US dollar decoder:
What a strong dollar means to you
The USD’s value has appreciated significantly this year, closing in on a 20-year high

The dollar is soaring*
– Year to date, the US dollar (USD) has
climbed almost 8% against a basket of
6 major currencies (including the euro,
Japanese yen and UK pound sterling).
– It has risen almost 13% over the past
12 months, approaching a 20-year high.
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What’s happening
with the US dollar?
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Source: FactSet. Data as at 29 April 2022.

What’s pushing
the dollar higher?

A hawkish Fed and
relatively weaker responses
from other central banks

Flight to quality
– Geopolitical tensions have risen
notably in recent months, largely due
to the invasion of Ukraine by Russian
armed forces.
– When investors feel uncertain, they tend
to flock to investments and currencies
considered safer – particularly the USD
and securities denominated in USD.

– In the short run, the US dollar is driven largely
by interest rate differentials.
– The US Federal Reserve (Fed) is pushing rates
higher, while the European Central Bank
(ECB) and other central banks are delaying
inevitable monetary tightening.
– This combination attracts yield-seekers to
dollar-denominated assets, since yields tend
to rise as the Fed hikes rates.

* Source: FactSet, citing the ICE US Dollar Index (DXY). YTD period is 1/1/2022 through 29/4/2022.

Value. Shared.

A weaker growth
environment
The dollar has historically strengthened in
times of weaker global growth and higher
economic and financial market uncertainty, as
evidenced by its positive correlation with equity
and bond volatility. The rising risk of a potential
US and global recession in 2023-2024 remains
a clear tailwind for the greenback.
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What’s Allianz Global
Investors’ outlook
for the dollar?

Strong USD
may continue
– We believe the strong US dollar trend is
still intact, based in part on the drivers
mentioned above.
– These include a flight to quality, interest
rate differentials between central banks
and the risk of economic recession.

The upside
(and downside) of
a stronger dollar

Some headwinds
for the USD

Our bottom line

– The dollar appears overvalued based
on longer-term valuation metrics.
– The US is also running a large current account
and fiscal deficit, which is usually burdensome
for a country’s currency.
– In addition, the yuan is gaining acceptance in
some circles as a solid medium of global trade.

– In the near term, we believe the dollar will
continue to appreciate, although at a slower rate.
– We may see a “topping out” or correction later
in 2022.
– But if the global economy weakens or even
enters a recession, the dollar should be well
supported overall.

The upside
– Owning dollars (and dollar-denominated
assets) may be beneficial, since these
assets may be worth more if the dollar
continues to rise.
– Owning USD-denominated assets
may help European investors in particular.
The euro has recently depreciated
noticeably against the dollar, and euroarea yields tend to be lower than their
US counterparts.

The downside
– A stronger dollar makes it harder for
non-US countries to curb inflation, since
their policymakers must defend their
currencies or risk “importing” inflation.
– US exports may slow as non-US
customers have less purchasing power.
– Risks for the Fed could increase as
it tries to navigate a tightrope between
taming inflation and not stifling growth.

Timely investment ideas

US dollar-denominated securities
Lower risk, lower reward potential
US government
bonds
Fixed-income
securities (such
as US Treasuries)
issued by the
US government,
which guarantees
the timely
repayment of
interest and
principal.

US investmentgrade corporate
bonds
Investment-grade
securities issued
by US corporations
to pay down debt.
Investment-grade
ratings imply a
relatively lower
risk of default.

Higher risk, higher reward potential
US short-duration
high-yield bonds
Non-investment
grade securities
that offer higher
current income
with a lower level
of interest-rate risk,
in exchange for
certain additional
risks. Category
can include
high-quality credit
and bank loans.

US high-yield
bonds
Non-investment
grade securities
that feature a
favourable risk/
reward profile
relative to other
asset classes,
seeking equitylike return with
less volatility.

US convertible
securities
Corporate bonds
that can be
exchanged for
stock. They offer
an attractive
asymmetric return
profile – meaning
they have historically
participated in more
of the underlying
stock’s upside than
its downside.

