Hedged vs Unhedged | |
Unit trust funds offer investors
C u r re n Cy C | a SS — a diverse range of investment
options and among these choices
W h at YO u N ee d to K n OW is whether to opt for a hedged or
unhedged currency class. Each
Prepared by: AHAM Asset Management option comes with its own set of

advantages and considerations.

In our latest Fundamental Flash,
we'll delve into the differences
between the two and explore which
to choose each based on your
investment goals. But before that,
here’s a look at why currency
matters to an investor’s portfolio.

Same Market, Different Results

Currency volatility can play a significant role that influences overall performance returns. Given the heightened movements in
currency markets, it is crucial for investors to adeptly manage currency exposure within a portfolio.

Graph 1 illustrates the substantial disparity in total returns for the benchmark KLCI when viewed from both MYR and USD
perspectives. For example, a foreign investor participating in the local market might experience diminished returns when converting
the investment back from MYR to USD, where the local currency has been depreciating against the dollar.

Graph 1: Total Returns (%) of FBM KLCI from MYR and USD perspective
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Source: Bloomberg as at end September 2023, on a total return basis.

Conversely, when a local investor invests abroad and the respective foreign currency appreciates, the investor stands to gain higher

returns from the investment. As depicted in Graph 2 below, a Ringgit-based investor would realise higher returns when the value of
the investment in Singapore equities is converted from SGD back to MYR.

Graph 2: Total Returns (%) of STI fromm SGD and MYR perspective
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Source: Bloomberg as at end September 2023, on a total return basis.
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Understanding Currency Classes

When to Choose an Unhedged Currency Class

Broadly, there are two currency classes investors have when

investing in a unit trust fund with multi-currency options.

Hedged Currency Class: In a hedged currency class, the fund
manager actively manages currency risk by using financial
instruments such as forward contracts to mitigate the impact
of currency fluctuations. The goal is to provide investors with
more stable returns in their home currency, especially when

investing in foreign assets.

Unhedged Currency Class: In contrast, the fund manager
does not actively manage currency risk for unhedged
currency classes. The returns are directly affected by
fluctuations in exchange rates. Thus, investors in unhedged
classes bear the full brunt of currency movements, whether
positive or negative.

When to Choose a Hedged Currency Class

Stability of Returns: If you prioritize stable and predictable
returns in your home currency, a hedged currency class is the
way to go. It can help shield your investments from the
volatility of foreign exchange markets.

Short-Term Investments: For short-term investments where
you plan to convert your holdings back to your home
currency relatively soon, hedging can reduce the uncertainty
associated with currency fluctuations.

Risk Aversion: If you are risk-averse and uncomfortable with
the potential for currency-related losses, a hedged currency
class provides a sense of security.

Strategic Asset Allocation: Hedging can be part of a strategic
asset allocation plan. For example, you might choose to
hedge some of your international investments while leaving
others unhedged based on your risk tolerance and market
outlook.

Long-Term Investments: Investors with a long-term horizon
may opt for unhedged currency classes, as they have the
potential for greater returns over time. Currency fluctuations
tend to balance out in the long run, and unhedged investments
can benefit from currency appreciation.

Risk Tolerance: If you have a higher risk tolerance and are willing
to accept the potential for currency-related gains or losses, an

unhedged class allows you to ride out currency market cycles.

Global Diversification: Unhedged classes can be beneficial
when constructing a globally diversified portfolio. They provide
exposure to currency movements, which can complement

other asset classes.

Market Expectations: Consider the outlook for the foreign
currencies in which you're investing. If you expect them to
appreciate, leaving your investments unhedged may allow
you to capture those gains.

Navigating Currency Volatility

The choice between a hedged and unhedged currency class
in unit trust funds depends on your own unique goals,
investment horizon and risk tolerance. Short-term investors
may lean towards hedged classes, while long-term investors
may favour unhedged ones.

Both currency classes offer unique advantages, and your
decision should align with your financial strategy and time
horizon. Importantly, you should consider how they fit into
your overall diversification strategy to ensure that gains from
one currency offset losses in another.
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Disclaimer: This article has been prepared by AHAM Asset Management Berhad (formerly known as Affin Hwang Asset Management Berhad) (hereinafter referred to as "AHAM Capital”) specific for its use,
a specific target audience, and for discussion purposes only. All information contained within this presentation belongs to AHAM Capital and may not be copied, distributed or otherwise disseminated in whole
or in part without written consent of AHAM Capital. The information contained in this presentation may include, but is not limited to opinions, analysis, forecasts, projections and expectations (collectively
referred to as “Opinions”). Such information has been obtained from various sources including those in the public domain, are merely expressions of belief. Although this presentation has been prepared on the
basis of information and/or Opinions that are believed to be correct at the time the presentation was prepared, AHAM Capital makes no expressed or implied warranty as to the accuracy and completeness of
any such information and/or Opinions. As with any forms of financial products, the financial product mentioned herein (if any) carries with it various risks. Although attempts have been made to disclose all
possible risks involved, the financial product may still be subject to inherent risk that may arise beyond our reasonable contemplation. The financial product may be wholly unsuited for you, if you are averse to
the risk arising out of and/or in connection with the financial product. AHAM Capital is not acting as an advisor or agent to any person to whom this presentation is directed. Such persons must make their
own independent assessments of the contents of this presentation, should not treat such content as advice relating to legal, accounting, taxation or investment matters and should consult their own advisers.
AHAM Capital and its affiliates may act as a principal and agent in any transaction contemplated by this presentation, or any other transaction connected with any such transaction, and may as a result earn
brokerage, commission or other income. Nothing in this presentation is intended to be, or should be construed as an offer to buy or sell, or invitation to subscribe for, any securities. Neither AHAM Capital nor
any of its directors, employees or representatives are to have any liability (including liability to any person by reason of negligence or negligent misstatement) from any statement, opinion, information or matter

(expressed or implied) arising out of, contained in or derived from or any omission from this presentation, except liability under statute that cannot be excluded
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