstances and, if necessary, seek professional
advice.

This material is intended for the exclusive use of recipients in jurisdictions
who are allowed to receive the material under their applicable law. The
opinions expressed are those of the author(s) and are subject to change
without notice. Our investment teams may hold different views and make
different investment decisions. These opinions may not necessarily
reflect the views of Manulife Investment Management or its affiliates. The
information and/or analysis contained in this material has been compiled
or arrived at from sources believed to be reliable, but Manulife
Investment Management does not make any representation as to their
accuracy, correctness, usefulness, or completeness and does not accept
liability for any loss arising from the use of the information and/or analysis
contained. The information in this material may contain projections or
other forward-looking statements regarding future events, targets,
management discipline, or other expectations, and is only current as of
the date indicated. The information in this document, including
statements concerning financial market trends, are based on current
market conditions, which will fluctuate and may be superseded by
subsequent market events or for other reasons. Manulife Investment
Management disclaims any responsibility to update such information.

Neither Manulife Investment Management or its affiliates, nor any of their
directors, officers or employees shall assume any liability or
responsibility for any direct or indirect loss or damage or any other
consequence of any person acting or not acting in reliance on the
information contained here. All overviews and commentary are intended
to be general in nature and for current interest. While helpful, these
overviews are no substitute for professional tax, investment or legal
advice. Clients should seek professional advice for their particular
situation. Neither Manulife, Manulife Investment Management, nor any
of their affiliates or representatives is providing tax, investment or legal
advice. This material was prepared solely for informational purposes,
does not constitute a recommendation, professional advice, an offer or
an invitation by or on behalf of Manulife Investment Management to any
person to buy or sell any security or adopt any investment strategy, and
is no indication of trading intent in any fund or account managed by
Manulife Investment Management. No investment strategy or risk
management technique can guarantee returns or eliminate risk in any
market environment. Diversification or asset allocation does not
guarantee a profit or protect against the risk of loss in any market. Unless
otherwise specified, all data is sourced from Manulife Investment
Management. Past performance does not guarantee future results.

Manulife Investment Management

Manulife Investment Management is the global wealth and asset
management segment of Manulife Financial Corporation. We draw on
more than a century of financial stewardship to partner with clients across
our institutional, retail, and retirement businesses globally. Our specialist
approach to money management includes the highly differentiated
strategies of our fixed-income, specialized equity, multi-asset solutions,
and private markets teams—along with access to specialized,
unaffiliated asset managers from around the world through our
multimanager model.

This material has not been reviewed by, is not registered with any
securities or other regulatory authority, and may, where appropriate, be
distributed by the following Manulife entities in their respective
jurisdictions.  Additional information about Manulife Investment
Management may be found at manulifeim.com/institutional

Australia:  Manulife Investment Management Timberland and
Agriculture (Australasia) Pty Ltd, Manulife Investment Management
(Hong Kong) Limited. Canada: Manulife Investment Management
Limited, Manulife Investment Management Distributors Inc., Manulife
Investment Management (North America) Limited, Manulife Investment
Management Private Markets (Canada) Corp. Mainland China: Manulife
Overseas Investment Fund Management (Shanghai) Limited Company.
European Economic Area Manulife Investment Management (Ireland)
Ltd. which is authorised and regulated by the Central Bank of Ireland
Hong Kong: Manulife Investment Management (Hong Kong) Limited.
Indonesia: PT Manulife Aset Manajemen Indonesia. Japan: Manulife
Investment Management (Japan) Limited. Malaysia: Manulife
Investment Management (M) Berhad 200801033087 (834424-U)
Philippines: Manulife Investment Management and Trust Corporation.
Singapore: Manulife Investment Management (Singapore) Pte. Ltd.
(Company Registration No. 200709952G) South Korea: Manulife
Investment Management (Hong Kong) Limited. Switzerland: Manulife
IM (Switzerland) LLC. Taiwan: Manulife Investment Management
(Taiwan) Co. Ltd. United Kingdom: Manulife Investment Management
(Europe) Ltd. which is authorised and regulated by the Financial Conduct
Authority United States: John Hancock Investment Management LLC,
Manulife Investment Management (US) LLC, Manulife Investment
Management Private Markets (US) LLC and Manulife Investment
Management Timberland and Agriculture Inc. Vietnam: Manulife
Investment Fund Management (Vietham) Company Limited.

Manulife, Manulife Investment Management, Stylized M Design, and
Manulife Investment Management & Stylized M Design are trademarks
of The Manufacturers Life Insurance Company and are used by it, and
by its affiliates under license.
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