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Managing currency hedge liquidity
through staggered tenors

The trade-off between settlement cash flow
volatility and tracking error

Many investors with currency hedging programs face liquidity issues.
They hedge their foreign exchange exposure using a single, short-
dated forward contract that must roll and settle the full hedge notional
each month. During periods of stress, when the client’s base currency
depreciates and a large loss must be settled, the investor may be forced
to liquidate investments at an inopportune time.

As an alternative to using monthly contracts or one settlement date, an investor can
stagger hedge tenors: holding a ladder of forward contracts with progressively longer “Investors eva]uating

maturities that.roll on a rotating schedule distributes settlements over time and reduces a staggered hedge
the concentration of monthly cash flows.

tenor structure
Using more than 25 years of monthly data (January 2001 through July 2026) for an should size the

AUD-based investor hedging US dollar exposure, this paper quantifies the trade-off
introduced by staggering. Relative to a traditional 1-month hedge, staggered structures
produce materially smaller and less volatile monthly settlement cash flows. This does,
however, come at the cost of a modest and steadily increasing annualized tracking error. addresses their cash

flow or liquidity

ladder to the point
that meaningfully

As additional rungs are added to the hedge ladder, from a single 1-month forward
(1x1M) to a fully staggered 12-contract, 12-month structure (12x12M), monthly constraints...”
settlement cash flows become progressively smoother (Chart 1), while return dispersion

relative to the 1-month benchmark gradually increases.

Investors and overlay managers facing liquidity or operational constraints should weigh
the benefit of reduced settlement volatility against the incremental tracking error when
determining an appropriate hedge tenor structure.

Throughout this paper, performance is evaluated relative to the return of a 1-month
forward hedge. This is the standard methodology employed by major index providers,
including MSCI, FTSE Russell, and Bloomberg. The 1-month hedge represents the
benchmark against which most currency-hedged portfolios are measured.

For investors with explicit tracking-error objectives, understanding the performance
implications of staggering hedge maturities is essential when balancing benchmark
alignment against improved cash flow management.
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Background and methodology

The analysis compares twelve staggered hedge structures,
denoted 1x1M through 12x12M, where “n x nM” refers to a
ladder of n contracts with maturities from one month out to
n months, rebalanced on a rotating monthly schedule so that
only 1/n of the notional resets in any given month. The 1x1M
structure, a single 1-month forward rolled monthly, serves as
the benchmark against which tracking error and cumulative
deviation are measured.

The sample period runs from January 2001 through July
2026 for the cash flow analysis and for the tracking error
and cumulative deviation analyses, each measured against a
1-month forward benchmark return.

The cash flow effect

Staggering tenors reduces both the typical size and the
worst-case size of monthly hedge settlement cash flows.
The average absolute monthly cash flow for the AUD-
based investor falls from 2.66% of hedged notional

under a 1x1M structure to 0.82% under a fully staggered
12x12M structure, a reduction of roughly two-thirds. The
improvement in worst case monthly cash flow is even more
pronounced: the worst single month falls from -19.46%
under 1x1M to -3.12% under 12x12M. This is illustrated in
Chart 1.

CHART 1: AVERAGE ABSOLUTE MONTHLY CASH FLOW
AND WORST MONTHLY CASH FLOW
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The largest marginal improvement comes from adding just
the first few rungs to the ladder: moving from 1x1M to
3x3M cuts the AUD worst-case monthly cash flow by more
than 36%, whereas moving from 9x9M to 12x12M vyields a
small improvement. This suggests that a modest degree of
staggering captures most of the available cash flow benefit.

Tracking error effect

The cash flow benefit is not without its drawbacks, especially
for investors who are sensitive to tracking error relative to

a published benchmark. Because each staggered structure
holds contracts of longer average maturity than the 1-month
benchmark, its return path deviates from that benchmark,
and annualized tracking error rises steadily as more rungs are
added to the ladder.

Tracking error increases in an almost straight line with the
number of tenors staggered (Chart 2), reaching roughly
0.35% annualized for the AUD investor at 12x12M. The
increase per additional rung is fairly even across the ladder,
unlike the cash flow benefit, which is front-loaded, the
tracking error cost accrues at a fairly constant rate as tenors
are added.

