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Currency management has moved from a background
consideration to a key driver of portfolio risk for Australian
investors. With the safe-haven status of the US dollar in question
and the range of outcomes widening, a “set and forget” hedge

ratio could turn yesterday’s tailwind into tomorrow’s drawdown.
We argue that now is an opportune time for Australian
institutional investors to revisit their assumptions and consider
more sophisticated currency management approaches that adapt

to market conditions.

The US dollar’s uneasy
equilibrium

The US dollar is at an uneasy
equilibrium. While global
imbalances remain deeply
entrenched — with the US
absorbing the world’s excess
savings through persistent trade
deficits — its cyclical strength has
relied on superior productivity
growth and a fiscal-monetary mix
that consistently attracts capital
flows [Figure 1]. Last year’s dollar
weakness and elevated institutional
uncertainty together suggest this
equilibrium is under pressure.

The mercantilist US response to
widening twin deficits has, in our
view, only compounded these
issues. Trump’s tariffs have failed
to correct the investment-savings
gap in the US, best evidenced by a
record Chinese trade surplus last
year, as US tax cuts offset tariff
revenues. The result has been an
acceleration towards a multipolar
world order, as middle-powers —
led by Europe —reconsider long-
standing economic and security
arrangements with the US.

The US’s “benevolent” military
and financial support of
multilateralism has acted as a
powerful stabiliser, coinciding
with a narrowing in global growth

dispersion and a sustained decline
in currency volatility over the

past five decades. While strategic
interdependence between the

US and China has prevented the
system from outright fracture,

we appear to be transitioning
towards a more confrontational
and mercantilist backdrop; as both
countries decouple, the odds of
miscalculation and more frequent
supply side shocks appear to be
rising.

The risk-reward of holding
unhedged US dollar exposure is
therefore shifting for international
investors. The distribution of US
dollar outcomes is widening,

and there are credible paths to
further dollar weakness — including
fiscal dominance, an Al-related
downturn, or managed currency
weakness — alongside scenarios of
renewed strength. Furthermore,
shifting allegiances and reserve
allocation decisions may gradually
erode the dollar’s safe-haven status
and associated diversification
benefits for international buyers of
US assets.

This state-dependent outlook
favours new dynamic approaches
that can accommodate both tails.



Figure 1: Global Current
Account Balances (% of
World GDP)
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Source: G. Nievas, T. Piketty (2025) Unequal Exchange & North-South Relations: Evidence from Global Trade Flows and the World Balance of Payments.
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Currency management
options for the
Australian investor

Investors have long understood
the Australian dollar’s tendency

to move in tandem with global
economic cycles, particularly
against the US dollar. For Australian
investors’ international allocations,
this has provided a natural

hedge against fluctuations in
foreign equity markets, informing
a preference for low foreign
currency hedge ratios; especially
in comparison to fixed income
holdings where the benefits of
reducing currency risk and thus
portfolio volatility are more
pronounced. Indeed, lower
strategic hedge ratios of between
0% and 35% for equity and similar
portfolios have proven effective
historically at striking the balance
between preserving diversification
and partially swapping foreign risk-
free rates back to (often higher)
Australian rates.

Furthermore, lower hedge
ratios have facilitated significant
foreign currency gains since the
global financial crisis. For US
equity allocations, the currency
component has generated

roughly 2% per annum on top of
exceptional local US equity returns.
That tailwind may now be fading
and the US dollar screens as one
of the most overvalued currencies
globally, with the aforementioned
risks cutting against the US dollar’s
well-known safe-haven features.

For many investors, a “set and
forget” style of currency hedging
can remain an appropriate strategic
policy stance. Yet those concerned
about the dollar’s valuation still
have a multi-decade opportunity
to crystallise a portion of their
unrealised currency gains. The
simplest way to implement this is
by raising hedge ratios on a tactical
basis. However, this introduces
new challenges: deciding when

to lower hedge ratios again and
how to respond if the US dollar
strengthens further.



Figure 2: Cumulative Net
Hedge Return Comparison
AUD Base, USD Exposure,
Dec 2000 - Mar 2026,
Simulated

Cumulative Net Return

Dynamic Hedging

A dynamic approach is a robust
alternative, reflecting the possibility
of major currency realignments —in
either direction — raising hedge ratios
in anticipation of Australian dollar
strength and lowering them ahead of
weakness. Record’s Dynamic Hedging
strategy aims to achieve this through
a proprietary quantitative process
which reduces reliance on precise
entry and exit timing decisions,

and can create an asymmetric
outcome profile by changing hedge
ratios around an existing strategic
benchmark [Figure 2].

