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Economy 
Trust Deficit: Fall of the dollar (DXY) index 

■ The DXY index fell sharply by 9.7% in 2025 with a rise in downside volatility, 
potentially signaling a structural shift in global trust in the US dollar. 

■ This decline is driven by policy unpredictability, threats to the Federal 
Reserve’s independence, and rising institutional mistrust. 

■ While full-scale de-dollarization remains unlikely, nations are increasingly 
turning to gold and local currency swaps to hedge against dollar risk. 

DXY index witnesses a sharp 9.7% decline 
The sharp 9.7% drop in the DXY index (a measure of the value of the US dollar relative to 

a basket of foreign currencies) in 2025 may reflect more than just rate differentials. It 

appears symptomatic of a deeper global realignment — one where confidence in the US 

dollar as the sole anchor of the financial system is eroding. From a de-dollarization trend 

and shifting reserve preferences to growing geopolitical fragmentation, 2025 may be 

remembered as a watershed year where the world stopped taking for granted its 

overdependence on the US dollar – the bedrock of the global financial system for nearly 

eight decades. 

The decline is driven by lack of confidence in the greenback 
The decline potentially points to larger systemic issues in the global economy, particularly 

overdependence on the US dollar and a structural loss of confidence in its status as the 

globally dominant currency. Things that have been taken for granted for decades – looking 

to the US during times of uncertainty, free capital flows, institutional independence and 

trust, and consequently, the dollar’s safety, have fundamentally been challenged in 2025. 

Countries are looking to increase their gold holdings 
Nations are increasingly reducing their reliance on the US dollar through local currency 

trade, gold purchases, and digital currency experiments. While full de-dollarization remains 

unlikely due to the lack of alternatives and US dominance, a gradual shift—especially via 

gold and currency swaps—is already underway. 

 

 

 

 

 

 

 

 

 

 

 

Figure 1: One-year closing level of DXY index 

 

SOURCE: INCRED RESEARCH 
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Five-year index movement 
Over the last five years, the DXY index displayed sharp swings that reflected both 

cyclical macroeconomic shifts and potential structural turning points. The highest 

annual return occurred in 2022, with the index rising by 7.6%, coinciding with the 

Federal Reserve’s most aggressive rate hike cycle in decades, heightened 

geopolitical tensions, and a global flight to safety — all of which reinforced the 

dollar’s dominance. Meanwhile, 2021 and 2024 offered positive returns of around 

6%, reflecting intermittent rebounds in the dollar, likely driven by relative US 

economic strength or periodic bouts of global uncertainty. 

Figure 2: Five-year closing level of DXY index 

 

SOURCE: INCRED RESEARCH 

In stark contrast, the lowest return came in 2025, with the index plunging 9.7%, 

marking not just one of the steepest declines in the five-year span but potentially 

the beginning of a secular downtrend in the dollar. This drop far exceeded 

previous drawdowns and came alongside a noticeable pick-up in volatility, 

suggesting more than just routine mean reversion. Together, these highs and lows 

form a pattern consistent with a currency navigating the end of a dominant cycle 

— from the COVID-19 pandemic era liquidity to rate-driven strength to what may 

now be a more fundamental reassessment of the dollar’s role in the global system. 

Decoding return volatility: Cyclical noise or structural 
changes? 
It is evident from the DXY return data that there are signs of volatility clustering. 

The volatility is clustered around certain time periods (2020, 2022, 2025) 

demonstrating a pattern of periods of high volatility followed by low volatility. The 

most prominent spikes occurred in 2022 and again in 2025, both years marked by 

not only elevated annualized volatility (9.3% and 5.9%, respectively) but also large 

directional moves in the DXY.  
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Figure 3: DXY index returns 2020-present 

 

SOURCE: INCRED RESEARCH 

 

Figure 4: Five-year DXY index return behaviour (%) 

 

SOURCE: INCRED RESEARCH 

The average annualized return and volatility for 2025 are based on daily return 

data from 1 Jan 2025 to present. The return data has been annualized from a 

partial-year dataset; hence, these numbers assume that the current return 

behaviour (daily average and standard deviation) from the first half of the year 

would continue for the rest of 2025. Thus, the annualized return for 2025 might be 

higher (or even lower) than the figure in the graph, depending on whether the 

index appreciates (or depreciates) in the rest of 2025.  

While the volatility spike in 2022 coincided with a sharp appreciation in the DXY 

index—reflecting upside volatility driven by aggressive Fed tightening and global 

risk aversion—the situation in 2025 is different. In 2025, elevated volatility was 

associated with a sharp decline in the DXY index, indicating downside volatility. 

