
A Closer Look

The Dollar Under President Trump 

After hitting a record low in mid-2011, the trade-weighted U.S. dollar (the dollar’s value 
against a basket of major trading partners) has been appreciating for much of the last five 
years. Indeed, the trade-weighted dollar rose by some 42% through late December and 
recently reached its highest level since 2003. 

While some of the dollar weakness since the start of 2017 (roughly -2%) can be attributed 
to profit taking on extended long dollar positions, there is a much more impactful dynamic 
at play — namely comments from President Trump and his administration that suggest the 
long-held strong dollar policy of the U.S. could become a thing of the past. 

In this A Closer Look, we examine why the U.S. has historically pursued a strong dollar policy, 
how this could change under the Trump administration, and most importantly, what dollar 
trends mean for portfolio construction. While we believe the dollar’s appreciation is likely to slow 
this year, at this juncture, we view the risk of a sustained dollar downtrend as limited. We remain 
comfortable with the current dollar overweight and corresponding tilt toward U.S. equities.

The Dollar and Washington: The Basics

Because the strength or weakness of the U.S. dollar is determined by its relative value when 
measured against another country’s currency (such as the British pound, euro, or Japanese 
yen), the lead agency for setting policies regarding the dollar is the U.S. Treasury, as it oversees 
international economic policy. While the U.S. has acted in the past to control the value of 
the dollar — such as getting on, and then off, the gold standard — currently neither the U.S. 
Treasury nor the Federal Reserve targets a level for the exchange rate. Still, exchange-rate 
movements represent an important consideration for U.S. officials because they influence U.S. 
economic activity and inflation. Accordingly, while U.S. monetary policy does not aim for a 
particular level of the dollar, policymakers take into account the effects of the dollar as they 
form their macroeconomic forecasts.1 

In Brief

 • Proposed policies from U.S. President Donald Trump, including fiscal stimulus and 
corporate repatriation, are generally consistent with medium-term dollar strength.

 • Recent comments from President Trump about the dollar and a perceived focus 
on exporters, however, suggest that the new administration may be somewhat 
uncomfortable with further dollar gains. 

 • Our portfolios continue to be overweight the dollar, in part via our aggressive tilt 
toward U.S. equities. While current policy uncertainty may limit dollar strength near 
term, we view the likelihood of sustained dollar depreciation as a low-probability event. 
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Over the past two decades, the U.S. Treasury has 
officially favored a strong dollar. In the mid-1990s, 
then-Treasury Secretary Robert Rubin argued  
that a stronger dollar helped to keep inflation in  
check, allowing interest rates to remain low and 
contributing to economic growth that benefited the 
U.S. as well as the global economy. A strong dollar 
could also encourage investment in the United  
States (foreign investors could benefit from rising  
U.S. asset values and the appreciation of the dollar 
when profits return home). Interestingly, treasury 
secretaries formally held to this strong-dollar line 
even when the dollar was not, in fact, strengthening 
(between 2002 and 2011, the trade-weighted dollar  
fell some 37%). We believe such a strong-dollar  
mantra was followed in part because of worries  
that any change in tone could trigger a volatile drop 
in the currency that could, in turn, have destabilizing 
effects on broader financial markets. 

In a break with this line of economic thinking, 
President Trump has recently argued that a strong 
dollar has handicapped U.S. trade competitiveness  

The Dollar Under President Trump 

and led to a so-called offshoring of American  
jobs to countries with (artificially) lower exchange 
rates. Not only did President Trump articulate  
this view throughout his campaign, but he also  
cited it after taking office. This is an important  
delineation as it indicates that this was not just  
a “campaign issue” but possibly a topic that  
could become a cornerstone of his administration’s  
trade policy. 

Later in this note, we discuss in greater detail  
the role that the U.S. dollar may play in the  
Trump administration’s overall policy platform  
and why it matters. We would also direct readers  
to our Quarterly Investment Perspective from  
July 2014, which provides a robust framework  
for analyzing currencies more broadly. While  
we have noted that a number of factors  
determine currency trends (including trade  
and cross-border capital flows, valuations,  
and central bank intervention), we focus  
this note on the most relevant potential  
drivers this year (Exhibit 1).

Exhibit 1: What Drives Currency Markets?

Source: Bessemer Trust
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Capital Account: Fed Focus in 2017

Bottom line: Our base case is that rising U.S. yields this 
year should provide modest dollar support.

Although the U.S. Treasury has primary responsibility for 
U.S. currency policy, the institution typically playing the 
largest role in driving the dollar’s valuation is the Federal 
Reserve, commonly referred to as “the Fed.” This has 
been particularly true over the past several years — dollar 
trends have reflected expectations for (and actual) U.S. 
interest rates relative to those in the rest of the world, or 
in financial parlance, interest rate differentials. 

