
CURRENCY 
MANAGEMENT
Vital Tools for Global Investments. 



For investors worldwide the increasing importance of 
international investing means that effective currency 
management is no longer optional.
Unmanaged currency risk contributes about 75% of 
the risk on international bond returns and 35% of the 
volatility of international equity returns.*
SSGA has currency solutions designed to reduce this 
risk and lock in portfolio profit.
* Source: SSGA ,as at 31 March 2017
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An Underestimated Risk

Investors often underestimate how much foreign 
exchange rate volatility can erode, or contribute to, 
international investment returns. Currencies regularly 
experience multi-year moves of 40-50% or more, 
depending on an investor’s home currency. 

In today’s global capital market we often see 20-30% of 
total assets invested abroad and exposed to potentially 
massive swings in currency valuation. 

Better understanding the risks of currency and its 
correlation with other assets is the first crucial step  
to improving portfolio efficiency through currency 
management. 

A Byproduct of  International Investing
Exposure to foreign currency simply comes along with 
investments in international assets. For most investors 
the largest concentration of foreign currency risk enters 
the portfolio via their allocation to global equities. That 
means investors tend to hold currency exposure in 
proportion to the market capitalization of foreign equity 
markets. 

Holding a large currency position simply because it has a 
large equity market generally leads to substantial risk 
with very low and often negative expected returns. 

Currency valuations are driven by several factors, 
including differentials in countries’ inflation and interest 
rates as well as comparative levels of productivity, 
balance of trade, deficit financing and political stability, 
not the size of equity markets, bond markets, or the 
prevalence of good alternative investment opportunities.

Currency risk waxes and wanes and sometimes shocks, but it never truly goes 
away. Managing the risk throughout the market cycle via a carefully considered 
currency policy can substantively improve portfolio efficiency and often 
provides valuable opportunities to help investors achieve their goals.

WHY INVESTORS NEED 
CURRENCY MANAGEMENT

Make currency risk work for you

Investing in currencies based on the size of equity or 
other markets may drag down a portfolio. But, that does 
not mean all currency exposures are bad. Currency can 
offer well-compensated risks, diversify portfolios or 
provide tactical opportunities. For many, currency 
provides a ready tool to help achieve their long-run 
investment goals and improve portfolio efficiency.

No Deadweight Exposures
We believe that all major sources of portfolio risk should 
carry a long-term expected return. There is no place for 
deadweight risks in investor portfolios.

Currently, and for the foreseeable future, investment 
returns are simply too low to accept unmanaged 
currency risk. It is a  deadweight exposure that delivers 
high risk with near-zero expected return (in developed 
markets).

Factors Matter
We believe that factor exposures matter and that 
allocating solely by market cap and ignoring currency 
factors leads to sub-optimal portfolios. Given the 
potentially low returns across equities and fixed income, 
currency factor based investing is no longer a slightly 
more exotic alternative.

Protect Through the Cycle
A strong argument exists for managing  currency risk 
throughout the market cycle, not just tactically in 
response to an event such as a rally in the portfolio's base 
currency. It's important to manage risk throughout the 
cycle not just at peaks and troughs.
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Passive Currency Management
Set and Forget
The traditional approach to currency management is 
to pick a hedge ratio and stick with it over the course 
of a cycle.

This type of passive hedging approach can be ideal for 
investors with incidental, unmanaged currency exposure 
imbedded in their international portfolios who do not 
wish to manage that risk via other currency management 
strategies. In fact, we manage more than $100 billion in 
this way for our clients.*

Which Hedge Ratio to Use?
Pension funds have fixed liabilities in their local 
currency and leaving some currency gains on the table 
typically matters less than ensuring that adverse 
currency swings do not affect their ability to meet 
critical short- and medium-term obligations.

Hedging is not a binary decision i.e. hedge 100% or 0%. 
The most efficient hedge ratio depends crucially on 
factors such as the size of the foreign exposure, asset 
class composition, investor risk preferences, investment 
horizon, costs of hedging, and the correlation of the 
currency exposure with underlying assets. Many 
investors choose a hedge ratio of 50%.