While volatility itself implies risk regardless of direction, a downside risk in the 

dollar carries deeper implications, especially given its status as the world’s primary 

reserve and settlement currency. A disorderly or prolonged fall in the dollar not 

only affects global capital flows and inflation dynamics but may also signal waning 

confidence in the USD-centric financial system. This shift towards downside 

volatility should therefore be viewed not just as a market correction, but as a 

potential early warning of more structural dislocation in the dollar's global role. 

In any case, it is reasonable to assert that the movement in the DXY index is not 

merely the result of random fluctuations, but rather a reflection of broader 

macroeconomic shifts and evolving policy dynamics. This makes it all the more 

critical to contextualize the index’s sharp decline in the first half of 2025 within the 

larger global narrative. 
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Explaining the DXY decline 

Uncertainty, uncertainty, and uncertainty 

From wars spanning across continents, to tariff threats, unsustainable US debt, 

institutional mistrust, issues of sovereignty, and the Donald Trump 

administration’s idiosyncrasies, there is no doubt that 2025 has been a year 

marred by uncertainty. It is almost as if every new policy or event throws the world 

into a tailspin before the markets and its participants can fully price-in the existing 

information.  

The Trump administration’s erratic policy shifts—particularly its tendency to 

reverse tariff decisions and use them as last-minute bargaining tools—have 

eroded US policy credibility. This unpredictability not only undermines trust in the 

administration's commitments but also casts doubt on the stability of the broader 

US economic framework. As a result, global investors and governments are 

increasingly questioning the reliability of the US as an economic anchor, leading 

to diminished confidence in the dollar. The politicization of key decisions, coupled 

with the perception of short-termism in trade and monetary matters, has weakened 

the dollar’s long-standing status as a dependable reserve currency.  

Close Call: Section 899 of the ‘Big Beautiful Bill’ 

The US dollar’s safe-haven status rests on the unrestricted flow of capital—the 

fundamental assumption that investors can freely move their money in and out of 

US markets without fear of capital controls, asset freeze, or policy unpredictability. 

This openness has long underpinned confidence in US financial assets and the 

dollar itself. 

Section 899 of the ‘Big Beautiful Bill,’ seeks to penalize "discriminatory foreign 

countries" by imposing higher US taxes on certain cross-border income earned by 

foreign entities and individuals. This could significantly impact asset managers, 

including hedge funds, private equity, real estate investment trusts or REITs, and 

sovereign wealth funds.  

By taxing capital income from certain foreign investors, Section 899 raises the 

cost of capital and could potentially deter foreign investment. Although Section 

899 was ultimately shelved, its proposal alone has introduced significant 

uncertainty for global investors. The threat of punitive tax measures on foreign 

capital shook confidence in the US as a reliable and open investment destination, 

reinforcing concerns about rising policy unpredictability and weakening the 

perception of the dollar as a safe-haven asset. 

Modest gains amidst steep losses  

It has not been all losses for the dollar in 2025. During the brief Iran war, the dollar 

regained some of its lost value in the early days of the “12-day war.” This is 

primarily because US debt is still considered as a safe asset, especially during 

times of political turmoil – a view that is increasingly contested. Further, the US is 

somewhat insulated to crisis in the Middle East. While most of the nations in the 

world, including those in Europe and Asia, would be devastated by a prolonged 

rise in crude oil prices, it would not be unequivocally bad news for the US – the 

world’s largest oil producer, thanks to a rise in shale oil production.  

However, even though there is considerable doubt regarding the dollar and its 

overdependence, there is no clear successor. This classic case of rising 

discontent with the regime but an absence of a strong and reliable opposition 

seems to be a sign of our times. 

The dollar’s guardian under fire 

The independence of a central bank is a foundational pillar of modern economies, 

premised on the belief that monetary policy should be insulated from political 

pressures to ensure long-term economic stability and efficient capital markets. For 

decades, the Federal Reserve or Fed’s autonomy has underpinned global trust in 

US financial markets and the dollar itself. However, this independence is now 
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under severe strain, thanks to the Trump administration’s intimidation and 

interference. 

Trump has openly exerted pressure on the Fed to cut interest rates to stimulate 

the economy, given that inflation is now mostly under control at 2.4% in May 2025 

— below forecasts and close to the Fed’s 2% target. Fed Chairman Jerome Powell 

has resisted such moves, citing lingering uncertainty, especially the inflationary 

risks of Trump’s tariff policies. In response, Trump has reportedly threatened to 

fire Powell, a move that would deeply undermine the Fed's credibility. The situation 

escalated when two of the seven Fed governors — who typically avoid public 

commentary — voiced support for rate cuts, raising the likelihood of politically- 

influenced monetary easing. Although Powell and another governor swiftly pushed 

back, the damage was done: markets are now questioning the Fed’s institutional 

integrity. 

