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Active Currency Managers 
as an Underlying Asset

Baskets of Active Currency Managers offer 
access to a truly decorrelated asset

Executive Summary

A well chosen basket of Active Currency
Managers with consistent long term
performance, can offer a truly
decorrelated asset that has performed well
over the cycle, including throughout the
present global financial crisis (Sharpe
Ratio > 1.1 for 1Jul07-31Oct08).
Investors can access this asset in funded
or unfunded (overlay) format through
Deutsche Bank’s FX Select platform with
the liquidity, flexibility and transparency
that comes with it - key features sought
after by alternative asset managers and
tactical asset allocators alike.   

A different asset class, and with it a

difference in risk-adjusted performance 

Currency has traditionally been seen as a
zero sum game, however there is now ample
evidence over a long period of time that a
variety of currency trading styles can and do
show systemic returns, and moreover that
high quality active currency managers can
deliver significant alpha over time. The
medium term performance of 9 high quality
active currency managers (with names
removed) is illustrated in Chart 1.
Performance is shown as excess returns
(alpha), net of all fees.  

“But these guys are all trading currency

– surely they are highly correlated to

each other…” 

Each of the managers trades differently.
Some are G10 focused, others include
Emerging Markets currencies in their
models. For some an average position is
held for a few hours, for others a few
weeks. Some managers are believers in

Chart 1. Performance of 9 high quality active currency managers
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Table 1. Low intra-manager correlations

 Manager 2 Manager 3 Manager 4 Manager 5 Manager 6 Manager 7 Manager 8 Manager 9

 0.38 0.07 -0.04 -0.03 0.35 0.1 8  0.09 0.01
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Chart 2. Basket of managers: low volatility, low drawdowns
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trend following, others in mean reversion,
others in fundamentals (differentiating
between cheap and expensive currencies)
and still others are focused on interest rate
differentials. 

The upshot of this variety of trading styles

is a generally low correlation between the
manager returns as shown in Table 1. 

Portfolio benefits of this low average

correlation 

While individual managers may

experience periods of higher volatility and
drawdown, an equally weighted “alpha”
basket of these 9 managers shows
impressive risk-adjusted performance,
over many different market conditions -
including through the current financial
crisis, as seen in Chart 2. Performance
statistics of the manager-average versus
the basket of managers (Table 2) further
reinforce these portfolio benefits. 

Diversification against other asset

classes, both traditional and alternative 

In Chart 3, we show medium-term
performance of the proposed basket of
active currency managers against Global
Equities, a broad Hedge Fund Index and a
broad Commodities Index (all returns are
excess over LIBOR). The accompanying
performance statistics (Table 3)
demonstrate superior risk-adjusted
returns over the medium term of the
basket of currency managers. 

A fairer comparison – construct a

basket of active currency managers to

have an overall volatility equal to that

of global bonds 

Chart 4 shows long term performance of a
basket of active currency managers,
constructed to have a long term volatility
closer to that of Global Bonds (around
7%pa). As the Deutsche platform allows
investors to access pure excess returns,
scaling the allocation up or down to a
desired risk/volatility budget is very
straightforward and cost effective.

Table 2. Diversification by numbers

PPeerrffoorrmmaannccee  SSttaattiissttiiccss        AAvveerraaggee  ffoorr  tthhee      BBaasskkeett  ooff  ccuurrrreennccyy  
((MMaarrcchh  22000011--OOccttoobbeerr  22000088)) 99  mmaannaaggeerrss mmaannaaggeerrss    
Annualised return (excess net of fees) 10.9% 11.7%
Annualised volatility 9.3% 4.3%
Sharpe Ratio 1.3 2.7
Maximum Drawdown 12.3% 4.6%
Positive return months 62% 71%
Negative return months 38% 29%
Return/Maximum drawdown 0.9 2.6    
Best month 5.8% 5.0%
Worst Month -3.6% -2.5%
Average positive month 2.5% 1.6%
Average negative month -1.6% -0.8%
Downside Volatility 6.2% 2.7%
Sortino Ratio 1.7 4.3

Chart 3. Currency managers vs other asset classes
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Table 3. Performance statistics: Currency managers vs other asset classes

