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1. INTRODUCTION
MSCI Global Currency Indices measure the total return of currencies of countries in a regional or
composite MSCI equity index, weighted by their country weights. The total return reflects the
currency appreciation/depreciation of the currencies included the currency index relative to the
home currency and interest accruing from holding the currencies. For example, the MSCI
Emerging Market Currency Index in USD measures the total return of 25 emerging market
currencies relative to the US Dollar where the weight of each currency is equal to its country
weight in the MSCI Emerging Markets Index.
The index aims to reflect an investment process that uses a combination of monthly trades of
currency forwards against the home currency and home currency Libor deposits to capture the
currency and interest rate returns.
MSCI is currently offering the following currency indices:
•

MSCI Emerging Markets Currency Indices in USD, Euro and Japanese Yen.

•

MSCI EAFE Currency Index in USD.

•

MSCI Europe Currency Index in USD.

•

MSCI Asia Pacific ex Japan Currency Index in USD.

The methodology described in this guide is a generic methodology that could be applied to create
other currency indices against a base currency with weights derived from existing MSCI
International Indices.

2. CONSTRUCTING THE MSCI GLOBAL CURRENCY INDICES
Constructing the MSCI Global Currency Indices involves the following steps:
•

Defining the home currency.

•

Identifying the currencies in the index.

•

Identifying the weight for each currency in the index.

•

Determining the accrued interest rate for each currency in the index.

Each of these steps is described in detail below.

2.1. Defining the Home Currency
An investor investing in foreign exchange would like to measure the performance of his holdings
relative to his home currency. For construction of MSCI Global Currency Indices the default home
currency will be the US dollar.

2.2. Identifying the Currencies to be Included in the Index
The MSCI Global Currency Indices can be constructed against any currency included in the
index. To support different foreign currency investment processes, such as benchmarking and
currency hedging, MSCI calculates different currency indices. For example, for benchmarking the
returns of a US based investor who is investing in emerging market currencies, MSCI calculates
an MSCI Emerging Markets Currency Index, which reflects the performance of 25 emerging
market currencies relative to the US dollar.
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2.3. Identifying the Weight of Each Currency in the Index
In the MSCI Global Currency Indices, the currency weights are derived from the aggregate free
float market capitalization of the countries in the underlying MSCI equity index as of the close of
the index review date which will be the last trading day of the month.

2.4. Determining the Accrued Interest Rate for each Currency in the Index
MSCI Global Currency Indices reflect the currency appreciation/depreciation of currencies against
a base currency as well as the interest earned by holding the currencies. To calculate interest,
MSCI uses the accrued foreign interest rates from the forward spot relation in the currency
markets.
Please see the Appendix hereto on index calculation formulas for more details on the calculation
of accrued foreign interest rates.

3. MAINTAINING THE MSCI GLOBAL CURRENCY INDICES
The MSCI Global Currency Indices are maintained with an objective of reflecting the evolution of
the underlying country weights on a timely basis. In particular, index maintenance involves:
•

Resetting the accrued foreign currency interest rates.

•

Resetting the weights of the currencies included in the index.

The MSCI Global Currency Indices are rebalanced monthly on the last trading day of the month,
when the currency weights and accrued foreign interest rates are reset for the next month’s index
calculation.

3.1. Resetting the Accrued Interest Rate for each Foreign Currency in the Index
The accrued interest for each foreign currency is reset on the last trading day of the month. This
new accrued interest rate is accrued in the index until the next rebalancing date, i.e. the last
trading date of the following month. Please see the attached Appendix on index calculation
formulas for more details on the calculation of accrued foreign interest rates.

3.2. Resetting the Weights of Currencies in the Index
The currency weights are reset after the close of the last trading day of the month and remain
constant intra month, i.e. no changes in the weights are made during the month to account for
changes in the indices due to price movement of securities, corporate events, additions, deletions
or any other changes.

