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White Paper Report 
Decoding Currency Volatility  

The U.S. Dollar is on pace to post its worst annual 
decline since 1986 (-9.9% year to date as of 
September 30, 2025) (Chart 1 – next page) and is 
down 14% from its 2022 peak. A worsening fiscal 
outlook, the Fed resuming interest rate cuts, a 
complete overhaul of U.S. trade, slower economic 
growth and political wrangling have weighed on the 
Dollar. This weakness has opened the door to a surge 
in other stores of value (e.g. gold +132% over the past 
three years) and the rise in speculative investments 
that some believe can take over Government-backed 
currencies (e.g., bitcoin).   

 

In this quarterly white paper, we seek to educate 

investors about the primary factors that influence 

the value of a currency, highlight the importance of 

the U.S. Dollar and look at its historical cycles. In 

addition, we will illustrate how movements in the 

U.S. Dollar impact American companies and 

investors and finish with our near and long-term 

view on the U.S. Dollar. 
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Chart 1 
U.S. Dollar Off to Worst Start Since 1986 
Data is as of September 30, 2025. Source: Bloomberg Finance LP, Verdence Capital Advisors 
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Factors That Influence the Value of a Currency
Currently, there are ~180 recognized currencies by the 
United Nations across the globe. These distinct 
currencies can be free floating (float freely and the 
value is derived from foreign exchange markets), 
pegged (locked vs. another currency) or managed 
(Government allows direct intervention to manage 
currency value). There are several key factors that 
influence the value of a currency:  

• Interest rate differentials: The higher the interest 
rate is in a particular country compared to its 
peers, the more attractive it is to invest in the 
country (and its currency) with higher interest 
rates. Therefore, higher demand pushes the value 
of the currency higher. The most recent example 
has occurred in the aftermath of the COVID 
pandemic when many countries needed to raise 
their benchmark short term interest rates to 
combat inflation. However, the U.S. was able to 
raise interest rates more aggressively than their 
developed market peers which caused a wide 
interest rate differential. As a result, the U.S. Dollar 
Index (i.e. an index that measures the value of the 
U.S. Dollar versus a basket of other major 
currencies) rose sharply compared to a variety of 

other majorly traded currencies. (Chart 2 – next 
page). 

• Inflation can erode purchasing power: Inflation 
erodes the value of a currency as rising prices 
mean that the currency buys less of the same 
goods. This deters capital flow and can push the 
value of the currency lower. There have been some 
historical scenarios where high inflation drove the 
currency higher. Take the U.S. Dollar during the 
hyperinflation of the 1980s. The U.S. Dollar Index 
hit a record high in 1985 as the Federal Reserve 
was hiking interest rates into double digit territory 
(thus widening the interest rate differential 
between the U.S. and other major currencies). The 
Dollar was able to rally in the face of higher 
inflation because of the aggressive rate hiking 
cycle by the Fed and the confidence investors had 
that the central bank could end the period of high 
inflation. In contrast, investors can look at a 
currency like the Argentine Peso. This is 
considered a free-floating currency but decades of 
high inflation and loss of confidence in the central 
bank have resulted in a deterioration in the 
currency and central bank intervention.  
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• Economic growth can drive demand: Valuing a 
currency can be compared to valuing a company. 
A company may be attractive if they exhibit strong 
long term earnings growth potential. If an economy 
has a solid long-term economic outlook this can 
attract capital and boost the currency.  One 
example was during the early 2000s when the U.S. 
was struggling from a terrorist attack, the Iraq war 
and the bursting of the dotcom bubble. However, 
commodity prices were surging as emerging 
market countries experienced robust economic 
expansion. This was when the acronym, BRIC, was 
developed which represented Brazil, Russia, India 
and China. As these economies were surging, their 
currencies rose, while the weaker U.S. economy 
and U.S. Dollar lagged. (Chart 3 – next page). 

• Deficits matter: If a country spends more than 
they collect from revenue, this creates a fiscal 
deficit. In addition, if a country imports more 
products than they export, that becomes a trade 
deficit. While global investors tolerate deficits to 
an extent, a persistent fiscal deficit with 

irresponsible spending can reduce confidence and 
reduce demand for a currency. This factor has had 
less influence on a country’s currency over the 
past decade. This is partially because most global 
governments are still heavily in debt due to actions 
taken to avoid an economic collapse during 
COVID. (Chart 4 – next page).  

• Geopolitical/political risks: If a country faces a 
war or geopolitical tensions, those currencies 
involved may weaken. However, domestic politics 
can also impact a currency, especially as it 
pertains to central banks and their independence. 
A central bank needs to be independent so that 
setting interest rates is not influenced by politics. 
There are countless historical events where 
government instability or loss of confidence in 
central bank independence caused sharp volatility 
in the currency. The Asian Financial crisis in the 
late 1990s, Argentina’s current fiscal woes and 
Turkey’s deteriorating currency in 2018 are just a 
few examples.

