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While the role of currency is multi-faceted, most Australian investors prioritise its 
defensive role. 

The role of foreign currency in a balanced 
portfolio
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Source: Frontier Advisors, APRA. Quarterly asset allocation data from 2013 – March 2023
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Portfolio level foreign currency exposures have 
increased over time
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Source: Frontier Advisors, APRA. Quarterly asset allocation data from 2013 – March 2023

Hedge ratios on international equity appear somewhat constant over time 
at ~25-30%

y = 0.7198x + 0.0313
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Source: Frontier Advisors, Bloomberg. Returns derived from MSCI benchmark data to 31 May 2023.

MSCI ACWI and MSCI EM annual hedging premium/(cost) by calendar year
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Historical currency hedging benefits have now 
become a cost



2023 Frontier Advisors Annual Conference

40

50

60

70

80

90

100

110

2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021

EM FX (vs. AUD) EM hedge cost (vs. AUD) EM FX (USD proxy) EM growth

5

Frontier Advisors, Bloomberg. EM currency exposures represented by MSCI EM currency index. EM FX (USD proxy) basket composed of HKD, CNY, TWD, THB, SAR with static 
weights representative of the current MSCI EM currency benchmark. High growth EM FX basket composed of KRW, IDR, INR, BRL, MXN, ZAR. .

Where to now for EM currency? 

Performance dependent on structural regime
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EM FX underperforms EM hedging by 
3.14%p.a. 

EM FX outperforms EM hedging by 
2.96%p.a. 
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Product level 
hedging
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Which combination do you have?

Investment committee (IC) controls the level of 
foreign currency

IC or currency 
manager?

IC or asset class 
manager?

Foreign currency management – no one 
size fits all 
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What does customisation in foreign 
currency hedging look like?
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Frontier Advisors, Bloomberg, May 2023. Hedging costs implied by (annualised) 3month deposit rates as at 31May2023.

Hedged?

Unhedged?

??

??

Why customise? Hedging costs and 
diversification levels vary greatly
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Improving risk return outcomes using a base hedge ratio (of 25%) and different 
mix of currencies
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Source: Frontier Advisors, Bloomberg, based on monthly data from July 2005.
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Efficient frontier for MSCI ACWI with 
customised hedging approaches
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Performance of AUD crosses in 2022
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Why active? AUD crosses don’t all move 
in the same direction
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What to hedge?
How do I think about my 
benchmark?  

Risk management or return 
seeking? Constraints? 

Tied to underlying assets? 
How closely? Risk budget – 1% or 3%   

Implementation considerations for active 
foreign currency investors
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One manager that does everything passive and active.

Two active managers (with complimentary styles) – one of those 
active managers does the passive hedging.

A separate currency manager for passive hedging. 
2-4 active managers to extract all possible styles of currency alpha. 

Ways global investors use active currency 
managers
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Most active currency managers 
include at least one these four factors

CARRY VALUATION

MOMENTUM VOLATILITY
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Positive alpha in the incumbent market regime (3-year lookback)

Median manager 3 year alpha (65bp p.a.)

Return potential of active currency 
management
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• The foreign currency market environment has changed.

• Passive basket currency hedging has served us well but has its limitations to deal with the current 
market backdrop.

• Investors should consider flexible customised foreign currency hedging solutions to help align 
outcomes with objectives and improve portfolio flexibility.

• Active management in foreign currency has yielded positive return outcomes in recent years which 
have been uncorrelated to risky assets.

Extracting more value from foreign currency management

Key takeaways



Thank you for joining us.

Disclaimer:

Frontier Advisors Pty Ltd ABN 21 074 287 406 AFS Licence No. 241266. 
Level 17, 130 Lonsdale Street, Melbourne Victoria 3000.

The information contained in this presentation is current as at the date of preparation but may be subject to change. The information contained in this presentation is 
intended as general commentary and should not be regarded as financial, legal or other advice. This presentation has been prepared without taking into account 
your objectives, financial situation or needs. You should consider this presentation in light of these matters. Should you require specific advice on the topics or areas 
discussed please contact the presenter directly or an appropriate advisor. This presentation may contain forward-looking statements. These are not facts, rather, 
these forward-looking statements are based on the current beliefs, assumptions, expectations, estimates, and projections of Frontier Advisors Pty Ltd about the 
business, the industry and the markets in which we operate. Past performance is not a reliable indicator of future performance. Frontier Advisors Pty Ltd makes no 
representation or warranty that any of the information contained in this presentation is accurate or complete. To the maximum extent permitted by law, Frontier 
Advisors Pty Ltd does not accept any liability for loss arising from any reliance placed on the use of this presentation including the information contained within it. The 
contents of this presentation are confidential and must not be disclosed to any third party without our written consent. This presentation must not be copied, 
reproduced or distributed without the written consent of Frontier Advisors Pty Ltd. Frontier Advisors Pty Ltd does not provide taxation advice and you should seek 
your own independent taxation advice from a registered tax agent. 
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