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Introduction
The “Sell America” theme gained momentum through 2025 as the US dollar’s 
traditional safe-haven appeal was challenged. Unpredictable trade policy 
injected uncertainty into US growth prospects, rekindled inflation risks, and 
raised questions around Fed independence. As the Trump Administration enters 
its second year, the FX market outlook for 2026 will be shaped by central bank 
policy divergence, foreign relations and the evolution of AI investment.

FIGURE 1: US DOLLAR DURING US EQUITY DRAWDOWNS
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Post-Liberation Day: Breakdown in historical relationships
Liberation Day marked a clear turning point for markets, coinciding with a series of anomalies 
that ran counter to long-standing historical relationships. 

Historically, periods of US equity drawdowns have been accompanied by US dollar strength, 
with the dollar acting as a natural diversifier and defensive asset for global investors due to its 
safe-haven characteristics. Over the past quarter century, US equity weakness has typically 
coincided with USD appreciation. Following Liberation Day, that relationship broke down. The 
most recent equity sell-off saw both US equities and the dollar fall simultaneously, an outcome 
particularly painful for offshore investors with unhedged US exposure.
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FIGURE 2: US DOLLAR VS. EQUITY MARKET DIFFERENTIAL
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FIGURE 3: FX VS. IMPLIED YEAR-END DIFFERENTIALS, EUROPE VS. US
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Rather than benefiting from heightened uncertainty, the dollar weakened as the US itself became the source of instability, 
with markets increasingly pricing negative economic shocks to the domestic economy, undermining the dollar’s role as a 
defensive asset.

This breakdown extended beyond risk dynamics into capital flows. Traditionally, periods of US equity outperformance 
relative to international markets have been associated with a stronger dollar, reflecting increased demand for US assets. This 
relationship held into 2025 but fractured after Liberation Day. 

Despite a recovery in US equities, the dollar failed to appreciate, instead weakening throughout the first half of the year, 
suggesting a reluctance among global investors to add incremental US exposure amid the “Sell America” backdrop.

A third anomaly emerged in interest rate differentials. FX markets have historically tracked relative yield expectations, 
as investors seek higher returns across jurisdictions. Prior to Liberation Day, EURUSD closely followed implied year-end 
rate differentials between the ECB and the Fed. Post-Liberation Day, however, the relationship inverted with the Euro 
strengthening relative to the dollar, despite rate differentials continuing to favor the US. This divergence persisted into 
year-end.



3

Mesirow Currency | Currency Outlook 2026

Looking ahead to 2026
On one hand, diverging central bank policies point to continued headwinds. While the 
Federal Reserve remains in an easing cycle, most other major central banks are either on 
hold or retain a tightening bias. This divergence leaves the dollar more vulnerable relative 
to its peers. Although USD hedging activity increased following the dollar’s first-half 
decline in 2025, hedging driven by loss aversion is likely to be less reactive in 2026. With 
the dollar having traded largely sideways over the past six months, hedging decisions are 
increasingly being guided by strategic and fundamental considerations rather than short-
term price moves.

Importantly, if the Fed continues to ease while other central banks remain on hold or turn 
more hawkish, the cost of hedging USD exposure will continue to fall. In some regions, 
with Australia being a notable example, investors may ultimately earn positive carry by 
hedging US dollar exposure.

The dollar enters 
2026 facing opposing 
forces. 

FIGURE 4: IMPLIED 2026 INTEREST RATE CHANGES
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Counterbalancing these pressures are capital flows linked to AI investment, which remain 
heavily US-centric. US firms continue to benefit from a comparatively light regulatory 
environment, supporting inward investment and, by extension, the dollar. However, risks 
remain two-sided; AI may ultimately prove more of a cost center than a productivity 
driver, or China could leapfrog the US with cheaper and more advanced alternatives, 
making the US markets less attractive and lowering demand for the dollar.

As the second year of the Trump Administration begins amid renewed geopolitical noise, 
most recently highlighted by developments surrounding Venezuela’s President Maduro, 
investors face elevated uncertainty around foreign and trade policy. In this environment, 
we believe it is critical for investors to have a clearly defined currency hedging framework 
in place, allowing currency risk to be managed proactively within international portfolios.

