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The following question often arises from investors when incorporating global strategies into 
a portfolio; “Is there an effective and efficient way to manage currency risk?”  The question 
is relevant for investors utilizing our Tactical Growth or CAN SLIM® International strategy, as 
these strategies invest in international equities.  It’s even more pertinent when global 
exchange rates diverge.  

To best answer the question, we’ve conducted extensive research and tackled the issue 
from multiple angles including the impacts on volatility, historical performance, potential 
future performance, costs, and additional business forces.  
 
Is it currency hedging or currency investing?                 

The conventional benchmarks of the strategies referenced above are global, therefore 
already have embedded currency movements. In our view, hedging the currency impact 
could actually be called “currency investing” as it would take a view whether a currency is 
going to appreciate or not, instead of being neutral. The word “hedging” typically refers to 
removing unwanted risk in a portfolio, but in this circumstance it adds risk to the portfolio 
versus the benchmark. It can also add risk on an absolute basis which will be discussed 
below.  

Does hedging reduce volatility? 

If the objective of a portfolio is absolute risk reduction regardless of alpha, then a currency 
hedged investment is not an automatic reduction of risk.  The volatility of said hedged 
investment depends on the relative volatilities of both the equity and corresponding 
exchange rate as well as the level of correlation between those two assets.   

For example, the unhedged MSCI Japan equity index displayed an annualized volatility 
(measured by Standard Deviation) of 18.1% over the past 20 years, while the hedged 
equivalent exhibited a slightly higher risk of 18.3%.  Furthermore, as can be seen from the 
graph below that plots rolling 1-year volatility over the same 20-year period, hedged 
assets could significantly add risk and do so for extended periods of time.   
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Currency Hedging: 
Is now the time to hedge against exchange-rate divergence? 

 

Currency hedging is the 
act of entering into a 
financial contract in 
order to protect against 
unexpected, expected 
or anticipated changes 
in currency exchange 
rates. 

 

 

 

 

Currency hedging 
should be treated as an 
additional arrow in the 
investment quiver –  not 
a standard tactic to 
reduce risk. 

 

 

 

 

In some instances, 
currency-hedged 
investments experience 
greater volatility than 
unhedged assets over 
the long-term. 
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What is the historical performance of currency hedging? 

Let’s examine a few examples of the Japanese Yen (JPY) and the Eurozone’s Euro (EUR) 
versus the U.S. Dollar over time. In both cases, a hypothetical currency hedge did not add 
long-term (30-year) value. However, currency hedging did add value during the last 5-
years.  
 

 

 
 
Due to the recent success of currency-hedged offerings and the price divergence in 
exchange rates, currency-hedged ETFs have gained in popularity. While it may seem 
obvious for any investor to hedge their currency-risk at this time, it’s important to 
remember that past performance is not indicative of future returns. The harder and more 
important question to answer is “Will these currency-hedged trends continue?”  
 
Will the currency-hedge trends continue? 

Another way to frame the question from the perspective of a US investor: “Will the U.S. 
Dollar continue to appreciate?”  There is plenty of evidence to support a continuing trend.  
The primary talking point is the difference in monetary policies of the U.S. (rising interest 
rates likely) and abroad  (Europe: accommodative, Japan: accommodative).  
 
But intuition is not enough – it is more critical to monitor the difference between what the 
market participants think will happen versus what actually happens.  On December 3rd, 
the European Central Bank decided to cut interest rates, but by less than the general 

 

 

Over a 30-year period, 
currency hedging had a 
negative performance 
impact for investors.  

 

The performance impact 
has been positive over 
the past five years. 

 

 

 

 

 

 

 

 

 

 

Within the context of 
diverging monetary 
policies across the 
globe, predicting 
currency movements is 
not an easy task.    

It needs to incorporate 
the difference between 
market expectations 
and future events. 
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investor consensus. In response, the EUR appreciated, while intuitively it should have 
depreciated. The reason is that market expectations already priced in a larger interest rate 
cut than what occurred.  Predicting currency movements is as difficult as predicting 
whether the S&P500 will go up or down on a daily basis. It is more complicated than well-
advertised monetary policy divergences or historical trends. 
 
What is the cost of currency-hedging? 

The cost of currency hedged ETFs is generally higher than their unhedged counterparts. 
Some ETF providers have temporarily waived the higher fees but warned that they will 
eventually resume the higher pricing at year-end. For example, a Japan currency hedged 
ETF’s (HEWJ) expense ratio will be going from 0.53% to 1.03%, or about twice as expensive 
as the unhedged version (EWJ).  

(https://www.ishares.com/us/literature/fact-sheet/hewj-ishares-currency-hedged-msci-japan-etf-fund-fact-sheet-en-us.pdf)  

 
Currency effects are partially countered by business forces 

Let’s first start with a simple example of a foreign exporter:  An investor buys $100 worth of 
stock in a French company which produces and sells perfumes. The majority of the 
company’s consumers are U.S. retail customers.  