AApprr--0033  ttoo  OOcctt--0088 BBaasskkeett  ooff  ccuurrrreennccyy  mmaannaaggeerrss MMSSCCII  WWoorrlldd HHFFRRXX GGSSCCII
Growth over period 94.4% 6.6% 27.9% 93.5%
Compounded Annual Growth 12.62% 1.16% 4.49% 12.53%
Volatility 4.5% 15.2% 4.4% 24.9%
Sharpe Ratio 2.8 0.1 1.0 0.5
Maximum Drawdown 4.6% 50.4% 23.4% 52.2%
Length of Max Drawdown Period (days) 206 253 and counting 330 and counting 253
Average month return 0.9% 0.2% 0.1% 1.1%
Best Month 5.5% 7.5% 2.6% 14.1%
Worst Month -2.5% -19.2% -8.9% -26.7%
% winning months 75% 64% 61% 57%
% losing months 25% 36% 39% 43%
CCoorrrreellaattiioonn  ttoo  HHFFRRXX 22..2299%% 8800..2299%% 110000..0000%% 3322..7744%%
CCoorrrreellaattiioonn  ttoo  MMSSCCII  WWoorrlldd 22..9933%% 110000..0000%% 8800..2299%% 2222..8855%%

SOURCE: DEUTSCHE BANK, BLOOMBERG
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The test of true diversification is when

most asset return correlations are

heading to 1 

In the current financial crisis, we have seen
many ‘diversifying’ assets turn out to be
anything but. The true test of an asset’s
claim to have diversifying power is in
periods such as the current one where asset
correlations are heightened. Can an asset
class hold its own when “risky assets” are

being sold down? Again, the basket of
active currency managers seems to tick this
box, exhibiting low or negative correlation
to other “risky” asset classes during this
period of heightened asset correlations.
Table 4 particularly highlights the strong
correlation between HFRX (hedge fund
index) and the MSCI World Index
(Equities) through the crisis, and the
strong negative correlation between both

these assets and active currency. Chart 5
highlights the performance through the
crisis of active currency, even through the
period of market volatility post the
Lehman bankruptcy.  

How to access this diversifying asset –

Deutsche Bank’s FX Select platform

provides transparency, liquidity and

flexibility 

Deutsche Bank’s FX Select platform has
been built to enable easy access to around
70 active currency managers, including the
9 managers described in this paper. Clients
transact via a single contract with Deutsche
Bank, whatever the number of managers in
the basket. The delivery mechanism is
extremely flexible, whether a funded
investment (eg principal protected note,
delta 1 certificate, Shariah compliant
structure) or an unfunded ‘overlay’
arrangement (Total Return Swap under
ISDA/CSA, European call option, margin
trading arrangement on collateral with
defined stop loss). 

Ability to transact a basket of active
currency managers on the FX Select
platform via an unfunded arrangement also
makes this a convenient and attractive
“portable alpha” overlay for balanced
portfolios.

Chart 6 and Table 5 show the effect on
long term performance of having a FX
overlay on 1/3 of a typical pension fund
portfolio (60% Equities/40% Bonds). 

Key features of Deutsche Bank's FX

Select Platform – the simple way to

implement investments and unfunded

overlay in active currency managers

• The platform consists of a number of
segregated, managed accounts. 

• Portfolio returns are translated into an
index shown net of all fees, allowing
intuitive understanding of investment
performance 

• No capital required for investment 

• Performance is automatically translation
hedged into any currency of your choice 

• Single contract with Deutsche Bank, a AA
rated Bank 

• Pre-negotiated capacity reservation with
managers 

Chart 4. A 7% volatility basket of currency managers: bond market
volatility with superior performance
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Chart 5. Performance through crisis: Sharpe Ratio still significant 
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Table 4. Correlation in the crisis: hedge funds and equities strongly
correlated, currency managers a true decorrelated asset

CCoorrrreellaattiioonnss  SSiinnccee  JJuullyy  0077 BBaasskkeett  ooff  mmaannaaggeerrss MMSSCCII HHFFRRXX SSPP  GGSSCCII

Basket of managers 100.00%

MSCI -65.04% 100.00%

HFRX -58.40% 95.09% 100.00%

SP GSCI 33.81% -3.77% 17.43% 100.00%

SOURCE: DEUTSCHE BANK, BLOOMBERG

SOURCE: DEUTSCHE BANK, BLOOMBERG

SOURCE: DEUTSCHE BANK, BLOOMBERG



For further information, please contact

DDeeuuttsscchhee  BBaannkk

+65 6423 5339

www.db.com/fx

CONTACT

Chart 6. A simple overlay of active currency managers has consistently
added value to a typical portfolio
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Table 5. Performance statistics of adding a simple currency multi-manager
overlay

