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Kathleen Hayes: A hot commodity in the ETF world: Currency Hedging ETFs. What are they,
and why are they so important.
Steve Cook: Yes, so, often times investors want exposure to emerging markets, frontier
markets, even developed markets overseas. And they don’t understand that often times what
comes with that is currency risk. That you could go ahead and invest in an index; that index
performs 30 (percent), 40 percent, but because of the performance of the euro to the U.S.
dollar or the yen to the U.S. dollar, it can take away the performance of your investments, and
you’ll end up with a 20 percent return instead of a 40 percent return unless you go ahead and
hedge that currency risk. And so, the portfolios go ahead and do that on behalf of the investors.
Kathleen: Put this in the news context. We have Mario Draghi, head of the European Central
Bank, making some pretty dramatic cuts in the growth forecasts for the next couple of years,
saying that the ECB will reassess its view of stimulus. People are talking more and more about
the EC going ahead and maybe buying sovereign bonds, government bonds, but in the
secondary market. How does that fit into somebody’s ETF strategy?
Steve: Well, again, if you want to go ahead and still get the performance or the growth of some
of the companies coming out of Europe, it’s still a great investment to make. It still offers noncorrelation to maybe some of your other core investments. So, you should still obviously get
that exposure, but again you should be rightfully worried about the currency associated with
that investment. And so you can go ahead and buy a currency hedged ETF. I know Deutsche
Bank’s bringing out a number of products in that market; a number of other providers, to try
and still give you access to the indices or the broad-based indexes, but take away the currency
risk.
Kathleen: OK. Let’s say I’m a do-it-yourselfer. Let’s say I’m a retail investor. Obviously this
conference has a lot of RIAs, registered investment advisors, wealth managers, etc. Let’s say
I’m a do-it-yourselfer. Many people would say that ETFs are something good for that kind of
person, because the small investor can get a piece of the action that they could only
have…without an ETF, they’d need a lot more money. They’d need a much bigger down
payment. But what are the risks? What should people be aware of, Steve, if they’re thinking of
looking at currency hedging ETFs?

Steve: Well again, I think you have to understand the benchmark, right? So, you have to get
comfortable with what kind of performance or what kind of exposure you want. Understand the
benchmark that you’re investing in, what does that deliver from an exposure perspective.
And then, really, the last risk to be concerned about is buying the actual ETF in the market. So,
an individual investor has to understand that ETFs trade at a bid-ask spread, and that they
don’t want to just put in a market order and take whatever price comes back. So, they really
need to put in a limit order to ensure that they’re getting the best price. And once you’ve made
the decision on the benchmark itself, the currency hedge is really just a natural overlay on top
of that and you don’t really have to worry about that as much. It’s more get your exposure
down, understand the benchmark you’re going to track, and ensure that you’re buying at the
right price through a limit order.
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