4. CALCULATING THE MSCI GLOBAL CURRENCY INDICES
The MSCI Global Currency indices are constructed with an objective to reflect an investment
process that uses a combination of monthly trades of currency forwards against the home
currency and home currency Libor deposits to capture currency and interest rate returns. The
indices are marked to market every day and in real time.
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4.1. Calculation Time and Frequency
The MSCI Global Currency Index is calculated at the same time as the underlying MSCI index.
For example, the calculation of the real-time MSCI Emerging Markets Currency Index will
commence with the opening of the Korean equity market at 8 PM EST and close at 4.50 PM EST
(next day) at the closing of the Chilean equity market. The above timing is synchronized to
account for daylight savings time. All currencies will contribute to the index return during the
index calculation time period, i.e. even after the equity market representing a particular currency
has closed. For example, if Korea’s equity market closes at 2 AM US EST time, the Korean Won
will still contribute to the EM currency index performance until 4.50 PM US EST time.
Please see the MSCI equity index calculation methodology book for more details:
http://www.msci.com/methodology/meth_docs/MSCI_May08_IndexCalcMethodology.pdf.

Similar to the MSCI equity index calculation schedule, the official month-end index level for the
currency indices is calculated on the last weekday of the month. This means for the MSCI
Emerging Markets Currency Index in US dollars the official month end index level will be
calculated even if the last weekday in the US is a holiday.

4.2. Closing Spot Rates
The MSCI Global Currency Indices are calculated at end-of-day and in real-time. The official
closing level is calculated using WM/Reuters Closing Spot Rates (the mid-point of closing bid and
ask rates to 5 decimal places), taken at 4pm London time. The WM/Reuters Closing Spot Rates
are provided by The WM Company plc in conjunction with Reuters. MSCI may elect to use
alternative sources of exchange rates if the WM/Reuters rates are not available, or if MSCI
determines that the WM/Reuters rates may not reflect market conditions.

4.3. Forward Rates
To determine the accrued interest rate MSCI uses the spot and the 1-month Forward exchange
rates on the rebalancing day of the home or base currency. To compute the 1-month Forward
exchange rates MSCI uses the spot and 1-month premium/discount as provided by WM/Reuters.
These values are taken at 4pm London time. If the Forward rate is missing on the rebalancing
day, the previous day’s premium or discount of the Forward rate over the Spot rate will be added
to the current Spot exchange rate.

4.4. Currency Crisis
If there is a disruption in the currency spot and/or forward market, MSCI will analyze the situation
and a decision to continue or discontinue the inclusion of a currency in the indices will be made
on a case by case basis and announced in advance. This would result in currencies of certain
countries being excluded from the currency indices even though they may be still included in the
parent indices and the resulting currency weights may be different from the country weights in the
parent index.
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APPENDIX
A.

Daily Currency Index Calculation Formula

There are two components to the currency index returns:
•

The performance (appreciation/depreciation) of the constituent currencies relative to the
home or base currency.

•

The foreign currency deposit interest earned on the constituent currencies.

Index Level at time t = Index Level at time t0 × ∑ Wi,n × (St /S0) × (1+Rfgn,0,T × t/360)
•

Where is S0 (home currency/ foreign currency) is the Spot rate at the time of rebalancing.

•

Rfgn,0,T is the foreign interest at the time of rebalancing.

•

St (home currency/foreign currency) is the spot rate on day t.

•

Wi,n weight of ith currency at the time of rebalancing.

•

t is the number of days between today and the last trading day of the previous month
(including weekends and non-trading days).

B.

Accrued Foreign Interest Rate Calculation Formula

The accrued foreign interest rate (Rfgn,o,T ) is calculated using the Forward-Spot relationship at the
time of rebalancing.
Rfgn,0,T = {So × (1+Rbase,0,T × Number of Days between Rebalancing/360) × 1/ Fi,0,T -1} × (360/
Number of Days between Rebalancing)
•

Fi,0,T is the one month forward at the time of rebalancing.

•

So is the spot rate at time of rebalancing.

•

Rbase,0,T is the one month base currency Libor rate at time of rebalancing and is reset
monthly. The source for LIBOR rates is the British Banker’s Association (BBA).

C.

Handling non-trading days at month end for index and accrued
interest rates calculation

The official index level for each month is calculated on the last weekday of the month. The last
weekday of the month may coincide with an official holiday of a constituent currency. But since
currency markets will be open in other countries, the currency index will be calculated for that
day.
•

If the last day of next month is not a trading Day.