  

Chart 2 
Influence of Interest Rates on Currencies 
Time period is 2015 – 2022. Source: Bloomberg Finance LP, Verdence Capital Advisors 
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Chart 3 
Economic Growth Prospects Can Drive Currency 
Time period reflects 2000 – 2010 and emerging market growth is equally weighted. Source: Bloomberg Finance LP, Verdence Capital Advisors 
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Chart 4 
G7 Countries Debt to GDP 
Data is as of 2024. 20-year average pre-COVID is December 1999 to December 2019. Source: Bloomberg Finance LP, Verdence Capital 
Advisors 
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The Importance of the U.S. Dollar and its Historical Cycles 
Currency cycles do not always coincide with economic 
cycles. For example, since 1969, the U.S. Dollar Index 
has experienced three bear markets. (Chart 5). This 
compares to eight economic recessions in the U.S. 
since 1969. The current bull market for the Dollar has 
been the longest (since 1969) and started in 2008. It has 
not been an easy run and there have been several near-
bear market declines during this time (several between 
2008-2011). The Dollar has been able to enjoy long 
cycles because it is considered the world’s reserve 
currency. According to the Federal Reserve, the U.S. 

Dollar makes up ~60% of the global currency reserves, 
this is more than double the size of the next largest 
currency (i.e., Euro). In addition, the Brookings 
Institution estimates that ~50% of global trade is in U.S. 
Dollars. The U.S. Treasury market is the largest 
government bond market in the world with nearly $30 
trillion worth of debt outstanding and ~25% of it is 
owned by international buyers. While this percentage 
has moderated over the past decade, the U.S. Dollar is 
still widely used by central banks and in international 
transactions. 

 

Chart 5 
Historical Dollar Cycles 
Time period reflects January 1967 to August 2025, and data is monthly. Source: Whitehouse.gov, Verdence Capital Advisors 
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How Does the Dollar Impact Investors and Businesses? 
If you are a U.S. investor buying investments that are 
denominated in the U.S. Dollar, fluctuations in the 
currency may mean little to you. However, if you are a 
U.S. investor and buy something that is denominated in 
a different currency, your total return carries currency 
risk. For example, if you buy a stock denominated in a 
foreign currency and that stock increases 10% but the 
foreign currency declines by 10%, the currency has 
detracted from your total return. Since currencies can 
be volatile, it is important for an investor to understand 
the potential risk when purchasing investments in a 
foreign currency. Over the long run, this can have 
beneficial characteristics from a diversification 
perspective, but investors must be comfortable with the 
level of risk.  

From a business perspective, a weak currency can 
make exports more competitive. As a result, those 

businesses that are considered multi-national may 
have a competitive advantage. In contrast, if the 
currency is strong that advantage fades.  

From an economic perspective, a weak Dollar can 
cause inflation as imported goods become more 
expensive. That higher cost may be passed onto 
consumers and cause a rise in inflation. Commodities 
are an example of how a weak Dollar can cause inflation 
as most globally traded commodities are priced in U.S. 
Dollars. When the Dollar is weak, foreign buyers can buy 
more of the commodity, which can inadvertently raise 
the price of the commodity for all global buyers, and 
feed inflation.  A most recent example was in the early 
2000s. The Dollar fell ~40% during 2001-2008 and the 
price of oil rose over 340% to hit a record high of $145. 
(Chart 6). 

  

Chart 6 
Dollar Impact on Inflation 
Time period reflects January 2001 to July 2008. Source: Bloomberg Finance LP, Verdence Capital Advisors 
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Verdence Short- and Long-Term View
Now that we have educated investors on the factors that 
influence a currency and how it can impact an 
economy, businesses and investors, we want to offer 
our near and long-term view on the U.S. Dollar. It is 
important to remember that currencies are valued 
relative to each other. The U.S. Dollar Index is the 
average exchange rate between the U.S. Dollar and 
other major world currencies.1 Therefore, despite the 
Fed cutting interest rates, the economy slowing and 
domestic political wrangling, the U.S. is still stronger 
and expected to remain superior relative to its major 
currency counterparts in terms of economic growth. 
(Chart 7 – next page). The Federal Reserve is expected 
to continue its easing cycle but so are other major 
central banks, leaving interest rate differentials in favor 
of the U.S. Dollar. In addition, the U.S. Dollar is the 
world’s reserve currency, so demand remains solid, and 
it consistently serves as a flight to safety in the event of 
a global growth scare, geopolitical event or financial 
crisis. While the U.S. Dollar may not have a catalyst for 
moving higher in the near term, the downside should be 
limited due to these factors. 

