
At Twe e d y, Bro wne , we p ick sto cks —we d o no t p re te nd to und e rstand curre ncy va lua tio ns. We can re ad a co m p any’s
b a lance she e t, b ut we canno t re ad a co untry’s b a lance she e t. The Inte rna tio na l Va lue Fund va lue s its asse ts in US d o lla rs
and se e ks to re d uce curre ncy risk fro m no n-US curre ncie s. To that e nd , the Fund use s fo rward curre ncy co ntracts, whe re
p racticab le , to he d g e its p e rce ive d fo re ig n curre ncy e xp o sure b ack in to the US d o lla r.

The  co st (o r g a in) o n a  fo rward  curre ncy co ntract is b ase d  o n  the  e xchang e  rate  lo cke d  in whe n the  co ntract is e n te re d  in to , o ffse t (o r 
e nhance d ) b y fluctuatio ns in curre ncy rate s thro ug h the  co ntract’s clo sing  d a te . The  co st (o r g a in) o n a  fo rward  curre ncy co ntract is 
ca lcu la te d  d a ily b ase d  o n  fluctuatio ns in  curre ncy ra te s b ut is o nly re a lize d  o nce  the  co ntract is clo se d  o ut. 

W H A T  I S  T H E  P R I C E  O R  C O S T  O F  A  F O R W A R D  C U R R E N C Y E XC H A N G E  C O N T R A C T ?

W H A T  I S  A  F O R W A R D  C U R R E N C Y E XC H A N G E  C O N T R A C T ?
A fo rward  curre ncy e xchang e  co ntract is a  b ind ing  ag re e m e nt b e twe e n two  p artie s (the  Fund  and  a  co unte rp arty, usually a  b ank) that 
lo cks in  the  e xchang e  ra te , o r fo rward  ra te , fo r the  p urchase  o r sa le  o f a  p articu la r curre ncy o n  a  fu ture  d a te .

A R E  T H E R E  O T H E R  C O S T S  I N VO LVE D  I N  C U R R E N C Y H E D G I N G ?  
Ye s. Fo r e xam p le , if an  inve sto r d e te rmine d  to  e xit the  co ntract b e fo re  the  va lue  d a te , the  inve sto r wo uld  g e ne ra lly e n te r in to  an 
o ffse tting  co ntract fo r the  same  va lue  d a te  a t a  ne wly ag re e d -up o n fo rward  e xchang e  rate . In ce rtain m arke ts (g e ne rally, m arke ts whe re  
curre ncie s are  re stricte d ), inve sto rs may b e  re q uire d  to  p o st co lla te ral with re sp e ct to  co ntracts in  a  lo ss p o sitio n. The re  can b e  
e xp e nse s asso ciate d  with se tting  up  and  main taining  co lla te ral acco unts, p o sting  co lla te ra l, and  p aying  in te re st to  co unte rp artie s. An 
inve sto r m ay a lso  b e ar o p e ra tio na l, le g a l, ad m inistra tive , transactio nal, o r o the r e xp e nse s in  co nne ctio n with  curre ncy he d g ing .

CURRENCY HEDGING
Re d ucing  p e rce ive d  fo re ig n curre ncy risk

“



C U R R EN C Y H ED G ED IN TER ES T R A TE U S  IN TER ES T R A TE

IN TER ES T R A TE 
D IF F ER EN TIA L A T 

C O N TR A C T 
O P EN IN G  D A TE*

CO UNTRY A 0 .5 % 1 .5 % 1 %

CO UNTRY B 4 .5 % 1 .5 % 3 %

If o ne -ye ar inte re st ra te s a re  0.5% in Co untry A and  1 .5% in the  US, the  in te re st ra te  d iffe re ntia l whe n e nte ring  in to  a  o ne -ye ar curre ncy 
he d g ing  co ntract wo uld  b e  ap p ro xim ate ly the  d iffe re nce  b e twe e n the  two  inte re st ra te s: 1 .0%. Co nve rse ly, if o ne -ye ar inte re st ra te s a re  
4 .5% in  Co untry B and  1 .5% in  the  US, the  in te re st ra te  d iffe re ntia l e n te ring  in to  the  co ntract wo uld  b e  ap p ro xim ate ly 3%. 

