
WORLD FIRST | INSTITUTIONS

PROTECTING YOUR RETURNS 
 IN TURBULENT TIMES



World First have been providing bespoke currency solutions to our clients 
for over a decade. We place service at the forefront of our business, 
working with our clients to ensure our products are tailored to match 

your currency requirements and achieve your hedging mandate.

Our dealing team is one of the most experienced FX risk management 
desks in the market and will work with you to create the optimal  

hedging solution available.
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INSIGHTS FOR 
YOUR INSTITUTION

MANY HEDGE FUNDS  

STILL SUFFER A LARGE DEFICIT 

IN OPERATING MARGINS

FX VOLATILITY  

CAN AFFECT YOUR  

REALISED RETURNS

CUT INTERNATIONAL 

TRANSACTION COSTS AND 

BOOST MARGINS

TAILORED CURRENCY STRATEGY 

CAN CUT UNCERTAINTY OF  

YOUR FUTURE MARGINS



Disproportionate fixed costs place smaller hedge funds at 
a competitive disadvantage. Managing transactional costs 

through reducing your FX and hedging fees could allow you 
to focus on fund performance and revenue generation.

MANY HEDGE FUNDS

STILL SUFFER A LARGE DEFICIT
IN OPERATING MARGINS

OPERATING MARGINS BY FUND SIZE (AUM)
Source: Citi Annual Hedge Fund Operating Metrics Survey 2014-15
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Despite the consensus view that smaller hedge funds can 
outperform their larger counterparts, the most recent data 
from Citibank’s Hedge Fund Operating Metrics Survey 
suggests otherwise. Hedge funds with assets under 
management (AUM) of below $100mln will, on average, 
trade with a negative operating margin of 69 basis points, 
placing more pressure on the performance of the fund itself 
as opposed to the revenue generated by management fees.

The primary component of this deficit is sharply higher than 
average operating costs for funds with AUM of $100mln, 
2.24% compared to a non-weighted average for their larger 
counterparts of just 0.63%. This, combined with the difficulty 
in justifying higher management fees can put inordinate 
pressure on funds to outperform the market. 

Certain costs are unavoidable. Transactional and treasury 
service costs such as supplier payments, salaries and 
office rent are a good example, which swell in tandem with 
firm growth – often shaving precious basis points off each 
and every transaction completed – and hitting the bottom 
line. The costs that you incur through exchange rates and 
payment fees while making these payments can be reduced 
with the use of World First, a specialized FX broker. 

At World First, we’re market leaders in bespoke currency solutions for 
clients. For more than 10 years, we’ve been listening to the needs of our 
clients; working with them to help them capitalise when rates move in their 
favour and helping them protect themselves when rates move against them. 
That covers everything from  premium paid and premium-free solutions as 
well as simpler spot and forward products.
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During the 2008 global financial crisis, global central banks 
looked to stem the tide of economic turmoil by slashing 
interest rates to historically low levels. One of the most 
observable effects of this policy-making was the abrupt 
and sharp rise in currency volatility. As a period of ultra-
loose monetary policy took hold, the likes of the Bank of 
England, Federal Reserve, Bank of Japan – and latterly the 
European Central Bank and Sveriges Riksbank – engaged 
in large scale asset purchases (QE), which significantly 
smoothed FX volatility. 

However, as the global economy continues to crawl 
forward and away from the financial crisis, central banks 
are beginning to wean markets off such loose monetary 
conditions by putting the brakes on QE and signaling that 
tighter policy is on its way. Most notably, the Federal 
Reserve has already begun its tightening cycles by lifting 
rates by 25bps in December 2015. 

What does this mean for international investments and 
FX exposure in general? Measured on a 2yr rolling basis, 
GBP volatility has almost doubled in the past few years 
and shorter-term measures are looking to follow suit. A 

return of tighter policy will almost certainly come hand-in-
hand with sharper adjustments in FX rates. 

This raises the onus on those with international exposure 
to approach FX markets strategically and with sound 
support – a poor hedging mandate means a sharp move 
against you in one currency pair could wipe out your 
domestic gains in one fell swoop. A well hedged portfolio 
could protect you against the volatility of FX markets. 

World First can support your FX risk management 
strategy by offering spot, forward and currency option 
contracts. Based on what you tell us, each strategy is 
tailored to meet your requirements with a wide range of 
scenarios available on expiry. 

