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In this note, Strategas Chief Investment Strategist Jason Trennert lays out Jason Trennert, Strategas
the case for the U.S. dollar to retain its reserve currency status for the
foreseeable future despite the multitude of headwinds. Jason discusses Chairman, Chief Executive Officer
what gives the U.S. dollar such weight in the global arena, as well as the Chief Investment Strategist

challenges that come from such “exhorbitant privilege.”
DOLLAR TO REMAIN RESERVE CURRENCY DESPITE INTERNAL AND EXTERNAL CHALLENGES

In a certain brashness that at times seems uniquely American, former Governor of Texas and Secretary of the Treasury John
Connally in the Nixon Administration was famous for declaring to the world that the “dollar is our currency and your problem.”
Such terms of endearment have had many outside the Lower 48 hoping for an end to the dollar’s special status as the world’s
reserve currency ever since. In recent weeks, worries about the ability of the United States to maintain its “exorbitant privilege”
have been heightened by Saudi Arabia’s decision to take payment for oil in a currency other than the greenback and the
publicly expressed hopes of China, Russia, India, and Brazil to weaken the dollar’'s supremacy in global trade. These concerns
have been intensified with China’s decision to drop the charade that it is an economic partner of the U.S. — a rival at best, an
enemy at worst. But despite our own fiscal profligacy and monetary incontinence, it is difficult to imagine the dollar
losing its special status in global finance for the foreseeable future.

Of course, possessing the world’s reserve

currency is no divine right. There have been Currency Share of FOl'EiQn Exchange Reserves
(Through Q4 2022, Source: Currency Composition of Official Foreign Exchange Reserves)

many countries and societies throughout time
that have had and lost this privilege, but none
in an era of true economic globalization and  gpo,
nuclear weapons. Our own fiscal
mismanagement makes it tempting to 80%
think that America is living on borrowed
time, but the U.S. and the dollar possess
certain features that make it difficult to gpo
imagine any other currency displacing our
currency’s unique role in global finance. A  50%
reserve currency must be deep enough to
underwrite global trade while at the same time
being administered by a country that can 39,
possess an almost permanent current
account deficit, that is governed by the rule of ~ 20%
law, that respects property rights, and, most
importantly, will not whimsically impose capital
controls on those who decide to store their 0%
wealth in its own unit of exchange. Having the 2000 2005 2010 2015 2020
world’s largest navy to ensure the free flow

of goods also helps.
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This is not to say that the U.S. dollar can and likely will lose value versus other fiat currencies and hard assets or that other
countries won’t seek to diversify their currency reserves for financial or geopolitical reasons. It simply means that, to coin a
phrase, there is no alternative. This is largely because, as Marc Chandler of Bannockburn Global Forex recently put it in
Barron’s, “the market for money outstrips the market for goods magnitudes.” It is estimated that the total value of all global
trade last year was roughly $32 trillion dollars. The Bank of International Settlements estimates that the turnover in the money
markets, on the other hand, is $7.5 trillion a day. Despite all the talk of the U.S. losing its hegemonic status, the U.S.
dollar is one side of 88% of those trades today, down slightly from 90% in 1988. The dollar is literally and figuratively the
coin of the realm when it comes to the international money markets.

As mentioned previously, there appears to be little mystery now that China wishes to displace America as the world’s
preeminent superpower. And perhaps the serious demographic and economic challenges the country faces might tempt China
to seek another land to conquer. But the chances of the yuan replacing the dollar as the reserve currency are currently
about zero. This is due in large part to the fact that China maintains a floating peg against the dollar. Aimost by definition, if
you're pegging your currency against another, that “other” is the greater reserve. Any attempt to become the world’s reserve
currency would require other countries to hold significant reserves in yuan. This in turn would require an end to capital controls
and what would likely be a significant increase in the value of the currency. This would be a disaster for a country dependent
upon exports. Currently, the yuan comprises a little more than 2% of total foreign currency reserves. Finally, there are many
countries who have issued debt in U.S. dollars who in turn will need dollars to pay back the bondholders. If they default on that
debt, it is almost impossible to see their own currency ascend to the status as the reserve.

