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7 Charts Tell Why We All Need Currency Diversification  

Why we all need to diversify by 

currency exposure as well as by 

asset and sector & simpler, 

safer solutions-for both 

investors and traders 

Just as any prudent investor 

diversifies by asset and sector 

type, so also they must avoid 

having all their assets 

denominated in one currency, or 

only in fiat currencies (vs. hard 

assets like commodities, real 

estate, or the more liquid forms 

of collectibles). Whether you're 

a trader, long term passive 

investor, or both, you need 

steady exposure to the 

currencies and commodities that 

are in the most stable long term 

up trends. 

Before any further discussion, 

just consider the following 7 

long term historical charts and 

their supporting tables that both 

update them to mid 2012 and 

illustrate the loss of purchasing 

power, and thus wealth, for 

those whose assets are based in 

US Dollars. 

While these charts illustrate the 

what has happened to the 

purchasing power of those based 

in US dollars, the lessons apply 

to varying degrees to those 

based in most other major 

currencies, to an even greater 

degree to those based in British 

Pounds (see Part 2), and are 

likely to apply to as much or a 

greater degree to those based in 

Euros or Yen if the current fiscal 

and monetary policies in the EU 

and Japan continue. 

 

 

The USD's Depreciation Vs. 

Commodities 

The USD's depreciation, and its 

effect on the wealth of those 

based in US dollars, is most 

easily appreciated by noting the 

USD's depreciation vs. a sample 

of key commodities. 

Note that for a variety of 

reasons, USD purchasing power 

has not moved in lock step with 

the below declines. 

Conservation, more efficient 

production, new technologies 

and a variety of other factors 

have moderated the effects of 

the USD's decline. 

The goal is of the following is 

simply to highlight the 

enormous loss of purchasing 

power over the past decades. 

Unless otherwise noted, the 

following figures not adjusted 

for inflation for the sake of 

illustration. 

1. USD Vs. Barrel of Oil: 

Down 97% Since 1970 

 

WTI CRUDE OIL PRICES 

1970-2008, UPDATED TO MID 

2012 VIA TABLE BELOW 

SOURCE: Guardian.co.uk 

(http://business.guardian.co.uk/f

lash/page/0,,2201400,00.html) 

04 may 10 1952 

USD DEPRECIATION VS 1 BARREL OF OIL 1970  

TO MID 2012 
1970 

 

3 

MID 2012 

 

100 

USD Depreciation 97 
% USD Depreciation 97.00% 

2. USD Vs. Wheat, Soybeans, 

Corn: Down ~74-81% Since 

1970 

The chart below shows how the 

USD has declined relative to 

wheat, soybeans, and corn from 

1940 to the end of 2008. The 

tables that follow update that 

data to mid 2012. 

 

NOMINAL PRICES FOR 

WHEAT, CORN, AND 

SOYBEANS FROM 1940-2009, 

UPDATED TO MID 2012 VIA 

TABLES BELOW 

Source: 

http://www.ers.usda.gov/amber

http://business.guardian.co.uk/flash/page/0,,2201400,00.html
http://business.guardian.co.uk/flash/page/0,,2201400,00.html
http://business.guardian.co.uk/flash/page/0,,2201400,00.html
http://business.guardian.co.uk/flash/page/0,,2201400,00.html
http://www.ers.usda.gov/amberwaves/march09/features/agcommodityprices.htm
http://static.cdn-seekingalpha.com/uploads/2012/7/25/saupload_screenhunter_04-may-10-19-52.jpg
http://static.cdn-seekingalpha.com/uploads/2012/7/25/saupload_screenhunter_03-may-10-18-48.jpg
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waves/march09/features/agcom

modityprices.htm 

03 may 10 1848 

USD DEPRECIATION VS. 1 BUSHEL OF  

WHEAT 1070 TO MID 2012 

1970 
 

1.33 

MID 2012 

 

6 

USD Depreciation 4.67 

% USD Depreciation 77.83% 

USD DEPRECIATION VS. 1 BUSHEL OF  

SOYBEANS 1970 TO MID 2012 

1970 

 

2.75 

MID 2012 

 

14.5 

USD Depreciation 11.75 

% USD Depreciation 81.03% 
USD DEPRECIATION VS.  