We examine these and other factors with our clients, 
using our historical backtesting tools to better inform 
the choice of hedge ratio.

We offer a full range of currency tools to help you 
manage your currency exposures. 

OUR CURRENCY TOOLKIT
Dynamic Strategic Hedging (DSH) 
Continually Optimizing
Treating all currencies identically by applying a single 
hedge ratio at all times is typically far better than 
remaining unhedged, but is generally not the most 
efficient solution. 

Dynamically managing currency exposure customizes 
the hedge ratio of each currency with the aim of 
reducing the size of currency losses while providing an 
added source of diversification in stressed market 
environments and adding potential excess returns. 

We believe that investors can overcome the 
shortcomings of static hedging by changing their 
strategic hedge ratio as their base currency shifts from 
being undervalued to overvalued over a currency cycle. 

This type of dynamic hedging can help to reduce the 
realised currency losses that can result from static 
hedging programs, particularly when currencies have 
deviated significantly from their long-run fair value.

STRATEGY STYLE PRIMARY GOAL
Passive Currency Management Passive Risk Management

Currency Smart Beta Passive Return Seeking

Dynamic Strategic Hedging (DSH) Active Risk Management

Absolute Return Currency Active Return Seeking

* As at 31 March 2017
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Absolute Return Currency
Profit from Volatility
With the search for alternative sources of return a key 
component in today’s investment environment, treating 
currency as an added source of alpha can be appealing 
for many investors.

Additional alpha opportunities exist in the currency 
markets and a systematic model-driven approach with 
manager discretion provides access to a diverse range of 
those opportunities. 

The sole goal of this type of absolute return strategy is to 
add alpha through a full market cycle versus a 
benchmark.

The high volume and ample liquidity of the currency 
markets results in low transaction costs compared to 
most other asset classes. As a result, currency provides 
an extremely cost-efficient tool to gain exposure to both 
country-specific and global macro drivers.

Currency Smart Beta
Smart Passive Investing
The unhedged currency exposures in most standard 
international benchmarks generally introduce significant 
risk with zero or even negative expected long-run returns. 
That does not mean all currency exposures offer 
uncompensated risks, we believe that some offer very 
attractively compensated risk.

Currency risk premia, or factors, exist as compensation for 
country, liquidity and cyclicality risk and provide currency 
exposures with compensated risks. As a result, replacing 
the unhedged currency risk imbedded in most standard 
international benchmarks with factor-based, currency 
smart beta portfolios can provide higher returns for an 
equivalent level of currency risk. They offer a low-cost 
alternative to absolute return currency strategies.

Currency Management in Action

Our four core currency strategies are the building blocks for complete 
currency management solutions. In some cases, implementing one of 
the strategies achieves the desired outcome. In others, combining the 
strategies can better meet investors’ goals.

Reduce and redeploy imbedded currency risk
Investors often underestimate how much foreign exchange rate 
volatility can erode, or contribute to, international investment returns. 
Simple passive hedging can help to mitigate those risks.

Using DSH can further reduce risk and replace some or all of the lost 
return. The risk saved can be monetised by reallocating it to a more 
advantageous investment such as a shift from government debt into 
equities, real estate or alternatives, or investing in Currency Smart 
Beta or Absolute Return Currency.

Improving Return While Mitigating Risk
For investors with high-risk-premium domestic currencies, a passive 
hedge can provide a higher expected return.

However, hedging back to those high-risk-premium currencies can 
also increase risk as unhedged foreign currency exposure tends to 
perform well during market stress. Leaving foreign currency unhedged 
or under hedged could be considered a form of equity tail-risk 
protection, albeit very expensive.

A better solution would be to hedge at a higher hedge ratio and shift 
some exposure from equities into safer assets like government bonds 
to offset the higher risk after hedging. The net result is a portfolio 
with equal risk to the unhedged portfolio and a higher expected return.

DSH may also help offset increased tail risk from simple, passive 
hedging while augmenting return.

