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The U.S. dollar depreciation has accelerated over the past month. A basket of major USD/foreign currency  
pairs as measured by the ICE U.S. Dollar Index (DXY) traded at two-year lows after having its worst monthly 
performance in almost a decade. The unprecedented expansion of the Fed’s balance sheet, continued discord 
in Congress about further fiscal stimulus and recent spikes in new COVID-19 cases across the U.S. have likely 
been contributing factors to the greenback’s weakness. 

A weak dollar generally is associated with stronger global growth. Assuming the dollar's decline is not a 
structural shift away from the U.S. as the issuer of the world's reserve currency, the global growth narrative 
could have positive implications for a risk-on sentiment, particularly equities.

As seen in the chart, comparing the rolling 12-month returns of U.S. small cap (Russell 2000) and DXY has 
seen a shift from positive to negative correlation over the past three years. The correlation moved from 0.25 
in June 2017 to -0.33 as of the end of 2Q20. The relative outperformance of U.S. small cap (Russell 2000) to 
large cap (S&P 500) amidst dollar weakness has also strengthened during this period. In other words, a weaker 
dollar has shifted to a tailwind for small cap performance outright and relative to large cap. 
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