E XA M P LE  O F  I N T E R E S T  R A T E  D I F F E R E N T IA LS

* R a t e s  s h o w n  a r e  f o r  i l l u s t r a t i v e  p u r p o s e s  o n l y
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Po u n d  d e c lin e s  in  va lu e . 

Du rin g  th e  ye a r, th e  va lu e  o f th e  p o u n d  
d e c lin e s  fro m  $ 1 .5 0  to  $ 1 , re su lt in g  in  a  
3 3 % d e c lin e  in  th e  US d o lla r va lu e  o f th e  
Brit ish  s to ck, fro m  $ 7 5 0 ,0 0 0  to  $ 5 0 0 ,0 0 0 . 

Ga in  o n  fo rwa rd  co n tra c t.  

Me a n wh ile , th e  fo rwa rd  sa le  o f £ 5 0 0 ,0 0 0  
a t  th e  fixe d  p rice  o f $ 7 2 7 ,5 0 0  p ro d u ce s  a  
g a in  o f $ 2 2 7 ,5 0 0  o n  th e  fo rwa rd  co n tra c t , 
a fte r th e  £ 5 0 0 ,0 0 0  n e e d e d  fo r d e live ry a re  
re p u rch a se d  a t  th e  n e w £ 1  =  $ 1  ra te . 

$ 2 2 7 ,5 0 0  h e d g e  g a in  la rg e ly o ffse ts  th e  
$ 2 5 0 ,0 0 0  cu rre n cy lo ss  o n  th e  Brit ish  
s to ck. Th e  re su lt  is  th e  in te re s t  ra te  
d iffe re n tia l o f 3 %, o r $ 2 2 ,5 0 0  lo ss .

$

Po u n d  in cre a se s  in  va lu e . 

Du rin g  th e  ye a r, th e  p o u n d  in cre a se s  
fro m  $ 1 .5 0  to  $ 2 , re su lt in g  in  a  2 5 % 
in cre a se  in  th e  US d o lla r va lu e  o f Brit ish  
s to ck, fro m  $ 7 5 0 ,0 0 0  to  $ 1 ,0 0 0 ,0 0 0 . 

Lo ss  o n  fo rwa rd  co n tra c t. 

Me a n wh ile , th e  fo rwa rd  sa le  o f £ 5 0 0 ,0 0 0  
a t  th e  fixe d  p rice  o f $ 7 2 7 ,5 0 0  p ro d u ce s  a  
lo ss  o f $ 2 7 2 ,5 0 0  o n  th e  fo rwa rd  co n tra c t , 
a fte r th e  £ 5 0 0 ,0 0 0  n e e d e d  fo r d e live ry 
a re  re p u rch a se d  a t  th e  n e w £ 1  =  $ 2  ra te . 

$ 2 7 2 ,5 0 0  h e d g e  lo ss  la rg e ly o ffse ts  th e  
$ 2 5 0 ,0 0 0  cu rre n cy g a in  o n  th e  Brit ish  
s to ck. Th e  re su lt  is  th e  in te re s t  ra te  
d iffe re n tia l o f 3 %, o r $ 2 2 ,5 0 0 .

- $250 ,000 + $227,500
O ve rall O utcome : - $22 ,500

O ve rall O utcome : - $22 ,500
- $272 ,500+ $250,000 $

I N VE S T O R  P R E P A R E S  T O  B U Y £ 5 0 0 , 0 0 0  O F  B R I T I S H  S T O C K  ( E XC H A N G E  R A T E :  £ 1  =  $ 1 . 5 0 )  

T O  H E LP  P R O T E C T  A G A I N S T  C U R R E N C Y F LU C T U A T I O N S ,
I N VE S T O R  E N T E R S  I N T O  A  F O R W A R D  C U R R E N C Y E XC H A N G E  C O N T R A C T

Exchang e  $750,000 fo r £500,000 and  the n  p urchase  the  sto ck using  p o und s.

