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Exploring the Effects of Currency on Investment Returns 

 
Overview 

Over the last 6 months, global investors have watched as the U.S. Dollar index has strengthened against most of 

the other major currencies. The U.S. Dollar index, better known as the “Dixie”, is made up of numerous 

currencies including: the euro (58%), Japanese yen (14%), British pound (12%), Canadian dollar (9%), Swedish 

krona (4%) and Swiss franc (4%).1  

 

Many analysts have speculated as to why the U.S. dollar has risen so much. The consensus opinion is that it’s 

directly linked to the Fed’s ending of its Quantitative Easing program, while the rest of the world remains 

accommodative. The theory being that strong economic growth and the potential for rising rates will attract 

foreign investors. This inflow of foreign capital in effect pushes our currency higher (foreign investors must buy 

U.S Dollars), while weakening that of the foreign country (while selling their own currency). 

 

How Does this Effect Investment Returns? 

As mentioned above, when a domestic investor decides to invest abroad, they must sell their home currency 

(local) and buy the currency of the foreign country in which they are investing. Over time, if enough capital 

enters/leaves a country, the local currency will appreciate/depreciate. Lately, significant amounts of capital have 

flowed into the U.S. from Europe and in the process it has driven the U.S. dollar higher and euro lower.  

 

The full impact of currency movement on foreign 

investment returns can best be shown visually. The table to 

the right shows returns for the MSCI EAFE index from 2004-

2013.2 “Return in local currency” is the return an investor 

would’ve received had they invested in the MSCI EAFE index 

and not converted to U.S. dollars. The “Return in U.S. 

dollars” column illustrates the return for investors who 

invested in the index and then converted to U.S. dollars. The 

final column, the “Currency impact on return” column shows 

the difference between the two and how meaningful 

currency fluctuations can be on returns.3 Years when the 

“Currency impact on return” is negative indicate that the 

U.S. dollar appreciated against the currencies owned within 

the MSCI EAFE index and vice versus for positive years.  

 

To Hedge or not to Hedge? 

One can clearly see on the table that currency fluctuations can be very volatile and unpredictable. One solution 

to this problem is to hedge one’s currency exposure, thus eliminating any currency risk. Many mutual funds and 

Source: Deutsche Asset & Wealth Management 
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ETFs now provide active currency hedging within their strategies. The main risk to this solution is that the 

domestic investor’s currency appreciates against the foreign currency and has a negative impact on returns.  

 

Overall, it is very difficult to forecast when and what currency will appreciate or depreciate. Rather, it might 

make more sense to consider a combination of hedged investments and non-hedged investments. This is 

something we’ve considered as a firm for our own portfolios and may pursue in the future. 

 

As always, please feel free to contact us with any questions. 

 
Best, 
 
Matt B. Bailey, CFA 
Portfolio Manager 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

Sources: 

1. Intercontinental Exchange - The ICE U.S. Dollar Index® and US Dollar Index Futures Contracts 

2. MSCI EAFE Index - The MSCI EAFE Index (Europe, Australasia, Far East) is a free float-adjusted market capitalization 

index that is designed to measure the equity market performance of developed markets, excluding the US & 

Canada. The MSCI EAFE Index consists of the following 21 developed market country indexes: Australia, Austria, 

Belgium, Denmark, Finland, France, Germany, Hong Kong, Ireland, Israel, Italy, Japan, the Netherlands, New 

Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland, and the United Kingdom 

3. Deutsche Asset & Wealth Management - Purer return and reduced volatility: Hedging currency risk in 

international-equity portfolios 

https://www.theice.com/publicdocs/futures_us/ICE_Dollar_Index_FAQ.pdf
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Important Risk and Disclosure Information. Investing has risks, some of which may be substantial depending on the 

objective. Investors should carefully consider their objectives, risk tolerance and time horizon before investing. There is no 

guarantee that investment objectives will be achieved. Diversification does not necessarily ensure a profit or protect against a 

loss. Certain investments discussed may not be liquid. ETF’s, non-traded securities and closed-end funds and other 

investments could be worth more or less than their net asset value when bought or sold. A complete description of risks can 

be found in the prospectus for each investment.    

This material is provided on an informational basis only and should not be construed as a solicitation for any specific product 

or service. The views expressed in this report are those of investment professionals and are current only through the date 

when this was delivered, and are not intended as investment advice or a recommendation to purchase or sell specific 

securities. All discussion of asset allocation and/or portfolio diversification reflects general principles and does not represent 

a recommendation for specific action.  

These opinions may change at any time without notice, and there is no assurance that any securities discussed herein, will 

remain in an account at the time you receive this information. It is not possible to invest directly in an Index. Various index 

names that we refer to may be registered trademarks. Past performance does not predict future results. While every effort has 

been made to verify the information contained herein, we make no representations as to its accuracy.    

Wealth and Pension Services Group, Inc., (WPSGI) and its affiliates and its employees are not in the business of providing 

tax or legal advice. Tax‐related statements, if any, may have been written in connection with the marketing of the 

transaction(s) or matter(s) addressed by these materials, to the extent allowed by applicable law. Any such taxpayer should 

seek advice based on the taxpayer’s particular circumstances from an independent tax advisor. You should only rely on your 

statements from you custodian(s) for definitive information about your accounts, holdings and transactions. While we make 

every effort to ensure the accuracy of reports we provide, our company is a registered investment advisor, not a custodian, so 

we must rely on information from other sources for generating reports and cannot guarantee the accuracy of such 

information.    

WPSGI does not give any representation or warranty as to the reliability, accuracy or completeness of any third party 

material, nor does WPSGI accept any responsibility arising in anyway ( including negligence) for errors in, or omissions 

from such third party material. The fact that third party information was provided through WPSGI does not constitute an 

endorsement, authorization, sponsorship, or affiliation by WPSGI its owners, or its employees. Securities offered through 

Triad Advisors, Inc. Member, FINRA/SIPC. Investment Advisory services offered through Wealth and Pension Services 

Group, Inc.    

Please see form ADV 2 and part B for a complete description of services, conflicts and disclosures. A copy can be requested 

by calling 770-333-0113.  

 


