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Since the euro was introduced as the hard currency of the European Union on January 
1, 2002, the once-mighty dollar has fallen.  In the time since, the U.S. dollar has 
depreciated 36% against a basket of major world currencies, with less than 6% of the 

fall attributable to 
inflation.  Against the 
euro itself, the U.S. 
dollar has lost more 
than 70% of its value.  
Given the deep U.S. 
trade deficit and low 
real interest rates 
resulting from both 
Fed easing and 
accelerating inflation, 
we expect continued 
downward pressure 
on the dollar.  
 

There are many complicated relationships at work behind the relative movements of 
world currencies, most of which are opaque for the average investor.  While it may not 
be imperative for most people to understand the intricacies behind the movements, it is 
important that investors know how a depreciating currency impacts their portfolios.  
Below we shed some light on what the weak and falling dollar has meant, and will 
mean, for the U.S. and dollar-based investors. 
 

 A depreciating home currency means 
greater returns on investments abroad.  
The dollar fell nearly 11% against the 
euro in 2007, which led to a markedly 
better return profile for dollar-based 
investors than euro-based investors.  The 
table at right shows that for many major 
global indices the return in dollar terms 
was 9% to 18% greater than the return in 
euro terms.  For example, a German 
investor who owned the MSCI Europe 
index would have gained only 2.7% in 
2007, barely keeping up with inflation, 
while an American would have earned 
a 13.9% return.   

 

Providing Global Opportunities for the Risk-Aware Investor 
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The major currencies index is a weighted average of the foreign exchange values of the U.S. dollar against a set of currencies that circulate widely 
outside the country of issue.  Index weights vary over time by U.S. export shares and U.S. foreign import shares. 

MSCI Indices:
In U.S. 
Dollar 
Terms

In Euro 
Terms

Return 
Difference 
(US$ - Euro)

Japan -4.2% -13.6% 9.4%
USA 5.4% -4.9% 10.3%
United Kingdom 8.4% -2.3% 10.6%
EAFE 11.2% 0.3% 10.9%
Europe 13.9% 2.7% 11.2%
Russia 24.5% 12.3% 12.2%
Pacific ex-Japan 30.7% 17.9% 12.8%
Emg. Markets 39.4% 25.7% 13.7%
BRIC 58.9% 43.3% 15.6%
China 66.2% 49.9% 16.3%
India 73.1% 56.1% 17.0%
Brazil 79.6% 62.0% 17.6%

2007 TOTAL RETURNS
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 A weak dollar is associated with higher prices for commodities like oil, which are 
priced in U.S. dollars.  While we believe that there is a strong fundamental supply 
and demand case for rising commodity prices, there is also a currency component.  
Imagine that €1 (1 euro) is equivalent to $1.35 (1.35 dollars), as was the case in May 
2007.  At that time, a barrel of oil cost about $63 in U.S. dollar terms, which translated 
into about €47 per barrel in euros.  While it is difficult to isolate a single factor, 
imagine that nothing changed since then except the dollar/euro exchange rate.  
During the past year, the dollar has depreciated from 1.35 dollars/euro to 1.55 
dollars/euro today.  In this scenario, the same barrel of oil that cost €47 (or $63) last 
May would cost more than $72 today due solely to the 15% depreciation in the 
currency.  Since a barrel of oil is now running about $50 more than that price, 
obviously there are other dynamics in play; however the falling dollar does play a 
role in the price increase.  Additionally, consumers who earn a living in currencies 
strengthening against the dollar have less incentive to reduce oil consumption since 
their inflationary experience is not as drastic as a U.S. dollar earner.  

 Foreign travel is more expensive when the dollar is weak.  Anyone who has traveled 
to Europe in the past few years has experienced the dreaded post-vacation credit 
card bills.  “That dinner cost how much in U.S. dollars?!”  Using some personally 
accumulated data from October 2003, we looked at how much the falling dollar 
has increased the cost of a stay in Paris and London, beyond the drastic increase in 
prices.  In October 2003, a particular 3 star hotel in the Latin Quarter of Paris cost 
€125 per night for a double room, or about $145 in U.S. dollars.  At today’s exchange 
rate, that would cost $194.  But in addition to the depreciating dollar, price inflation 
has taken its toll and that same hotel room now goes for €170 in euros, which 
translates into a dollar rate of $263.  A similar experience is found in London, where a 
hotel room near King’s Cross that cost £65 pounds (roughly $110) in October 2003 
today would run about $127 in dollars.  That room is now 40% more expensive in 
pounds (now £91), which translates into a total of $177 in today’s dollars.  Tack on 
the increases in air fares, fuel costs, food prices, etc., and for many Americans the 
Louvre will have to wait.   
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  A weaker dollar makes imported goods more expensive for U.S. consumers.  
Goods from emerging countries like China, which traditionally have been 
inexpensive sources for low-skill production items like clothes and toys, have 

been creeping up in cost.  
This is partially due to strong 
domestic growth and 
inflation in these developing 
regions, however, currency 
also plays a part.  For 
example, in 2005 China 
abandoned its fixed peg to 
the U.S. dollar resulting in a 
steady appreciation of the 
Chinese Yuan.  The result is 
that Chinese imports to the 
U.S. have grown more 
expensive.   

