IF THE DOLLAR WEAKENS,
YOU MAY WANT TO OWN
A GLOBAL BOND STRATEGY

VIEWS FROM

THE BLOOMBERG BARCLAYS GLOBAL AGGREGATE

THE LOOMIS SAYLES

INVESTMENT GRADE BOND MARKETS. THE INDEX

GLOBAL FIXED INCOME TEAM

IS A FLAGSHIP INDEX FOR THE WORLD’S
IS CAPITALIZATION-WEIGHTED, WITH OVER $64
TRILLION IN BONDS FROM OVER 70 COUNTRIES.1
IN ITS UNHEDGED, MULTI-CURRENCY FORM, IT IS
ALSO AN INDEX THAT MANY US INVESTORS HAVE
BEEN HAPPY TO IGNORE.
This ignorance has been profitable until recently.
Domestic US bond indices, as well as US dollar-hedged
global or international indices, have beaten global
unhedged returns for the past five years. As the world
changes, we believe that this may not be the case
for much longer. The long US dollar bull market may
be coming to an end. From deficits to Fed policy to
geopolitics, a number of factors could bring the dollar
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Source: Bloomberg Barclays, data as of September 30, 2020.

bear out of hibernation, and we’ll detail them later in this paper. For now, the
takeaway is that unlike the past five years, we believe the next five years may see
unhedged global benchmarks and active global managers dominate the returns
of either dollar-hedged or purely domestic fixed income return indices. If the US
dollar (USD) weakens, future investors may wish they had included an unhedged
global bond strategy in their asset allocations.

Q: Who Needs Currency Risk?
Chart 1 shows the five-year returns of three indices, the Bloomberg Barclays
(BBG BARC) US Aggregate, the BBG BARC Global Aggregate, and the BBG BARC
Global Aggregate Hedged to US dollars through September 30, 2020.
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Source: Bloomberg Barclays,
data October 1, 2015 through
September 30, 2020.
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Past performance is no guarantee of future results.
Indices are unmanaged and do not incur fees. It is not possible to invest directly in an index.

In our assessment, US investors did not really miss much if they skipped the
international bond market during this period. By calendar year, only in 2017
did the unhedged global market outperform US bonds. If investors did own
foreign bonds, they would have outperformed by owning a USD-hedged global
or international strategy. This would have given them a positive USD hedge gain,
provided favorable exposure to the bond rallies in the European and Japanese
bond markets, and avoided currency return volatility.
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Why should investors now change what has been a winning strategy? Why do
we like the prospects for unhedged global indices now? In one sentence, we
believe that the risks of a US dollar bear market have multiplied and are now too
numerous and too large to ignore in allocating fixed income assets.

A: Investors in Dollar Bear Markets
Chart 2 shows 50 years of history for the trade-weighted US dollar index DXY.
The dollar is trendy. There have been distinct periods of bull markets, bear
markets and sideways markets. Unfortunately, for much of this 50-year period,
currency forecasters have often been better at explaining what just happened
than what will happen next. This lack of forward visibility, as well as a somewhat
loose relationship between currency movements and economic fundamentals,
has made foreign currency exposure a disappointment for many US investors.
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CHART 2

US Dollar Index

Source: Bloomberg Barclays,
data January 30, 1970,
through September 30, 2020.
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We believe, however, that big dollar movements are the result of big global
portfolio changes that reflect a shift in broad investor preferences. When we look
at this chart, we recall:
1970-80: USD BEAR MARKET. The adjustment to the end of Bretton-Woods fixed
exchange rates and a decade of rising US inflation and investor flight from it.
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1980-85: USD BULL MARKET. The Reagan equity bull market. The US claims the highest real interest
rates in the OECD. Paul Volcker slays inflation. A massive rally in bonds follows.
1986-90: USD BEAR MARKET. The Plaza Accord to arrest the rise of an overowned and overvalued US
dollar. Japan as Number One. The Tokyo equity bull market.
1995-2000: USD BULL MARKET. Cold War victory aftermath. The internet equities boom. Janus Twenty!
2001-2007: USD BEAR MARKET. The rise of China and the associated commodity super-cycle and emerging
market boom.
2010-?: Arguably, the recent strength in the USD can be ascribed to (1) disappointment in the global growth
recovery and a haven bid for USD, plus (2) a second tech-centered equity boom. The S&P 500® Index has
massively outperformed most other global equity markets. Lastly, (3) the euro and the yen have suffered
from recessionary or deflationary local fundamentals and the lowest interest rates in recorded history.

