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Currency risk through a long-term lens
One of the recurring themes in financial media this year has been the US dollar. After 
decades of strength, the dollar has depreciated against major currencies so far in 2025 
- GBP, EUR, JPY, AUD, CHF, for example - prompting speculation about whether this 
signals the beginning of the end for its status as the global reserve currency. For globally 
diversified investors, this raises an important question: what could US dollar depreciation 
mean for long-term returns?
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Consider a typical global stock portfolio with around 65% of the allocation in US stocks, which is about 
the market weight of the US at time of writing. If the dollar weakens relative to other currencies, those 
holdings translate into fewer pounds, euros and yen. 

For example, imagine starting the year with $100 of US stocks worth around £80. After a 20% rise in US 
markets, that $100 becomes $120. However, if over this period the dollar falls meaning $1 now only buys 
you £0.75 at the end of the year, the GBP value of that $120 is just £90 - a return of 12.5%, not 20%. This 
dynamic broadly reflects what we’ve seen in 2025, albeit with less dramatic numbers.

The chart on the following page captures the last point by isolating the USD to GBP currency impact on 
stock market returns from the point of view of a UK investor. Each year, currency (orange bars) can swing 
wildly from +38% (2008) to -21% (1985), however, the underlying stock market returns dominate over the 
decades.

1.	 Markets look forward – just like stock markets, currency markets price in expectations 	
	 about the future and are exceptionally difficult to forecast. If everyone believed the 		
	 dollar was set to fall further, it would already have done so.

2.	 Currency is volatile - short-term swings can feel dramatic. In 2008, during the global 		
	 financial crisis, the dollar surged nearly 40% versus other major currencies as investors 	
	 sought safety. In other periods (e.g., 1985 and 1987), the reverse occurred.

3.	 Don’t forget about bonds - most investors transfer currency risk to another party in their 	
	 bond funds – this is known as ‘hedging’. Bonds are an insurance policy to protect 		
	 against stock market downturns, as we saw once again earlier this year.

4.	 Diversification is your friend - global diversification means accepting exposure to global 	
	 currency risk. Concentrating everything in one market or currency introduces its own 		
	 risks and should be avoided - GBP in the early 1980s, which fell over 50% against the 		
	 US dollar, or Japan’s stock market from 1990 to 2016, which went nowhere for over 25 		
	 years.

5.	 The long-term view - since the first index fund launched in 1977, the US dollar has 		
	 strengthened from ≈$2 per pound to ≈$1.30 per pound today. Yet, that S&P 500 		
	 index fund delivered 12.2% per year in GBP terms versus 11.6% per year in US dollar 	
	 terms. Currency matters, but market returns matter more.

Five points to remember on currency risk
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Like most of the headlines one reads day-to-day, views on the status of the US dollar are already 
priced in to stock and bond markets. Your well diversified portfolio is based on the success of capital 
markets globally, through time, not the relative strength of the US dollar. 

Figure 1: Long term USD to GBP currency impact
Data source: Vanguard S&P 500 Index Fund. Ticker: VFINX. Data period: 01/01/1977 - 31/10/2025.



Other notes and risk warnings
Use of Morningstar Direct© data

© Morningstar 2025. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/
or its content providers; (2) may not be copied, adapted or distributed; and (3) is not warranted to be accurate, 
complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising 
from any use of this information, except where such damages or losses cannot be limited or excluded by law in your 
jurisdiction. Past financial performance is no guarantee of future results.

Risk warnings
This article is distributed for educational purposes only and must not be considered to be investment advice or an 
offer of any security for sale. The reference to any products is made only to make educational points and must, in no 
circumstances, be deemed to be any form of product recommendation.

This article contains the opinions of the author but not necessarily the Firm and does not represent a 
recommendation of any particular security, strategy or investment product.  Information contained herein has been 
obtained from sources believed to be reliable but is not guaranteed.  

Past performance is not indicative of future results and no representation is made that the stated results will 
be replicated.

Errors and omissions excepted.

Barnett Ravenscroft Wealth Management is a trading name of Barnett Ravenscroft Financial Services Ltd which is 
authorised and regulated in the United Kingdom by the Financial Conduct Authority FRN: 225634 and registered in 
England and Wales under Company No. 04013532.

The registered office address of the Firm is 13 Portland Road, Edgbaston, Birmingham, B16 9HN
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