As an exporter, this company will be able to price its products cheaper in USD if the EUR 
has a lower exchange rate to the USD. This is one of the intended effects of a depreciating 
currency: boosting exports. As a result of the increased profits of this company, its stock 
price would appreciate and offset some or all of the EUR depreciation that could otherwise 
impact the value of the stock to an unhedged investor. Similarly, an appreciation of the 
EUR currency would negatively affect the sales of the company but would have an 
offsetting positive effect on the stock price. 

Currency movements and market forces can naturally balance each other. Hedging the 
currency effect can become a currency investment which would payoff well when the USD 
appreciates but would hurt significantly otherwise. Other complications can further 
muddy the above reference: say the company exports just 50% of its production or it has a 
different price setting policy, or partially hedges its currency risk, or it even exports to 
other countries outside the U.S. These business tactics can impact the currency sensitivity 
of the stock and act as an embedded currency hedge. For this reason, some fund providers 
are now offering ETFs with a 50% currency-hedged ratio instead of a complete 100% 
currency-hedge.  

 
 

 

 

 

 

Relying on so called 
“currency hedged ETFs” 
can be costly as expense 
ratios tend to be higher 
in those products. 

 

 

 

 

 

 

 

 

 

 

Currency movements 
tend to be naturally 
offset by business 
forces. 

The appeal of hedging 
becomes less intuitive, 
leading to a larger 
variety of hedging 
outcomes. 

(HEWJ) 

https://www.ishares.com/us/literature/fact-sheet/hewj-ishares-currency-hedged-msci-japan-etf-fund-fact-sheet-en-us.pdf
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Conclusion 

Currency hedging should be treated as another arrow in the investment quiver: another investment possibility. Over the 
long term, the track record of currency hedging had a negative performance impact for investors, while positive over the 
past 5 years. Additionally, the volatility of a hedged portfolio is sometimes higher than that of an unhedged portfolio.  

Given the mandate of most international portfolio managers, currency hedging could actually be called “currency 
investing” as it introduces another deviation from the benchmarks. Currency movements tend to be naturally offset by 
business forces, and the appeal of hedging seems less intuitive, leading to the availability of different hedging ratio 
outcomes.  

Within the context of diverging monetary policies across the globe, predicting currency movements is not an easy task, 
and needs to incorporate the difference between market expectations and future moves of market actors. Additionally, 
high expense ratios of currency hedged ETFs raise the hurdle to efficiently implement currency hedging. 

From our research, proper understanding and diligence is required prior to an investment decision. If the data warrants 
an opportunity to incorporate currency-hedging, we’ll make the necessary adjustments. Should you have any questions, 
please contact one of our dedicated advisors.  

 

This information contained herein has been prepared by NorthCoast Asset Management, LLC (“NorthCoast”) on the basis of 
publicly available information, internally developed data and other third party sources believed to be reliable. NorthCoast has not 
sought to independently verify information obtained from public and third party sources and makes no representations or 
warranties as to accuracy, completeness or reliability of such information. All opinions and views constitute judgments as of the 
date of writing without regard to the date on which the reader may receive or access the information, and are subject to change 
at any time without notice and with no obligation to update. This material is for informational and illustrative purposes only and is 
intended solely for the information of those to whom it is distributed by NorthCoast. No part of this material may be reproduced 
or retransmitted in any manner without the prior written permission of NorthCoast. NorthCoast does not represent, warrant or 
guarantee that this information is suitable for any investment purpose and it should not be used as a basis for investment 
decisions.  

 
PAST PERFORMANCE DOES NOT GUARANTEE OR INDICATE FUTURE RESULTS.  
 
This material should not be viewed as a current or past recommendation or a solicitation of an offer to buy or sell any securities or 
investment products or to adopt any investment strategy. The reader should not assume that any investments in companies, 
securities, sectors, strategies and/or markets identified or described herein were or will be profitable and no representation is 
made that any investor will or is likely to achieve results comparable to those shown or will make any profit or will be able to avoid 
incurring substantial losses. Performance differences for certain investors may occur due to various factors, including timing of 
investment.  Investment return will fluctuate and may be volatile, especially over short time horizons.  
 
INVESTING ENTAILS RISKS, INCLUDING POSSIBLE LOSS OF SOME OR ALL OF THE INVESTOR'S PRINCIPAL.  
 
The investment views and market opinions/analyses expressed herein may not reflect those of NorthCoast as a whole and 
different views may be expressed based on different investment styles, objectives, views or philosophies. To the extent that these 
materials contain statements about the future, such statements are forward looking and subject to a number of risks and 
uncertainties.  