Short-duration versions of these securities may help reduce interest-rate sensitivity, which may be
beneficial given rising US interest rates.
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The ICE US Dollar Index is a geometrically averaged calculation of six currencies weighted against the US dollar. It contains six component currencies: the euro, Japanese yen, British pound, Canadian dollar, Swedish
krona and Swiss franc.
Investing involves risk. The value of an investment and the income from it will fluctuate and investors may not get back the principal invested. Equities have tended to be volatile, and do not offer a fixed rate of return.
Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and liquidity risk. The value of most bonds and bond strategies are impacted by changes in interest rates. Bond prices
will normally decline as interest rates rise. The impact may be greater with longer-duration bonds. Credit risk reflects the issuer’s ability to make timely payments of interest or principal – the lower the rating, the higher the risk
of default. Past performance is not indicative of future performance. This is a marketing communication. It is for informational purposes only. This document does not constitute investment advice or a recommendation to buy,
sell or hold any security and shall not be deemed an offer to sell or a solicitation of an offer to buy any security.
The views and opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at the time of publication. Certain data used are derived from various sources believed
to be reliable, but the accuracy or completeness of the data is not guaranteed, and no liability is assumed for any direct or consequential losses arising from their use. The duplication, publication, extraction, or transmission of
the contents, irrespective of the form, is not permitted.
This material has not been reviewed by any regulatory authorities. In mainland China, it is for Qualified Domestic Institutional Investors scheme pursuant to applicable rules and regulations and is for information purpose
only. This document does not constitute a public offer by virtue of Act Number 26.831 of the Argentine Republic and General Resolution No. 622/2013 of the NSC. This communication's sole purpose is to inform and does
not under any circumstance constitute promotion or publicity of Allianz Global Investors products and/or services in Colombia or to Colombian residents pursuant to part 4 of Decree 2555 of 2010. This communication
does not in any way aim to directly or indirectly initiate the purchase of a product or the provision of a service offered by Allianz Global Investors. Via reception of his document, each resident in Colombia acknowledges
and accepts to have contacted Allianz Global Investors via their own initiative and that the communication under no circumstances does not arise from any promotional or marketing activities carried out by Allianz
Global Investors. Colombian residents accept that accessing any type of social network page of Allianz Global Investors is done under their own responsibility and initiative and are aware that they may access specific
information on the products and services of Allianz Global Investors. This communication is strictly private and confidential and may not be reproduced. This communication does not constitute a public offer of securities
in Colombia pursuant to the public offer regulation set forth in Decree 2555 of 2010. This communication and the information provided herein should not be considered a solicitation or an offer by Allianz Global Investors
or its affiliates to provide any financial products in Brazil, Panama, Peru, and Uruguay. In Australia, this material is presented by Allianz Global Investors Asia Pacific Limited (“AllianzGI AP”) and is intended for the use of
investment consultants and other institutional/professional investors only and is not directed to the public or individual retail investors. AllianzGI AP is not licensed to provide financial services to retail clients in Australia.
AllianzGI AP is exempt from the requirement to hold an Australian Foreign Financial Service License under the Corporations Act 2001 (Cth) pursuant to ASIC Class Order (CO 03/1103) with respect to the provision of
financial services to wholesale clients only. AllianzGI AP is licensed and regulated by Hong Kong Securities and Futures Commission under Hong Kong laws, which differ from Australian laws.
This document is being distributed by the following Allianz Global Investors companies: Allianz Global Investors U.S. LLC, an investment adviser registered with the U.S. Securities and Exchange Commission; Allianz Global
Investors Distributors LLC, distributor registered with FINRA, is affiliated with Allianz Global Investors U.S. LLC; Allianz Global Investors GmbH, an investment company in Germany, authorized by the German Bundesanstalt
für Finanzdienstleistungsaufsicht (BaFin); Allianz Global Investors (Schweiz) AG; in HK, by Allianz Global Investors Asia Pacific Ltd., licensed by the Hong Kong Securities and Futures Commission; ; in Singapore, by Allianz
Global Investors Singapore Ltd., regulated by the Monetary Authority of Singapore [Company Registration No. 199907169Z]; in Japan, by Allianz Global Investors Japan Co., Ltd., registered in Japan as a Financial Instruments
Business Operator [Registered No. The Director of Kanto Local Finance Bureau (Financial Instruments Business Operator), No. 424], Member of Japan Investment Advisers Association, the Investment Trust Association,
Japan and Type II Financial Instruments Firms Association; in Taiwan, by Allianz Global Investors Taiwan Ltd., licensed by Financial Supervisory Commission in Taiwan; and in Indonesia, by PT. Allianz Global Investors Asset
Management Indonesia licensed by Indonesia Financial Services Authority (OJK).
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