FX VOLATILITY CAN AFFECT YOUR REALISED RETURNS
Source: World First data, using the daily ECB fix
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HEDGING YOUR PORTFOLIO

Jan 16 APPRECIATION Mar 16

PORTFOLIO GAIN

CURRENCY LOSS

GBP 100,000,000 GBP 102,500,000PORTFOLIO VALUE (GBP)

GBP/USD SPOT FX RATE 1.4776* 1.4370*

*Using ECB reference FX rates

-2.7%

+2.5%

PORTFOLIO VALUE (USD) USD 147,760,000 USD 147,292,500

UNHEDGED

Gain of GBP 2,500,000 (+2.5%)

Loss of USD 467,500 (-0.3%)

For any fund considering overseas 
investments, FX rates are critical to 
maximising your returns and generating 
alpha. In the adjacent example, a USD-
based fund has a GBP denominated 
portfolio which has appreciated in value 
by 2.5%. Over the same period, the GBP/
USD rate has fallen by 2.7% - meaning the 
fund has to report a loss for the period, 
despite the portfolio generating returns.

If left to the peaks and troughs of the spot 
market, it’s easy to imagine large portfolios 
being caught offside and denting your P&L 
further. However, using a well-considered, 
tailored currency hedging strategy you can 
reduce this risk, allowing you to forecast 
fund value fluctuations with the certainty 
of a fixed FX rate. 

Jan 16 APPRECIATION Mar 16

PORTFOLIO GAIN

CURRENCY GAIN

GBP 100,000,000 GBP 102,500,000PORTFOLIO VALUE (GBP)

GBP/USD SPOT FX RATE 1.4776*

*Using ECB reference FX rates

1.4370*-2.7%

+2.5%

PORTFOLIO VALUE (USD)
HEDGED AT 1.4725 USD 147,760,000 USD 150,931,250

HEDGED AT 1.4725

HEDGED at 1.4725

NET POSITION: GAIN OF USD 3,638,750

Gain of GBP 2,500,000 (+2.5%)

Gain of USD 3,171,250 (+2.1%)

This is shown in the second example, 
where the same fund operates the same 
GBP portfolio. This time, the fund is fully 
hedged at 1.4725 – allowing the original 
loss of 0.3% on the original portfolio to 
swing to a gain of 2.1%. 

For those looking to hedge at a 
guaranteed rate, but also take advantage 
of any potential upside, this can be 
achieved with a range of products – be 
it Premium Paid or Premium Free, long-
dated options or forwards, spot or swaps. 

Our background trade support will give 
you the flexibility to tailor these trades in 
line with your reporting requirements. You 
will receive a dedicated FX specialist, who 
will proactively assess your requirements, 
provide recommendations and follow the 
market in line with your needs.

This example is a simulation based on 
ECB reference FX rates from 01/01/16 
and 31/03/16. Past performance does not 
guarantee future returns and your capital 
may be at risk.
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REDEMPTION 
PAYMENTS

OFFICE 
RENT

SUPPLIER  
PAYMENTS

SALARY  
PAYMENTS

Hedging your future operating costs will 
allow you to guarantee a rate at which you 
can pay FX costs in the future, no matter 
the market volatility or spot rate.

Hedge your 
operating costs 
with World First

HEDGED 
MANAGEMENT 

FEES

USD   /   EUR   /   GBP

For firms with funds in various currencies and territories, 
calculating your firm performance down the line can be an 
overly complex and challenging task. Hedging your firm’s 
performance will help you to forecast valuations months 
and years in advance, removing one unknown variable 
from your strategy.

Prevent adverse FX 
fluctuations from bleeding 
into your firm performance

INVESTOR

FIRM PERFORMANCE

 HEDGED P&L

INVESTMENT POOL
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INDUSTRY LEADERS

At World First, we’re one of the market leaders in bespoke currency 
solutions for clients. With a wealth of experience and award winning 

service, we take pride in finding the right solution for you. 

For more than 10 years, we’ve been listening to the needs of our clients; 
working with them to help them capitalise when rates move in their favour 
and protecting them when rates move against them.

FOR MORE INFORMATION, PLEASE CONTACT US TODAY

institutions@worldfirst.com 020 3411 2189 

Advice and Opinion: Investing in any hedging strategies involves a certain amount of risk. Please ensure that you fully understand the 
risks involved before investing in any strategies contained herein. If you are unsure about the risks involved, please seek independent 
advice from your financial advisor. This document contains opinions and estimates and should not be construed as advice. Our opinions 
and estimates are subject to change without any obligation on the Company to notify you. The Company is not accountable for any 
information derived from 3rd party sources.
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Regulatory disclosure: World First UK is registered in England and Wales as a Limited Company: No 05022388 and is authorised by the Financial Conduct Authority, FRN: 
900508, under the Electronic Money Regulations 2011 for the issuing of electronic money. World First Markets Limited is registered in England and Wales as a Limited Company: 

No 06382377 and is authorised by the Financial Conduct Authority, FRN: 477561. Registered office address Millbank Tower, 21-24 Millbank, London SW1P 4QP.