What do Dollar Bear Markets Look Like?
In past bear markets, the USD has typically followed the opposite path of Hemingway’s bankrupt character;
it first fell quickly, then slowly. Average declines in the first three years of a sustained bear market have
been about 7% per year.2 We see this as an opportunity for owners of non-US securities: currency could
potentially be an attractive return generator compared to the low yields that most investment grade fixed
income opportunities currently offer.

What Could Trigger a Dollar Bear Market?
Our thesis is that a major shift in global investor preferences could trigger a dollar bear market. There
needs to be something big that investors want either to buy outside the US or to sell in the US. What follows
is not a currency forecast; rather it is a list of possible triggers we see for sustained USD weakness.

Twin Deficits
The US currently runs a current account deficit of about 2.5% of GDP. This is modest, unthreatening and
easily financed. However, the federal budget deficit is about 16% of GDP this year and is projected to be
about 10% of GDP next year, plus whatever effects a new stimulus plan brings. The presidential election
remains uncertified as we write this, but President-elect Joseph Biden’s fiscal plan spends far more in
outlays than it raises in taxes. If this additional expenditure finds its ways to consumers or businesses,
then the current account deficit may be about to explode. This has been bearish for the USD in the past.

2

James Malcolm, Lefteris Farmakis, Moritz Diller, Vassili Serebriakov, “The FX Weekly,” UBS Global Research, October 5, 2020 Figure 1.
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Too Many Dollars
The Federal Reserve (Fed) has come to the rescue of the US economy and US asset markets during the
COVID-19 pandemic. The short-term policy rate has been cut to just above zero, and the Fed balance sheet
has jumped from 19% of GDP to 34% (or by more than $2.5 trillion). It is still growing. Once the precautionary
demand for USD ebbs in a recovery, this may be a problem.

Inflation?
We almost hate to mention the possibility of higher inflation. First, higher inflation is the dog that has not
barked for the past ten years. The Phillips Curve may not be dead, but it is not just resting; it is in a coma.
Going underweight or short US duration has hurt many fixed income managers. Nonetheless, we bravely
note that the Fed has officially changed policy on inflation to tolerate, nay, encourage an overshoot of its
2.0% core consumer inflation target. Beyond this, if money multipliers and velocity return to their 2017-2019
averages, we believe it’s possible that the degree of Fed liquidity already provided might increase the price
level over time by as much as 60%. Combining all three factors above, we suspect that a combination of
record deficits and zero or negative inflation-adjusted yields may be a problem for the USD.

Equity Bull Market Pause or Reversal Complacency
Equity bull markets do not last forever. We believe elevated multiples and index concentration may change
some investors’ attitudes toward the US equity market. If foreign investors decide to sell or merely diversify
out of US equities, the dollar may weaken in our view. Regulatory changes could also be a factor here. Even
a change in capital gains taxation might lead to pre-emptive selling by investors to front-run a higher future
tax rate.

Taiwan
This is our least favorite USD bear market scenario. In 1956, UK Sterling was a casualty of the Suez Crisis.
The Suez fiasco marked the end of Sterling’s reserve currency perception as the UK was rerated down
as a global power. A successful occupation of Taiwan by the People’s Republic of China would be seen as
a geopolitical failure for the US of the first magnitude. It would also likely be a humanitarian disaster, a
massive destroyer of lives and wealth and a possible trigger for a war between the superpowers. USD
weakness might be a trivial issue.

Global Recovery
This is our favorite dollar bear scenario. The USD has been a haven asset to a degree, in that it seems to do
well when the rest of the world’s economies disappoint (2019). We believe if we reach the optimistic scenario
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of an ebbing pandemic, a vaccine and a global activity rebound, there may be more interest in investment
opportunities in growing economies around the world.

One Problem
For the USD to fall, someone else’s currency must rise. As real exchange rate strength correlates with
growth and productivity over time, our favorite candidates for potential outperformance are found in nonJapan Asia. The DXY Index would likely fall more and faster if Japan and the eurozone were to perk up a bit.
But this would require these two economies to overcome their deflationary tendencies, weak growth and low
yields. Any progress on that front remains hypothetical. We believe this is actually an argument for a global
bond strategy rather than an international bond strategy.