1 BUSHEL OF CORN 1970 TO MID 2012 

1970 
 

1.5 

MID 2012 

 

5.9 

USD Depreciation 4.4 

% USD Depreciation 74.58% 

3. USD Vs. Gold: Down Over 

97% 

Gold is primarily a currency 

hedge, Its price rises or falls 

with fear of loss of purchasing 

power. 

 

GOLD MONTHLY CHART 

1970 TO 2008, UP FROM $35 

IN 1970 TO ~$1000 IN 2008, AS 

OF MID 2012 ~ 1600 

02 may 10 1830 

USD DEPRECIATION VS. 1 

OZ. GOLD FROM 1970 TO 

MID 2012 

1972 

 

35 

MID 2012 

 

1600 

USD Depreciation 1565 

% USD Depreciation 97.81% 

In the early 1970s it was about 

$35/oz, as of mid 2012 it's 

around 1600/oz, a 4471% loss in 

the amount of gold a dollar 

buys. While the price of gold 

doesn't directly influence the 

cost of most things you buy, it 

does indicate the worldwide 

falling confidence in the USD as 

a store of value. The effects of 

this loss of confidence will 

ultimately be reflected in 

declining demand for the USD 

for foreign central bank reserves 

it's decreasing use in global 

trade, and rising commodity 

prices. 

The most dramatic example of 

this is oil shock of 1973. After 

President Nixon ended the 

USD's theoretical convertibility 

to an ounce of gold in 1971 

(followed by other industrialized 

nations), OPEC decided to link 

the price of oil to gold. Oil 

prices were due to rise sharply, 

as oil suppliers were now being 

paid in less valuable US dollars. 

US military support for Israel 

during the Arab October 1973 

attack aimed at destroying Israel 

provided the catalyst (or excuse, 

depending on your viewpoint) 

for OPEC's decision to hike oil 

prices 70% to $5.11/barrel. By 

1974 oil's price had quadrupled 

to nearly $12. Few believed 

Arab leaders claims that the 

price hike was somehow in 

defense of Palestinian/Arab 

rights (aka to commit the 

genocide apparently intended by 

the 1973 attack on Israel). That 

the vast reallocation of wealth to 

the Mideast oil producers 

flowed mostly to its ruling elites 

confirms that the price hike was 

essentially an overdue 

adjustment for the decline in the 

US dollar's value. 

The USD's Depreciation Vs. 

Other Major Currencies 

Most people earn and spend in 

one currency, which can create 

the very false impression that 

they're insulated from the effects 

of that currency's depreciation 

versus both other currencies and 

commodities. 

That just makes the loss in 

purchasing power harder to see. 

But don't be fooled, it's there. 

This is a huge misconception for 

multiple reasons, to be discussed 

in greater detail further in this 

series. 

Just to tide you over, the short 

answer is that Americans have 

paid dearly for the long term 

loss in purchasing power of 

USD as cost of imported 

finished goods, parts, and raw 

materials, and the resulting 

increase in cost of living, has 

outpaced their incomes. 

Obviously there are other causes 

for the decline in American 

lifestyles in the past 40-plus 

besides the decline of the USD. 

But here are a just 3 examples 

where currency depreciation has 

been a huge part of the problem. 

 Essential Commodities: 

As anyone who has 

bought gas for their car 

over the past decades 

knows, the cost of a 

gallon of gas has gone 

up far faster than their 

income. The same goes 

for most food products 

http://www.automationinformation.com/Favorites/wheat_prices.htm
http://www.farmdoc.illinois.edu/marketing/weekly/html/012604.html
http://www.farmdoc.illinois.edu/marketing/weekly/html/012604.html
http://thesensibleguidetoforexdotcom.files.wordpress.com/2012/07/screenhunter_02-may-10-18-30.jpg
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and other key 

commodities. 