If the world begins to see the Fed as politically compromised, the core rationale 

for the dollar’s reserve currency status — trust in the Fed to maintain the dollar’s 

value — is at risk. With Fed policy increasingly seen as subject to political 

interference, the appeal of saving in dollars diminishes, potentially accelerating 

capital outflows and further undermining global trust in the dollar.  

Make America Great Again (MAGA) 

Now that the days of steady globalization are behind us, one can safely say that 

countries are increasingly looking inwards. The Trump administration has been 

quite vocal about reindustrializing the US economy and making its manufacturing 

competitive at the global scale. Ironically, Trump’s Council of Economic Advisers 

have argued that the dollar’s status as the reserve currency is more a burden than 

a benefit. The reserve currency status increases global demand for the dollar, 

making US exports relatively more expensive, leading to persistent trade deficits 

and loss of jobs as manufacturers move production overseas. 

This logic is flawed on at least three accounts. Firstly, it blatantly ignores the 

myriad benefits the US has experienced, thanks to the dollar being a reserve 

currency. It has given the US liquidity, ability to carelessly print money and raise 

debt, and geopolitical influence. Secondly, trade deficit is not only a function of 

currency power but also depends on other macroeconomic variables such as the 

savings/consumption rate, and inflation. Lastly, it completely disregards deliberate 

policy choices to make US a service-oriented economy over the last few decades.  

While Trump’s economic advisors have misunderstood the complex notion of 

causality, and overattributed the dollar’s impact on trade deficits, a weakening 

dollar does play into Trump’s fantasy of reindustrializing America – a key 

component of Make America Great Again (MAGA). However, there is still a catch. 

How do we reconcile this view with the fact that Trump is unwilling to let go of the 

dollar’s global dominance? Trump has consistently been threatening nations, 

especially BRICS, with additional tariffs in case they move away from the dollar. 

While he wants the dollar to weaken, he still wants it to maintain its status as the 

globally dominant currency – an inherent contradiction.  

Figure 5: Average yearly annualized returns 

  Daily Annualized Annualized % 

2020 -0.000268 -0.07 -7.01 

2021 0.000239 0.06 6.18 

2022 0.000305 0.08 7.89 

2023 -0.000083 -0.02 -2.14 

2024 0.000262 0.07 6.82 

2025 -0.000631 -0.16 -16.39 

SOURCE: INCRED RESEARCH  

Figure 6: Annualized yearly volatility 

  Daily Annualized Annualized % 

2020 0.004382 0.07 7.09 

2021 0.003200 0.05 5.15 

2022 0.005881 0.09 9.47 

2023 0.004265 0.07 6.85 

2024 0.003521 0.06 5.68 

2025 0.005169 0.08 8.33 

SOURCE: INCRED RESEARCH 

 

 

  

Figure 7: Returns during 2020-2025 

  Daily  Annualized Annualized % 

Average 0.0000164 0.004 0.43 

Std. Deviation 0.0044406 0.072 7.16 
 

SOURCE: INCRED RESEARCH 
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Figure 8: Index value in 2020-2025 

Average 100.23 

Std. Deviation 5.66 
 

Figure 9: Yearly index value  

  Average Volatility 

2020 95.82 3.18 

2021 92.50 1.93 

2022 104.00 5.22 

2023 103.44 1.61 

2024 104.20 1.76 

2025 102.41 4.12 

SOURCE: INCRED RESEARCH 

 

Figure 10: DXY index composition 

DXY Movers Name Weight (%)  

EUR Euro 57.6 

JPY Japanese Yen 13.6 

GBP British Pound 11.9 

CAD Canadian Dollar 9.1 

SEK Swedish Krona 4.2 

CHF Swiss Franc 3.6 
 

SOURCE: INCRED RESEARCH 
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DISCLAIMER  
 

This report (including the views and opinions expressed therein, and the information comprised therein) has been prepared by Incred Research 
Services Private Ltd. (formerly known as Earnest Innovation Partners Private Limited) (hereinafter referred to as “IRSPL”). IRSPL is registered with 
SEBI as a Research Analyst vide Registration No. INH000011024. Pursuant to a trademark agreement, IRSPL has adopted “Incred Equities” as its 
trademark for use in this report. 

