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hedging



Investing in international assets can open up a world of investment opportunities not 
available domestically and can provide diversification benefits. Take the Technology sector. 
To gain exposure to the world’s tech giants, Canadian investors must look to invest outside 
their home markets. 

The challenging part is, investing beyond our borders also means investing in a foreign 
currency. In addition to the asset, investors also buy into the currency in which the 
international security is denominated. 

Currency Risk
Canadian investors typically use their Canadian 
dollars (CAD) to buy investments. Since a significant 
amount of investment opportunities (like U.S. or other 
international stocks or bonds) are outside of Canada, 
these investments are typically paid for in the 
currency of the country in which the issuer is based.

Many Canadians will get exposure to international 
investments through a Canadian based exchange-
traded fund (ETF) or mutual fund. The fund will 
typically be priced in CAD while the fund’s underlying 
investments will be priced in other currencies. This 
creates potential foreign currency exposure risk — in 
that the value of an investment held by a fund will be 
affected by changes in the value of the currency in 
which the investment is denominated, relative to the 
base currency of the fund. 

Adverse currency fluctuations can often minimize 
the performance of portfolios with substantial 
international exposure. For instance:

• When a foreign currency appreciates against an 
investor’s base currency, it works in the investor’s 
favour, adding to any gains associated with the 
underlying investment.

• However, the opposite is also true. When 
a foreign currency depreciates against an 
investor’s base currency, any returns from the 
underlying investment can erode or even be 
eliminated completely.
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The chart below shows the Canadian dollar (CAD) to U.S. dollar (USD) exchange rate over the past ten years 
highlighting potential currency exposure risk as currencies fluctuate over time.

Ten-Year Historical CAD/USD Exchange Rate
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Source: TD Asset Management Inc. as at February 28, 2023. For illustrative purposes only. 
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Currency Hedging
Currency hedging is similar to the concept of insurance and can help protect investors from currency risk. 
Most currency hedging strategies will attempt to minimize foreign currency risk by using foreign exchange 
derivative instruments. These instruments attempt to reduce (or ‘hedge’) the increase or decrease in the value 
of an investment due to changes in the exchange rate, so that the main factor in the fund’s return becomes 
the performance of the underlying securities.

When a derivative is used as a hedge against a position that a fund holds, a reduction in the value of the 
currency being hedged should substantially be offset by a gain in value generated by the derivative, and 
vice-versa. Overall, a currency hedged portfolio aims to even out returns that may otherwise be more volatile 
due to fluctuations in exchange rates. 

Why Would Exchange Rates Fluctuate?
The exchange rate between currencies change based on the supply and demand for each currency. There 
are a multitude of reasons why one currency may find itself more in demand relative to another, including a 
country’s economic prospects, outlook on inflation, interest rates, and capital flows, among other factors.  
What matters is the perceived value in owning one currency over the other, either to pay for a good or service, 
or as an investment.  

Canada is known as an exporting nation. Greater demand for Canadian goods, whether resources or 
manufactured goods, typically increases the value of the CAD relative to other currencies. The reverse is also true.

The USD is a relatively stable currency compared to many others. Investors from countries with a less stable 
currency may prefer to own USD or hold USD denominated investments as protection from the fluctuating 
exchange rate of their local currencies. 
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Currency Hedging in Action
Currency hedging is designed to smooth out currency fluctuations. The table below illustrates the effects of an 
increase or decrease in the CAD currency value relative to the USD within an unhedged, fully hedged and 50% 
hedged USD portfolio.  

Effects of changes in 
currency value:

Unhedged 
USD portfolio

Fully hedged  
USD portfolio

A 50% hedged 
USD portfolio

C$    10% vs. US$ -10% 0% -5%

C$    10% vs. US$ +10% 0% +5%

C$    20% vs. US$ -20% 0% -10%

C$    20% vs. US$ +20% 0% +10%

Source: TD Asset Management Inc. as at February 28, 2023. For illustrative purposes only. “Effects of changes in currency value” are for 
an undetermined period as the time period will not alter/affect the other data shown. The “Unhedged USD Portfolio” will have the inverse 
return of the change in the value of the CAD vs. USD due to currency effects alone. “Fully hedged USD portfolio” assumes a perfect 
currency hedge which will gain or lose on the currency movement perfectly offsetting gains or losses of the Unhedged USD portfolio due 
to currency movement. The “50% hedged portfolio” assumes a perfect 50% hedge which will gain or lose 50% of the currency movement 
which offsets half of the gains or losses due to currency movement. Underlying portfolio returns are not shown or can assumed to be zero 
for illustration purposes. 

Benefits of Currency Hedging

• Foreign exchange markets can be very volatile, 
especially in the short term. Currency hedging 
can help protect against the risks of currency 
fluctuations on investment performance.

• If you are a Canadian investing outside of 
Canada, you may want to minimize the currency 
risk from your investment by buying a product 
like a currency hedged fund that reduces its 
currency exposure – leaving you the returns of 
the actual underlying investments in CAD terms.

