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A new look at currency  
hedged share classes

Introduction
FX‑hedged investment funds are widely used by Swiss institutional investors 
seeking to neutralize currency risk on foreign assets. By investing in hedged 
share classes, investors effectively delegate currency risk management to fund 
issuers, making both the cost and quality of hedge implementation critical.  

“Delegating currency 
risk management to a 
specialized manager 
allows for the design 
of an efficient 
hedging program at a 
low and clear price.”

This article examines the FX hedging 
performance of funds offering both hedged 
and unhedged share classes, isolating 
total FX hedging costs by comparing their 
performance differential to that of Mesirow 
Currency, a specialized currency overlay 
manager. This approach captures not only 
explicitly reported fees, but also implicit 
costs arising from hedge execution, roll 
mechanics, and transaction frictions. 

Using a broad sample of USD-denominated 
funds observed over the 2011–2023 
period, we show that FX‑hedged share 
classes have consistently underperformed 
an independently managed currency hedge 
by more than 15 basis points per year, 
reflecting structural inefficiencies that 
are negatively affected by certain market 
conditions.

Methodology
Our focus centers on funds invested in 
USD-denominated assets.1 The reason 
for this choice is twofold. First, US assets 
dominate the foreign exposures of Swiss 
investors. Second, having a single currency 
exposure greatly enhances the precision of 

the analysis as we do not have to estimate 
time-varying weights across several 
regions and their respective currencies.

We originally conducted this study in 
2019, and this article provides an update 
to that work. Our samples are, therefore, 
split into two periods: January 2011 to 
December 2018 (our first study) and 
January 2019 to August 2023.

Data has been self-reported by fund 
issuers and each fund contains both a 
hedged share class and an unhedged share 
class.

How much do funds charge for 
FX hedging?
Putting implicit costs aside for now, a 
natural starting point is to examine explicit 
FX hedging costs.

Comparing the Total Expense Ratio 
(TER) of the hedged and unhedged share 
class reveals whether the fund charges 
additional fees for FX hedging and, if yes, 
how much. The resulting statistics are 
presented in Table 1 for both periods.

https://www.mesirow.com/currency
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TABLE 1: FUNDS’ EXPLICIT FX HEDGING FEES STATISTICS 
2019–2023 2011–2018

Number of funds 116 130

Share of funds charging  
FX hedging fees 41% 34%

Average hedging fee 0.04% 0.05%

Median hedging fee 0.05% 0.03%

Lowest hedging fee 0.01% 0.01%

Highest hedging fee 0.14% 0.12%

Source: fundinfo.com

Although the average and lowest FX hedging fees stayed 
stable between the two periods, the median and percentage 
of funds charging higher fees for their hedged share class 
increased. This is quite surprising given the prevailing trend in 
the investment industry for ever lower management fees.

An event that could be the cause of this discrepancy is 
the implementation of the European MiFID II regulation in 
2018 which, among other things, requires funds to publish a 
broader set of total costs borne by investors. Nevertheless, 
the highest hedging fee at 14 basis points (up from 12) 
remains astonishing. 

But even the average hedging fee, at 4 basis points, is 
inexplicably high given that a specialized currency overlay 
manager would typically charge around 1-2 basis points to 
implement this type of (passive) currency hedging.

Now, how much does it really cost?
Investors now recognize that explicit fees are only one 
aspect of the total costs dragging on their returns. In our 
context, the implementation of the hedges, from process to 
transaction execution quality, incur costs that can only be 
unveiled by comparing bottom line performances, which is 
what we turn to now.

For each fund and year, we subtract the performance of 
the hedged share class from that of the unhedged one. This 
allows us to isolate the (total) FX hedging component given 
that both share classes are identical in their investments 
except for the FX hedge.2 

The FX hedging component is then compared to the one 
implemented by Mesirow Currency on representative client 
accounts. We present our results for the most recent sample 
in Figure 1, where each observation is the FX hedging under- 
or over-performance of a fund over Mesirow Currency for a 
given year.

FIGURE 1: BREAKDOWN OF YEARLY UNDER-AND 
OUTPERFORMANCES WITH RESPECT TO A MESIROW 
CURRENCY PASSIVE OVERLAY PROGRAM: 2019–2023
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Source: fundinfo.com, Mesirow Currency. Past performance is not necessarily indicative of future re-
sults.

The distribution, as represented by the blue rectangles, 
shows a negative skew, meaning that it is rather 
concentrated to the left of the green line delimiting negative 
and positive values. This implies that funds tended to under-
perform Mesirow Currency in terms of currency hedging. 

