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INVESTMENT DESCRIPTION

The Global Currency strategy is an actively managed multi-currency cash portfolio with an active
currency overlay.
The active currency overlay is the primary alpha driver of returns with a low correlation to traditional
assets. As such, it offers investors the opportunity to enhance portfolio returns, especially important
when expected returns from traditional asset classes are low, with modest or no additional risk.

INVESTMENT APPROACH
The multi-currency cash portfolio comprises a diversified portfolio of short-term interest-bearing securities. These are
weighted towards the US dollar (USD), euro (EUR), Japanese yen (JPY) and pound sterling (GBP).
The active currency overlay follows a robust and transparent rules-based approach to benefit from currency returns. The
investment team exploits carry, value and trend factors as sources of return:

••

Carry: The team seeks to earn the interest rate difference. There is a tendency for higher interest rate currencies to

••

Value: The team seeks to earn returns as prices converge. There is a tendency for currencies to mean-revert to a level of

••

appreciate more relative to lower interest rate currencies, as a compensation for higher risk.
long-term economic equilibrium, such as purchasing power parity (PPP). They compare a currency to an equilibrium
or fair value and sell if the currency is overvalued and buy if undervalued.
Trend: The team seeks to ride the trend. There is a tendency for currency returns to persist over short-to-mediumterm horizons, so that past returns have some predictive power for future returns. The team buys currencies which
have recently shown positive performance and sell currencies which have recently shown negative performance.

The overlay focuses on the following 10 currencies: the Australian dollar (AUD), the Canadian dollar (CAD), the Swiss franc
(CHF), the euro (EUR), the pound sterling (GBP), the Japanese yen (JPY), the Norwegian krone (NOK), the Swedish krona
(SEK) and the US dollar (USD).
The active currency overlay takes long/short currency positions through the use of derivatives.

INVESTMENT PHILOSOPHY
The investment team's internal analysis shows that Carry, Value and Trend explain as much as half of successful active
currency manager returns. These factors have shown to present valuable, persistent and relatively uncorrelated return
sources over different market regimes.
Carry, Value and Trend provide economically large and significant diversification benefits within broader portfolios.
For multi-asset investors, a potential diversification benefit is derived from currencies' low correlations with multi-asset
portfolios. For investors in single assets — particularly fixed income portfolios — currency may serve as both a diversifier
and a potential source of returns.
Currency markets are liquid, with low trading costs, which creates a powerful basis for a transparent rules-based strategy.
Strategies should offer simple, fundamental capture of the currency factors that are not over-engineered and thus
susceptible to hindsight bias. A systematic, rules-based approach lends itself to low-cost management and thus more
efficient capture of these factors than the majority of active managers.
Carry, Value and Trend are three currency factors that have demonstrated significant average returns at moderate volatility
over long periods. While each of the currency factors in isolation has experienced periods of significant negative returns,
these falls do not often occur at the same time. As such, the investment team believes there is an advantage to investors
in accessing a combination of the three currency factors.

MANAGING THE STRATEGY
The multi-cash component invests 100% of its assets in short-term interest-bearing securities which have an outstanding
term of 12 months or less from date of purchase. These include commercial paper, bankers' acceptances, certificates of
deposit and government securities issued by Organisation for Economic Co-operation and Development (OECD) member
countries.
On the first business day of every month, the team resets the multi-cash component weights to match the special drawing
rights (SDR) basket weight: USD 40%, EUR 35%, JPY 15%, GBP 10%.
The multi-cash component is currency neutral relative to this basket.
The active currency overlay is a quantitative strategy which employs a proprietary algorithm with the inputs of three
currency return factors: Carry, Value and Trend. These factors are equally weighted.
Currencies are ranked for Carry, Value and Trend factors. For Carry and Value, the investment team buy the three highestranked currencies and sell the three lowest-ranked currencies. For Trend, they combine time-series and cross-sectional
trend analysis on the G4 currencies (EUR, GBP, JPY, USD).
The model is rebalanced on a monthly basis. This strategy is implemented using currency forwards.
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