Risks of Currency Hedging

• If the currency moves in a way that would have 
been to your advantage, you will miss out on 
this benefit due to the loss from the derivative 
currency hedge.

• It is extremely difficult to predict the timing 
of currency movements and the impact of 
currency movements tend to diminish over time. 
A well-diversified portfolio with exposure to 
many different currencies tends to see currency 
movements even out over the long term.
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What Derivatives are Used for Currency Hedging?
Portfolio Managers can hedge against foreign currency risk through:

• Forward / Future contracts – A currency forward • Options – Options give the right, but not the 
or future is a binding contract that locks in a obligation, to exchange one currency for another 
certain exchange rate for the purchase or sale of a at a certain rate for a specified period of time. This 
currency at a future date. This protects the buyer makes it less likely that exchange rate fluctuations 
or seller from adverse exchange rate events that will affect the return on investment.  
may occur. Forward contracts are customizable 
while future contracts are standardized.
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The Bottom Line
Before investing in ETFs or mutual funds that invest in foreign markets, it is important to note whether the 
manager of the fund hedges their currency exposure. In certain cases, investors will find that they have a 
choice between a currency hedged version and one that is not. 

An investor’s level of comfort with short-term fluctuations in their investments due to foreign exchange rate 
movements, or their outlook on a particular currency (or basket of currencies), may determine whether 
hedging may be suitable for them. 

Another strategy may be to invest in both hedged and unhedged versions. An even 50%-50% split between a 
hedged and unhedged version of the same fund can help minimize the downside if currency fluctuations move 
against an investor, while also allowing for some upside. 

Alternatively, investors who already have USD in their investment account may consider using a USD 
denominated series of some funds (identified by the ‘.U’ after the ticker symbol). This helps remove costs 
inherent in exchanging one currency for another. In these ETFs, the market price and trades are denominated 
in USD and distributions are paid in USD. 

TD Asset Management Inc. now offers 4 ETFs with both currency hedged and 
non-hedged versions, as well as 5 USD versions:

ETF Unhedged CAD Hedged U.S. Dollar 

TD U.S. Equity Index TPU > THU > TPU.U >

TD International Equity Index TPE > THE > n/a

TD Active U.S. Enhanced Dividend TUED > TUEX > TUED.U >

TD Active Global Enhanced Dividend TGED > n/a TGED.U >

TD Global Technology Leaders Index TEC > TECX > TEC.U >

TD Global Healthcare Leaders Index TDOC > n/a TDOC.U >

Note: The management fees for each of the hedged versions of these equity funds is the same as their unhedged versions. 

Opportunities

NEW

NEW

https://www.td.com/ca/en/asset-management/funds/solutions/etfs/FundCard/TD U.S. Equity Index ETF?fundId=6902
https://www.td.com/ca/en/asset-management/funds/solutions/etfs/FundCard/TD U.S. Equity CAD Hedged Index ETF?fundId=6903
https://www.td.com/ca/en/asset-management/funds/solutions/etfs/FundCard/TD U.S. Equity Index ETF - US$?fundId=7231
https://www.td.com/ca/en/asset-management/funds/solutions/etfs/FundCard/TD International Equity Index ETF/?fundId=6904
https://www.td.com/ca/en/asset-management/funds/solutions/etfs/FundCard/TD International Equity CAD Hedged Index ETF/?fundId=6905
https://www.td.com/ca/en/asset-management/funds/solutions/etfs/FundCard/TD Active U.S. Enhanced Dividend ETF?fundId=7140
https://www.td.com/ca/en/asset-management/funds/solutions/etfs/FundCard/TD Active U.S. Enhanced Dividend CAD Hedged ETF?fundId=7279
https://www.td.com/ca/en/asset-management/funds/solutions/etfs/FundCard/TD Active U.S. Enhanced Dividend ETF - US$?fundId=7228
https://www.td.com/ca/en/asset-management/funds/solutions/etfs/FundCard/TD Active Global Enhanced Dividend ETF/?fundId=7115
https://www.td.com/ca/en/asset-management/funds/solutions/etfs/FundCard/TD Active Global Enhanced Dividend ETF - US$/?fundId=7227
https://www.td.com/ca/en/asset-management/funds/solutions/etfs/FundCard/TD Global Technology Leaders Index ETF/?fundId=7113
https://www.td.com/ca/en/asset-management/funds/solutions/etfs/FundCard/TD Global Technology Leaders CAD Hedged Index ETF/?fundId=7280
https://www.td.com/ca/en/asset-management/funds/solutions/etfs/FundCard/TD Global Technology Leaders Index ETF - US$/?fundId=7230
https://www.td.com/ca/en/asset-management/funds/solutions/etfs/FundCard/TD Global Healthcare Leaders Index ETF/?fundId=7192
https://www.td.com/ca/en/asset-management/funds/solutions/etfs/FundCard/TD Global Healthcare Leaders Index ETF - US$/?fundId=7229


For more information, visit www.td.com/ETFs or contact your 
investment professional.