More precisely, this occurred 70% of the time and resulted 
in an average yearly under-performance of -0.19% over the 
years 2019-2023.

Recall our discussion of explicit hedging costs where a 
minority of funds (41%) charged additional fees for the FX 
hedging service with an average of 0.04% per year. Our 
analysis of total costs (i.e. both explicit and implicit) shows 
that 70% of the time funds underperform (-0.19% on 
average) Mesirow Currency and the average cost is almost 
five times worse.3 Importantly, these total costs can only be 
exposed by having access to an appropriate benchmark, in 
this case the performance of a specialized currency manager.

In our previous paper (the earlier sample 2011-2018), we 
discovered the funds underperform (-0.15% on average) 
Mesirow Currency 79% of the time. If anything, funds 
reduced their probability of underperforming slightly over 
time, but when they did, their underperformance was worse.



3

Mesirow Currency | A new look at currency hedged share classes

All funds are not created equal
Coming back to our most recent sample, we turn our 
attention to fund characteristics to investigate whether they 
influence FX hedging underperformance. In addition to the 
Total Expense Ratio (TER), we focus on fund size (in terms of 
assets under management – split evenly between large and 
small4) and management style (active – where the goal is to 
beat a reference index – or passive – where the goal is to 
replicate a reference index).

For each group, we measure how the average annual FX 
hedging performance compares with that of Mesirow 
Currency, revealing the following:

TABLE 2: FUNDS’ (TOTAL) FX HEDGING COSTS AS A 
FUNCTION OF THEIR CHARACTERISTICS: 2019–2023 

Average yearly total  
FX hedging cost v.  
Mesirow Currency

Number  
of funds

Funds charging  
FX hedging fees -0.10% 52

Funds not charging  
FX hedging fees -0.27% 39

Large funds5 -0.10% 46

Small funds6 -0.31% 45

Active funds -0.12% 58

Passive funds -0.35% 33

Source: fundinfo.com, Mesirow Currency. Past performance is not necessarily indicative of future re-
sults.

In summary, and other things being equal, small funds that do 
not charge FX hedging fees and have a passive management 
style have total FX hedging costs that are worse than large 
funds who do charge FX hedging fees and have an active 
management style. Strikingly, funds not charging (explicit) 
FX hedging fees incur total costs that are almost three times 
larger than funds that do, underlining the importance of 
looking beyond cost figures as they are reported by fund 
issuers.

Putting it all together
How can these various effects be explained? In this section, 
we offer an explanation based on the mechanics of funds’ FX 
hedging.

To start off, consider a fund’s hedged-share class as an 
independent portfolio made of:

•	 some underlying investments (e.g. US stocks or bonds); 
and 

•	 a FX hedge in the form of forward contracts in the 
corresponding currency pair (i.e. USDCHF). 

Now consider the following two scenarios, depending on the 
movement in US interest rates:

FIGURE 2: FX HEDGING PROCESS FOR HEDGED SHARE 
CLASSES ALONG TWO SCENARIOS

SCENARIO 1

USD appreciates
VS CHF

FX hedge yields a 
loss (in CHF)

US assets are sold 
to finance loss on 

FX hedge

Price of US 
assets fall

Size of the FX hedge 
must be reduced

Gain from assets sale is 
changed into CHF

(sell USDCHF)

US interest rates rise

SCENARIO 2

USD depreciates 
VS CHF

FX hedge yields a 
gain (in CHF)

FX hedge gain is 
changed into USD 

(buy USDCHF) 

Price of US 
assets rise

Size of the FX hedge 
must be increased

FX hedge gain is 
reinvested into US 

assets (buy US assets)

US interest rates fall
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TOO MANY TRANSACTIONS
The first thing to note is that, since the share class operates 
as an isolated compartment, any (realized) gain or loss on 
the FX hedge requires a buying or selling transaction in 
the underlying investments to either reinvest the gain or 
cover the loss. While the fund’s management theoretically 
has discretion over the frequency of these transactions, 
in practice, they are strongly influenced, sometimes even 
bound, by the methodology of their reference index.

This methodology is surprisingly similar across the whole 
range of index providers: at the start of each month, the 
whole of the FX exposure is hedged using forward contracts 
with a 1-month maturity. This strategy, while clear and easily 
reproductible, leads to a large FX hedge turnover, equivalent 
to 12 times the value of the portfolio per year, resulting in:

•	 significant transaction costs; and

•	 higher hedging costs due to the negative effects that 
typically affect 1-month forward at the turn of the year 
and quarter (“cross-currency basis”). 