From all of us at Mesirow Currency Management, we wish you a healthy and prosperous 
New Year.
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Currency Insights Library
Our latest insights on trends and 
opportunities taking place in the  
currency markets | EXPLORE >

About Mesirow
Mesirow is an independent, employee-owned financial 
services firm founded in 1937. Headquartered in Chicago, 
with offices around the world, we serve clients through a 
personal, custom approach to reaching financial goals and 
acting as a force for social good. With capabilities spanning 
Private Capital & Currency, Capital Markets & Investment 
Banking, and Advisory Services, we invest in what matters: 
our clients, our communities and our culture. To learn more, 
visit mesirow.com, follow us on LinkedIn and subscribe to 
Spark, our quarterly newsletter.

https://www.mesirow.com/capabilities/global-investment-management/currency/insights
http://www.mesirow.com/home
https://www.linkedin.com/company/mesirow-financial
https://www.mesirow.com/spark-subscribe
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Mesirow Financial Currency Management (“MCM”) is a division of Mesirow Financial Investment 
Management, Inc. (“MFIM”) a SEC registered investment advisor. The information contained herein is 
intended for institutional clients, Qualified Eligible Persons and Eligible Contract Participants and is for 
informational purposes only. This information has been obtained from sources believed to be reliable 
but is not necessarily complete and its accuracy cannot be guaranteed. Any opinions expressed are sub-
ject to change without notice. It should not be assumed that any recommendations incorporated herein 
will be profitable or will equal past performance. Mesirow Financial does not render tax or legal advice. 
Nothing contained herein constitutes an offer to sell or a solicitation of an offer to buy an interest in any 
Mesirow Financial investment vehicle(s). Any offer can only be made through the appropriate Offering 
Memorandum. The Memorandum contains important information concerning risk factors and other 
material aspects of the investment and should be read carefully before an investment decision is made.

Currency strategies are only suitable and appropriate for sophisticated investors that are able to lose 
all of their capital investment. 

This communication may contain privileged and/or confidential information. It is intended solely for 
the use of the addressee. If this information was received in error, you are strictly prohibited from 
disclosing, copying, distributing or using any of this information and are requested to contact the sender 
immediately and destroy the material in its entirety, whether electronic or hardcopy.

Certain strategies discussed throughout the document are based on proprietary models of MCM’s or its 
affiliates. No representation is being made that any account will or is likely to achieve profits or losses 
similar to those referenced. 

Comparisons to any indices referenced herein are for illustrative purposes only and are not meant to 
imply that a strategy’s returns or volatility will be similar to the indices. The strategy is compared to the 
indices because they are widely used performance benchmarks.

The U.S. Dollar Index (USDX, DXY & DX) is an index of the value of the United States dollar relative to a 
basket of foreign currencies, often referred to as a basket of U.S. trade partners’ currencies.

Australian Investors: The information contained herein is intended for Wholesale Clients only and is 
for informational purposes only. This document is not a prospectus or product disclosure statement 
under the Corporations Act 2001 (Cth) (Corporations Act) and does not constitute a recommendation to 
acquire, an invitation to apply for, an offer to apply for or buy, an offer to arrange the issue or sale of, 
or an offer for issue or sale of, any securities or investment service in Australia, except as set out below. 
The strategy has not authorised nor taken any action to prepare or lodge with the Australian Securities 
& Investments Commission an Australian law compliant prospectus or product disclosure statement. 
Accordingly, this strategy and document may not be issued or distributed in Australia other than by way 
of or pursuant to an offer or invitation that does not need disclosure to investors under Part 6D.2 or 
Part 7.9 of the Corporations Act, whether by reason of the investor being a ‘wholesale client’ (as defined 
in section 761G of the Corporations Act and applicable regulations) or otherwise. This document does 
not constitute or involve a recommendation to acquire, an offer or invitation for issue or sale, an offer 
or invitation to arrange the issue or sale, or an issue or sale, of any strategy or investment service to a 
‘retail client’ (as defined in section 761G of the Corporations Act and applicable regulations) in Australia.

Canadian Investors: The information contained herein is intended for Permitted Clients only and is for 
informational purposes only. This confidential material pertains to the offering of the currency strategies 
described herein only in those jurisdictions and to those persons where and to whom they may be 
lawfully offered for sale, and only by persons permitted to sell such strategies. This material is not, and 
under no circumstances is to be construed as, an advertisement or a public offering of the strategies 
described herein in Canada. No securities commission or similar authority in Canada has reviewed 
or in any way passed upon this document or the merits of the strategies described herein, and any 
representation to the contrary is an offence.