CHART 2: ANNUALIZED TRACKING ERROR FROM
STAGGERING FORWARDS OVER TIME
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Monthly minimum and maximum deviation from the 1-month
benchmark widen as tenors are staggered further, reflecting
the wider band of possible monthly outcomes rather than a
persistent directional bias as detailed in Table 1. As you can
imagine, these large monthly deviations occurred between
2007 and 2009, the period of the Global Financial Crisis.

Cumulative deviation over the full sample period
oscillates around zero throughout the sample and finishes
the period only marginally away from the benchmark
(Chart 3), consistent with a series of largely offsetting
monthly deviations rather than a directional drag.

CHART 3: CUMULATIVE DISPERSION OVER TIME
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TABLE 1: MINIMUM AND MAXIMUM MONTHLY
DEVIATIONS

Tenor structure ~ AUD min. deviation ~ AUD max. deviation
3x3M -0.14% 0.25%
6x6M -0.31% 0.48%
9IXIM -0.49% 0.59%
12x12M -0.64% 0.68%
— 1xIM — 2x2M — 3x3M — 4x4M —— 5x5M = 6x6M
— 7x7M 8x8M — 9x9M — 10x10M  —— 11x11M —— 12x12M
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Conclusion

Staggering hedge tenors is an effective lever for reducing
the size and volatility of monthly settlement cash flows in

a currency overlay program, with the largest gains typically
realized from the first few additional rungs on the ladder.
That benefit comes paired with a modest, steadily increasing
tracking error cost relative to a 1-month hedge benchmark,
and the cumulative return impact of that tracking error can,

in some periods and currencies, accumulate in one direction
rather than average out.
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Investors evaluating a staggered tenor structure should size
the ladder to the point that meaningfully addresses their cash
flow or liquidity constraints, without adding further rungs
whose marginal cash flow benefit is small relative to the
tracking error and cumulative deviation cost being taken on.
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About Mesirow Contact us

Mesirow is an independent, employee-owned financial services firm founded in 1937. Joseph Hoffman
Headquartered in Chicago, with offices around the world, we serve clients through 312.595.7017

a personal, custom approach to reaching financial goals and acting as a force for joseph.hoffman@mesirow.com

social good. With capabilities spanning Private Capital & Currency, Capital Markets &
Investment Banking, and Advisory Services, we invest in what matters: our clients, our
communities and our culture. To learn more, visit mesirow.com, follow us on LinkedIn
and subscribe to Spark, our quarterly newsletter.


https://www.mesirow.com/
https://www.linkedin.com/company/mesirow-financial
https://www.mesirow.com/spark
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Nothing herein is meant to be taken as a recommendation to buy or sell a particular asset or invest in
a particular strategy.

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 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 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.

Australian Investors: The information contained herein is intended for Wholesale Clients only and is
for informational purposes only. This document is not a prospectus or product disclosure statement
under the Corporations Act 2001 (Cth) (Corporations Act) and does not constitute a recommendation to
acquire, an invitation to apply for, an offer to apply for or buy, an offer to arrange the issue or sale of,
or an offer for issue or sale of, any securities or investment service in Australia, except as set out below.
The strategy has not authorised nor taken any action to prepare or lodge with the Australian Securities
& Investments Commission an Australian law compliant prospectus or product disclosure statement.
Accordingly, this strategy and document may not be issued or distributed in Australia other than by way
of or pursuant to an offer or invitation that does not need disclosure to investors under Part 6D.2 or
Part 7.9 of the Corporations Act, whether by reason of the investor being a ‘wholesale client’ (as defined
in section 761G of the Corporations Act and applicable regulations) or otherwise. This document does
not constitute or involve a recommendation to acquire, an offer or invitation for issue or sale, an offer
or invitation to arrange the issue or sale, or an issue or sale, of any strategy or investment service to a
‘retail client’ (as defined in section 761G of the Corporations Act and applicable regulations) in Australia.

