MESIROW FINANCIAL CURRENCY MANAGEMENT

2020 Currency Outlook
While equity and bond markets rallied in 2019, currency
markets were notably quiet. The US Dollar Index moved a
marginal 0.22% as currencies were range bound vs. the US
Dollar throughout the year (Figure 1).

FIGURE 2 | EUR 1M Implied Volatility

FIGURE 1 | Market Returns
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Source: Bloomberg. January 1, 1999 to December 2019. Past performance is not necessarily
indicative of future results. Actual results may materially differ.
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The major FX themes of 2019 centered around the political
headlines of the US-China trade negotiations and Brexit, as
well the dovish tilt of central banks. While these political
events dictated much of the dialogue, the binary nature of
their outcomes made market consensus challenging.
Positive and negative sentiments were at odds, thereby
muting the FX market reaction globally.
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Reflecting subdued return numbers, FX volatility fell to
historically low levels. The dovish tilts across central banks
as global growth fell tightened interest rate differentials and
forced volatility lower. One-month implied volatility for Euro
vs. US Dollar, the most commonly traded currency pair in
the world, reached its lowest recorded level by year-end,
(Figure 2) and the JPM FX Global Volatility Index reached
levels seen just three times previously over the last three
decades (Figure 3).
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FIGURE 3 | JPM FX Global Volatility Index

Source: Bloomberg. April 30, 1992 to December 31, 2019. Past performance is not necessarily
indicative of future results. Actual results may materially differ.
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2020 Currency Outlook

Against this low FX volatility backdrop, carry remained a
major factor in currency hedging. Although central banks
were broadly dovish this year, the US and Canada ended
the year with rates at 1.75%, a significantly higher rate than
other G10 currency pairs (Figure 4). As a result, currency
hedging by US and Canadian portfolios benefitted from their
higher interest rate differentials, whereas European and
Australian portfolios faced a headwind, due to the cost of
carry, when hedging against their largest exposure, the
US Dollar.
FIGURE 4 | Central Bank Rates
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Source: Bloomberg. As of December 31, 2019. Past performance is not necessarily indicative of
future results. Actual results may materially differ.

As low volatility environments are reflective of smaller
deviations in price, active hedging opportunities were more
limited in 2019. When opportunities did occur, prices often
moved suddenly and quickly following news releases
surrounding day-to-day political turmoil. Sterling’s December
performance exemplified this behavior behind the Brexit
backdrop, as strength leading up to the Tory majority in the
general election on December 13th was quickly reversed as
hard Brexit fears resurfaced a few days later (Figure 5).
FIGURE 5 | GBP vs. USD

While currency movements in US portfolios were modest
overall for 2019, the path was far from smooth. Over the first
three quarters, currencies followed a saw-tooth pattern (with
a downside bias) with hedges helping to buffer the eventual
decline. Q4 saw a reversal; currency gains flowed through to
the portfolios partially offset by hedge positions.
For portfolios based out of Europe and Australia, the reverse
was true. Currencies appreciated over the first three
quarters of the year against EUR and AUD, and Q4 revealed
the need for more hedging protection from the retracement
towards depreciation. For Swiss portfolios, significant
currency strength over the first four months allowed partial
gains to flow through, followed by the benefit of hedging
protection as currencies fell in late spring into summer and
again in December. For Canadian portfolios, the bulk of the
weakness that happened in 2019 occurred in a short-term
move over the first six trading days of the year. The rest of
2019 remained predominantly range bound, with periodic
bouts of weakness in early summer and in December where
hedges helped cushion the drop. For UK portfolios, early
weakness gave way to foreign currency appreciation as
Brexit weighed heavy on Sterling. The path switched in
mid-August as optimism prevailed, currencies depreciated,
and hedges helped offset the weakness.
As 2020 begins, concerns over US-China trade negotiations
and Brexit have given way to more pressing risks stemming
from the rising geopolitical tensions in Iran, the Australian
bushfires, and the US primaries and general election. While
FX volatility begins the year near historic lows, each of the
three previous periods that the JPM FX Global Volatility
Index hovered near these levels, activity increased leading
to larger price swings, increased volatility, and more
opportunity for effective hedging (Figure 3). While the
Federal Reserve (in December) signaled no plans to cut
rates in 2020, other major regions are forecast to either cut
further or remain at existing 0% or sub-zero levels.1
Therefore, carry will remain an influential factor in currency
hedging, with positive or negative effects depending upon
base currency.
Happy New Year from our team at Mesirow. We wish you a
successful 2020 and look forward to fostering our
relationships and partnerships through our thoughtful
approach to currency risk management within your
international investments.

1.36
1.35
1.34
1.33
1.32
1.31
1.30
12/20/2019

12/19/2019

12/18/2019

12/17/2019

12/16/2019

12/15/2019

12/14/2019

12/13/2019

12/12/2019

12/11/2019

12/10/2019

12/9/2019

1.29

Source: Bloomberg. December 9, 2019 to December 20, 2019. Past performance is not necessarily
indicative of future results. Actual results may materially differ.

The information contained herein is intended for institutional clients, Qualified Eligible Persons, Eligible Contract Participants, or the equivalent classification in the recipient’s jurisdiction,
and is for informational purposes only. Nothing contained herein constitutes an offer to sell an interest in any Mesirow Financial investment vehicle. It should not be assumed that any trading
strategy incorporated herein will be profitable or will equal past performance. Please see the disclaimer at the end of the materials for important additional information.

Mesirow Financial

2

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.
1 Source: Bloomberg, Analyst Forecasts.
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.
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 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 economic and market factors may have had, and can reflect the benefit of hindsight, on MFCM’s decision-making if MFCM were actually managing client’s money in the same
manner. 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.
JP Morgan Global FX Volatility Index is an index that tracks options on currencies of major and developing nations by following aggregate volatility in currencies based on three-month
at-the-money forward options.
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 regulated by the FCA, depending on the jurisdiction.

To learn how Mesirow can help you please
contact Joseph Hoffman at 312.595.7019 or
jhoffman@mesirowfinancial.com.