Looking for a Global Bond Strategy Yet?
In closing, we recognize that US domestic bond strategies have outperformed currency-active global bond
strategies for the last five years, but we believe the next five years are likely to be different, and relative
global outperformance may be substantial. As food for thought, we include the five-year performance chart
of the Loomis Sayles Global Aggregate Bond strategy. With more than half of the strategy in non-dollar
currencies, we believe we are well positioned for a dollar bear market, if one were to occur. While we wait,
we have even been able to outperform the US domestic and USD-hedged global indexes as well as our own
index over the last five years. Please see the chart at the end of this paper for up-to-date performance data
of the Loomis Sayles Global Bond Strategy.
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CHART 3
Source: Bloomberg Barclays,
Loomis Sayles. Data from
9/30/2015 to 9/30/2020.
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Source: Bloomberg Barclays, Loomis Sayles. Data from 9/30/2015 to 9/30/2020.
Past performance is no guarantee of future results.
Indices are unmanaged and do not incur fees. It is not possible to invest directly in an index.
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TABLE 1 – COMPOSITE PERFORMANCE
AVERAGE ANNUALIZED RETURN (%)
1 YEAR

3 YEARS

5 YEARS

7 YEARS

10 YEARS

Loomis Sayles Global Aggregate
Bond (Gross)

6.58

6.11

4.14

2.97

3.03

Loomis Sayles Global Aggregate
Bond (Net)

6.32

5.84

3.88

2.70

2.74

Bloomberg Barclays Global
Aggregate

2.63

4.23

2.34

2.16

2.05

Bloomberg Barclays Global
Aggregate Hedged (USD)

0.08

4.59

2.98

3.75

3.87

-0.33

5.31

3.03

3.48

3.39

Bloomberg Barclays US
Aggregate

Data as of 6/30/2021
Past performance is no guarantee of future results.
Indices are unmanaged and do not incur fees. It is not possible to invest directly in an index. Gross Returns are shown before deduction of advisory fees,
which would lower returns. For example, a 10 year annualized hypothetical gross return of 3.50% would be lowered to 3.09% assuming the deduction
of a management fee at the annual rate of 0.40%. Please see the Loomis Sayles ADV for more complete fee information.
Returns may increase or decrease as a result of currency fluctuations.
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Disclosure
This paper is provided for informational purposes only and should not be construed as
investment advice. Opinions or forecasts contained herein reflect the subjective judgments and
assumptions of the authors only and do not necessarily reflect the views of Loomis, Sayles &
Company, L.P. Other industry analysts and investment personnel may have different views
and opinions. Investment recommendations may be inconsistent with these opinions. There
is no assurance that developments will transpire as forecasted, and actual results will be
different. The charts presented above are shown for illustrative purposes only and used with
permission from Bloomberg Finance L.P. Data and analysis does not represent the actual or
expected future performance of any investment product. We believe the information, including
that obtained from outside sources, to be correct, but we cannot guarantee its accuracy. The
information is subject to change at any time without notice. Indices are unmanaged and do
not incur fees. It is not possible to invest directly in an index.
Past performance is no guarantee of, and not necessarily indicative of, future results.
LS Loomis | Sayles is a trademark of Loomis, Sayles & Company, L.P. registered in the US
Patent and Trademark Office.
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Additional Notes
This material has been provided for information purposes only to investment service providers or
other Professional Clients, Qualified or Institutional Investors and, when required by local
regulation, only at their written request. This material must not be used with Retail Investors.
In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or
one of its branch offices listed below. Natixis Investment Managers S.A. is a Luxembourg
management company that is authorized by the Commission de Surveillance du Secteur
Financier and is incorporated under Luxembourg laws and registered under n. B 115843.
Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180
Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment Managers S.A., Succursale
Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered
office: Via San Clemente 1, 20122 Milan, Italy. Germany: Natixis Investment Managers S.A.,
Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office:
Senckenberganlage 21, 60325 Frankfurt am Main. Netherlands: Natixis Investment Managers,
Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ
Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration
number 516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan
48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en España.
Serrano n°90, 6th Floor, 28006, Madrid, Spain. Belgium: Natixis Investment Managers S.A.,
Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium.

In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/
corporate professional investors only.
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60
088 786 289) (AFSL No. 246830) and is intended for the general information of financial
advisers and wholesale clients only .
In New Zealand: This document is intended for the general information of New Zealand
wholesale investors only and does not constitute financial advice. This is not a regulated
offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only
available to New Zealand investors who have certified that they meet the requirements
in the FMCA for wholesale investors. Natixis Investment Managers Australia Pty Limited
is not a registered financial service provider in New Zealand.
In Latin America: Provided by Natixis Investment Managers S.A.
In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered
investment advisor, authorised and supervised by the Central Bank of Uruguay. Office:
San Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a
fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627.