Generating Uncorrelated Alpha 
Absolute Return Currency and Currency Smart Beta offer a source of 
alpha with a low correlation to equity and credit beta exposures. 

DSH hedgers may also want to add some absolute return because it 
can be difficult to remain patient through the valuation cycle.

Absolute return currency strategies don't attempt to enhance the risk 
management of a hedge, but allow the hedge to be responsive to 
short- and medium-term fundamentals and news events.

As an additional benefit, Absolute Return Currency is capital efficient in 
that it can be structured as an overlay with limited upfront cash funding.
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Track Record and Experienced Team
With over 15 dedicated portfolio managers and 5 
dedicated FX traders, our team is resourced to deliver on 
investors' currency needs. 

We've been managing currencies since 1989 and the 
team have, on average, over 15 years industry experience. 

We pride ourselves on our:

• Comprehensive advice and effective implementation 
of static and dynamic strategic hedging programs

• Diversified active strategies that seek to consistently 
add value in a variety of market conditions

• Robust quantitative currency research 
• Cost-managed and risk-managed implementation

Straight-Through Processing 
Our asset size enables us to invest in systems which 
promote accuracy and reliability, and reduce the 
potential for operational risk and miscommunication. 

The portfolio management process and order creation 
is automated as much as possible with minimum 
manual intervention and all inputs are checked by a 
second person.

Effective and efficient FX execution 
We are one of the world's leading asset managers 
in terms of Request for Streaming usage and one of 
the first asset managers to begin to explore netting 
facilities.

Our scale and presence in currency markets —
undertaking almost 275,000 fx trades in 2016, with a 
value of around $1.3 trillion — results in effective and 
efficient trading execution. This efficiency is key to 
ensuring low-cost solutions.

Effective resources, impressive trading capabilities and a highly experienced 
team combine to help you get the very best from your currency investing.

Truly Global: SSGA's Business Decomposition

SSGA GLOBAL CURRENCY 
MANAGEMENT TEAM

24-HR

15+

$1.3 TRN

15+

275,000

5

15+
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10
80+

Trading Capabilities

Dedicated Currency  
Portfolio Managers

Notional traded 
in 2016

Average years'  
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in 2016

Dedicated FX Traders

Panel of Counterparty Banks

Accounts

Base Currencies

Global markets

37.7%    EMEA 22.6%    AMERICAS39.7%    ASIA PAC

Currency Management

7



For more on how we can help you get 
the best from your currency investing, 
please contact your relationship 
manager or visit us at ssga.com

Established Track Record

Solid Risk Management

Comprehensive Compliance Framework

Extensive Reporting Suite

Efficient & Effective Execution

Robust Investment  Process

Experienced & Stable Currency Team
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State Street Global Advisors Worldwide Entities

Australia: State Street Global Advisors, Australia, Limited (ABN 42 003 914 225) is the 
holder of an Australian Financial Services Licence (AFSL Number 238276). Registered Office: 
Level 17, 420 George Street, Sydney, NSW 2000, Australia. T: +612 9240 7600.

Belgium: State Street Global Advisors Belgium, Chausse de La Hulpe 120, 1000 Brussels, 
Belgium. T: +32 2 663 2036. SSGA Belgium is a branch office of State Street Global Advisors 
Limited. State Street Global Advisors Limited is authorised and regulated by the Financial 
Conduct Authority in the United Kingdom. 

Canada: State Street Global Advisors, Ltd., 770 Sherbrooke Street West, Suite 1200 Mon-
treal, Quebec, H3A 1G1, T: +514 282 2400 and 30 Adelaide Street East Suite 500, Toronto, 
Ontario M5C 3G6. T: +647 775 5900.

Dubai: State Street Bank and Trust Company (Representative Office), Boulevard Plaza 1, 
17th Floor, Office 1703 Near Dubai Mall & Burj Khalifa, P.O Box 26838, Dubai, United Arab 
Emirates. T: +971 (0)4 4372800.