For example to price a one month forward on October 31, when the last trading day in November
is the 29th, the days to maturity for forwards will 29 days. This will be used as number of the days
in the accrued interest rate formula.
The currency index will accrue interest in November for 29 days and the official index level for
November will be calculated on the same date.
•

If the last day of current month is not a trading Day.

For example to price a one month forward on November 29, which happens to be last trading day
in November, the days to maturity for forwards settling on December 31 will be 32 days. This will
be used as number of the days in the accrued interest rate formula. The currency index will
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accrue interest in December for 32 days. The first accrual will happen at the opening of index on
December 1.
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Notice and Disclaimer


This document and all of the information contained in it, including without limitation all text, data, graphs, charts
(collectively, the “Information”) is the property of MSCI Inc. (“MSCI”), Barra, Inc. (“Barra”), or their affiliates (including
without limitation Financial Engineering Associates, Inc.) (alone or with one or more of them, “MSCI Barra”), or their
direct or indirect suppliers or any third party involved in the making or compiling of the Information (collectively, the
“MSCI Barra Parties”), as applicable, and is provided for informational purposes only. The Information may not be
reproduced or redisseminated in whole or in part without prior written permission from MSCI or Barra, as applicable.



The Information may not be used to verify or correct other data, to create indices, risk models or analytics, or in
connection with issuing, offering, sponsoring, managing or marketing any securities, portfolios, financial products or
other investment vehicles based on, linked to, tracking or otherwise derived from any MSCI or Barra product or data.



Historical data and analysis should not be taken as an indication or guarantee of any future performance,
analysis, forecast or prediction.



None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), or a promotion or
recommendation of, any security, financial product or other investment vehicle or any trading strategy, and
none of the MSCI Barra Parties endorses, approves or otherwise expresses any opinion regarding any
issuer, securities, financial products or instruments or trading strategies. None of the Information, MSCI
Barra indices, models or other products or services is intended to constitute investment advice or a
recommendation to make (or refrain from making) any kind of investment decision and may not be relied on
as such.



The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information.



NONE OF THE MSCI BARRA PARTIES MAKES ANY EXPRESS OR IMPLIED WARRANTIES OR
REPRESENTATIONS WITH RESPECT TO THE INFORMATION (OR THE RESULTS TO BE OBTAINED BY THE
USE THEREOF), AND TO THE MAXIMUM EXTENT PERMITTED BY LAW, MSCI AND BARRA, EACH ON THEIR
BEHALF AND ON THE BEHALF OF EACH MSCI BARRA PARTY, HEREBY EXPRESSLY DISCLAIMS ALL
IMPLIED WARRANTIES (INCLUDING, WITHOUT LIMITATION, ANY IMPLIED WARRANTIES OF ORIGINALITY,
ACCURACY, TIMELINESS, NON-INFRINGEMENT, COMPLETENESS, MERCHANTABILITY AND FITNESS FOR
A PARTICULAR PURPOSE) WITH RESPECT TO ANY OF THE INFORMATION.



Without limiting any of the foregoing and to the maximum extent permitted by law, in no event shall any of the MSCI
Barra Parties have any liability regarding any of the Information for any direct, indirect, special, punitive,
consequential (including lost profits) or any other damages even if notified of the possibility of such damages. The
foregoing shall not exclude or limit any liability that may not by applicable law be excluded or limited.



Any use of or access to products, services or information of MSCI or Barra or their subsidiaries requires a license
from MSCI or Barra, or their subsidiaries, as applicable. MSCI, Barra, MSCI Barra, EAFE, Aegis, Cosmos,
BarraOne, and all other MSCI and Barra product names are the trademarks, registered trademarks, or service marks
of MSCI, Barra or their affiliates, in the United States and other jurisdictions. The Global Industry Classification
Standard (GICS) was developed by and is the exclusive property of MSCI and Standard & Poor’s. “Global Industry
Classification Standard (GICS)” is a service mark of MSCI and Standard & Poor’s.



The governing law applicable to these provisions is the substantive law of the State of New York without regard to its
conflict or choice of law principles.

© 2008 MSCI Barra. All rights reserved.
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