The term “IRSPL” shall, unless the context otherwise requires, mean IRSPL and its affiliates, subsidiaries and related compan ies. This report is not 
directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, 
availability or use would be contrary to law, regulation or which would subject IRSPL and its affiliates/group companies to registration or licensing 
requirements within such jurisdictions. 

This report is being supplied to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated, 
stored or reproduced in any form by any means; or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any 
purpose without the prior written consent of IRSPL. 

The information contained in this report is prepared from data believed to be correct and reliable at the time of issue of this report.  

IRSPL is not required to issue regular reports on the subject matter of this report at any frequency and it may cease to do so or change the periodicity 
of reports at any time. IRSPL is not under any obligation to update this report in the event of a material change to the information contained in this 
report. IRSPL has not any and will not accept any, obligation to (i) check or ensure that the contents of this report remain current, reliable or relevant; 
(ii) ensure that the content of this report constitutes all the information a prospective investor may require; (iii) ensure the adequacy, accuracy, 
completeness, reliability or fairness of any views, opinions and information, and accordingly, IRSPL and its affiliates/group companies (and their 
respective directors, associates, connected persons and/or employees) shall not be liable in any manner whatsoever for any consequences (including 
but not limited to any direct, indirect or consequential losses, loss of profits and damages) of any reliance thereon or usage thereof.  

Unless otherwise specified, this report is based upon reasonable sources. Such sources will, unless otherwise specified, for market data, be market 
data and prices available from the main stock exchange or market where the relevant security is listed, or, where appropriate, any other market. 
Information on the accounts and business of company(ies) will generally be based on published statements of the company(ies), information 
disseminated by regulatory information services, other publicly available information and information resulting from our research. While every effort is 
made to ensure that statements of facts made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other 
subjective judgments contained in this report are based on assumptions considered to be reasonable as of the date of the document in which they are 
contained and must not be construed as a representation that the matters referred to therein will occur. Past performance is not a reliable indicator of 
future performance. The value of investments may go down as well as up and those investing may, depending on the investments in question, lose 
more than the initial investment. No report shall constitute an offer or an invitation by or on behalf of IRSPL and its affiliates/group companies to any 
person to buy or sell any investments. 

The opinions expressed are based on information which is believed to be accurate and complete and obtained through reliable public or other non-
confidential sources at the time made (information barriers and other arrangements may be established, where necessary, to prevent conflicts of 
interests arising. However, the analyst(s) may receive compensation that is based on his/their coverage of company(ies) in the performance of his/their 
duties or the performance of his/their recommendations. In reviewing this report, an investor should be aware that any or all of the foregoing, among 
other things, may give rise to real or potential conflicts of interest. Additional information is, subject to the duties of confidentiality, available on request. 

The report is not a “prospectus” as defined under Indian Law, including the Companies Act, 2013, and is not, and shall not be, approved by, or filed or 
registered with, any Indian regulator, including any Registrar of Companies in India, SEBI, any Indian stock exchange, or the Reserve Bank of India. 
No offer, or invitation to offer, or solicitation of subscription with respect to any such securities listed or proposed to be listed in India is being made, or 
intended to be made, to the public, or to any member or section of the public in India, through or pursuant to this report. 

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other 
activities of IRSPL. Information barriers and other arrangements have been established, as required, to prevent any conflicts of interests. 

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other 
activities of IRSPL. Information barriers and other arrangements have been established, as required, to prevent any conflicts of interests. 

IRSPL may have issued other reports (based on technical analysis, event specific, short-term views, etc.) that are inconsistent with and reach a 
different conclusion from the information presented in this report. 

Holding of Analysts/Relatives of Analysts, IRSPL and Associates of IRSPL in the covered securities, as on the date of publishing of this report 

 

Research Analyst or his/her relative(s) or InCred Research Services Private Limited or our associate may have any financial interest in the subject 
company. 

 

Research Analyst or his/her relatives or InCred Research Services Limited or our associates may have actual or beneficial ownership of 1% or more 
securities of the subject company(ies) at the end of the month immediately preceding the date of publication of the Research Report. 

 

Research Analyst or his/her relative or InCred Research Services Private Limited or our associate entities may have any other material conflict of 
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In the past 12 months, IRSPL or any of its associates may have: 

 

a) Received any compensation/other benefits from the subject company, 

b) Managed or co-managed public offering of securities for the subject company, 

c) Received compensation for investment banking or merchant banking or brokerage services from the subject company, 

d) Received compensation for products or services other than investment banking or merchant banking or brokerage services from the subject 
company 

 

We or our associates may have received compensation or other benefits from the subject company(ies) or third party in connection with the 
research report. 

