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Strong Dollar Policy at Risk?
President Trump’s focus on the USD—and his willingness to comment on exchange
rates in particular—is unusual by recent standards. While this White House has
shown a willingness to break with convention in many respects, markets are rightly
concerned that the president weighing in on exchange rates and monetary policy
might generate more uncertainty and volatility, even if the broader USD trend is still
driven by fundamental developments.

FOLLOW US ON TWITTER @SCOTIABANKFX
Shaun Osborne
Chief FX Strategist
461.945.4538
shaun.osborne@scotiabank.com
Eric Theoret, CFA, CMT
FX Strategist
416.863.7030
eric.theoret@scotiabank.com

Since the 1990s, global currency markets have been largely free of friction on
exchange rates between the US, Europe and Japan. The US Treasury has been
broadly consistent on its messaging on the USD since the Clinton era and the
“strong dollar mantra”— a strong USD was in the US’ best interests—that was
established by Treasury Sec. Rubin. The established “norm” is that the exchange
rate is the purview of Treasury and it is only the secretary that comments on the
dollar.
Both Republican and Democrat Treasury secretaries have embraced this position
and while there have been varying degrees of enthusiasm for the stance, it has to be
said, consistency has provided a backstop for policy credibility, provided a degree of
comfort for investors in US Treasury product that the US would not purse a
deliberate policy of devaluation amid a rising tide of fiscal red ink and provided an
anchor in the tri-polar FX world for the promotion of market-determined exchange
rates beyond the major currency bloc. This “hands off” approach has been
especially evident in the absence of any official intervention to curb JPY strength by
the Bank of Japan since 2011, following the March earthquake.
The Trump administration is clearly less enamored with the idea of doing things a
certain way because that is the way it’s always been done. Markets have broadly
accepted that this administration has a new approach to policy making and a new
way of dealing with issues. The dollar issue has been directly or indirectly addressed
by various administration officials. White House advisor Navarro remarked that
Germany uses a “grossly undervalued” EUR to its advantage. Treasury Sec.
Mnuchin said a weaker USD would be beneficial for US trade—and early sign of a
break with the past. Markets have reacted to these headlines in the short run but the
longer-term impact has been limited.
The fact that exchange rates are now clearly on President Trump’s radar should give
markets cause for concern, not least because the risk of a tweet or “tape bomb”
comment on the dollar has risen significantly. It is not clear yet whether this reflects
a passing concern for the president or risks becoming a longer-term focus of his
tweets. Market may look through occasional forays into FX policy but a steady
drumbeat of USD-negative tweets or comments will be harder to ignore. The
allegation of “manipulator” against Europe may reflect a harder stance in the
Treasury’s report on FX and economic policy due in the fall.
After falling steadily in the early part of the Trump administration’s tenure, the USD
has rallied relatively strongly in the past few months. This has reflected a
combination of factors—firm growth expectations following US tax cuts, a preference
for holding USDs amid rising trade tensions and—possibly—the impact of reduced
USD liquidity as a result of tighter Fed policy on the one hand and repatriation of
USDs back to the US on the other.
To a large extent, recent gains in the USD can be attributable to a greater of lesser
extent to President Trump’s policies. This morning’s comments may represent an
attempt to “manage” USD gains. There will be consequences in the short run—
markets have been running long USD in recent weeks and positioning may be
vulnerable to liquidation pressure. In the longer run, there could be consequences
from an attempt to push the USD lower as well—rising imported inflation may
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accelerate the Fed tightening process and might depress foreign interest in
US Treasury bonds, pushing longer term rates higher.

IMPORTANT NOTICE and DISCLAIMER:
This report is prepared by Scotiabank as a resource for clients of Scotiabank for information and discussion purposes only. This report should be considered a marketing
communication and has not been prepared by a member of the research department of Scotiabank, it is solely for the use of sophisticated institutional investors, and this
report does not constitute investment advice or any personal recommendation to invest in a financial instrument or “investment research” as defined by the UK Prudential
Regulation Authority or UK Financial Conduct Authority. This document has not been prepared in accordance with EU legal requirements designed to promote the independence of investment research and the information contained in this publication is not subject to any prohibition in the EU on dealing ahead of the dissemination of investment
research. Opinions, estimates and projections contained herein are our own as of the date hereof and are subject to change without notice. The information and opinions
contained herein have been compiled or arrived at from publically available sources believed reliable but no representation or warranty, express or implied, is made as to
their accuracy or completeness and neither the information nor the forecast shall be taken as a representation for which Scotiabank or any of its employees incur any responsibility. Neither Scotiabank nor its representatives accept any liability whatsoever for any loss arising from any use of this report or its contents. This report is not, and is
not constructed as, an offer to sell or solicitation of any offer to buy any financial instruments and has no regard to the specific investment objectives, financial situation or
particular needs of any recipient. It is not intended to provide legal, tax, accounting or other advice. Scotiabank and/or its respective officers, directors or employees may
from time to time take positions in the products mentioned herein as principal or agent. Directors, officers or employees of Scotiabank may serve as directors of corporations
referred to herein. Scotiabank may have acted as financial advisor and/or underwriter for certain of the corporations mentioned herein and may have received and may
receive remuneration for same. This report may include forward-looking statements about the objectives and strategies of Scotiabank. Such forward-looking statements are
inherently subject to uncertainties beyond the control of Scotiabank including but not limited to economic and financial conditions globally, regulatory development in Canada
and elsewhere, technological developments and competition. The reader is cautioned that the member's actual performance could differ materially from such forwardlooking statements. Past performance or simulated past performance is not a reliable indicator of future results. Forecasts are not a reliable indicator of future performance.
You should note that the manner in which you implement any of strategies set out in this report may expose you to significant risk and you should carefully consider your
ability to bear such risks through consultation with your legal, accounting and other advisors. Information in this report regarding services and products of Scotiabank is
applicable only in jurisdictions where such services and products may lawfully be offered for sale and is void where prohibited by law. If you access this report from outside
of Canada, you are responsible for compliance with local, national and international laws. Not all products and services are available across Canada or in all countries. All
Scotiabank products and services are subject to the terms of applicable agreements. This report and all information, opinions and conclusions contained in it are protected
by copyright. This report may not be reproduced in whole or in part, or referred to in any manner whatsoever nor may the information, opinions and conclusions contained in
it be referred to without in each case the prior express consent of Scotiabank. Scotiabank is a Canadian chartered bank.
If you are affected by MIFID II, you must advise us in writing at trade.supervision@scotiabank.com.
™Trademark of The Bank of Nova Scotia. Used under license, where applicable. Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including,
Scotia Capital Inc. and Scotia Capital (USA) Inc., Scotiabank Europe plc, Scotiabank (Ireland) Limited - all members of the Scotia-bank Group and authorized users of the
mark. The Bank of Nova Scotia is incorporated in Canada with limited liability. Scotia Capital Inc. is a member of the Canadian Investor Protection Fund. Scotia Capital
(USA) Inc. is a broker-dealer registered with the SEC and is a member of FINRA, NYSE, NFA and SIPC. The Bank of Nova Scotia is authorized and regulated by the Office
of the Superintendent of Financial Institutions in Canada. The Bank of Nova Scotia is authorized by the Prudential Regulation Authority and subject to regulation by the
Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the Prudential
Regulation Authority are available from us on request. Scotiabank Europe plc is authorized by the Prudential Regulation Authority and regulated by the Financial Conduct
Authority and the Prudential Regulation Authority.
To unsubscribe from receiving further Commercial Electronic Messages click this link: www.unsubscribe.gbm.scotiabank.com.

2

