MESIROW FINANCIAL CURRENCY MANAGEMENT

Coronavirus – FX Perspective

For investors with international investments, the uncertain
path of the evolution of the coronavirus (COVID-19)
outbreak directly affects the currency risk embedded in their
portfolios. The recent market reaction has been swift and
substantial, as both the S&P 500 and MSCI World equity
indices have fallen over 10% in a matter of days. For
currencies with safe-haven characteristics such as US
dollar, Swiss franc, and Japanese yen, FX is a reflection of
risk-sentiment – demand increases with uncertainty as risk
taken off the table is reallocated into more secure
investments such as safe-haven currencies.

As currency exchange rates express the relative value of
one currency against another, a rising US dollar necessarily
leads to falling foreign currencies. For US investors with
international investments, the FX component of their
international portfolio return falls in value as foreign
currencies depreciate. When equity markets decline, as
they have recently, the fall in value can be exacerbated as
both the equity and currency components of their portfolio
weaken in unison.

For investors based in safe-haven countries, the appreciation
of their base currencies corresponds to the rise in global
uncertainty. As seen in Figure 1, US investors have seen
their home currency experience a gradual increase in value
as more coronavirus-related stories have dominated the
news cycle. The US Dollar Spot Index has appreciated as
much as 3.6% since the start of the year, corresponding with
the spread of the coronavirus.

FX volatility has surged with growing recession fears due
to the coronavirus outbreak, fueled by large swings in
currency. As seen in Figure 2, the J.P. Morgan Global FX
Volatility index has experienced a sharp increase recently,
up as much as 29% from the lows experienced earlier in the
year. International portfolio risk profiles are highly influenced
by the FX volatility present in the market. When FX volatility
is high, international portfolio risk can be dominated by
currency risk as the FX component becomes the main driver
of portfolio returns.
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Coronavirus - FX Perspective

Common comparisons can be made between the current
coronavirus (COVID-19) outbreak and other variants of
coronavirus, most notably SARS and MERS. As news and
awareness spread in the early days of each health crisis,
similar reactions could be felt in the Dollar Spot Index and
JPM Global FX Volatility Index. Figure 3 and 4 display the
behavior of both indices respectively over a month’s time,
early in each of the virus outbreaks. The summary table that
follows lists trough-to-peak return for both indices across
each virus during the month period.
Across the three strains of coronavirus, an average
trough-to-peak appreciation of 3.4% and 21.6% was realized
for the Dollar Spot Index and the JPM Global FX Volatility
Index, respectively, as the safe-haven characteristics of US
dollar were reflected through falling foreign currencies and
increased volatility.
As events such as these are unpredictable in nature,
Mesirow Financial Currency Management recommends
having a currency risk management policy in effect at all
times, strategically designed to mitigate currency risk and to
control for downside protection in falling currency markets.
A strategic hedging policy safe-guards against adverse
currency movements without the need to market-time,
tailored to client-specific risk profiles through a broad
spectrum of currency risk management strategies.
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FIGURE 4 | J PM Global FX Volatility Index - Virus Comparison
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About Mesirow Financial
Mesirow Financial is an independent, employee-owned firm founded in 1937. As specialists in investment, risk management
and advisory services, we are committed to helping our institutional, corporate and individual clients achieve their objectives.
Our professionals are inspired by an entrepreneurial desire to develop tailored solutions designed to deliver measurable
results. To learn more, please visit mesirowfinancial.com.

Mesirow Financial Currency Management (“MFCM”) is a division of Mesirow Financial Investment Management, Inc. (“MFIM”) a SEC registered investment advisor. The information
contained herein is intended for institutional clients, Qualified Eligible Persons and Eligible Contract Participants 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.
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 MFCM’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 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. 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
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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 October 1, 2018, 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 currencies over specific time frames. The inclusion of these is not designed to convey that any past specific currency management
decision by MFCM 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 Financial refers to Mesirow Financial Holdings, Inc. and its divisions, subsidiaries and affiliates. The Mesirow Financial name and logo are registered service marks of Mesirow
Financial Holdings, Inc., © 2020, 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
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To learn how Mesirow can help you please
contact Joseph Hoffman at 312.595.7019 or
jhoffman@mesirowfinancial.com.

