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Deviations from Covered Interest Parity
(Three-Month Maturity, January 1, 2000- April 30, 2012)
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260 = = = o
& Note: Daily data on EUR/USD spot rates,

3-month forward rates, and 3-month LIBOR
rates on the USD and EUR are from Bloom-
- berg. Deviations from covered interest parity

2 in basis points per annum calculated as l L
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Source: Richard M. Levich, “FX Counterparty Risk and Trading Activity in Currency Forward and
Futures Markets”, : June 27, 2012, page 23.
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International Parity Conditions

How Spot Exchange Rates, Forward Exchange Rates,and Interest Rates

Expected Change
in Forward Rate as an
nte PPP ‘
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Foreign-Domestic Uncgvered Forward
Expected Inflation Intergst-Rate Discount
Differential Pdrity
'\\ —
~ Foreign-Domestic " Covered
Yield Spreads and ™|  |nterest-Rate overe
Inflation Expectations Differential Interest-Rate
Parity
Source: Bloomberg
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Average Annual Return of a G-10 3x3 Carry Trade Position
(for Selected Periods from 1989-2013)

Number Avg. Annualized
of Annual Std.Dev. Sharpe

Period Start Date - End Date Years Return of Return Ratio
EM Currency Crisis Episodes Feb. 1989 -Dec. 2000 11.8 5.7% 8.3% 0.69
Carry Trade Heyday Dec. 2000 - June 2007 6.5 10.6% 6.7% 158
Global Financial Crisis June 2007 - Jan. 2009 16 -20.2% 17.2% -1.17
Crisis Rebound Jan. 2009 - Dec. 2009 0.9 38.2% 13.0% 2.94
Post-Crisis Period Dec. 2009 - Apr. 2013 33 4.3% 10.8% 0.40
Total Feb. 1989 - Apr. 2013 24.2 5.9% 9.3% 0.63
Source Bloomberg
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Carry, Spot and Total Return of a G-10 3x3 Carry Trade Portfolio
(2010-2013)

for explanation.
y Actions - 7 New 9 Compare - sedbac FX Strategy Workbench
7o Average Annual

G10 Carry (2) (Custom) 2] um"‘ :nnp-am rerly s plry Returns

—— Total Return = 4.3%

# Spot Index (E d)
B Interest Index (Buy/H

—— Interest-Rate Carry
= 3.1:0

" Exchange Rate
Return =1.1%

. Performance

Performance
A Annualized Standard
Deviation of Return
= 10.8%

Sharpe Ratio=0.4

Source: Bloomberg
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Average Annual Returns of Selected G-10 3x3 Carry Trade Baskets
(1989-2013)

Average Annualized
Annual Std. Dew. Sharpe
Currency Universe Return of Return Ratio
Include all G-10 Currencies 5.9 9.3 0.63
Exclude Low Yielders (Sfr and Yen) 5.2 7.9 0.65
Exclude High Yielders (AS and NZ5S) 3.8 7.7 0.50
Exclude AS, NZS, Sfr, and Yen 25 6.4 0.39

Source: Bloomberg
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Total Returns of Selected G-10 3x3 Carry Trade Baskets

(1989-2013)
Currency Universe
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Net Private Capital Inflows to the Emerging Markets
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Source: adapted from Phil Suttle, Felix Huefner, Robin Koepke, “Capital Flows to Emerging Market
Economies”, |IF Research Note, January 22, 2013
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Average Annual Return of an EM 3x3 Carry Trade Position
(for Selected Periods from 2001-2013)

Number Average Annualized
of Annual Std.Dev. Sharpe

Period Start Date -End Date  Years Return of Return Ratio
Carry Trade Heyday Dec. 2000 - June 2007 6.5 23.0% 10.8% 2.13
Global Financial Crisis  June 2007 - Jan. 2009 16 -12.5% 16.7% -0.75
Crisis Rebound Jan. 2009 -Dec.2009 09 20.0% 14.9% 1.34
Post-Crisis Period Dec. 2009 - Apr. 2013 3.3 3.8% 7.2% 0.53
Total Feb. 1989 - Apr. 2013 123 12.3% 11.4% 1.08

Source Bloomberg
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Carry performance in different macro/market environments
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