In the long term, it is hard to ignore the burgeoning U.S. 
fiscal deficit and how that impacts economic growth 
prospects, inflation and investor confidence. We have 

seen central banks move to diversify into other stores of 
value (e.g., gold) as a hedge against the Dollar in the long 
run. However, we have not seen demand for Treasuries 
weaken nor have we seen mass selling of U.S. assets 
that would indicate that the U.S. Dollar may lose its 
world’s reserve currency status. Despite the surge in 
cryptocurrencies, in their current form, they cannot 
replace the U.S. Dollar and do not exhibit any realistic 
characteristics that define a fiat currency (e.g., 
Government backing, regulated, store of value, legal 
exchange of value). While we do not rule out central 
bank issued digital assets in the future, they would likely 
still be backed by a country’s Government which could 
then see their value fluctuate for the same reasons that 
fiat currencies do now.  

At this time, as a U.S. investor, we believe the best way 
to hedge against weakness in the Dollar would be global 
diversification with exposure to other currencies. In 
addition, real assets such as select commodities, 
infrastructure investments, and select real estate/land 
should serve to mitigate downside to the U.S. Dollar. We 
will continue to monitor the growing landscape of real 
assets and direct necessary investments when the price 
is rewarding investors for their risk.  

  



 

 

9 

Megan Horneman | Chief Investment Officer 
mhorneman@verdence.com 
Past performance is not indicative of future returns 
 

 

 

White Paper 3Q | 2025 

 

 
 
 
 
 
 
 
 
 
 
 

 

 

 

 

 

 

 

 

 

 

1 Definition is according to Bloomberg Finance LP for the DXY Index.  

If you have any questions or comments, please feel free 
to reach out to your financial advisor.   

Chart 7 
U.S. Expected to be Growth Leader 
Estimates are the most recent as of September 30, 2025. Source: Bloomberg Finance LP, European Central Bank, Bank of England, Bank of 
Canada, Verdence Capital Advisors 
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Disclaimer: 
 
© 2024 Authored by Megan Horneman, Chief Investment Officer, Verdence Capital Advisors, LLC.  Reproduction without permission is not permitted. 
 
This material was prepared by Verdence Capital Advisors, LLC (“VCA” or “we”, “our”, “us”). VCA believes the information and data in this document were obtained from sources 
considered reliable and correct and cannot guarantee either their accuracy or completeness. VCA has not independently verified third-party sourced information and data. Any 
projections, outlooks or assumptions should not be construed to be indicative of the actual events which will occur. These projections, market outlooks or estimates are subject to change 
without notice. This material is being provided for informational purposes only and is not intended to provide, and should not be relied upon for, investment, accounting, legal, or tax 
advice. Past performance is not a guarantee of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of 
any specific investment, investment strategy, or product or any non-investment related content, made reference to directly or indirectly in these materials will be profitable, equal any 
corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. You should not assume that any discussion or 
information contained in this report serves as the receipt of, or as a substitute for, personalized investment advice from VCA. Alternative investments are designed only for sophisticated 
investors who are able to bear the risk of the loss of their entire investment. Investing in alternative investments should be viewed as illiquid and generally not readily marketable or 
transferable. Investors should be prepared to bear the financial risks of investing in an alternative investment for an indefinite period of time. Due to various factors, including changing 
market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. All indexes are unmanaged, and you cannot invest directly in an index. 
Index returns do not include fees or expenses. Sector Watch Use of this website is intended for U.S. residents only. Any recommendation, opinion or advice regarding securities or markets 
contained in such material does not reflect the views of Verdence Capital, and Verdence Capital does not verify any information included in such material. Verdence Capital assumes no 
responsibility for any fact, recommendation, opinion, or advice contained in any such research material and expressly disclaims any responsibility for any decisions or for the suitability of 
any security or transaction based on it. Any decisions you may make to buy, sell, or hold a security based on this research will be entirely your own and not in any way deemed to be 
endorsed or influenced by or attributed to Verdence Capital. It is understood that, without exception, any order based on such research that is placed for execution is and will be treated as 
an UNRECOMMENDED AND UNSOLICITED ORDER. Further, Verdence Capital assumes no responsibility for the accuracy, completeness, or timeliness of any such research or for 
updating such research, which is subject to change without notice at any time. Verdence Capital does not provide tax, or legal advice. Under no circumstance is the information contained 
within this research to be used or considered as an offer to sell or a solicitation of an offer to buy any particular investment/security. Fixed income securities are subject to increased loss 
of principal during periods of rising interest rates. Fixed income investments are subject to various other risks including changes in credit quality, market valuations, liquidity, prepayments, 
early redemption, corporate events, tax ramifications and other factors. Lower rated securities are subject to greater credit risk, default risk, and liquidity risk. Commodity‐related 
products, including futures, carry a high level of risk and are not suitable for all investors. Commodity‐related products may be extremely volatile, illiquid and can be significantly affected 
by underlying commodity prices, world events, import controls, worldwide competition, government regulations, and economic conditions, regardless of the length of time shares are held. 
Data is provided for information purposes only and is not intended for trading purposes. Verdence Capital shall not be liable for any errors or delay in the content, or for any action taken in 
reliance on any content.  
 