Record’s approach to Dynamic
Hedging centres around two sets of
signals:

1. A Factor Allocation component
varies hedge ratios in response
to market events, trading up
to every three days. A machine
learning model is used to
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determine relative importance
and directionality of Carry,
Volatility, Rates, and US Dollar
Cycle factors and anticipate a
future exchange rate outturn.

2. A Financial Fair Value component
adjusts hedge ratios up to
monthly when exchange rates
become misaligned with their
underlying fundamentals as
reflected in cross-asset prices
(equity performance, interest
rates, and commodity prices).

The signals are used to adjust the
hedge ratio gradually in a pre-defined
hedge ratio range (e.g. 0-50% for a
US equity portfolio).
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~—Dynamic Hedge (0-50%)

—25% Passive Hedge

Dynamic Hedge Value Added ~  ----- Passive Hedge Ratio (RHS)
Portfolio Passive Hedge (25%) Dynamic Hedge (0-50%)
Return p.a. 0.3% 1.4%
Volatility p.a. 3.0% 2.8%
Return / Vol 0.11 0.50

Source: Record, WM/Reuters. Simulation provided for illustrative purposes only. Hedge returns are based on a 1m bullet structure.

Note: Past performance is not a guide to the future. There is no guarantee that any strategy or technique will lead to superior performance. The
nature of hedging with derivatives means that there will be intermittent cash flows, which can be large monetary amounts both positive and
negative. The use of derivatives means there is credit risk associated.
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FX Alpha Overlay

An alternative approach is to

treat foreign currency exposure as
incidental and inherited through
the governance of other core asset
classes. Unlike hedging which relies
on a stronger Australian dollar to
generate returns, an unconstrained
“FX Alpha” approach can generate
returns across a wider spectrum of
economic outcomes. Record’s FX
Alpha strategy targets inefficiencies
and risk premia in currency
markets by investing systematically
across a diverse mix of investment
styles and time horizons.

Table 1: FX Alpha component parts

Given the strategy’s predominantly
unfunded nature its performance
can be overlaid on local asset
exposures of any kind and with any
degree of FX hedging in place, thus
enhancing returns across different
market cycles in line with the
desired risk budget [Figure 3].

Strategy Approach Rationale
Currencies revert around a long-term anchor of absolute relative
Value Fundamental prices, driven by arbitrage opportunities in international goods
markets.
High carry currencies on average depreciate by less than uncovered
Carry Fundamental interest rate parity would suggest, reflecting a risk premium for
international capital imbalances.
DM/EM Behavioral patterns in DM and EM FX markets are predicted via a
Classification Quantitative machine learning model which “learns and adapts” to relationships
Classification between FX and currency factors.
. . . FX rates and asset prices are co-determined as a reflection of
Financial Fair . L
Value Fundamental key economic fundamentals where temporary mispricing can be
exploited.
Targets the mean-reversion of short-term currency deviations from
Range Trading Quantitative trend when short-term volatility is elevated relative to long-term
volatility.
Targets real FX appreciation in higher productivity countries (Balassa
EM Long/Short Fundamental Samuelson effect) in addition to the carry risk premium and intra-
EM value misalignments.
Source: Record.
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——25% Passive Hedge ~ ——Dynamic Hedge (0-50%)  ——FX Alpha (2% vol)
Portfolio Passive Hedge (25%) Dynamic Hedge (0-50%) FX Alpha (2% Vol)
Return p.a. -0.9% -0.1% 2.1%
Volatility p.a. 2.5% 2.3% 1.8%
Return / Vol -0.36 -0.03 1.18

Note: There is no guarantee that any strategy or technique will lead to superior performance. Past performance is not a guide to the future.
Source: Record, WM/Reuters. Simulation provided for illustrative purposes only. Hedge returns are based on a 1m bullet structure.
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Which approach is suitable?

For investors principally concerned appropriate given it can trade
about a weaker US dollar, a a wider universe of currencies
Dynamic Hedge provides the and features a more diverse set
necessary flexibility to raise hedge of signals. With that said, it can
ratios within an agreed range, also help to build a return buffer
while outsourcing entry and exit during periods of Australian dollar
timing risks via a quantitative weakness — when FX passive
model. Much like a passive hedge, hedges underperform — or when
this approach can only generate the Australian dollar is strong in FX
positive performance in the event unhedged portfolios.
of US dollar weakness (give or take
the impact of carry). However, the Return and risk impact
ability to lower hedge ratios can In combination with equities — using
limit hedging losses and provide MSCI US as an example —a Dynamic
an asymmetric payoff profile. Hedge will typically leave portfolio
Furthermore, if centered around volatility unaffected while targeting
a strategic hedge ratio benchmark a return of 1% p.a. after fees, over
(e.g. a fixed 25% hedge ratio), a full currency cycle. Whereas an
Dynamic Hedging can generate FX Alpha approach targeting a
value added in environments of standalone 2% annualised volatility
both Australian dollar strength and can be expected to raise portfolio
weakness. volatility marginally (by around 50
basis points) while generating an
For investors more interested additional return of up to 2% p.a.
in exploiting a wide range of after fees [Figure 4].