Possessing reserve currency status is Reserve Currency's Exhorbitant Privilege:
undoubtedly both a blessing and a curse. It is Graveyard of Empires
a blessing to the extent to which it keeps : "
inflation lower and interest expenses on Rome 1 Century BC - 4™ Century AD
sovereign debt lower than they would be : . th
B tine E
ordinarily. But it can also be a curse to the DR SHIEE 5" Century
extent to which it allows the country with Arabian Dinar 7% _ 10" Centuries
the advantage from fully realizing the long-
term consequences of its own fiscal Florence 13"~ 15" Centuries
mlsm.an.agemept. A 12-year rehance, pn Portgual 1450 — 1530
quantitative easing to solve all the world’s ills
further isolated policymakers from realizing Iberian Union 1530 — 1640
the potential constraints on economic growth
and prosperity when the bill eventually comes Netherlands 1640 - 1720
due. America’s total outstanding debt is now
$31 trillion with more than half of it maturing in France 1720 - 1815
the next three years. Without the benefit of UK. 1815 — 1920
financial repression, Uncle Sam’s interest
expenses are set to explode as a share of its u.s. 1920 —

total budget in the coming years.

The dollar will not lose its special place in the world any time soon but without any serious attempt on the part the
U.S. to live within its means, its purchasing power is likely to meaningfully deteriorate. This will only make the Fed’s
attempt to control inflation over the long term more difficult. We remain overweight Energy, Materials, and gold.
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IMPORTANT DISCLOSURES

Past performance is not indicative of future results and diversification does not ensure a profit or protect against
loss. All investments carry some level of risk, including loss of principal. An investment cannot be made directly
in an index.

This communication was prepared by Strategas Securities, LLC (“we” or “us”). Recipients of this communication may not
distribute it to others without our express prior consent. This communication is provided for informational purposes only and
is not an offer, recommendation or solicitation to buy or sell any security. This communication does not constitute, nor should
it be regarded as, investment research or a research report or securities recommendation and it does not provide information
reasonably sufficient upon which to base an investment decision. This is not a complete analysis of every material fact
regarding any company, industry or security. Additional analysis would be required to make an investment decision. This
communication is not based on the investment objectives, strategies, goals, financial circumstances, needs or risk tolerance
of any particular client and is not presented as suitable to any other particular client; therefore, this communication should
be treated as impersonal investment advice. The intended recipients of this communication are presumed to be capable of
conducting their own analysis, risk evaluation, and decision-making regarding their investments.

For investors subject to MIFID Il (European Directive 2014/65/EU and related Delegated Directives): We classify the
intended recipients of this communication as “professional clients” or “eligible counterparties” with the meaning of MiFID I
and the rules of the UK Financial Conduct Authority. The contents of this report are not provided on an independent basis
and are not “investment advice” or “personal recommendations” within the meaning of MiFID Il and the rules of the UK
Financial Conduct Authority.

The information in this communication has been obtained from sources we consider to be reliable, but we cannot guarantee
its accuracy. The information is current only as of the date of this communication and we do not undertake to update or
revise such information following such date. To the extent that any securities or their issuers are included in this
communication, we do not undertake to provide any information about such securities or their issuers in the future. We do
not follow, cover or provide any fundamental or technical analyses, investment ratings, price targets, financial models or
other guidance on any particular securities or companies. Further, to the extent that any securities or their issuers are
included in this communication, each person responsible for the content included in this communication certifies that any
views expressed with respect to such securities or their issuers accurately reflect his or her personal views about the same
and that no part of his or her compensation was, is, or will be directly or indirectly related to the specific recommendations
or views contained in this communication. This communication is provided on a “where is, as is” basis, and we expressly
disclaim any liability for any losses or other consequences of any person’s use of or reliance on the information contained
in this communication.

Strategas Securities, LLC is a registered broker-dealer and FINRA member firm, as well as an SEC-registered investment
adviser. It is affiliated with Strategas Asset Management, LLC, an SEC-registered investment adviser. Strategas Securities,
LLC is also affiliated with and wholly owned by Robert W. Baird & Co. Incorporated (“Baird”), a broker-dealer and FINRA
member firm, although the two firms conduct separate and distinct businesses.

A complete listing of all applicable disclosures pertaining to Baird with respect to any individual companies mentioned in
this communication can be accessed at http://www.rwbaird.com/research-insights/research/coverage/thirdpartyresearch-
disclosures.aspx.

You can also call 1-800-792-2473 or write: Robert W. Baird & Co., PWM Research & Analytics, 777 E. Wisconsin Avenue,
Milwaukee, WI 53202.
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