Canadian Investors: The information contained herein is intended for Permitted Clients only and s for
informational purposes only. This confidential material pertains to the offering of the currency strategies
described herein only in those jurisdictions and to those persons where and to whom they may be
lawfully offered for sale, and only by persons permitted to sell such strategies. This material is not, and
under no circumstances is to be construed as, an advertisement or a public offering of the strategies
described herein in Canada. No securities commission or similar authority in Canada has reviewed
or in any way passed upon this document or the merits of the strategies described herein, and any
representation to the contrary is an offence.

EU Investors: The information contained herein is intended for Professional Clients as the term is
defined by MIFID Il and is for informational purposes only. Recipients that are classified under MiFID Il
as retail clients must opt up to Professional Clients before receiving any services from Mesirow Currency
Management.

Japanese Investors: Mesirow Currency Management provides discretionary investment management
services to managed accounts held on behalf of qualified investors only. MCM will not act as agent or
intermediary in respect of the execution of a discretionary investment management agreement. Please
note that this presentation is intended for educational purposes and solely for the addressee and may
not be distributed.

Hong Kong Investors: The contents of this document have not been reviewed by any regulatory authority
in Hong Kong. You are advised to exercise caution in relation to the contents of this document. You
should obtain independent professional advice prior to considering or making any investment. The
investment is not authorized under Section 104 of the Securities and Futures Ordinance of Hong Kong by
the Securities and Futures Commission of Hong Kong. Accordingly, the distribution of this Presentation
Material and discretionary management services in Hong Kong are restricted. This Presentation Material
is only for the use of the addressee and may not be distributed, circulated or issued to any other person
or entity.

South Korean Investors: Upon attaining a client, Mesirow Financial Investment Management, Inc.
("MFIM") will apply for the appropriate licenses and retain the services of a local licensed intermediary
(a Korean financial investment company). In the interim, MFIM will rely on and sub-delegate to
Mesirow Advanced Strategies, Inc. (“MAS”).

This material is not intended for investment nor distribution purposes, but is being provided to the
addressee for educational purposes only. This book may contain privileged and/or confidential
information and 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. Nothing contained herein constitutes an offer to sell or a solicitation of an offer
to buy an interest in any Mesirow investment vehicle or to invest in any strategy. Any offer can only be
made to Qualified Professional Investors through the appropriate Investment Management Agreement
or Offering Memorandum, which contains important information concerning risk factors and other
material aspects of the investment and should be read carefully before an investment decision is made.

Mesirow

Mesirow Financial Investment Management, Inc. (“MFIM") is not making any representation with
respect to the eligibility of any potential investors or recipients of this material to invest in or acquire
any interests therein under the laws of Korea, including but without limitation the Foreign Exchange
Transaction Act and Regulations thereunder. The investment or interests may only be offered to
Qualified Professional Investors, as such term is defined under the Financial investment Services and
Capital Markets Act, and no investment or any of the interests may be offered, sold or delivered, or
offered or sold to any person for re-offering or resale, directly or indirectly, in Korea or to any resident
of Korea except pursuant to applicable laws and regulations of Korea.

Singapore Investors: Mesirow Currency Management provides discretionary investment management
services to managed accounts held on behalf of qualified investors only. MCM will not act as agent or
intermediary in respect of the execution of a discretionary investment management agreement. Please
note that this presentation is intended for educational purposes and solely for the addressee and may
not be distributed.

Swiss Investors: 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.

United Kingdom Investors: In the United Kingdom, this communication is directed only at persons who
fall within the definition of a “professional client” as defined in COBS 3.5 of the FCA handbook.

Additional Information: 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.

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 Alpha and Macro strategies may be stated gross of fees or
net 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 I of Form
ADV of Mesirow Financial Investment Management, Inc. Simulated 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, and can reflect the benefit
of hindsight, on MCM's decision-making if MCM were actually managing client's money in the same
manner. Performance referenced herein for Currency Alpha and Macro strategies prior to October 1,
2018, the date that the Currency Alpha and Macro Strategies team joined Mesirow, 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 currencies over speific time frames. The inclusion of these is not designed to convey that
any past speific 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.

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 refers to Mesirow Financial Holdings, Inc. and its divisions, subsidiaries and affiliates. The
Mesirow 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 advisor, 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.
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