The flip side of this scenario is that U.S. produced exports are benefitting from the 
weaker currency.  The depreciating dollar makes U.S. goods sold abroad 
cheaper for other countries to purchase.  We believe that U.S.-based multi-
national corporations, mostly mega-cap stocks in the U.S. market, should 
continue to benefit from this trend since large shares of their revenues are 
generated overseas.  In fact, companies in the most internationally-oriented 
sectors of the S&P 500, such as Technology, Energy, Materials and Industrials, 
generate 35%-55% of their total revenues abroad.  

 Slower growth in the U.S. relative to Europe and Asia is encouraging dollar 
weakness.  With the domestic economy slowing, the U.S. market is less attractive 
to foreign investors.  
Less investment in 
the U.S. means less 
demand for U.S. 
dollars which would 
be required to 
finance investment, 
further depressing 
demand for dollars.  
A Federal Reserve 
in easing mode 
also depresses the 
dollar, as low 
interest rates on 
Treasurys are not attractive to foreign investors.  Money market investors in 
particular have shifted to the euro in search of higher rates. 
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Our Two Cents 

We believe that the dollar will remain depressed relative to other major currencies, with 
a persistence of the trends outlined above.  We continue to favor non-U.S. equity 
markets for their growth potential, but also believe that currency trends will remain 
favorable for dollar-based investors.  Within the U.S. equity market, we believe that 
mega-cap, multinational companies which earn a large share of their revenues 
internationally will tend to perform better than their more domestically-oriented 
counterparts.  Continued dollar weakness could imply imported price inflation going 
forward, and in combination with the accommodative monetary policy stance 
currently in place we maintain our view that inflation will emerge as a major concern by 
the end of the year.  We continue to stress the importance of inflation hedges such as 
gold and inflation protected fixed income securities in a well-diversified portfolio.  
 
 
 
May 16, 2008 
 
 
 
 
Katherine Krantz    Brock E. Moseley 
Chief Economic Strategist  Chief Investment Officer 
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Disclosures 

The views of Miracle Mile Advisors, Inc. (“MMA”) may change depending on market conditions, the assets 
presented to us, and your objectives. This research is based on market conditions as of the printing date. 
The materials contained above are solely informational, based upon publicly available information 
believed to be reliable, and may change without notice. MMA makes every effort to use reliable, 
comprehensive information, but we make no representation that it is accurate or complete.  We have no 
obligation to tell you when opinions or information in this report change.   
MMA shall not in any way be liable for claims relating to these materials, and makes no express or implied 
representations or warranties as to their accuracy or completeness or for statements or errors contained in, 
or omissions from, them.  
This report does not provide individually tailored investment advice.  It has been prepared without regard 
to the individual financial circumstances and objectives of persons who receive it.  The securities discussed 
in this report may not be suitable for all investors. MMA recommends that investors independently evaluate 
particular investments and strategies, and encourages investors to seek the advice of a financial adviser.  
The appropriateness of a particular investment or strategy will depend on an investor’s individual 
circumstances and objectives. 
This report is not an offer to buy or sell any security or to participate in any trading strategy.  In addition to 
any holdings that may be disclosed above, owners of MMA may have investments in securities or 
derivatives of securities mentioned in this report, and may trade them in ways different from those discussed 
in this report.   
The value of and income from your investments may vary because of changes in interest rates or foreign 
exchange rates, securities prices or market indexes, operational or financial conditions of companies or 
other factors.  There may be time limitations on the exercise of options or other rights in your securities 
transactions.  Third-party data providers make no warranties or representations of any kind relating to the 
accuracy, completeness, or timeliness of the data they provide and shall not have liability for any 
damages of any kind relating to such data.  
The information and analyses contained herein are not intended as tax, legal or investment advice and 
may not be suitable for your specific circumstances; accordingly, you should consult your own tax, legal, 
investment or other advisors, at both the outset of any transaction and on an ongoing basis, to determine 
such suitability. Legal, accounting and tax restrictions, transaction costs and changes to any assumptions 
may significantly affect the economics of any transaction. MMA does not render advice on tax and tax 
accounting matters to clients. This material was not intended or written to be used, and it cannot be used 
by any taxpayer, for the purpose of avoiding penalties that may be imposed on the taxpayer under U.S. 
federal tax laws.  
The projections or other information shown in the report regarding the likelihood of various investment 
outcomes are hypothetical in nature, do not reflect actual investment results and are not guarantees of 
future results. 
Other Important Disclosures 
Physical precious metals are non-regulated products. Precious metals are speculative investments and, as 
such, their value can be subject to declining market conditions. 
Real estate investments are subject to special risks, including interest rate and property value fluctuations 
as well as risks related to general and local economic conditions. 
Foreign/Emerging Markets:  Foreign investing involves certain risks, such as currency fluctuations and 
controls, restrictions on foreign investments, less governmental supervision and regulation, and the potential 
for political instability.  In addition, the securities markets of many of the emerging markets are substantially 
smaller, less developed, less liquid and more volatile than the securities of the U.S. and other more 
developed countries.  
This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of 
MMA.  
Additional information on recommended securities is available on request. 