 Japanese cars: 

remember when they 

were cheap relative to 

American cars of 

similar size and type? 

 Gold: It's primarily a 

hedge against falling 

purchasing power. As 

fears increase about 

loss of purchasing 

power, so does the 

price of gold. Short 

term gold price 

movements reflect 

other factors, but the 

long term rise in gold is 

a clear sign of the 

USD's loss of 

purchasing power, and 

fear of more to come. 

The policies behind this decline 

and reasons for them are a 

separate discussion. 

Note that when buying foreign 

goods or services, prices do not 

move lock step with currency 

fluctuations. This is true for 

many reasons. For example, in 

order to preserve market share, 

overseas vendors frequently 

choose to absorb some of the 

losses from USD depreciation 

rather than pass them all on to 

US customers. Alternatively, 

they find more efficient 

production methods to offset the 

losses from currency 

differentials. Ultimately, 

however, multi-decade declines 

in the USD vs. a variety of 

currencies create losses beyond 

what non-US producers and 

vendors can afford to absorb, 

and are passed on to US 

consumers. 

Also, finished goods frequently 

contain components or man 

hours from multiple currency 

zones. For example, a truck built 

in Sweden or the US may 

contain numerous components 

from Japan or Mexico, and thus 

its price in the US would to 

some degree ultimately reflect 

the USD's depreciation vs. the 

JPY, Peso, or other currency, as 

would the cost of goods or 

services from US businesses that 

must pay a higher price for those 

trucks. 

Let's look at what happened to 

the USD versus some of the 

major currencies. Note that 

Japan and Canada are both 

major exporters to the US. 

3. USD vs. the JPY 1977 - 

2012: Down Over 73% 

Primary Japanese exports to the 

US include cars, motorcycles, 

(along with parts and 

accessories for these), computer 

accessories and other consumer 

electronics, and a variety of 

industrial machinery and related 

parts. Its total exports to the US 

are over $150 billion per year. 

Therefore the USD's 

depreciation versus the Yen, as 

shown below, feeds upward 

pricing pressure throughout 

these big ticket sectors and the 

sectors that use them. 

The good news for Americans is 

that those who don't use cars, 

computers or other consumer 

electronics, heavy machinery or 

products and services produced 

from them, should not be 

materially affected by the chart 

below that illustrates the loss of 

USD purchasing power versus 

the Yen. 

Congratulations to both of you, 

if this message reaches you in 

your cabin, tent, or abandoned 

car. 

 

USD JPY CHART 1977 

(VERTICAL BLUE LINE) TO 

END OF 2008 FELL FROM 

~300 TO 107 

SOURCE: 

http://globalgold.blogspot.com/2

008/07/long-term-currencies-

charts.html 

01 MAY 08 2051 

From 1977-2008 the USD JPY 

fell from ~300 to a ~ 107. As of 

mid 2012 it's at~ 80. Here's the 

total loss of purchasing power. 

This is reflected to a lesser 

extent when buying goods that 

include Japanese made 

components. 

USDJPY MID 1977 TO MID 

2012 

1977 

 

300 

2012 

 

80 

USD Depreciation ¥220 

% Depreciation 73.33% 

4. USD VS THE CHF MID 

1970 TO END 2007: Down 

over 78% 

The Swiss export about $25 bln 

to the US, mostly assorted 

machinery, chemicals, and 

consumer goods. 

http://globalgold.blogspot.com/2008/07/long-term-currencies-charts.html
http://globalgold.blogspot.com/2008/07/long-term-currencies-charts.html
http://globalgold.blogspot.com/2008/07/long-term-currencies-charts.html
http://thesensibleguidetoforexdotcom.files.wordpress.com/2012/07/screenhunter_01-may-08-20-51.jpg
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USDCHF MONTHLY CHART 

