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“A strong dollar,” says the Fed official/Treasury official/sitting president of the moment, “is in 
the interests of the United States.” So has it ever been proclaimed: to say anything different 
would be to suggest weakness at home, and invite concerns over a currency war abroad. 

Clear Harbor Flash: Strong-Dollar Signals 

The reality is that market observers routinely look past this political theater for insights from 
the actual behavior of the greenback. There are times when a strong dollar clearly reflects 
caution, as global investors seek a safe haven; in other periods, monetary authorities may 
quietly permit, or even engineer, a weaker currency—and lower interest rates—to make U.S. 
exports more competitive, supporting domestic growth despite their cries of “dollar strength.” 

Some prognosticators are now registering concern over a recent, relative strengthening in the 
dollar versus the yen and euro. There has also been an accompanying increase in Treasury 
prices, as investors accepted roughly half a percentage point less of yield so far this year for the 
privilege of investing in U.S. sovereign debt. For the better part of a decade now, this pair of 
signals has reliably portended pain to come: the dramatic fallout from the financial crisis; 
questions over the future of the Eurozone; simple concerns that economic growth may be 
stalling. But is that what it means today? 

Treasuries, and the dollars needed to buy them, remain the destination of choice in times of 
financial stress. But we believe recent moves have more to do with the relative progress in 
the U.S.’s extraordinary program of quantitative easing versus its main competitors in the 
sovereign wealth universe, Europe and Japan, and its pace of economic growth with limited 
inflation.  

“Relative” is the critical word here: we consider the U.S. the tallest midget in today’s 
investment universe. The federal government still carries a $17 trillion debt burden, with 
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tremendous unfunded liabilities and an immensely bloated balance sheet at the Federal 
Reserve. Interest rates have persisted at low levels in part due to the lack of inflation—typically 
an indicator of tepid growth. 

But consider the alternative destinations for global capital. U.S. monetary policy appears on a 
path to finally—albeit gradually—tighten toward more normal interest rates, whereas Japan’s 
experiment in quantitative easing remains in the early innings; the European Central Bank 
appears only now ready to begin to play ball, as it stares down outright deflationary pressures.  

In addition to the monetary trends discussed above, a number of other factors are contributing 
to an incrementally strong dollar and subdued Treasury yields. For example: 

1. Inflation expectations remain well contained, giving the Fed headroom to continue 
conventional monetary policy at extraordinarily low rates for a longer period than 
markets previously anticipated. 

2. After a flood of new debt in response to the financial crisis, net issuance of U.S. 
Treasuries has fallen dramatically—more than 50% year-to-date. For the first time in 
years, the supply side of the Treasury market is the story—not fluctuating demand as 
investors move hopscotch between “risk on” and “risk off” positions with each headline.   

3. After years of demand dominated by foreign institutions, such as Japan Pension, in 
search of safety, we are now seeing a surge in Treasury buying from U.S. banks. Flush 
with cash after years of solid earnings growth, yet still too gun-shy to deploy capital 
broadly into riskier assets, domestic banks have room to deploy further into Treasuries. 

4. U.S. Treasuries still appears quite attractive to alternative sovereign debt instruments 
from Germany, Japan and other safe havens. German Bunds are off 52 basis points and 
yield just 1.40% today, versus 2.58% for the 10-year U.S. Treasury.  And when adjusted 
for inflation, Treasuries provide a differential of more than 1% in absolute yields. 

We believe these factors, and not some looming catastrophe invisible to equity participants, 
explain the greater part of dollar strength in recent weeks. While we are loathe to predict a 
sudden resurgence of the 1990s’ “Goldilocks scenario” of robust growth with low inflation, we 
look for the generally favorable U.S. economic data points of recent weeks, months and 
quarters to continue, notwithstanding positive fund flows into fixed income.  

Portfolio Consequences 

While we believe that equities will outperform U.S. Treasuries over time, the first five months 
of this year illustrate how over brief periods, shifts in capital flows and market sentiment can 
silence the most thoughtful of prognosticators. So far this year, longer-dated U.S. Treasuries 
have outperformed not only the total fixed income benchmarks (7-10 year Treasuries have 
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returned 5.50%, versus 13% for 30-year Treasuries ) but also major equity indices—a trend 180° 
apart from market expectations at the start of 2014.   

For some clients with fixed income at the heart of their portfolios, this has meant greater near-
term capital appreciation than anticipated from investment strategies chiefly predicated on 
income generation. For those with more balanced or growth-oriented strategies, recent dollar 
strength sheds light on investor perceptions of relative risk and value. And for all of us at Clear 
Harbor, moves in sovereign debt signal shifts in opportunity across asset classes and 
geographies as the dance of monetary policy, inflation and global growth continues. 

Sincerely, 

 

Disclosure: 

Clear Harbor Asset Management, LLC (“Clear Harbor”) is an SEC registered investment adviser with its principal 
place of business in the State of New York.  Clear Harbor and its representatives are in compliance with the current 
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