France: State Street Global Advisors France. Authorised and regulated by the Autorité des 
Marchés Financiers. Registered with the Register of Commerce and Companies of Nanterre 
under the number: 412 052 680. Registered Office: Immeuble Défense Plaza, 23-25 rue 
Delarivière-Lefoullon, 92064 Paris La Défense Cedex, France. T: +33 1 44 45 40 00.

Germany: State Street Global Advisors GmbH, Brienner Strasse 59, D-80333 Munich. 
Authorised and regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht (“BaFin”). 
Registered with the Register of Commerce Munich HRB 121381. T: +49 (0)89 55878 400.

Hong Kong: State Street Global Advisors Asia Limited, 68/F, Two International Finance 
Centre, 8 Finance Street, Central, Hong Kong. T: +852 2103 0288.

Ireland: State Street Global Advisors Ireland Limited is regulated by the Central Bank of 
Ireland. Incorporated and registered in Ireland at Two Park Place, Upper Hatch Street, Dublin 
2. Registered Number: 145221. Member of the Irish Association of Investment Managers. T: 
+353 (0)1 776 3000.

Italy: State Street Global Advisors Limited, Milan Branch (Sede Secondaria di Milano) is a 
branch of State Street Global Advisors Limited, a company registered in the UK, authorised 
and regulated by the Financial Conduct Authority (FCA), with a capital of GBP 71'650'000.00, 
and whose registered office is at 20 Churchill Place, London E14 5HJ. State Street Global Ad-
visors Limited, Milan Branch (Sede Secondaria di Milano), is registered in Italy with company 
number 06353340968 - R.E.A. 1887090 and VAT number 06353340968 and whose office is at 
Via dei Bossi, 4 - 20121 Milano, Italy. T: +39 02 32066 100.

Japan: State Street Global Advisors (Japan) Co., Ltd., Japan, Toranomon Hills Mori Tower 
25F, 1-23-1 Toranomon, Minato-ku, Tokyo, 105-6325. T: +81 (0)3 4530 7380 Financial Instru-
ments Business Operator, Kanto Local Financial Bureau (Kinsho #345) Membership: Japan 
Investment Advisers Association, The Investment Trust Association, Japan, Japan Securities 
Dealers’ Association.

Netherlands: State Street Global Advisors Netherlands, Apollo Building, 7th Floor 
Herikerbergweg 29 1101 CN Amsterdam. T: +31 (0)20 7181701. State Street Global Advisors 
Netherlands is a branch office of State Street Global Advisors Limited. State Street Global 
Advisors Limited is authorised and regulated by the Financial Conduct Authority in the United 
Kingdom.

Singapore: State Street Global Advisors Singapore Limited, 168 Robinson Road, #33-01 
Capital Tower, Singapore 068912 (Company Registered Number: 200002719D). T: +65 6826 
7500.

Switzerland: State Street Global Advisors AG, Beethovenstr. 19, CH-8027 Zurich. Author-
ised and regulated by the Eidgenössische Finanzmarktaufsicht (“FINMA”). Registered with 
the Register of Commerce Zurich CHE-105.078.458. T: +41 (0)44 245 70 00.

United Kingdom: State Street Global Advisors Limited. Authorised and regulated by the 
Financial Conduct Authority. Registered in England. Registered Number: 2509928. VAT 
Number: 5776591 81. Registered Office: 20 Churchill Place, Canary Wharf, London, E14 5HJ. 
T: +020 3395 6000.

United States: State Street Global Advisors, One Lincoln Street, Boston, MA 02111-2900. 
T: +1 617 786 3000

Investing involves risk including the risk of loss of principal.

Currency Risk is a form of risk that arises from the change in price of one currency against 
another. Whenever investors or companies have assets or business operations across nation-
al borders, they face currency risk if their positions are not hedged. 

Currency Hedging involves taking offsetting positions intended to substantially offset 
currency losses on the hedged instrument. If the hedging position behaves differently 
than expected, the volatility of the strategy as a whole may increase and even exceed the 
volatility of the asset being hedged. There can be no assurance that hedging strategies will 
be effective.

