Module 8: Currency ETFs
Version 1 – November 2013

Contents
Topic 1: Currency ETFs ........................................................................................................................................................ 3
I want exposure to currencies ........................................................................................................................................ 3
What is an exchange rate? ............................................................................................................................................. 3
Currency ETFs track exchange rate movements ............................................................................................................. 3
How are exchange rates reported in the news? ............................................................................................................. 4
Example .......................................................................................................................................................................... 4
Advantages of currency ETFs .......................................................................................................................................... 5

© 2020 ASX Limited ABN 98 008 624 691 | Version 1| November 2013

Module 8: Currency ETFs 1/5

Information provided is for educational purposes and does not constitute financial product advice. You should
obtain independent advice from an Australian financial services licensee before making any financial decisions.
Although ASX Limited ABN 98 008 624 691 and its related bodies corporate (“ASX”) has made every effort to
ensure the accuracy of the information as at the date of publication, ASX does not give any warranty or
representation as to the accuracy, reliability or completeness of the information. To the extent permitted by law,
ASX and its employees, officers and contractors shall not be liable for any loss or damage arising in any way
(including by way of negligence) from or in connection with any information provided or omitted or from any one
acting or refraining to act in reliance on this information.

© Copyright 2013 ASX Limited ABN 98 008 624 691. All rights reserved 2013.

All Ordinaries®, All Ords®, AllOrds®, ASX®, ASX100®, CHESS® are registered trademarks of ASX Operations Pty
Limited ABN 42 004 523 782 ("ASXO").
ASX20™, ASX50™, ASX200™, ASX300™ are trade marks of ASXO.
S&P™ is a trademark of Standard and Poor’s, a division of The McGraw-Hill Companies Inc.
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Topic 1: Currency ETFs
I want exposure to currencies
Currency ETFs give you exposure to the performance of a foreign currency against the Australian dollar.
For example, a US dollar ETF gives you exposure to the performance of the US dollar relative to the Australian dollar.

What is an exchange rate?
An exchange rate can be thought of as the price of one currency in terms of another.
For any given currency pair, the exchange rate can be expressed in two ways.
For example, the $A/$US exchange rate can be expressed as either:



US$1 = A$1.0526, or
A$1 = US$0.9500

The first way expresses the price of one US dollar in terms of Australian dollars.
The second way expresses the price of one Australian dollar in terms of US dollars. In Australia, this is the way we
generally express exchange rates against the $A.
The two rates are equivalent.

Currency ETFs track exchange rate movements
Currency ETFs track the value of the relevant currency but trade in Australian dollars.
For example a US dollar ETF tracks the value of the US dollar relative to the Australian dollar. This means that:



if the $US strengthens against the $A, the price of the ETF will rise, and
if the $US weakens against the $A, the price of the ETF will fall.
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How are exchange rates reported in the news?
When you hear the Australian dollar exchange rate quoted in the media it is generally quoted in terms of its value
against the US dollar.
For example, "the Aussie dollar rose overnight and is now worth 92 US cents". This means that your $A dollar can buy
92 US cents. The stronger the $A the greater your purchasing power if you go on a holiday to the USA.
It is important to emphasise with the example on the previous screen, the US Dollar ETF has an inverse relationship to
this method of quoting, so when the $A strengthens, the US dollar ETF will fall in value.

Example
On 1 March, A$1 = US$0.90.
The price of a US dollar ETF traded on ASX is $1.1111.
You believe the $US will strengthen against the $A ($A will weaken) over the next four months, so buy US dollar ETFs.
On 1 July, the exchange rate stands at A$1 = US$0.80.
The price of US dollar ETFs has risen to $1.25.
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Outcome
The $US has strengthened against the $A (the $A has fallen against the $US), and the price of your ETFs has risen.
Had the $A appreciated against the $US, the price of your ETFs would have fallen.
Advantages of currency ETFs
You can gain exposure to foreign currencies by trading directly on the foreign exchange market.
However, currency ETFs offer advantages for retail investors:
1.
2.

Convenient to trade on ASX
Cost effective: For retail investors, the spread between bid and offer prices for currency ETFs may be narrower than
the spreads available when trading on the foreign exchange market. Also costs of purchasing currency ETFs and
ongoing management expenses (MERs) may be lower than the costs of buying foreign currency directly.
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