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Valerie L. Peck, MBA, CFP® Presents:

Can Stocks Advance Further
Without a Weak Dollar?

Are we seeing the early signs of a dollar bull run?

What happened to the weak buck? In recent years, stock market gains have been associated
with a weak dollar (among other factors). This latest rally on Wall Street seems to be an
exception: years of dollar weakness may be giving way to renewed foreign investment in U.S.
currency, spurred by global belief that things are getting better in America.

If the trend keeps up, it threatens to toss a wet blanket on a sizzling market. As the Dow and
S&P 500 have logged gains, so has the U.S. Dollar Index. The USDX is up since the start of
February, and it reached a six-month peak against a basket of foreign currencies on March 13.
On that day, the euro sank to a three-month low against the dollar while the yen approached
a four-and-a-half-year low against the buck.??

If a rising dollar does pressure stocks, the pressure may subside. High unemployment and
slow growth may signal that the country is still in an economic recovery. In response, the
Federal Reserve is keeping interest rates at historic lows and creating dollars to buy bonds.
So even if stocks pull back a bit in the coming weeks, you could still see central bank policy
encouraging a soft dollar.

While printing money can promote inflation, the Fed faces little pressure to stop easing — at
last look, yearly gains in consumer and producer prices were well within its annualized target.
For Fed policy to change, inflation would have to pose a real macro threat. It doesn’t today
and it probably won’t until GDP and wage growth approach historical norms. That may not
happen until 2014 or 2015. 7

What if this show of strength isn’t fleeting? If the U.S. is leading the way in a global recovery
—as it has in many past economic cycles — we could see a bull market in the dollar in the
distant future, and it could coincide with a bull market in equities.

For a dollar rally to happen, you need three conditions in place. The dollar has to be cheaply
valued; the U.S. economy has to be on the upswing, especially relative to the rest of the
world; and, interest rates need to rise.

At the moment, defense spending isn’t on the rise and the NASDAQ is a long way from
5,000. While times have certainly changed, other conditions might function as catalysts for
a sustained strong dollar anyway: a very weak euro, a yen slipping into a bear market, and
America’s decreasing reliance on foreign oil. All of these conditions may persist for

some time.
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Some statistics worth noting: here in March, the yield on the 10-year Treasury has risen to its
highest premium in 19 months versus the yield on Japan’s 10-year note. The yield on our 2-year
note is nearly 0.20% higher than that of Germany’s, the biggest gap in yield since early January.
As for the USDX, it is currently more than 30% below its 2001 peak.?

It is also worth noting that the dollar bull markets of the 1980s and 1990s did not obstruct the
concurrent bull markets in U.S. stocks. A dollar rally can be rough for emerging markets, however
— witness the debt crises that hit Latin America in the 1980s and Southeast Asia in 1997.

Maybe the relationship is changing. It could be that the recent correlation between a weak
dollar and a bull market is fading, and that the course of the dollar is in sync with the course
of the market — that is, leading the way for the rest of the world. As CEF Holdings CEO Warren
Gilman told CNBC, “The dollar is the best currency among a sad group [of currencies] and that
will continue as anticipation of strength in the economy grows.” Relatively speaking, the dollar
looks good — and perhaps U.S. stocks will look even better as the

year continues.*

This material was prepared by MarketingLibrary.Net Inc., and does not necessarily represent the views of the presenting

party, nor their affiliates. All information is believed to be from reliable sources; however we make no representation as to its
completeness or accuracy. Please note - investing involves risk, and past performance is no guarantee of future results. The
publisher is not engaged in rendering legal, accounting or other professional services. If assistance is needed, the reader is
advised to engage the services of a competent professional. This information should not be construed as investment, tax or
legal advice and may not be relied on for the purpose of avoiding any Federal tax penalty. This is neither a solicitation nor
recommendation to purchase or sell any investment or insurance product or service, and should not be relied upon as such. All
indices are unmanaged and are not illustrative of any particular investment.

Peck Financial Advisors is a Registered Investment Adviser. Advisory services are only offered to clients or prospective clients
where Peck Financial Advisors and its representatives are properly licensed or exempt from licensure. This material is solely for
informational purposes. Past performance is no guarantee of future returns. Investing involves risk and possible loss of
principal capital. No advice may be rendered by Peck Financial Advisors unless a client service agreement is in place.

Citations
1 - online.wsj.com/mdc/public/npage/2_3050.htmI?mod=mdc_curr_dtabnk&symb=DXY [3/14/13]

3 - www.ft.com/cms/s/0/1dd0417e-8a61-11e2-9da4-00144feabdcO.html#taxzz2NYTQsFke [3/12/13]

Q u e s ti O n S ‘) 1 2 - abcnews.go.com/blogs/business/2013/03/economic-boost-from-stronger-us-dollar/ [3/14/13]
1
°
1

We'd Love to
hear from you
800-788-8704

1 4 - www.cnbc.com/id/100541247 [3/11/13]
{
\

Peck Financial Advisors

7676 Hazard Center Drive, Suite 500
San Diego, CA 92108
www.peckfa.com

800-788-8704


Troy
Typewritten Text
Peck Financial Advisors is a Registered Investment Adviser. Advisory services are only offered to clients or prospective clients where Peck Financial Advisors and its representatives are properly licensed or exempt from licensure. This material is solely for informational purposes. Past performance is no guarantee of future returns. Investing involves risk and possible loss of principal capital. No advice may be rendered by Peck Financial Advisors unless a client service agreement is in place. 

Troy
Typewritten Text