Now, let’s look at our previous findings considering this 
hedging methodology.

VOLATILITY
Recall that funds’ FX hedging performance worsened 
further in the more recent sub-period. A few computations 
show that the yearly volatility of US stock and bond returns 
increased significantly between the two sub-periods, while 
that of the USDCHF currency pair decreased slightly. 

TABLE 3: ANNUALIZED VOLATILITY 
US stocks7 US bonds8 USDCHF

2019–2023 18.81% 5.58% 7.12%

2011–2018 11.43% 2.76% 9.60%

Source: Bloomberg

The highlighted hedging methodology implies that the large 
increase in assets’ volatility (+65% for stocks and +100% for 
bonds) should have led to larger FX hedge adjustments and 
thus higher transaction costs in the second sub-period. This 
aligns with the worsening of the funds’ FX hedging that we 
observed.

FUNDS’ CHARACTERISTICS
The inefficiencies presented are known to many market 
participants and asset managers who can take advantage of 
them. This excludes passive funds, however, since their task 
is to replicate the benchmark index’s performance (and thus 
its FX hedging strategy). On the other hand and as observed 
in our sample, active funds can boost performance by 
adapting their hedging process to some degree.

The same logic can apply to funds who charge a higher fee 
on their hedged share class; they are expected to provide 
a higher quality service in exchange for this added price 
compared to the simple replication of an inferior hedging 
strategy.

Finally, larger funds benefit from more significant resources 
and economies of scale, allowing them to reduce their 
transaction costs, resulting in better performance compared 
to their smaller counterparts.

Conclusion
FX-hedged investment funds are popular for their simplicity 
as they require no FX hedge management on the part of 
the investor. However, a closer examination reveals that 
their inefficient FX hedging methodology and the associated 
transaction costs have led to continued and significant 
underperformance over the past decade.

The good news is that a similarly simple yet markedly better 
solution exists; delegating currency risk management to a 
specialized manager. This allows for the design of a sound, 
comprehensive, and efficient hedging program at a low and 
clear price. 

Only this level of transparency can demonstrate a complete 
alignment of interests with those of the investor.
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1. Source: fundinfo.com. Funds included to the sample were all funds invested (only) in USD assets 
and offered to Swiss institutional investors. All fund information was extracted from factsheets retrieved 
from fundinfo.com.

2. From this section onward, our sample is reduced to funds for which we have at least one year of 
performances for both share classes with a 2-decimal point precision level. With these two constraints, 
the number of funds for each sub-periods is as follows: 2019 – 2023: 91 funds; 2011 – 2018: 66 funds.

3. As what could be inferred from fund documents.

4. Median fund size is USD 1.067 billion.

5. Funds with AUM greater than median fund size, USD 1.067 billion

6. Funds with AUM less than median fund size, USD 1.067 billion

7. MSCI USA Net Total Return USD Index. See disclosure for additional index information.

8. Bloomberg US Aggregate Total Return Index. See disclosure for additional index information. 

Mesirow Currency Management (“MCM”) is a division of Mesirow Financial Investment Management, 
Inc. (“MFIM”) a SEC registered investment advisor, a CFTC registered commodity trading advisor and a 
member of the NFA and Mesirow Financial International UK, Ltd. (“MFIUK”), authorized and regulated 
by the FCA. The information contained herein is intended for institutional clients, Qualified Eligible 
Persons and Eligible Contract Participants or the equivalent classification in the recipient’s jurisdiction 
and is for informational purposes only. This information has been obtained from sources believed to be 
reliable, but is not necessarily complete and its accuracy cannot be guaranteed. Any opinions expressed 
are subject to change without notice. It should not be assumed that any recommendations incorporated 
herein will be profitable or will equal past performance. Mesirow Financial does not render tax or legal 
advice. Nothing contained herein constitutes an offer to sell or a solicitation of an offer to buy an interest 
in any Mesirow Financial investment vehicle(s). Any offer can only be made through the appropriate 
Offering Memorandum. The Memorandum contains important information concerning risk factors and 
other material aspects of the investment and should be read carefully before an investment decision 
is made.

