
A fter a rocky start to the second quarter, marked by 
tariff headlines, shaky consumer confidence, and 
market volatility, markets ended the quarter much 
higher than they began.

•  The S&P 500 gained 10.9%, fully recovering from April’s
dip, and finishing the first half in positive territory.

•  Developed international stocks returned 11.8% for the
quarter and 19.5% year to date, helped by a weaker
dollar and stronger earnings overseas.

•  Core bonds exhibited volatility too, as interest rates 
vacillated, but returns still ended the quarter modestly positive.

Markets advanced despite renewed tensions in the Middle 
East as Israel and later the U.S. launched attacks on Iran.  
The quarter reinforced a familiar theme: political shocks  
make for good headlines but rarely shift market direction  
over the long run. Investors eventually return their focus  
to earnings, interest rates, and the health of the economy

The U.S. Dollar Debate
The U.S. dollar drew intense attention this quarter, falling more 
than 10% year to date. It was the worst first half for the currency 

in decades. The dollar’s decline was a boon for other currencies, 
however, creating a tailwind for international equities.

Most of the concerns about the dollar’s future as the reserve 
currency feels alarmist. The dollar represents about 58% of 
global central bank reserves, down from more than 70% in 
2001, but the rate of decline is slow paced. No other currency 
comes close to this level of engagement. The euro accounts for 
less than 20% and the rest are even smaller. We wouldn’t rule 
out a shift in the global currency order within our lifetime, but 
the path looks gradual, and the dollar’s entrenched advantages 
remain formidable.
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After a shaky start to the second quarter—fueled by tariffs, weak consumer confidence,  
and volatility—markets ended notably higher. The quarter reinforced a familiar theme: 
political shocks make for good headlines but rarely shift market direction over the long run.
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Year to Date Returns
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Beyond central bank holdings, the dollar is embedded into the 
foundation of the global financial system. It is used in more than 85% 
of all currency transactions and serves as the foundation for global 
trade and capital flows.

History shows that exchange rates rarely follow a straight line, 
and even when a trend appears clear, with hindsight we see that it 
often reverses quickly. There are past examples of this, like when 
the dollar weakened throughout the early 2000s and strengthened 
sharply in the 2010s. It has now started to give back some of those 
gains. These shifts are driven less by political noise and more by 
relative growth expectations, interest rate differentials, and capital 
flows. However, there are also examples of shorter-term declines, 
similar to what we are experiencing this year, that have quickly 
reversed course. Investors should resist the urge to draw straight-
line projections based on recent moves.

Behaviorally, currency stories often lead to overreaction. Moves in the 
dollar often feel personal, even political. Calls for the collapse of the 
dollar tend to promulgate after significant declines, just as headlines 
about dollar exceptionalism dominate after periods of strength. 
Usually, the dollar settles somewhere in between these two extremes.

So, how should investors be positioned for potential dollar volatility? 
We believe the most effective way to gain exposure to currencies 
is through international equities. Trading currencies directly brings 
high volatility and a relatively low expected return. But when 
embedded within foreign equity allocations, they augment portfolio 
diversification without adding undue risk.

The Broader Story
The overall global economic and earnings outlook is more important 
to portfolio returns. 

•  The U.S. economy continues to show signs of resilience, despite 
weakness in soft data, such as sentiment readings and surveys. 

•  Globally, we may be reaching an inflection point. In Europe, 
historically tight fiscal policies are giving way to a greater 
willingness to invest in defense and infrastructure.

•  First-quarter earnings showed higher than expected growth, 
though we note that valuations increased over the quarter.

Final Thoughts
This quarter’s market action was rewarding to two types of investors: 
those with diversified portfolios and those able to tune out the noise.

•  U.S. stocks rebounded as the focus shifted back to earnings and 
economic fundamentals.

•  International stock returns benefitted from both equity and 
currency.

•  Bonds helped stabilize portfolios despite the equity market swings.

For all the energy spent wondering what comes next, the most 
valuable reminder may have been the simplest. Sometimes, we 
must remind ourselves to “don’t just do something, stand there!”
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U.S. Dollar Index Over Time
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U.S. Dollar as Percent of  
Global Central Bank Reserves
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The information provided is educational and general in nature and is not intended to be, nor should it be construed as, specific investment, tax, or legal advice. Individuals 
should seek advice from their wealth advisor or other advisors before undertaking actions in response to the matters discussed. No client or prospective should assume 
the above information serves as the receipt of, or substitute for, personalized individual advice. 

This reflects the opinions of Focus Partners or its representatives, may contain forward-looking statements, and presents information that may change. Nothing 
contained in this communication may be relied upon as a guarantee, promise, assurance, or representation as to the future. Past performance does not guarantee future 
results. Market conditions can vary widely over time, and certain market and economic events having a positive impact on performance may not repeat themselves. 
The charts and accompanying analysis are provided for illustrative purposes only. Investing involves risk, including, but not limited to, loss of principal. Focus Partners’ 
opinions may change over time due to market conditions and other factors. Numerous representatives of Focus Partners may provide investment philosophies, 
strategies, or market opinions that vary. The appropriateness of a particular investment or strategy will depend on an investor’s individual circumstances and objectives. 

Any index or benchmark discussed are for comparative purposes to establish current market conditions. Index returns are unmanaged and do not reflect the deduction 
of any fees or expenses and assumes the reinvestment of dividends and other income. You cannot invest directly in an index. This is prepared using third party sources 
considered to be reliable; however, accuracy or completeness cannot be guaranteed. The information provided will not be updated any time after the date of publication.

Please be advised that Focus Partners only shares video and content through our website or other official sources. Services and investment advice are only provided 
pursuant to an advisory agreement with the client. Focus Partners’ Form ADV Part 2A and 2B and Privacy Statement will be provided as required by law and include a 
description of fees payable for investment advisory services.

Services are offered through Focus Partners Wealth, LLC (“Focus Partners”), an SEC registered investment adviser with offices throughout the country. Registration with the 
SEC does not imply a certain level of skill or training and does not imply that the SEC has endorsed or approved the qualifications of Focus Partners or its representatives. 
Prior to January 2025, Focus Partners was named The Colony Group, LLC. Focus Partners has been part of the Focus Financial Partners partnership since 2011. 
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