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Introduction 

RAFI Indices hedged indices are designed to earn the returns of a specific underlying index while shielding investors 
from changes in a base exchange rate relative to other currencies in that index. Weights for the currency hedge are 
determined and currency exposures are hedged on a monthly basis. Foreign exchange forward contracts are sold to 
eliminate the risk of currency fluctuations. One month forward rates are calculated using WM/Reuters closing spot 
rate from 4:00pm London time. 

1. DEFINITIONS 

Rebalancing Date (RT) – The day the hedged index is rebalanced, which is the close of the last business day of 
each month. 

Selection Date (ST) – The date on which the weights for the currency hedge are determined, stated in days from 
the rebalancing date. The selection date for RAFI Indices hedged indices is one day prior to the rebalance date. 
(ST = 1) 

2. INDEX CALCULATION 

2.1 Calculating FX weight 
If the underlying unhedged index contains more than one foreign currency, the weight of each currency is 
calculated based on COB on the selection date, based on the opening file for the following business day. If only 
one foreign currency is included in the index or the index is a local currency index, the weight is set to 1.  
 
On month-ends where the underlying index rebalance date coincides with the hedged index rebalance date, the 
weights for the currency hedge are determined based on the underlying index’s published pro-forma daily index 
opening file. On month-ends where the underlying index rebalance date does not coincide with the hedged 
index rebalance date, the weights for the currency hedge are determined based on the standard published 
underlying index daily opening file. 

 
Example: 
The underlying unhedged index is calculated in USD and includes six shares, 2 in CHF, 2 in EUR, 2 in USD. 
 

Share Currency Weight (ST) 

1 CHF 5% 

2 CHF 15% 

3 EUR 20% 

4 EUR 20% 

5 USD 30% 

6 USD 10% 

   

 Currency Total Weight 

 CHF 20% 

 EUR 40% 

 
 
2.2 Calculation of the Hedge Impact (HIM) 
 
The Hedge Impact is calculated as follows: 
 

𝐻𝐼𝑀𝑡 = 𝐴𝐹𝑅𝑇 × ∑ 𝑊𝑖,𝑆𝑇 ×

𝑛

𝑖=1

𝑆𝑖,𝑆𝑇
𝑚 × (

1

𝐹𝑖,𝑅𝑇
𝑚 −

1

𝐼𝐹𝑖,𝑡
𝑚) 

With: 

 

𝐴𝐹𝑅𝑇 = Adjustment Factor on the last rebalancing date, calculated as follows: 
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𝐴𝐹𝑅𝑇 = (
𝐻𝐼𝑆𝑇

𝐻𝐼𝑅𝑇
) 

 
 
 

With: 

 

𝐻𝐼𝑆𝑇 = The value of the hedged index on ST 

𝐻𝐼𝑅𝑇 = The value of the hedged index on RT 

 

𝑛 = The number of different currencies in the unhedged index (without considering the currency in which the 

index is calculated). 
 

𝑊𝑖,𝑆𝑇 = The weight of currency 𝑖 on selection date ST 

 

𝑆𝑖,𝑡
𝑚 = The mid spot of currency 𝑖 on day 𝑡 

 

𝐹𝑖,𝑅𝑇
𝑚 = The mid forward currency 𝑖 on rebalancing date RT 

 

𝐼𝐹𝑖,𝑡
𝑚 = The interpolated mid forward currency i on day 𝑡 calculated as follows: 

 

 𝐼𝐹𝑖
𝑚 = 𝑆𝑡

𝑚 + (𝐹𝑡
𝑚 − 𝑆𝑡

𝑚) ×
𝐷−𝑑

𝐷
 

 
With: 
 

 𝐷 = The number of calendar days between the last and the next rebalancing date 
𝑑 = The number of calendar days between 𝑡 and the last rebalancing date 

 

2.3 Index Calculation 
 
The hedged index is calculated as follows: 
 

 

𝐻𝐼𝑡 = 𝐻𝐼𝑅𝑇 × [1 + (
𝑈𝐼𝑡

𝑈𝐼𝑅𝑇
− 1) + 𝐻𝐼𝑀𝑡] 

 
With: 

 

