
Most Canadians feel the impact of currency fluctuations when 
they travel out of the country. If our dollar is strong, the trip abroad 
becomes cheaper. This paper will look at why the Canadian dollar 
rises and falls, how currency fluctuations affect your foreign 
investments, and what currency hedging can do.

In this paper, we will use the international standard for currency codes: CAD for the Canadian dollar and USD for the US dollar. 

Why does the Canadian dollar rise and fall?

Generally, supply and demand will determine a product’s price. When more people want to own something, its price 
rises. And when they don’t want it, its price falls. Likewise, the price of the Canadian dollar depends on supply and 
demand. If more people want to buy Canadian dollars, then the price of our currency will rise. 

Demand for the Canadian dollar depends on a number of factors:

International trade  If foreigners want to buy our goods or services, they must pay us in Canadian 
dollars. When our products are in demand, the Canadian dollar rises, and it falls 
when our products are not in demand. 

Interest rates  If Canadian interest rates are high, foreign investors will want to move their 
money here where they can earn more, thereby increasing the demand for the 
Canadian dollar.

Political stability  People prefer to keep their money in countries where the government is stable.  
In regions of greater political certainty, it’s more likely that the currency will retain 
its value. 

Speculation  Speculators – those who try to profit from currency fluctuations – may make bets 
by pulling money out of a country, and then going back after the value has fallen.

Government intervention  The Bank of Canada can buy or sell Canadian dollars on the foreign exchange 
market in order to raise or lower its value. For instance, buying up Canadian 
dollars will reduce supply and increase the value.

Another country’s currency  The state of another country’s currency can result in a stronger or weaker 
Canadian dollar.
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What is currency hedging? 

Currency hedging is similar to buying insurance. When 
you hedge, you are trying to protect yourself against a 
potential loss. 

Let’s say you have a cottage that you want to sell next 
year. In the current market, it’s worth about $300,000. 
But by next year, you fear it might be worth less. You 
want to be certain that you’ll get at least $300,000 so 
you enter into an agreement with your friend, Jack. Jack 
is willing to buy it from you for $300,000 next year. 
If it’s priced for more than $300,000, then he’ll have a 
profit. And if it’s priced for less than that amount, he’ll 
have a loss. Unlike you, he’s willing to take the risk that 
it may fall in price for the opportunity to make a gain.

If currency hedging is good, why aren’t 
all funds hedged?

Currency hedging is a way to manage one element of 
risk in your overall portfolio; however, this does not 
mean that foreign currency exposure is bad. Over the 
long term, it is believed that currency movements do 
not add or subtract from return, but in the short run 
currency movements can be quite extreme and be a 
large contributor to returns – on either the positive or 
negative side. 

In fact, foreign currency exposure can be a source of 
diversification in a portfolio up to a certain point. There 
is no clear answer to what the right amount of currency 
exposure is in a portfolio, but many take the “hedge of 
least regret” approach and hedge 50% of their foreign 
currency exposure.

How do currency fluctuations affect 
your investment?

Many investors today have some foreign investments. 
After all, Canada represents only about 3% of the global 
economy, so investing solely in Canada means missing 
out on many opportunities around the world. 

When you invest outside of Canada, the value of those 
investments will be affected by changes in the value of 
the Canadian dollar relative to foreign currencies. There 
is often an inverse relationship between the Canadian 
dollar and the value of your foreign investment.

Even if your foreign investment is profitable, once the 
value is converted back to Canadian dollars, you may 
end up making less money, or even losing money.  
To reduce the impact of unfavourable currency 
fluctuations on your investments, you can buy funds 
that hedge currency.

Aren’t hedge funds risky?

Currency hedging on a mutual fund and hedge funds 
are two completely different things.

The term “hedge fund” refers to a broad investment 
category of funds with varying risk profiles. Typically, 
hedge funds use sophisticated strategies such as short 
selling, leverage, swaps, arbitrage and derivatives. Hedge 
funds are open to a small number of professional and 
wealthy investors in order to be exempt from the many 
rules and regulations that govern mutual funds. 
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When you buy, you pay the “ask price” and when 
you sell, you receive the “bid price.” The difference 
or “spread” is kept by the third party carrying out the 
transaction. The currency market is among the largest 
markets in the world, leading to very tight spreads on 
the major currency crosses, so the cost here is generally 
quite small. 

How much does currency hedging cost?

The bigger determinant of cost is the interest rate 
differential between the currencies that you are buying 
and selling. If the currency that you are selling has a 
lower interest rate than that you are buying, you are 
actually paid a premium to hedge. On the flip side, if 
the currency you are selling has a higher interest rate 
than that you are buying, then you pay the difference. 

When hedging using forwards, there are two 
components to the cost:

1.  The bid/ask spread, and

2.  The premium or discount on the forward. 

How does currency hedging work? 

Currency hedging involves selling the foreign currency 
against the Canadian dollar. 

This is most often done using forward currency 
contracts, but could also be done using other derivative 
contracts, including options and futures. 