Investing in futures is highly risky.  Futures positions are considered highly leveraged 
because the initial margins are significantly smaller than the cash value of the contracts. The 
smaller the value of the margin in comparison to the cash value of the futures contract, the 
higher the leverage.  There are a number of risks associated with futures investing including 
but not limited to counterparty credit risk, basis risk, currency risk, derivatives risk, foreign 
issuer exposure risk, sector concentration risk, leveraging and liquidity risks.

Actively managed strategies do not seek to replicate the performance of a specified index. 
The Strategy is actively managed and may underperform its benchmarks. An investment 
in the strategy is not appropriate for all investors and is not intended to be a complete 
investment program. Investing in the strategy involves risks, including the risk that investors 
may receive little or no return on the investment or that investors may lose part or even all 
of the investment.

A Smart Beta strategy does not seek to replicate the performance of a specified index and 
as such may underperform such an index. The factors to which a Smart Beta strategy seeks 
to deliver exposure may themselves undergo cyclical performance. As such, a Smart Beta 
strategy may underperform the market or other Smart Beta strategies exposed to similar or 
other targeted factors. In fact, we believe that factor premia accrue over the long term (5-10 
years), and investors must keep that long time horizon in mind when investing. While diver-
sification does not ensure a profit or guarantee against loss, investors in Smart Beta may 
diversify across a mix of factors to address cyclical changes in factor performance. However, 
factors may have high or increasing correlation to each other. A quality style of investing 
emphasizes companies with high returns, stable earnings, and low financial leverage. This 
style of investing is subject to the risk that the past performance of these companies does 
not continue or that the returns on quality equity securities are less than returns on other 
styles of investing or the overall stock market.

The information provided does not constitute investment advice and it should not be relied 
on as such. It should not be considered a solicitation to buy or an offer to sell a security. It 
does not take into account any investor’s particular investment objectives, strategies, tax 
status or investment horizon. You should consult your tax and financial advisor. All material 
has been obtained from sources believed to be reliable. There is no representation or 
warranty as to the accuracy of the information and State Street shall have no liability for 
decisions based on such information.

This document contains certain statements that may be deemed forward-looking statements. 
Please note that any such statements are not guarantees of any future performance and 
actual results or developments may differ materially from those projected.

Asset Allocation is a method of diversification which positions assets among major invest-
ment categories. Asset Allocation may be used in an effort to manage risk and enhance 
returns. It does not, however, guarantee a profit or protect against loss.

Standard & Poor’s, S&P and SPDR are registered trademarks of Standard & Poor’s Financial 
Services LLC (S&P); Dow Jones is a registered trademark of Dow Jones Trademark Holdings 
LLC (Dow Jones); and these trademarks have been licensed for use by S&P Dow Jones 
Indices LLC (SPDJI) and sublicensed for certain purposes by State Street Corporation. State 
Street Corporation’s financial products are not sponsored, endorsed, sold or promoted by 
SPDJI, Dow Jones, S&P, their respective affiliates and third party licensors and none of such 
parties make any representation regarding the advisability of investing in such product(s) 
nor do they have any liability in relation thereto, including for any errors, omissions, or 
interruptions of any index.

The whole or any part of this work may not be reproduced, copied or transmitted or any of its 
contents disclosed to third parties without SSGA’s express written consent.

About Us
For nearly four decades, State Street Global Advisors has been committed to helping our clients, and those who rely on them, 
achieve their investment objectives. We partner with many of the world’s largest, most sophisticated investors and financial 
intermediaries to help them reach their goals through a rigorous, research-driven investment process spanning both indexing 
and active disciplines. With trillions* in assets under management, our scale and global reach offer clients access to markets, 
geographies and asset classes, and allow us to deliver thoughtful insights and innovative solutions.

State Street Global Advisors is the investment management arm of State Street Corporation.

*Assets under management were $2.56 trillion as of 31 March 2017. AUM reflects approx. $33.33 billion (as of 31 March 2017) with respect to which State Street Global Advisors Funds Distributors, LLC 
serves as marketing agent; State Street Global Advisors Funds Distributors, LLC and State Street Global Advisors are affiliated.