𝑈𝐼𝑡 = The unhedged index on day 𝑡 

 𝑈𝐼𝑅𝑇 = The unhedged index on the last rebalancing date RT 
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Disclaimer 

The material contained in this document is for informational purposes only. This material is not intended as an offer or 
solicitation for the purchase or sale of any security or financial instrument, nor is it advice or a recommendation to enter into 
any transaction. RAFI Indices, LLC (“RI), its affiliates, agents, and each of their respective officers, directors, employees, 
agents, representatives and licensors (collectively "Research Affiliates") does not make any warranties, express or implied, 
to anyone regarding the information provided herein, including, without limitation, any warranties with respect to the 
timeliness, sequence, accuracy, completeness, currentness, merchantability, quality or fitness for a particular purpose or 
any warranties as to the results to be obtained by any third-party in connection with the use of the information. Nothing 
contained in this material is intended to constitute legal, tax, securities or investment advice, nor an opinion regarding the 
appropriateness of any investment, nor a solicitation of any type. The general information contained in this material should 
not be acted upon without obtaining specific legal, tax and investment advice from a registered professional. Investors should 
be aware of the risks associated with data sources and quantitative processes used to create the content contained herein 
or the investment management process. Errors may exist in data acquired from third party vendors, the construction or 
coding of indices or model portfolios, and the construction of the spreadsheets, results or information provided. Research 
Affiliates takes reasonable steps to eliminate or mitigate errors, and to identify data and process errors so as to minimize 
the potential impact of such errors, however Research Affiliates cannot guarantee that such errors will not occur. Use of this 
material is conditioned upon, and evidence of, the user's full release of Research Affiliates from any liability or responsibility 
for any loss or damage, direct, indirect or consequential, arising from or related to (i) any inaccuracy or incompleteness in, 
errors or omissions in the information or (ii) any decision made or action taken by any third party in reliance upon this 
information. Research Affiliates shall not be liable to anyone for loss of business revenues, lost profits or any indirect, 
consequential, special or similar damages whatsoever, whether in contract, tort or otherwise, even if advised of the possibility 
of such damages.    

Any applicable financial instruments are not sponsored, promoted, sold or supported in any other manner by RI or Solactive 
AG (“Solactive”), nor does RI or Solactive offer any express or implicit guarantee or assurance either with regard to the 
results of using the Index and/or Index trademark or the Index Price at any time or in any other respect. The Index is 
calculated and published by RI and Solactive. RI and Solactive use their best efforts to ensure that the Index is calculated 
correctly. Irrespective of their obligations towards Licensee, neither RI nor Solactive has any obligation to point out errors in 
the Index to third parties, including but not limited to Licensee, investors and/or financial intermediaries of the financial 
instrument. Neither publication of the Index nor the licensing of the Index or Index trademark for the purpose of use in 
connection with the financial instrument constitutes a recommendation by RI or Solactive to invest capital in said financial 
instrument nor does it in any way represent an assurance or opinion of RI or Solactive with regard to any investment in the 
financial instrument. 

The trademarks Fundamental Index™, RAFI™, Research Affiliates Equity™, RAE™ and the Research Affiliates™ 
trademark and corporate name and all related logos are the exclusive intellectual property of Research Affiliates, LLC (“RA”) 
and in some cases are registered trademarks in the U.S. and other countries. Various features of the Fundamental Index 
methodology, including an accounting data-based non-capitalization data processing system and method for creating and 
weighting an index of securities, are protected by various patents of RA. (See applicable US Patents, Patent Publications 
and protected trademarks located at https://www.researchaffiliates.com/legal/disclosures#patent-trademarks-and-
copyrights, which are fully incorporated herein.) Any use of these trademarks, logos or patented methodologies without the 
prior written permission of RA, is expressly prohibited. RA reserves the right to take any and all necessary action to preserve 
all of its rights, title, and interest in and to these marks and patents. 

RI does not offer or provide investment advice, unless contracted for or permissioned to do so, or offer or sell any securities, 
commodities or derivative instruments or products. Any such business may only be conducted through registered or licensed 
entities and individuals permitted to do so within the respective jurisdiction and only in conjunction with the legally required 
disclosure documents and regulatory filings. 

 

© 2024 RAFI Indices, LLC. All rights reserved. Duplication or dissemination prohibited without prior written permission. 
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