While other major central banks around the world, 
such as the Bank of Japan and European Central Bank, 
were moving toward (and eventually achieved) negative 
policy rates, the Fed began withdrawing monetary 
policy accommodation in May 2013 during what 
became known as the “2013 Taper Tantrum.” This initial 
withdrawal of policy accommodation kick-started the 
dollar appreciation that gained steam in early 2014, as 
investors began to price in the potential for higher U.S. 
interest rates. Consistent with this, there has been a 
strong relationship between the market’s expectations 
for Fed rate hikes and expectations for easing from other 
central banks. The resulting relative value of the dollar 
versus its global peers is demonstrated in Exhibit 2. 

This dynamic — along with the interplay between 
expectations for stronger U.S. growth and the potential 
for continued equity market gains, together with higher 
rates of return on U.S. bonds relative to the rest of the 
developed world — helps to explain the capital flows, 
which serve as a tailwind for dollar appreciation. 

There is some circularity in the relationship between the 
dollar and the Fed: The former, in certain environments, 
can become a limiting factor for the latter. A stronger 
dollar makes U.S. exports more expensive overseas, in 
turn reducing U.S. corporate profitability (particularly 
in manufacturing-intensive sectors) and, all else equal, 
slowing economic growth. In international markets, 
there can be currency and monetary policy feedback 
loops to the U.S. as well. For example, in early 2016, the 
Fed interest rate hike in December 2015 and the dollar 
strength that came with it were cited as contributing 
factors to concerns over corollary weakness in the 

Chinese currency (the renminbi) and lower oil prices 
(given that oil is denominated in dollars), both of 
which led to a marked decline in global equities. This 
negative feedback loop was generally thought to have 
played a partial role in the Fed deciding to hike only one 
time in 2016, versus the three hikes that some market 
participants had been expecting at the beginning of 
the year. Essentially, the dollar strength did a lot of the 
heavy lifting for the Fed by preemptively tightening 
economic and financial conditions. In other words,  
while higher U.S. interest rates are supportive of the 
dollar, the complexity of the relationship can effectively 
limit how high either can go.

As we think about interest rates as a driver for the 
dollar this year, it is important to consider what is 
already expected (priced in) versus the potential 
market outcomes: What is the dollar’s current value 
already discounting? As of early March, the market 
is pricing in approximately two Fed hikes this year, 
with one rate increase coming in the first half of the 
year, and another toward year-end. With rates still 
at historically low levels and economic data relatively 

Exhibit 2 : Dollar and Interest Rate Differentials

Key Takeaway: The valuation of the U.S. dollar is tied to U.S. interest 
rates relative to the rest of the world.

As of March 6, 2017. ROW stands for Rest of World; bps stands for basis points. 
Indices used: Bloomberg Barclays US Govt Inflation-Linked (1-10 Y), Bloomberg 
Barclays World Govt Ex-US Inflation-Linked (1-10 Y) and J.P. Morgan USD 
Tradeable Currency Index. 

Source: Bloomberg, Bloomberg Barclays, FactSet, J.P. Morgan

bps

80

85

90

95

100

105

110Spread between Inflation-Linked 1-10 Year 
Government Bond Yields for U.S. and ROW (L)

Trade-Weighted U.S. Dollar (R)

(75)

(50)

(25)

0

25

50

75

100

125

150

20172016201520142013



4 Bessemer Trust A Closer Look

The Dollar Under President Trump 

robust, this scenario seems quite possible, though 
potential fiscal stimulus measures remain a key 
variable in the Fed’s decision-making process  
(note the January/February FOMC meeting minutes). 
Larger and/or faster-than-expected fiscal stimulus, 
given an already solid economic backdrop, could lead 
the Fed to tighten more than is currently expected. 
This would be supportive of additional dollar gains, 
with attractive yields and brighter prospects for U.S. 
growth attracting more overseas capital to the U.S.

A complicating factor when monitoring the Fed 
this year is the fact that the make-up of the Fed 
itself will be changing so much. There are now three 
established vacancies on the Board of Governors, and 
at least three more openings may materialize in the 
next 18 months. While President Trump suggested on 
the campaign trail that the Fed has kept rates too low 
for too long, it is unknown whether he would favor 
true “hawks” — policymakers generally focused on 
inflationary risks, and thus more inclined to favor a 
relatively less accommodative monetary policy stance. 
As discussed above, higher rates are more likely to  
lead to a stronger dollar, and vice versa. 