MMaarr--0011  ttoo  OOcctt--0088 WWiitthh  FFXX  OOvveerrllaayy  oonn  3333%% WWiitthhoouutt  FFxx  OOvveerrllaayy
Growth over period 40.1% 5.7%
Compounded Annual Growth 4.49% 0.73%
Volatility 9.9% 9.7%
Sharpe Ratio 0.5 0.1

Table 6. Sample 2 year structured investment linked to the basket of active
currency managers

FFoorrmm Deposit/Note
NNoottiioonnaall [USD 10 million]
TTeennoorr 2 years
IIssssuuee  PPrriiccee 100%
RReeddeemmppttiioonn  PPrriiccee  aatt  MMaattuurriittyy 100% If the NAV hits 95% during the life of the 

trade, 100% + max (0,PF * Index performance) 
otherwise.

PPaarrttiicciippaattiioonn  FFaaccttoorr  ((PPFF)) 140%
BBaacckktteesstteedd  //  SSiimmuullaatteedd  rreettuurrnnss Average IRR: 17.5%pa

Maximum IRR: 40.3%pa
Minimum IRR: zero
Probability of trigger: <1%    

VVaarryy  rriisskk//rreewwaarrdd PF can be increased or lowered according to
client’s risk tolerance. The maximum historical
drawdown of 4.6% leads to high PFs while
maintaining a conservative structure.

DDIISSCCLLAAIIMMEERR::
This material was prepared by a Sales or Trading function within Deutsche Bank AG or one of its affiliates (collectively “Deutsche Bank”), and was not produced, reviewed or edited by the Research Department. Any
opinions expressed herein may differ from the opinions expressed by other Deutsche Bank departments including the Research Department. This material is intended for your personal use and Deutsche Bank is not
soliciting the purchase or sale of any security or transaction, or participation in any particular trading strategy. This material, and the information contained therein, does not constitute the provision of investment advice.
Sales and Trading functions are subject to additional potential conflicts of interest which the Research Department does not face. Deutsche Bank may engage in transactions in a manner inconsistent with the views
discussed herein. Deutsche Bank trades or may trade as principal in the instruments (or related derivatives), and may have proprietary positions in the instruments (or related derivatives) discussed herein. Deutsche
Bank may make a market in the instruments (or related derivatives) discussed herein. Sales and Trading personnel are compensated in part based on the volume of transactions effected by them. Assumptions, estimates
and opinions expressed constitute the author’s judgement as of the date of this material and are subject to change without notice. Past performance is not necessarily indicative of future results. This material is based
upon information that Deutsche Bank considers reliable as of the date hereof, but Deutsche Bank does not represent that it is accurate and complete. Certain transactions or securities mentioned herein, including
derivative products, give rise to substantial risk, including currency and volatility risk, and are not suitable for all investors. Deutsche Bank transacts business with counterparties on an arm’s length basis and on the
assumption that each counterparty is sophisticated and capable of independently evaluating the merits and risks of each transaction and that the counterparty is making an independent decision regarding any transaction. 

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the investor’s home jurisdiction. In the U.S. this material is approved and/or distributed by
Deutsche Bank Securities Inc. In the United Kingdom this material is approved and/or communicated by Deutsche Bank AG London, a member of the London Stock Exchange. This material is distributed in Hong
Kong by Deutsche Bank AG, Hong Kong Branch, in Singapore by Deutsche Bank AG, Singapore Branch, in Japan by Deutsche Bank AG Tokyo, and in Australia by Deutsche Bank AG, Sydney Branch. Please cite
source when quoting. Copyright© 2008 Deutsche Bank AG. 

• No funding cost for cash balances held by
managers 

• Deutsche Bank retains custody over the
managers’ underlying FX transactions,
allowing full risk and exposure reporting
to be provided on a daily basis. 

• Example of a simple, principal-protected
investment linked to the proposed basket
of active currency managers is shown in
Table 6.

Conclusion

In the challenging global macro
environment which we find ourselves,
investors and asset allocators are placing
renewed emphasis on finding true
diversifying assets and asset classes. 

A portfolio of well chosen, active currency
managers, can be shown to provide true
diversification over the cycle, and specifically
through the financial crisis. Whether this
asset class is transacted by direct investment
or as an overlay to provide portable alpha to
an existing portfolio, risk adjusted
performance has been shown to be
significantly improved. Moreover, Deutsche
Bank’s FX Select platform enables this
decision to be implemented with
transparency, flexibility and at low cost. �

SOURCE: DEUTSCHE BANK
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