Let’s see how a fund manager can use a forward contract 
to eliminate changes in the fund’s value due to a 
fluctuating exchange rate. 

Goal: The manager wants to be assured of receiving a 
certain exchange rate a year from now. Suppose he has 
USD$100,000 and the exchange rate is USD$0.80 
= CAD$1.00, so currently his USD is worth 
CAD$125,000.

Method: To hedge against currency risk, he sells his 
USD forward (i.e., he agrees now to sell later), expiring 
a year from now, thus “locking in” the exchange rate.

Manager wants to hedge USD$100,000 today and be assured of receiving CAD$125,000 a year from now.

Exchange rate USD$100,000 will be worth… If unhedged…

If CAD gets stronger… USD$0.85 CAD$117,647 Manager would lose $7,353 Better to be hedged

Manager hedges at… USD$0.80 CAD$125,000 No gain or loss when hedged

If CAD gets weaker… USD$0.75 CAD$133,333 Manager would gain $8,333 Better to be unhedged

Comparing hedged and unhedged positions
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Illustration of table and chart excludes the cost of the forward contract.
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Three options for currency hedging at Mackenzie

1. Choose managers who use currency hedging at their discretion – that is, currency hedging 
is an option that’s available to them, but it is not a general investment policy. 

•  Near Fully Hedged: Fund managers aim to hedge foreign currency exposure where it is 
economical and reasonable to do so, in order to reduce the impact of currency fluctuations. 

•  Partially Hedged: Fund managers aim to hedge foreign currency exposure from time to time 
for various reasons. They may be taking an opportunistic view of the currency or may want 
to reduce the overall volatility of the portfolio.

2. Choose a hedged class of a fund. 
•  Structurally Hedged Classes: These classes of a fund are the hedged versions of the original 

fund. They have a policy of hedging against exchange rate movements for substantially all of 
their foreign investments. You may be interested in a hedged class if you and your advisor have 
a long-term view that the Canadian dollar is going to be strong relative to other currencies.

3. Combine the currency-hedged and unhedged versions of the same fund.
This is the “hedge of least regret” approach. For instance, if you have $10,000 to invest, you 
could place $5,000 in Mackenzie Ivy Foreign Equity Class (unhedged class) and $5,000 in 
Mackenzie Ivy Foreign Equity Class (hedged class).

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the prospectus before 
investing.  Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated. *Use of currency hedging may be subject to 
change.  Please visit www.mackenziefinancial.com/currency for information on whether a fund or class is hedging against losses caused by changes in exchange rates.

Near Fully Hedged*
Mackenzie Cundill American Class
Mackenzie Cundill Canadian Balanced Fund
Mackenzie Cundill Canadian Security Fund
Mackenzie Cundill Canadian Security Class
Mackenzie Cundill Global Balanced Fund
Mackenzie Cundill Global Dividend Fund
Mackenzie Cundill International Class
Mackenzie Cundill Value Fund
Mackenzie Cundill Value Class
Mackenzie Maxxum Global Explorer Class
Mackenzie Universal Canadian Value Class

Partially Hedged*
Keystone Balanced Growth Portfolio Fund
Keystone Balanced Portfolio Fund
Keystone Conservative Portfolio Fund
Keystone Growth Portfolio Fund
Keystone Maximum Growth Portfolio Fund
Mackenzie Cundill Emerging Markets Value Class
Mackenzie Cundill Recovery Fund
Mackenzie Focus Fund
Mackenzie Focus Class
Mackenzie Focus Far East Class
Mackenzie Focus International Class
Mackenzie Focus Japan Class
Mackenzie Growth Fund
Mackenzie Maxxum Dividend Class

Mackenzie Maxxum Dividend Fund
Mackenzie Maxxum Dividend Growth Fund
Mackenzie Maxxum Monthly Income Fund
Mackenzie Sentinel Corporate Bond Fund
Mackenzie Sentinel Global Bond Fund
Mackenzie Sentinel Income Fund
Mackenzie Sentinel North American Corporate Bond Class
Mackenzie Sentinel Registered North American Corporate Bond Fund
Mackenzie Sentinel Registered Strategic Income Fund
Mackenzie Sentinel Strategic Income Class
Mackenzie Universal Canadian Resource Fund
Mackenzie Universal Global Growth Class
Mackenzie Universal Global Growth Fund
Mackenzie Universal Global Infrastructure Fund
Mackenzie Universal Gold Bullion Class
Mackenzie Universal Health Sciences Class
Mackenzie Universal North American Growth Class
Mackenzie Universal Precious Metals Fund
Mackenzie Universal World Precious Metals Class
Mackenzie Universal World Resource Class
Symmetry Equity Class
Symmetry Registered Fixed Income Pool
Symmetry One Portfolios

Structurally Hedged
Mackenzie Ivy Foreign Equity Class (Hedged Class)
Mackenzie Universal American Growth Class (Hedged Class)
Mackenzie Universal US Dividend Income Fund (Hedged Class)
Mackenzie Universal US Growth Leaders Class (Hedged Class)