macroeconomic environments, an
FX Alpha approach can be more

1000%

Figure 4: Cumulative Net .
Return of MSCI US 800%
AUD base; USD Exposure, Jul
2012 - Sep 2026, Simulated
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——Unhedged Equity —Unhedged Equity + 25% Passive Hedge
——Unhedged Equity + Dynamic Hedge (0-50%) ——Unhedged Equity + FX Alpha (2% vol)

. Unhedged Passive Hedged = Dynamic Hedged Unl}edged
Portfolio Equit (25%) (0-50%) Equity + FX
R ° i Alpha (2% vol)
Return p.a. 15.6% 14.7% 15.6% 18.0%
Volatility p.a. 11.9% 11.8% 11.9% 12.5%
Return / Vol 131 1.24 1.31 1.45

Note: There is no guarantee that any strategy or technique will lead to superior performance. Past performance is not a guide to the future.
Source: Record, WM/Reuters, MSCI. Simulation provided for illustrative purposes only. Hedge returns are based on a 1m bullet structure.
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Figure 5: Cumulative Gross
Return of US Aggregate Bond
Index

AUD base; USD Exposure, Jul
2012 - Mar 2026

For lower volatility assets like
fixed income, maintaining a higher
hedge ratio remains the optimal
choice given the outsized impact
of unhedged currency on portfolio
volatility. However, investors can
still add incremental value via
Dynamic Hedging by allowing
smaller reductions in hedge ratios
within a range (e.g. between 80-
100%).
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Furthermore, and similar to equity
portfolios Dynamic Hedging and FX
Alpha can also be complementary
in the case of low volatility assets.
Due to low correlations with local
bonds, combining FX Alpha (e.g.
with a lower target volatility of 1%
p.a.) with a constrained Dynamic
Hedging process can generate an
additional return of around 2%
p.a. after fees, without increasing
volatility relative to a fully hedged
portfolio [Figure 5].

Jul 12 Jul 14 Jul 16 Jul 18 Jul 20 Jul 22 Jul 24
~—Unhedged Bonds ——Unhedged Bonds + 100% Passive Hedge
~—Unhedged bonds + Dynamic Hedge (80%-100%) ——Unhedged bonds + Dynamic Hedge (80%-100%) + FX Alpha (1% vol)
Portfolio Unhedged Passive Hedged Dynamic Hedged Dynamic Hedged +
Bonds (100%) (80 - 100%) FX Alpha (1% Vol)
Return p.a. 5.2% 1.9% 2.6% 3.7%
Volatility p.a. 9.3% 4.6% 4.4% 4.5%
Return / Vol 0.56 0.42 0.60 0.81

Note: There is no guarantee that any strategy or technique will lead to superior performance. Past performance is not a guide to the future.
Source: Record, WM/Reuters, Bloomberg®. Simulation provided for illustrative purposes only. Hedge returns are based on a 1m bullet structure.
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Implementation and costs

Both approaches are executed
through capital and cost-efficient
FX Forwards, the same instruments
used in Passive Hedging of FX.
The key benefits of both are

that they can be scaled to meet
specific return or volatility
targets and integrated seamlessly
within existing strategic currency
frameworks and portfolio asset
allocation considerations.

With transaction costs (reflecting

FX spreads) in this highly liquid
financial market forming only a
small part of achieved performance,
setting up the necessary trading
and reporting infrastructure

would typically be covered by the
services provided by specialist FX
managers and thus included in their
management / performance fees.



Conclusion

The diversification benefits of
low hedge ratios have served
Australian investors well, but
with major economic and
geopolitical change underway, a
reassessment is warranted.

For equity investors focused on
downside protection, interested
to lock in some of the last
decade’s accrued gains, Dynamic
Hedging provides a systematic
approach to adjust hedge ratios
within a strategic hedging
framework. Those seeking
additional uncorrelated returns
can use FX Alpha as a scalable
solution to enhance performance

across cycles and complement
existing currency management
approaches.

In the case of lower volatility
assets such as bonds, hedge
ratios should remain high.
However, smaller dynamic
adjustments to the hedge

ratios, in addition to FX Alpha
can be a powerful tool for
generating additional returns
without contributing to portfolio
volatility.