Assuming  inte re st ra te s a t 4 .5% in Brita in  and  1.5% in the  US, inve sto r e nte rs in to  fo rward  curre ncy e xchang e  co ntract and  
ag re e s to  se ll £500,000 o ne  ye ar la te r fo r $1 .455/p o und  o r $727,500. (Re fle cts the  assum e d  3% inte re st ra te  d iffe re ntia l 
b e twe e n in te re st ra te s in  Brita in  vs. the  US, o r $22 ,500 lo ss).
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A simp lifie d  examp le  o f how he d g ing  works



RE S U LT

Th e  in ve sto r’s  o ve ra ll o u tco m e  in  th e se  sce n a rio s  a p p ro xim a te s  th e  lo ca l m a rke t re tu rn  o f th e  
s to ck (wh ich  wa s a ssu m e d  to  b e  ze ro ), m in u s th e  in te re s t ra te  d iffe re n tia l b u ilt  in to  th e  fo rwa rd  
co n tra ct ($ 2 2 ,5 0 0 ). O f co u rse , th e se  sce n a rio s  a ssu m e d  th a t th e  in ve sto r fu lly h e d g e d  th e  va lu e  o f 
th e  British  s to ck. In  a d d itio n , th is  e xa m p le  a ssu m e d  th a t th e  va lu e  o f th e  British  s to ck re m a in e d  
th e  sa m e . Ha d  th e  in ve sto r h e d g e d  le ss  th a n  th e  fu ll va lu e  o f th e  Brit ish  s to ck, o r if th e  British  
s to ck p rice  h a d  ch a n g e d , th e  re su lts  in  th e se  sce n a rio s  wo u ld  h a ve  b e e n  d iffe re n t. 

For  a  description of  the  Fund’s  hedging policy ,  see  s l ide  6 .  
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S TA N D A R D  D EVIA TIO N
(fo r p e rio d s  e n d in g  Se p te m b e r 3 0 , 2 0 2 6 ) 

M S C I  EA F E IN D EX
( H ED G ED  TO  U S D )

M S C I  EA F E IN D EX
( IN  U S D )

1  YEAR 1 1 .7 8 % 1 5 .0 5 %

5  YEAR 1 0 .8 5 % 1 5 .4 3 %

1 0  YEAR 1 1 .8 0 % 1 4 .9 8 %

3 3  YEARS (Sin ce  0 6 / 3 0 / 1 9 9 3 ) 1 3 .8 1 % 1 5 .9 6 %

St a n d a r d  d e v ia t io n :  A sta tistica l m e a sure  o f h o w m uch  an  in ve stm e nt’s re tu rn s va ry a ro und  th e ir a ve ra g e  o ve r tim e . A h ig h e r 
stand a rd  d e via tio n  ind ica te s g re a te r vo la tility, while  a  lo we r stand a rd  d e via tio n  sug g e sts m o re  stab le  re tu rns.

Whe n co m p aring  the  MSCI EAFE Ind e x (He d g e d  to  USD) (which  fully no m inally he d g e s a ll fo re ig n  curre ncy e xp o sure  o n  a  
m o nth ly b asis) to  the  MSCI EAFE Ind e x (in USD), which is unhe d g e d  and  e xp o se d  to  fo re ig n curre ncy fluctuatio ns, a  lo we r 
annualize d  stand ard  d e via tio n  has b e e n  o b se rve d  in  the  he d g e d  ind e x:

Past p e rformance  is no g uarantee  of future  results.

