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Anyone who travels abroad frequently has felt the impact of currency fluctuations. The 
price of your favorite hotel or restaurant can change from one trip to the next simply 
because of exchange rates. Currency shifts also affect investments outside your home 
market. Investing in a foreign stock, for example, means being exposed to the 
underlying currency as well as the stock itself. In the first half of 2025, the US dollar 
depreciated by as much as 12% against other major currencies, adding to returns of non-
US investments. In periods of dollar appreciation, the reverse has been true.

A common question is whether to hedge this currency exposure. The answer may 
depend on the asset class and the investor’s goals. In the case of equities, volatility tends 
to be driven more by stock price swings than currency movements, so hedged and 
unhedged global equity portfolios have shown similar volatility over time.

Global bonds are different. The less volatile nature of bonds means that currency moves 
can have a bigger impact. Hedging currencies can thus meaningfully reduce volatility, 
which may be particularly valuable for investors who look to their bond allocations for 
stability.

International stocks and bonds can offer investors powerful tools for diversification. 
Whether or not to hedge the currency component should be considered in the context 
of the role they play in an investor’s asset allocation.
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Exhibit 1
Impact of Currency 
Hedging on Return 
Volatility
1990–2024

Past performance is not a guarantee of future results. 

In USD. Stock returns measured as an equal-weighted portfolio of nine MSCI country indices. Sample includes Australia, 
Canada, Germany, Japan, Norway, Sweden, Switzerland, the United Kingdom, and the United States. Source: 
Dimensional calculations using MSCI index data. MSCI data © MSCI 2025, all rights reserved. Unhedged bond returns 
are measured using the FTSE World Government Bond Index 1–3 Years Index (unhedged). Hedged bond returns are 
measured using the FTSE World Government Bond Index 1–3 Years Index (hedged to USD). FTSE fixed income indices © 
2025 FTSE Fixed Income LLC. All rights reserved. Indices are not available for direct investment; therefore, their 
performance does not reflect the expenses associated with the management of an actual portfolio.
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The information in this material is intended for the recipient’s background information and use only. It is provided in good faith and without 
any warranty or representation as to accuracy or completeness. Information and opinions presented in this material have been obtained or 
derived from sources believed by Dimensional to be reliable, and Dimensional has reasonable grounds to believe that all factual information 
herein is true as at the date of this material. It does not constitute investment advice, a recommendation, or an offer of any services or 
products for sale and is not intended to provide a sufficient basis on which to make an investment decision. Before acting on any information 
in this document, you should consider whether it is appropriate for your particular circumstances and, if appropriate, seek professional 
advice. It is the responsibility of any persons wishing to make a purchase to inform themselves of and observe all applicable laws and 
regulations. Unauthorized reproduction or transmission of this material is strictly prohibited. Dimensional accepts no responsibility for loss 
arising from the use of the information contained herein.

This material is not directed at any person in any jurisdiction where the availability of this material is prohibited or would subject 
Dimensional or its products or services to any registration, licensing, or other such legal requirements within the jurisdiction.

“Dimensional” refers to the Dimensional separate but affiliated entities generally, rather than to one particular entity. These entities are 
Dimensional Fund Advisors LP, Dimensional Fund Advisors Ltd., Dimensional Ireland Limited, DFA Australia Limited, Dimensional Fund 
Advisors Canada ULC, Dimensional Fund Advisors Pte. Ltd., Dimensional Japan Ltd., and Dimensional Hong Kong Limited. Dimensional Hong 
Kong Limited is licensed by the Securities and Futures Commission to conduct Type 1 (dealing in securities) regulated activities only and 
does not provide asset management services.

RISKS
 Investments involve risks. The investment return and principal value of an investment 
may fluctuate so that an investor’s shares, when redeemed, may be worth more or less 
than their original value. Past performance is not a guarantee of future results. There is 
no guarantee strategies will be successful.

UNITED STATES

Dimensional Fund Advisors LP is an investment advisor registered with the Securities and Exchange Commission.

Investment products: • Not FDIC Insured • Not Bank Guaranteed • May Lose Value
 Dimensional Fund Advisors does not have any bank affiliates.

JAPAN

For Institutional Investors and Registered Financial Instruments Intermediary Service Providers.

This material is deemed to be issued by Dimensional Japan Ltd., which is regulated by the Financial Services Agency of Japan and is 
registered as a Financial Instruments Firm conducting Investment Management Business and Investment Advisory and Agency Business.

 Dimensional Japan Ltd.
 Director of Kanto Local Finance Bureau (FIBO) No. 2683
 Membership: Japan Investment Advisers Association

SINGAPORE
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This material is deemed to be issued by Dimensional Fund Advisors Pte. Ltd. (UEN:201210847M), which is regulated by the Monetary 
Authority of Singapore and holds a capital markets services license for fund management.

This advertisement has not been reviewed by the Monetary Authority of Singapore or the Central Provident Fund (CPF) Board. 

FOR PROFESSIONAL INVESTORS IN HONG KONG

This material is deemed to be issued by Dimensional Hong Kong Limited (CE No. BJE760) (“Dimensional Hong Kong”), which is licensed by 
the Securities and Futures Commission to conduct Type 1 (dealing in securities) regulated activities only and does not provide asset 
management services.

 This material should only be provided to “professional investors” (as defined in the Securities and Futures Ordinance [Chapter 571 of the 
Laws of Hong Kong] and its subsidiary legislation) and is not for use with the public. This material is not intended to constitute and does not 
constitute marketing of the services of Dimensional Hong Kong or its affiliates to the public of Hong Kong. When provided to prospective 
investors, this material forms part of, and must be provided together with, applicable fund offering materials. This material must not be 
provided to prospective investors on a standalone basis. Before acting on any information in this material, you should consider whether it is 
suitable for your particular circumstances and, if appropriate, seek professional advice.

 Neither Dimensional Hong Kong nor its affiliates shall be responsible or held responsible for any content prepared by financial advisors. 
Financial advisors in Hong Kong shall not actively market the services of Dimensional Hong Kong or its affiliates to the Hong Kong public.
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