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Abstract This paper demonstrates how a dynamic currency index can be used in
analysing the trading styles of currency fund managers. We first recall the composition,

universe of leveraged currency funds and show how to gain a better understanding of
the strategies used by specific managers. In particular, we illustrate the trend-following
nature of certain programmes and indicate how to monitor changes of leverage and

trading style.
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Despite accepting that in the long run
the return on passive currency
Investment is nil, there is some statistical
evidence that active management of
currencies can significantly add value
over time. The efficient market
hypothesis relies upon rational,
profit-motivated investors (Arnott and
Pham, 1993), whereas the two largest
participants in the foreign exchange
market have no direct profit motive.
International corporations try to hedge
their currency risk while central banks
try to dampen fluctuations in their
curréncy rate to control inflation. Trends
In currency markets have been linked to
central bank activity (Kritzman, 1989:
Silber, 1994). This partly explains why a
majority of trading managers rely on
technical analysis and trend-following

strategies to manage their currency
exposure. The appeal of the foreign
exchange market resides in the high
hquidity and the 24-hour access it offers.
It 15 by far the largest financial market in
the world, with an estimated daily
turnover of $1,500bn.' Nowadays,
actively managed currencies are accepted
as mvestment vehicles by investors who
recognise how their different
characteristics can improve the
risk/return profile of their portfolio. The
success of currencies as an asset class is
shown through the Increasing number of
currency funds available to the investor
Indices are indispensable within the
context of asset allocation, to control and
quantify risk and to evaluate
performance. Most of the financial
markets have indices to explain their
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