Netherland Luxembourg Investors: The information contained herein is intended for Professional Cli-
ents as the term is defined by MiFID II and is for informational purposes only. Recipients that are 
classified under MiFID II as retail clients must opt up to Professional Clients before receiving any services 
from Mesirow Financial Currency Management.

Japanese Investors: Mesirow Financial Currency Management provides discretionary investment 
management services to managed accounts held on behalf of qualified investors only. MCM will not 
act as agent or intermediary in respect of the execution of a discretionary investment management 
agreement. Please note that this presentation is intended for educational purposes and solely for the 
addressee and may not be distributed.

Hong Kong Investors: The contents of this document have not been reviewed by any regulatory authority 
in Hong Kong. You are advised to exercise caution in relation to the contents of this document. You 
should obtain independent professional advice prior to considering or making any investment. The 
investment is not authorized under Section 104 of the Securities and Futures Ordinance of Hong Kong 
by the Securities and Futures Commission of Hong Kong. Accordingly, the distribution of this Presen-
tation Material and discretionary management services in Hong Kong are restricted. This Presentation 
Material is only for the use of the addressee and may not be distributed, circulated or issued to any 
other person or entity.

South Korean Investors: Upon attaining a client, Mesirow Financial Investment Management, Inc. 
(“MFIM”) will apply for the appropriate licenses and retain the services of a local licensed intermediary 
(a Korean financial investment company). In the interim, MFIM will rely on and sub-delegate to Me-
sirow Advanced Strategies, Inc. (“MAS”).

Singapore Investors: Mesirow Financial Currency Management provides discretionary investment 
management services to managed accounts held on behalf of qualified investors only. MCM will not 
act as agent or intermediary in respect of the execution of a discretionary investment management 
agreement. Please note that this presentation is intended for educational purposes and solely for the 
addressee and may not be distributed.

Swiss Investors: Services are only offered to Regulated Qualified Investors, as defined in Article 10 of the 
Swiss Collective Investment Scheme Act. There can be no guarantee investment advice will be profitable 
or meet its investment objectives.

UAE Investors: This information does not constitute or form part of any offer to recommend, issue or 
sell, or any solicitation of any offer to subscribe for or purchase, any securities or investment products 
or strategies in the UAE (including the Dubai International Financial Centre and the Abu Dhabi Global 
Market) and accordingly should not be construed as such. Furthermore, this information is being made 
available on the basis that the recipient acknowledges and understands that the entities and securities 
to which it may relate have not been approved, licensed by or registered with the UAE Central Bank, 
the Dubai Financial Services Authority, the UAE Securities and Commodities Authority, the Financial 
Services Regulatory Authority or any other relevant licensing authority or governmental agency in the 
UAE. The content of this report has not been approved by or filed with the UAE Central Bank, the Dubai 
Financial Services Authority, the UAE Securities and Commodities Authority or the Financial Services 
Regulatory Authority.

United Kingdom Investors: In the United Kingdom, this communication is directed only at persons who 
fall within the definition of: (i) “investment professionals” as defined in COBS 4.12 and Article 14 of the 
Financial Services and Markets Act 2000 (Promotion of Collective Investment Schemes) (Exemptions) 
Order 2001 (the “PCISE Order”); or (ii) “high net worth companies, unincorporated associations etc” as 
defined in COBS 4.12 and Article 22(2)(a) to (d) of the PCISE Order (all such persons together being re-
ferred to as “Relevant Persons”). This communication must not be acted on or relied on by persons who 
are not Relevant Persons. Any investment or investment activity to which this communication relates is 
available only to Relevant Persons and will be engaged in only with Relevant Persons.

Mesirow Financial refers to Mesirow Financial Holdings, Inc. and its divisions, subsidiaries and affili-
ates. The Mesirow Financial name and logo are registered service marks of Mesirow Financial Holdings, 
Inc., © 2026, Mesirow Financial Holdings, Inc. All rights reserved. Investment management services 
provided through Mesirow Financial Investment Management, Inc., a SEC registered investment ad-
visor, a CFTC registered commodity trading advisor and member of the NFA, or Mesirow Financial 
International UK, Ltd. (“MFIUK”), authorized and regulated by the FCA, depending on the jurisdiction.

https://www.mesirow.com