MID 1970 TO END 2007 FELL 

FROM 4.3 TO 1.0224 

SOURCE: 

http://globalgold.blogspot.com/2

008/07/long-term-currencies-

charts.html 

03 MAY 082140 

USDCHF MID 1970 TO MID 

2012 

MID 1970 

 

4.3 

2012 

 

0.9212 

USD Depreciation CHF 3.3788 

% USD Depreciation 78.58% 

The above depreciation has 

made Switzerland one of the 

most expensive places an 

American can visit. For 

example, a Big Mac, worth 

about $4.20 in the US, costs 

$6.81 in Switzerland. 

5. USD VS. THE CAD 2002 TO 

MID 2012: Down Over 37% 

About 75% of Canada's $450 

bln in exports goes to the US, 

led by motor vehicles and parts, 

industrial machinery, 

telecommunications equipment, 

chemicals, fertilizers, timber 

products, oil, gas, a variety of 

other mineral products like 

aluminum, and electricity. As in 

the case of the USD vs. the JPY, 

the size and breadth of these 

exports mean that the USD's 

decade long depreciation versus 

the CAD exerts considerable 

price pressure across a wide 

range of products both for direct 

consumers of these products as 

well as through indirect 

consumption of products that 

use them. 

 

USDCAD 2002 TO END OF 

2007 FELL FROM ~1.6 TO ~ 

PARITY 1.0 AS IF MID-2012 

SOURCE: 

http://globalgold.blogspot.com/2

008/07/long-term-currencies-

charts.html 

05 MAY 08 2215 

USDCAD 2002 TO END OF 

2007 FELL FROM ~1.6 TO ~ 

PARITY 1.0 

2002 

 

1.6 

2012 

 

1 

USD Depreciation 0.6 

% USD Depreciation 37.50% 

6. USD VS. THE AUD FROM 

2001 TO 2012: Down Over 52% 

About 57% of Australia's 

exports are from agricultural 

goods (especially wheat and 

wool) and minerals (iron and 

gold). It's also a significant 

exporter of liquefied natural gas 

and coal. The primary customers 

for its ~2.5 bln in exports (in 

order of importance) are Japan, 

China, the EU, South Korea, and 

the US. Thus Americans would 

feel the USD's loss of 

purchasing power vs. the AUD 

mostly through the indirect 

influence of Australian inputs in 

goods imported to the US from 

Australia's bigger export 

customers. 

 

AUDUSD FROM 2001 TO END 

OF 2008 ROSE FROM 0.4800 

TO ~ 0.9700 SINCE THEN AT 

ABOUT PARITY 1.000 

SOURCE: 

http://globalgold.blogspot.com/2

008/07/long-term-currencies-

charts.html 

04 MAY 082147 

AUDUSD FROM 2001 TO END OF 2008  
ROSE FROM 0.4800 TO ~ 0.9700  

SINCE THEN AT ABOUT PARITY 

MID 1970 
 

0.48 
2012 

 