SPOTLIGHT: Record Tenor Management
Adding value within passive hedging programs

Record Tenor Management brings a disciplined, active element

to clients operating a fixed hedge ratio within their currency risk
management program. By optimising the tenor profile (i.e. the
duration of forward contracts) of the hedge away from a default
structure, taking account of the Interest Rate Differentials (IRDs) and
FX basis, we seek to add 5-10bps p.a. on the notional hedged against
a costed fixed-tenor benchmark. In doing so we aim to help clients
more than offset the implementation costs, often hidden, associated
with running a hedging program whilst maintaining the same level of
protection.

Australia is a compelling market to add value through Tenor
Management. As the RBA stays restrictive while peers move toward
neutral, policy divergence is driving sustained volatility and wide,
asymmetric IRDs. Instead of passively rolling month-end forwards, we
can actively calibrate hedge tenors and structures around inflation
prints and key events-locking in favourable IRDs or avoid paying excess
carry that eats into hedging returns.

Record Active Tenor Management has a live track record since 2014
and is supported by a dedicated research team, trading expertise and
proprietary tools. We currently manage USS45bn in this product for
sophisticated institutional investors in North America and Europe.
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About us

Founded in 1983, Record (USS115bn?; LSE:REC) has grown from a currency and derivatives specialist
into a comprehensive multi-asset manager, providing a broad range of strategies and expertise to large
institutional clients globally.

Our purpose is to deliver innovative solutions through our best-in-class products to both currency market
users and investors within the wider asset management industry. At the heart of our approach is a genuine
commitment to our clients, ensuring individual needs are not just met, but exceeded, with unique tailored
solutions crafted with care and excellence.
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Additional Information

This material has been prepared for professional investors.

Accordingly, certain assumptions around your knowledge of market practices, derivative instruments, and
associated risks are assumed as understood. When providing advice or making discretionary investment
decisions, based on information provided by you, we shall be responsible for assessing the suitability of
investments as required by FCA, SEC and CFTC rules as applicable. You shall be responsible for ensuring that
information provided to us is kept accurate, complete and up to date so as to enable us to assess the ongoing
suitability for you.

The views about the methodology, investment strategy and its benefits are those held by Record Currency
Management Limited at the time of presentation.

All data, unless otherwise stated in the footnote of the relevant page is as at May 1, 2026 and may have changed
since. This information has been provided for the information of the recipient only and is not for onward
distribution.

Regulated status

We are authorized and regulated by the Financial Conduct Authority in the UK, registered as an Investment
Adviser with the Securities and Exchange Commission in the US, registered as a Commodity Trading Adviser with
the US Commodity Futures Trading Commission, an Exempt International Adviser with the Ontario and Alberta
Securities Commission in Canada, and registered as exempt with the Australian Securities and Investments
Commission.

Source: Bloomberg Index Services Limited. BLOOMBERG ® and the indices referenced herein (the “Indices”,

and each such index, an “Index”) are service marks of Bloomberg Finance L.P. and its affiliates (collectively
“Bloomberg”) and/or one or more third-party providers (each such provider, a “Third-Party Provider,”) and have
been licensed for use for certain purposes to RECORD CURRENCY MANAGEMENT LIMITED (the “Licensee”). To
the extent a Third-Party Provider contributes intellectual property in connection with the Index, such third-party
products, company names and logos are trademarks or service marks, and remain the property, of such Third-
Party Provider. Bloomberg or Bloomberg’s licensors own all proprietary rights in Bloomberg Indices. Neither
Bloomberg nor Bloomberg’s licensors, including a Third-Party Provider, approves or endorses this material, or
guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied,
as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither Bloomberg

nor Bloomberg’s licensors, including a Third-Party Provider, shall have any liability or responsibility for injury or
damages arising in connection therewith.

Source: All FX Rates are sourced from WM/Refinitiv Closing Spot & Forward Rates Service and WM/Refinitiv
Closing NDF Rates Service (“WM/Refinitiv FX Rates”). Refinitiv shall not be liable for any errors in or delays in
providing the data contained or for any actions taken in reliance on the same.

Source: MSCI. Neither MSCI nor any other party involved in or related to compiling, computing or creating

MSCI data makes any express or implied warranties or representations with respect to such data (or the results
to be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of originality,
accuracy, completeness, merchantability or fitness for a particular purpose with respect to any such data.
Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in or
related to compiling, computing or creating the data have any liability for any direct, indirect, special, punitive,
consequential or any other damages (including lost profits) even if notified of the possibility of such damages. No
further distribution or dissemination of the MSCI data is permitted without MSCI’s express written consent.
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