In France: Provided by Natixis Investment Managers International – a portfolio management
company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority
- AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the
Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue
Pierre Mendès France, 75013 Paris.

In Colombia: Provided by Natixis Investment Managers S.A. Oficina de Representación
(Colombia) to professional clients for informational purposes only as permitted under
Decree 2555 of 2010. Any products, services or investments referred to herein are
rendered exclusively outside of Colombia. This material does not constitute a public
offering in Colombia and is addressed to less than 100 specifically identified investors.

In Switzerland: Provided for information purposes only by Natixis Investment Managers,
Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its representative office
in Zurich, Schweizergasse 6, 8001 Zürich.

In Mexico Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated
financial entity, securities intermediary, or an investment manager in terms of the
Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with
the Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority.
Any products, services or investments referred to herein that require authorization or
license are rendered exclusively outside of Mexico. While shares of certain ETFs may be
listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent
a public offering of securities in Mexico, and therefore the accuracy of this information
has not been confirmed by the CNBV. Natixis Investment Managers is an entity
organized under the laws of France and is not authorized by or registered with the CNBV
or any other Mexican authority. Any reference contained herein to “Investment
Managers” is made to Natixis Investment Managers and/or any of its investment
management subsidiaries, which are also not authorized by or registered with the CNBV
or any other Mexican authority.

In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised
and regulated by the UK Financial Conduct Authority (register no. 190258) - registered office:
Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When
permitted, the distribution of this material is intended to be made to persons as described as
follows: in the United Kingdom: this material is intended to be communicated to and/or directed
at investment professionals and professional investors only; in Ireland: this material is intended
to be communicated to and/or directed at professional investors only; in Guernsey: this material
is intended to be communicated to and/or directed at only financial services providers which hold
a license from the Guernsey Financial Services Commission; in Jersey: this material is intended
to be communicated to and/or directed at professional investors only; in the Isle of Man: this
material is intended to be communicated to and/or directed at only financial services providers
which hold a license from the Isle of Man Financial Services Authority or insurers authorised
under section 8 of the Insurance Act 2008.
In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers
Middle East (DIFC Branch) which is regulated by the DFSA. Related financial products or
services are only available to persons who have sufficient financial experience and
understanding to participate in financial markets within the DIFC, and qualify as Professional
Clients or Market Counterparties as defined by the DFSA. No other Person should act upon this
material. Registered office: Unit L10-02, Level 10 ,ICD Brookfield Place, DIFC, PO Box 506752,
Dubai, United Arab Emirates
In Japan: Provided by Natixis Investment Managers Japan Co., Ltd. Registration No.: DirectorGeneral of the Kanto Local Financial Bureau (kinsho) No.425. Content of Business: The
Company conducts investment management business, investment advisory and agency
business and Type II Financial Instruments Business as a Financial Instruments Business
Operator.
In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei)
Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory
Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road,
Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, Tel.
+886 2 8789 2788.
In Singapore: Provided by Natixis Investment Managers Singapore Limited (company
registration no. 199801044D) to distributors and institutional investors for informational purposes
only.

The above referenced entities are business development units of Natixis Investment
Managers, the holding company of a diverse line-up of specialised investment
management and distribution entities worldwide. The investment management
subsidiaries of Natixis Investment Managers conduct any regulated activities only in and
from the jurisdictions in which they are licensed or authorized. Their services and the
products they manage are not available to all investors in all jurisdictions. It is the
responsibility of each investment service provider to ensure that the offering or sale of
fund shares or third party investment services to its clients complies with the relevant
national law.
The provision of this material and/or reference to specific securities, sectors, or markets
within this material does not constitute investment advice, or a recommendation or an
offer to buy or to sell any security, or an offer of any regulated financial activity. Investors
should consider the investment objectives, risks and expenses of any investment
carefully before investing. The analyses, opinions, and certain of the investment themes
and processes referenced herein represent the views of the portfolio manager(s) as of
the date indicated. These, as well as the portfolio holdings and characteristics shown,
are subject to change. There can be no assurance that developments will transpire as
may be forecasted in this material. The analyses and opinions expressed by external
third parties are independent and does not necessarily reflect those of Natixis
Investment Managers. Past performance information presented is not indicative of future
performance.
Although Natixis Investment Managers believes the information provided in this material
to be reliable, including that from third party sources, it does not guarantee the accuracy,
adequacy, or completeness of such information. This material may not be distributed,
published, or reproduced, in whole or in part.
All amounts shown are expressed in USD unless otherwise indicated.
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