U S I N G  A N N U A LI Z E D  S T A N D A R D  D E VI A T IO N  A S  A  M E A S U R E  O F  VO LA T ILIT Y,  H E D G I N G  
C U R R E N C Y E XP O S U R E  A P P E A R S  T O  H A VE  H E LP E D  D E LI VE R  LE S S  VO LA T I LE  R E T U R N S  O VE R  T I M E .  

CURRENCY HEDGING
May he lp  d e live r le ss vo latile  re turns



DISCLO SURE

Where practicable, in light of operational and regulatory considerations, the Tweedy, Browne International Value Fund seeks to reduce currency risk by hedging its perceived foreign 
currency exposure back into the U.S. dollar (generally through the use of forward currency contracts) based on the Adviser’s judgment of such exposure after taking into account 
various factors, such as the sources of the portfolio companies’ earnings and the currencies in which their securities trade. Although hedging against currency exchange rate 
fluctuations reduces the risk of loss from exchange rate movements, it also reduces the ability of the Fund to gain from favorable exchange rate movements when the U.S. dollar 
declines against the currencies in which the Fund’s investments are denominated and may impose costs on the Fund.  The Fund is also subject to the risk of possible default by the 
other party to its forward foreign currency transactions. The Adviser may be incorrect in its assessment of the Fund’s exposure to one or more foreign currencies.  As a result of 
practical considerations, fluctuations in a security’s prices, and fluctuations in currencies, the Fund’s hedges are generally expected to approximate, but will generally not equal, the 
Fund’s perceived foreign currency exposure.

Current and future portfolio holdings are subject to risk. Investing in foreign securities involves additional risks beyond the risks of investing in US securities markets. These risks, 
which more are more pronounced in emerging markets, include currency fluctuations; political uncertainty; different accounting and financial standards; different regulatory 
environments; and different market and economic factors in various non-US countries. In addition, the securities of small, less well-known companies may be more volatile than those 
of larger companies. Force majeure events such as pandemics, political upheaval and natural disasters are likely to increase the risks inherent in investments and could have a broad 
negative impact on the world economy and business activity in general. Value investing involves the risk that the market will not recognize a security’s intrinsic value for a long time, 
or that a security thought to be undervalued may actually be appropriately priced when purchased.
Past performance is not indicative of future results. 
The MSCI EAFE Index is an unmanaged, free float-adjusted capitalization weighted index that is designed to measure the equity market performance of developed markets, excluding 
the U.S. and Canada. The MSCI EAFE Index (in US$) reflects the return of the MSCI EAFE Index for a US dollar investor. The MSCI EAFE Index (Hedged to US$) consists of the results of 
the MSCI EAFE Index 100% hedged back into U.S. dollars and accounts for interest rate differentials in forward currency exchange rates. Index figures do not reflect any deduction for 
fees, expenses or taxes.
Index performance results are over many years and reflect multiple market cycles and varying geopolitical, market and economic conditions.    Performance results vary dramatically 
over shorter time periods.   Investing involves the risk of loss, including the loss of principal.  
This piece contains forthright opinions and statements on investment techniques. There is no guarantee that these opinions and statements will prove to be correct, and some of 
them are inherently speculative. None of them should be relied upon as statements of fact.  
Tweedy, Browne International Value Fund is distributed by Quasar Distributors, LLC. 
This material must be preceded or accompanied by a prospectus for Tweedy, Browne Fund Inc. You should consider the Fund's investment objectives, risks, charges and expenses 
carefully before investing. The prospectus contains this and other information about the Funds. The prospectus should be read carefully before investing. Please click here, call 
800.835.3879, or visit www.tweedy.com to download a free prospectus.

https://connect.rightprospectus.com/Tweedy/TADF/901165100/P

	  At Tweedy, Browne, we pick stocks — we do not pretend to understand currency valuations.  We can read a company’s balance sheet, but we cannot read a country’s balance sheet. The International Value Fund values its assets in US dollars and seeks to reduce currency risk from non-US currencies. To that end, the Fund uses forward currency contracts, where practicable, to hedge its perceived foreign currency exposure back into the US dollar. 
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