 

Research Analyst may have served as director, officer, or employee in the subject company. 

 

We or our research analyst may engage in market-making activity of the subject company. 

 

Analyst declaration 

• The analyst responsible for the production of this report hereby certifies that the views expressed herein accurately and exclusively reflect his 
or her personal views and opinions about any and all of the issuers or securities analysed in this report and were prepared independently and 
autonomously in an unbiased manner. 

• No part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations(s) or 
view(s) in this report or based on any specific investment banking transaction. 

• The analyst(s) has(have) not had any serious disciplinary action taken against him/her(them). 

• The analyst, strategist, or economist does not have any material conflict of interest at the time of publication of this report. 

• The analyst(s) has(have) received compensation based upon various factors, including quality, accuracy and value of research, overall firm 
performance, client feedback and competitive factors. 

 

IRSPL and/or its affiliates and/or its Directors/employees may own or have positions in securities of the company(ies) covered in this report or any 
securities related thereto and may from time to time add to or dispose of, or may be materially interested in, any such securities. 

 

IRSPL and/or its affiliates and/or its Directors/employees may do and seek to do business with the company(ies) covered in this research report and 
may from time to time (a) buy/sell the securities covered in this report, from time to time and/or (b) act as market maker or have assumed an 
underwriting commitment in securities of such company(ies), and/or (c) may sell them to or buy them from customers on a principal basis and/or (d) 
may also perform or seek to perform significant investment banking, advisory, underwriting or placement services for or relating to such company(ies) 
and/or (e) solicit such investment, advisory or other services from any entity mentioned in this report and/or (f) act as a lender/borrower to such 
company and may earn brokerage or other compensation. However, Analysts are forbidden to acquire, on their own account or hold securities 
(physical or uncertificated, including derivatives) of companies in respect of which they are compiling and producing financial recommendations or 
in the result of which they play a key part.  

Registration granted by SEBI, membership of a SEBI recognized supervisory body (if any) and certification from NISM in no way guarantee 
performance of the intermediary or provide any assurance of returns to investors. 

 
 

InCred Research Services Private Limited 

Research Analyst SEBI Registration Number: INH000011024 

Registered Office: Unit No 1203, 12th Floor, B Wing, The Capital, C-70, G Block, BKC, Bandra (E), Mumbai – 400051 

Phone: +91-22-6844-6100 

Corporate Office: 05th floor, Laxmi Towers, Plot No. C-25, G Block, Bandra – Kurla Complex, Bandra (East), Mumbai – 400051 

Phone: +91-22-4161-1500 

Name of the Compliance Officer: Mr. Yogesh Kadam 

Email ID: compliance@incredresearch.com, Phone No: +91-22-41611539 

For any queries or grievances, you may contact the Grievance Officer.  

Name of the Grievance Officer: Mr. Rajarshi Maitra  

Phone no. +91-022-41611546  

Email ID: rajarshi.maitra@incredresearch.com 

CIN: U74999MH2016PTC287535 

 

 

 

 

 

 

mailto:compliance@incredresearch.com
mailto:rajarshi.maitra@incredresearch.com


 

 

India  

 Strategy Note │ August 01, 2025 
 

 

 

 

9 
 

Recommendation Framework 
Stock Ratings Definition: 

Add The stock’s total return is expected to exceed 10% over the next 12 months. 

Hold The stock’s total return is expected to be between 0% and positive 10% over the next 12 months. 

Reduce The stock’s total return is expected to fall below 0% or more over the next 12 months. 

The total expected return of a stock is defined as the sum of the: (i) percentage difference between the target price and the current price and (ii) the forward net 
dividend yields of the stock.  Stock price targets have an investment horizon of 12 months. 
    

Sector Ratings Definition: 

Overweight An Overweight rating means stocks in the sector have, on a market cap-weighted basis, a positive absolute recommendation. 

Neutral A Neutral rating means stocks in the sector have, on a market cap-weighted basis, a neutral absolute recommendation. 

Underweight An Underweight rating means stocks in the sector have, on a market cap-weighted basis, a negative absolute recommendation. 

    

Country Ratings Definition: 

Overweight An Overweight rating means investors should be positioned with an above-market weight in this country relative to benchmark. 

Neutral A Neutral rating means investors should be positioned with a neutral weight in this country relative to benchmark. 

Underweight An Underweight rating means investors should be positioned with a below-market weight in this country relative to benchmark. 
      

 
 

 
 