As we consider risks to this scenario in 2017, our main 
focus is global growth. Specifically, an unexpectedly 
strong pickup in overseas GDP could result in dollar 
weakness in two ways. First, stronger growth abroad 
would likely lead respective central banks to retreat 
from extremely easy monetary policy. Local yields would 
rise as a result, and respective investors would have less 
need to buy dollars in search of more attractive U.S. 
yields. Second, stronger growth overseas would occur 
against a backdrop with respective equity valuations 
generally more attractive versus U.S. counterparts. We 
could easily envision a scenario in which U.S. investors 
take profits on some of their domestic exposure to 
allocate more capital in other countries. This was the 
case for much of 2002–2007: While the U.S. economy 
was doing well, economies overseas were doing as well, 
or in some cases (key emerging markets), growing even 
faster. Large capital flows out of the U.S. helped to pull 
the dollar lower during these years. 

While we think this has a relatively low likelihood of 
occurring near term due to the well-known challenges 
that other regions, such as Western Europe, are currently 

facing, we will closely monitor these developments for 
any indication that the shifting tides of global capital 
flows may be pulling away from American shores. 

Current Account: Global Trade and USD

Bottom line: We view a protectionist shift, especially 
versus large economies like China, as positive for the 
dollar but negative for global equities. Weak-dollar 
rhetoric is unlikely to overwhelm policy.

The jury remains out regarding the goals and potential 
implications of the Trump administration’s dollar view. 
Most fiscal policies proposed by the administration in 
terms of stimulus to boost growth and drive job creation 
(tax cuts, lower regulation, corporate repatriation, 
among others) would be supportive of the U.S. dollar 
through capital flows and the potential for increased 
Fed tightening, as previously discussed. That said, 
direct comments from President Trump and Treasury 
Secretary Steven Mnuchin regarding the relative value 
of the dollar have been more negative since the start of 
the year, and have led many market participants to think 
that the administration might prefer a weaker currency 
to support manufacturing. Indeed, President Trump has 
singled out China twice this year: In January, he noted 
that “our companies can’t compete with [China] now 
because our currency is too strong. And it’s killing us.” 
And then in February, he said, “I think they’re [China] 
the grand champions at manipulation of currency…. 
We’ll see what happens.”

With Treasury the lead agency for U.S. currency policy, 
it is fair to assume that if the administration wanted to 
begin currency targeting to weaken the dollar, there are 
ways Mnuchin could achieve this beyond just rhetoric. 
One method would be direct currency intervention, 
similar to the operations the Bank of Japan undertakes 
if it feels the yen is too weak or too strong. 

We see such a radical approach as highly unlikely. This 
type of intervention would further complicate the work 
of the Federal Reserve in achieving its dual mandate of 
stable prices and full employment. Additionally, such 
dollar targeting could lead to a round of competitive 
devaluations in other major and emerging economies, 
especially countries like China. Historically, such “races 

https://www.federalreserve.gov/monetarypolicy/fomcminutes20170201.htm
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Exhibit 3 : U.S. Treasury’s Three Criteria Needed for 
“Currency Manipulator” Label

Key Takeaway: To be labeled a currency manipulator, a country  
must have a significant trade surplus with the U.S., have a material 
current account surplus, and engage in persistent, one-sided  
currency intervention. 

As of October 14, 2016. 

Source: U.S. Department of the Treasury Report to Congress, Foreign Exchange 
Policies of Major Trading Partners of the United States
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to the bottom,” with multiple central banks all trying 
to weaken their currencies simultaneously, have often 
resulted in volatility across broader financial markets. 
We doubt President Trump would support action that 
resulted in potentially much weaker equity markets.

Another avenue the administration could follow to 
weaken the dollar looks abroad. Specifically, the 
Treasury could use its semi-annual report (the next 
is expected in April) to name certain countries 
“currency manipulators,” with the goal of strengthening 
those currencies against the dollar and/or using the 
designation as a springboard from which to levy  
trade-related penalties of some sort. The report defines 
“manipulator” specifically in an effort to reduce 
perceptions of political bias. A “guilty” country has to 
meet three criteria, including (1) a significant bilateral 
trade surplus with the U.S.; (2) a material current 
account surplus; and (3) persistent, one-sided currency 
intervention (Exhibit 3). As of November 2016, six  
major countries were on a “monitoring list”: China, 
Japan, Korea, Taiwan, Germany, and Switzerland.  
(The last time the United States labeled China a 
currency manipulator was in 1994, during the  
Clinton administration.)

Using this label against China now, in our view, 
could prove difficult and have some unintended 
consequences. While, at various points, the Chinese 
authorities have intervened to weaken its currency 
versus the U.S. dollar and other major currencies,  
most recently the Chinese have been intervening  
in the other direction — buying renminbi to stem 
capital flight and maintain an orderly exchange rate. 
Local Chinese citizens have been trying to move 
money offshore by buying dollars, which would 
make the dollar stronger versus the renminbi if the 
authorities did not intervene. If the U.S. designated 
China a currency manipulator, China could respond  
by halting intervention, potentially resulting in a  
much weaker renminbi (given the current bias of  
local Chinese to diversify overseas when possible)  
and stronger dollar — hurting U.S. exporters in  
the process. 