Currency strategies are only suitable and appropriate for sophisticated investors that are able to lose all 
of their capital investment. This communication may contain privileged and/or confidential information. 
It is intended solely for the use of the addressee. If this information was received in error, you are strictly 
prohibited from disclosing, copying, distributing or using any of this information and are requested to 
contact the sender immediately and destroy the material in its entirety, whether electronic or hardcopy.

Services are only offered to Regulated Qualified Investors, as defined in Article 10 of the Swiss Collective 
Investment Scheme Act. There can be no guarantee investment advice will be profitable or meet its 
investment objectives.  

This communication may contain privileged and/or confidential information. It is intended solely for 
the use of the addressee. If this information was received in error, you are strictly prohibited from 
disclosing, copying, distributing or using any of this information and are requested to contact the sender 
immediately and destroy the material in its entirety, whether electronic or hardcopy. 

Certain strategies discussed throughout the document are based on proprietary models of MCM’s or its 
affiliates. No representation is being made that any account will or is likely to achieve profits or losses 
similar to those referenced. 

Performance pertaining to the Currency Risk Management Overlay strategies is stated gross of fees. 
Performance information that is provided net of fees reflects the deduction of implied management 
and performance fees. Performance information that is provided gross of fees does not reflect the 
deduction of advisory fees. Client returns will be reduced by such fees and other expenses that may 
be incurred in the management of the account. Advisory fees are described in Part II of Form ADV of 
Mesirow Financial Investment Management, Inc. For any performance information that is provided 
gross of fees, MFIM will provide performance results net of such fees upon request. 

Hypothetical model performance information and results do not reflect actual trading or asset or fund 
advisory management and the results may not reflect the impact that material economic and market 
factors may have had. Hypothetical performance results have many inherent limitations, some of which 
are described herein. No representation is being made that any account will or is likely to achieve profits 
or losses similar to those shown. In fact, there are frequently sharp differences between hypothetical 
performance results and the actual results subsequently achieved by any particular trading program. 
One of the limitations of hypothetical performance results is that they are generally prepared with the 
benefit of hindsight. In addition, hypothetical trading does not involve financial risk, and no hypothetical 
trading record can completely account for the impact of financial risk in actual trading. For example, 
the ability to withstand losses or adhere to a particular trading program in spite of trading losses are 
material points which can also adversely affect actual trading results. There are numerous other factors 
related to the markets in general or to the implementation of any specific trading program which can-
not be fully accounted for in the preparation of hypothetical performance results and all of which can 
adversely affect actual trading results. 

Performance referenced herein for Currency Risk Management Overlay strategies prior to May 2004, 
the date that the Currency Risk Management team joined Mesirow Financial, occurred at prior firms. 
Performance referenced herein for Currency Alpha and Macro strategies prior to 10.1.18, the date that 
the Currency Alpha and Macro Strategies team joined Mesirow Financial, occurred at prior firms. Any 
chart, graph, or formula should not be used by itself to make any trading or investment decision. Any 
currency selections referenced herein have been included to illustrate the market impact of certain cur-
rencies over specific time frames. The inclusion of these is not designed to convey that any past specific 
currency management decision by MCM would have been profitable to any person. It should not be 
assumed that currency market movements in the future will repeat such patterns and/or be profitable 
or reflect the currency movements illustrated above.

The Bloomberg US Aggregate Index is a broad-based flagship benchmark that measures the investment 
grade, US dollar-denominated, fixed-rate taxable bond market. The index includes Treasuries, govern-
ment-related and corporate securities, MBS (agency fixed-rate pass-throughs), ABS and CMBS (agency 
and non-agency). The MSCI USA Net Total Return USD Index (NDDUUS) measures the performance of 
large and mid-cap US equities, reflecting net-of-tax reinvested dividends. Comparisons to any indices 
referenced herein are for illustrative purposes only and are not meant to imply that a strategy’s returns 
or volatility will be similar to the indices. The strategy is compared to the indices because they are widely 
used performance benchmarks. 

Mesirow Financial refers to Mesirow Financial Holdings, Inc. and its divisions, subsidiaries and affili-
ates. The Mesirow Financial name and logo are registered service marks of Mesirow Financial Holdings, 
Inc., © 2026, Mesirow Financial Holdings, Inc. All rights reserved. Investment management services 
provided through Mesirow Financial Investment Management, Inc., a SEC registered investment ad-
visor, a CFTC registered commodity trading advisor and member of the NFA, or Mesirow Financial 
International UK, Ltd. (“MFIUK”), authorized and regulated by the FCA, depending on the jurisdiction.

https://www.mesirow.com