1.01 

USD Depreciation 0.53 

% USD Depreciation 52.48% 

Lessons & Ramifications 

Clearly, assuming you could 

attain equal nominal returns on a 

portfolio of assets exposed to the 

above currencies and 

commodities rather than being 

in purely USD denominated 

assets, your real returns would 

have been dramatically better 

over the past decades, with less 

volatility too. The a US dollar 

based investor stuck to those 

http://globalgold.blogspot.com/2008/07/long-term-currencies-charts.html
http://globalgold.blogspot.com/2008/07/long-term-currencies-charts.html
http://globalgold.blogspot.com/2008/07/long-term-currencies-charts.html
http://www.economist.com/blogs/graphicdetail/2012/01/daily-chart-3
http://www.economist.com/blogs/graphicdetail/2012/01/daily-chart-3
http://globalgold.blogspot.com/2008/07/long-term-currencies-charts.html
http://globalgold.blogspot.com/2008/07/long-term-currencies-charts.html
http://globalgold.blogspot.com/2008/07/long-term-currencies-charts.html
http://globalgold.blogspot.com/2008/07/long-term-currencies-charts.html
http://globalgold.blogspot.com/2008/07/long-term-currencies-charts.html
http://globalgold.blogspot.com/2008/07/long-term-currencies-charts.html
http://thesensibleguidetoforexdotcom.files.wordpress.com/2012/07/screenhunter_03-may-08-21-40.jpg
http://thesensibleguidetoforexdotcom.files.wordpress.com/2012/07/screenhunter_05-may-08-22-15.jpg
http://thesensibleguidetoforexdotcom.files.wordpress.com/2012/07/screenhunter_04-may-08-21-47.jpg
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currencies and commodities that 

were in long term (and thus 

more stable) trends versus the 

USD, the more they prospered. 

If you managed to be 

overweight in a currency and 

market that was doing much 

better than the USD and US 

markets, all the better. For 

example, see: Canada 2000-

2011 and Beyond: When Forex, 

Stock Market Diversification 

Really Work Out 

So Why Do Investors 

Routinely Ignore Forex 

Diversification? 

The idea is obviously logical 

and sensible. Yet few put it into 

practice. There are a number of 

reasons for this. 

The Problem 

The main reason is that both the 

need for diversified currency 

exposure, and the ability to 

achieve it easily and cost 

effectively, is relatively new. 

Specifically: 

 Access to forex 

markets: While there is 

a long established retail 

industry for investing 

in stocks, bonds, and 

real estate, easy, low 

cost access to forex 

markets for private 

investors of average 

means is only about 10 

years old, a child of the 

internet and the low 

cost access to 

information it provides. 

 Need for forex 

exposure: The US 

dollar (and other major 

currencies) has been 

steadily losing 

purchasing power for 

many decades, 

particularly in the early 

1970s, after the USD 

could no longer be 

converted to gold, 

followed by a massive 

spike in oil and other 

hard asset prices. 

However, widespread 

awareness of the 

danger from being 

exposed to the USD 

has only recently 

started to spread, as 

years of stimulus 

programs and 

historically low interest 

rates have raised 

awareness of the 

dangers of inflation 

once the US and global 

economies begin to 

recover, and vast 

reservoirs of cash start 

bidding up the price of 

goods. As we'll show 

further on, even the 

recession that began in 

late 2007 has failed to 

halt the dramatic price 

increases of numerous 

essential commodities 

that directly impact our 

cost of living, like 

energy products, grains 

and other agricultural 

and mineral resources. 

The decline of the USD 

and other currencies 

was not the only reason 

for this, but it played a 

large role. 

Furthermore, that very newness 

itself breeds the typical 

resistance to change. Many 

mistakenly believe that as long 

as they earn and spend in only 

one currency, they're insulated 

from its depreciation relative to 

other currencies (as shown 

below, not true). Also, like any 

kind of change, particularly 

changes involving money, 

confronting the brave new world 

of currency diversified 

portfolios can be intimidating, 

but it needn't be. 

The Solution 

You can get that diversification 

without needing to 

 Open brokerage or 

bank accounts all over 

the world 

 Invest enormous time 

and money learning 

complex methods of 

analysis and trading 

 Engage in the kind of 

demanding, high 

leverage, high risk 

short term forex trading 

at which the vast 

majority fail. 

In fact, you don't have to trade at 

all. If you prefer, there are a 

variety of approaches suitable 

for long term, passive or 

retirement oriented investors 

that don't require a lot of 

monitoring, or complex analysis.  

Stay tuned! 

 Learn more at: 

www.caesartrade.com 

 Have a question? 

Contact Cliff 

cliff@caesartrade.com 

We offer training courses and 

educational material for Forex 

and CFD traders. 
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http://seekingalpha.com/article/288771-canada-2000-2011-and-beyond-when-forex-stock-market-diversification-really-work-out
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