Connect with TD Asset Management

The information contained herein has been provided by TD Asset Management Inc. and is for information purposes only. The information has 
been drawn from sources believed to be reliable. Graphs and charts are used for illustrative purposes only and do not reflect future values or 
future performance of any investment. The information does not provide financial, legal, tax or investment advice. Particular investment, tax, or 
trading strategies should be evaluated relative to each individual’s objectives and risk tolerance. Commissions, management fees and expenses 
all may be associated with mutual fund and/or exchange- traded fund (“ETF”) investments (collectively, “the Funds”). Trailing commissions may 
be associated with mutual fund investments. ETF units are bought and sold at market price on a stock exchange and brokerage commissions 
will reduce returns. Please read the fund facts or summary documents and the prospectus, which contain detailed investment information, before 
investing in the Funds. The Funds are not covered by the Canada Deposit Insurance Corporation or by any other government deposit insurer and 
are not guaranteed or insured. Their values change frequently. There can be no assurances that a money market fund will be able to maintain 
its net asset value per unit at a constant amount or that the full amount of your investment will be returned to you. Past performance may not 
be repeated. Certain statements in this document may contain forward-looking statements (“FLS”) that are predictive in nature and may include 
words such as “expects”, “anticipates”, “intends”, “believes”, “estimates” and similar forward-looking expressions or negative versions thereof. 
FLS are based on current expectations and projections about future general economic, political and relevant market factors, such as interest and 
foreign exchange rates, equity and capital markets, the general business environment, assuming no changes to tax or other laws or government 
regulation or catastrophic events. Expectations and projections about future events are inherently subject to risks and uncertainties, which may 
be unforeseeable and may be incorrect in the future. FLS are not guarantees of future performance. Actual events could differ materially from 
those expressed or implied in any FLS. A number of important factors including those factors set out above can contribute to these digressions. 
You should avoid placing any reliance on FLS. TD Mutual Funds, TD ETFs and the TD Managed Assets Program portfolios are managed by  
TD Asset Management Inc., a wholly-owned subsidiary of The Toronto-Dominion Bank and are available through authorized dealers.  
® The TD logo and other TD trademarks are the property of The Toronto-Dominion Bank or its subsidiaries.
(0423)

http://www.td.com/etfs
https://www.td.com/ca/en/asset-management/
https://www.linkedin.com/showcase/tdassetmanagement/
https://twitter.com/TDAM_Canada


Accessibility Report

		Filename: 

		060-23 ETF Spring Launch TBNK Currency Brochure-EN-AODA.pdf



		Report created by: 

		David So, david.so@tdam.com

		Organization: 

		



 [Personal and organization information from the Preferences > Identity dialog.]

Summary

The checker found no problems in this document.

		Needs manual check: 2

		Passed manually: 0

		Failed manually: 0

		Skipped: 2

		Passed: 28

		Failed: 0



Detailed Report

		Document



		Rule Name		Status		Description

		Accessibility permission flag		Passed		Accessibility permission flag must be set

		Image-only PDF		Passed		Document is not image-only PDF

		Tagged PDF		Passed		Document is tagged PDF

		Logical Reading Order		Needs manual check		Document structure provides a logical reading order

		Primary language		Passed		Text language is specified

		Title		Passed		Document title is showing in title bar

		Bookmarks		Passed		Bookmarks are present in large documents

		Color contrast		Needs manual check		Document has appropriate color contrast

		Page Content



		Rule Name		Status		Description

		Tagged content		Passed		All page content is tagged

		Tagged annotations		Passed		All annotations are tagged

		Tab order		Passed		Tab order is consistent with structure order

		Character encoding		Passed		Reliable character encoding is provided

		Tagged multimedia		Passed		All multimedia objects are tagged

		Screen flicker		Passed		Page will not cause screen flicker

		Scripts		Passed		No inaccessible scripts

		Timed responses		Passed		Page does not require timed responses

		Navigation links		Passed		Navigation links are not repetitive

		Forms



		Rule Name		Status		Description

		Tagged form fields		Passed		All form fields are tagged

		Field descriptions		Passed		All form fields have description

		Alternate Text



		Rule Name		Status		Description

		Figures alternate text		Skipped		Figures require alternate text

		Nested alternate text		Passed		Alternate text that will never be read

		Associated with content		Passed		Alternate text must be associated with some content

		Hides annotation		Passed		Alternate text should not hide annotation

		Other elements alternate text		Passed		Other elements that require alternate text

		Tables



		Rule Name		Status		Description

		Rows		Passed		TR must be a child of Table, THead, TBody, or TFoot

		TH and TD		Passed		TH and TD must be children of TR

		Headers		Passed		Tables should have headers

		Regularity		Passed		Tables must contain the same number of columns in each row and rows in each column

		Summary		Skipped		Tables must have a summary

		Lists



		Rule Name		Status		Description

		List items		Passed		LI must be a child of L

		Lbl and LBody		Passed		Lbl and LBody must be children of LI

		Headings



		Rule Name		Status		Description

		Appropriate nesting		Passed		Appropriate nesting




Back to Top