Barring intervention or currency labels and subsequent 
trade actions, what other tools could the administration 
use to ensure that the dollar doesn’t work against U.S. 
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companies? The Border Adjustment Tax, or BAT, is 
an increasingly discussed provision in the Republican 
House of Representatives’ proposal for corporate tax 
reform. It would effectively cut taxes for U.S. exporters 
and increase them for importers, creating revenue 
that could help finance broader corporate tax cuts. 
In response to complaints by U.S. firms that rely on 
imports, BAT supporters have suggested this policy 
would result in a notably stronger dollar (fewer imports 
would mean less need for American companies to sell 
dollars to buy the foreign goods that are then brought to 
the U.S.). In the end, the stronger dollar would alleviate 
the higher tax bill for importers and reduce the tax 
benefit for exporters, but still incentivize jobs in the  
U.S. and create needed revenue for the government. 

The challenge of the proposal is the difference between 
the expected theoretical move in the dollar and 
reality. For the BAT plan to work, the dollar would 
need to appreciate the right amount against the right 
currencies, over the right time frame, and create no 
unintended consequences along the way. Since currency 
markets are driven by a number of variables beyond 
trade, we are skeptical that the dollar would move 
exactly as expected. Further, if there were a material 
rise in the dollar due to BAT, we would expect other 
impacts, some of which could be problematic for the 
broader financial markets. A much stronger dollar 
would likely weigh on emerging markets, where debt 
is heavily denominated in dollars. Weaker emerging 
markets could in turn weigh on U.S. companies with 
meaningful exposure to those markets. If China were 
among the markets impacted here, we could envisage a 
scenario where China allowed its currency to weaken to 
keep its exports competitive in this new environment. 
That, in turn, could trigger a round of devaluations in 
countries competing with China. 

Overall, we believe that the dollar may be part of a 
broader negotiating tactic for the administration rather 
than an end goal. The U.S. current-account deficit, at 
roughly 2.5% of GDP, has shrunk meaningfully since the 
mid-2000s (it peaked at nearly 6% of GDP in 2006). As 
of the fourth quarter of 2016, net trade detracted 1.7% 
on an annualized basis from total GDP. At the end of 
the day, trade is a small piece of the U.S. economy, but 
one that resonates politically. President Trump and the 
administration can use the dollar as politically expedient 
rhetoric. But to make trade and the dollar a major policy 
focus may do more harm than good, at least judging 
by options currently on the table. A trade war or major 
trade action, in our view, would likely lift the dollar 
further (while potentially weighing on equities). By 
contrast, our base case remains that rhetoric may help 
limit dollar gains, but we do not expect much action. 
This should allow interest rate and growth differentials 
to dominate the dollar’s direction this year. 

Portfolio Implications

Bessemer portfolios incorporate our expectations for 
additional moderate dollar gains in several ways. Within 
equity mandates, there is an overweight exposure 
to the U.S. and U.S. dollar relative to benchmarks. 
Within fixed income, portfolios are positioned modestly 
underweight duration versus benchmarks, which should 
allow for better performance in a higher interest-rate 
and stronger-dollar environment. To the extent that 
the probability of our risk scenarios or other potential 
drags on the dollar materialize, Bessemer mandates 
have the ability to either shift the composition of equity 
holdings or add currency hedges to diversify exposure 
away from the U.S. dollar, particularly within Bessemer 
commingled vehicles. 

Visit us at bessemer.com

© 2017 Bessemer Trust Company, N.A. All rights reserved.
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This material is for your general information. It does not take into account the particular investment objectives, financial situation, nor needs of individual clients. This material 
is based upon information obtained from various sources that Bessemer Trust believes to be reliable, but Bessemer makes no representation or warranty with respect to the 
accuracy or completeness of such information. Views expressed herein are current only as of the date indicated, and are subject to change without notice. Forecasts may not 
be realized due to a variety of factors, including changes in economic growth, corporate profitability, geopolitical conditions, and inflation. Bessemer Trust or its clients may 
have investments in the securities discussed herein, and this material does not constitute an investment recommendation by Bessemer Trust or an offering of such securities, 
and our view of these holdings may change at any time based on stock price movements, new research conclusions, or changes in risk preference.

About Bessemer Trust

Privately owned and independent, Bessemer Trust is a multifamily office that has served individuals and families of 
substantial wealth for more than 100 years. Through comprehensive investment management, wealth planning, and  
family office services, we help clients achieve peace of mind for generations.
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