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Leveraging Al in support
of outsourced FX services

By John Murray, Head of Lumint UK

ypoisiannys Aq abew|

66 MARCH 2026 e-FOREX

John Murray

HOW Al IS RESHAPING

THE CURRENCY OVERLAY
LANDSCAPE FOR
INSTITUTIONAL CLIENTS

The currency overlay industry

was built on systematic discipline:
rigorous application of pre-defined,
rules-based hedging frameworks,
consistent execution processes and
transparent reporting to institutional
clients. From inception, the core value
proposition of an outsourced currency
overlay manager was straightforward:
remove or mitigate currency risk for
asset managers and asset owners,
allowing them to focus on their core
competencies without the distraction
of managing operational risk across
complex multi-currency exposures.

That core proposition has not
changed. What has changed, both
rapidly and materially, is the toolkit
available to deliver it. Artificial
intelligence, in its various practical
forms, is beginning to reshape how
outsourced currency overlay managers
analyse risk, optimise hedging
decisions, execute transactions and
report to clients. The question for

the industry is not whether Al will
influence currency overlay services, but
how quickly and how deeply.

This article explores where Al is already
adding considerable value in currency
overlay, where it is likely to have the

greatest impact over the next three

to five years, and what institutional
clients should look for when assessing
the capabilities of their currency
overlay manager.

FROM STATIC MANDATES TO
DYNAMIC OPTIMISATION

The traditional passive currency overlay
mandate rests on defined hedge
ratios, typically static or semi-static
percentages of FX exposure hedged
back to the base currency using FX
forwards, rolled monthly or quarterly,
and adjusted only when the hedge
ratio breaches its target band.

For decades this model has served the
market well. It is transparent, auditable
and consistent with regulatory
guidelines and fiduciary obligations.
But it is inherently backward-looking:
the hedge ratio reflects a policy
decision taken at a point in time, not a
dynamic response to evolving market
conditions.

Al-driven approaches are starting

to change this. Machine learning
models now enable dynamic hedge
ratio and duration optimisation,

using forward rate signals, carry
dynamics and cash flow analysis to
determine the optimal timing and
sizing of hedge adjustments. This is no
longer theoretical; firms are actively
implementing these frameworks for
institutional clients. Rather than asking
“what is our benchmark hedge ratio?”;
the question becomes “what does the
data tell us is the optimal hedge ratio
given current market conditions and
the portfolio’s specific profile?”

The distinction matters significantly
for client outcomes. Al is not
speculating; it is optimising within
a risk management framework. The
overlay mandate, the hedge policy
ratio range, permitted instruments
and reporting structures all remain
intact. Al operates as the engine
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working within these constraints, not
replacing them. Critically, because Al
can process each portfolio’s unique
parameters individually, it also enables
a degree of customisation that was
previously impractical at scale. Every
hedging programme can be tuned to
the precise objectives, risk tolerances
and cash flow characteristics of

the underlying fund, rather than
defaulting to a one-size-fits-all
approach.

Over time, this approach also has the
potential to meaningfully reduce the
cash drag associated with hedging.
By optimising roll timing and duration
more precisely, Al-driven frameworks
can lower the cumulative cost of
maintaining a hedge programme,

a benefit that compounds across
reporting periods and directly improves
net-of-hedging returns for the end
investor.

AUTOMATION AND
OPERATIONAL
TRANSFORMATION

Alongside the analytical story sits

a quieter but equally consequential
transformation in operational
infrastructure. Currency overlay
execution has historically been labour-
intensive: portfolio teams calculating
ratios, executing trades, middle office
operations reconciling positions,
settlements teams managing the
mechanics of a rolling forward book.
At each step, human intervention
introduced latency, inconsistency and
operational risk.

Straight-through processing

and workflow automation are
systematically eliminating these
friction points. At its most mature, a
modern overlay programme can move
from signal, whether rules-based

or Al-generated, to executed and
booked trade with minimal human
touchpoints. Position reconciliation
against custodian records becomes
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Currency overlay execution has historically been labour-intensive

automated and exception driven.
Rolling schedules run algorithmically
against pre-defined parameters. The
system generates regulatory reporting
directly from trade data. Paradoxically,
this automation at scale also unlocks
greater customisation: when the
operational cost of configuring and
running bespoke workflows falls,
overlay managers can tailor processes
to each client’s specific requirements
without sacrificing efficiency or
control.

For institutional clients, this is shifting
evaluation criteria. The question is no
longer simply “do you have a robust
process?”” but “can you demonstrate
in real time that your process is
running correctly?”” Currency

overlay managers who provide live
dashboards, automated exception
reporting and fully auditable trade-
level records are pulling ahead of
those still relying on periodic PDF
reporting and manual reconciliation.
Operational transparency has moved
from a differentiator to a baseline
expectation, and providers still
operating on legacy infrastructure risk
falling behind.

RISK MONITORING: Al AS AN
EARLY WARNING SYSTEM

One of the most promising
applications of Al in currency overlay
lies in risk monitoring. Traditional
risk frameworks tend to be reactive,
identifying breaches after they occur
and flagging exceptions for human

CHINE LEARNING

Machine learning models now enable dynamic hedge ratio and duration optimisation
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review. Al enables a fundamentally
different approach: continuous,
predictive risk surveillance that
identifies emerging workflow
issues before they materialise into
operational headaches.

Machine learning models can monitor
real-time market data alongside
portfolio positions, detecting unusual
shifts in volatility, liquidity or cross-
currency correlations that may signal
a broader market regime change.
Most portfolio data arrives on a one-
day lag, but Al-powered systems can
roughly track positions in real time,
giving overlay managers a meaningful
head start. Rather than waiting for a
threshold breach to trigger a review,
these systems can identify current
conditions early enough to either
make hedge adjustments significantly
sooner or, at minimum, notify the
currency overlay manager of likely
upcoming trades.

For institutional clients operating
under increasingly demanding
governance and fiduciary standards,
this shift from reactive exception
management to proactive risk
intelligence represents a material
upgrade in oversight capability.

REPORTING AND CLIENT
COMMUNICATION: THE
INTELLIGENCE LAYER
Institutional clients who outsource
their hedging programmes to
currency overlay providers have
grown increasingly sophisticated in
their reporting expectations. The days
when a quarterly PDF summarising
hedge ratios, maturing exposures and
mark-to-market satisfied governance
requirements are long gone. Clients
today expect granular performance
attribution, clear explanations of
hedging costs and benefits, and
increasingly, evidence that the overlay
provider’s decisions rest on systematic,
demonstrable analysis.
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One of the most promising applications of Al in currency overlay lies in risk monitoring

Al enables currency overlay providers
to deliver significantly richer reporting
with greater efficiency. Systems

that translate structured data into
coherent, readable narrative can
produce customised client reports
that go well beyond what manual

or lightly automated processes
previously achieved. A quarterly
report that once required hours of
analyst time to compile and write

can now be generated in minutes,
with the analyst’s role shifting to
review, contextualisation and client
relationship management.

More importantly, Al-powered
reporting can provide clients with
on-demand analytics, allowing

them to interrogate their currency
risk position in real time rather than
waiting for scheduled reports. For
clients operating under ever-increasing
governance pressure, this transparency
and accessibility is genuinely valuable.

THE FUTURE CURRENCY
OVERLAY MANAGER, AND A
CONSOLIDATING MARKET
There is a version of the Al narrative
in which human currency overlay
practitioners become redundant.
That version is wrong. Currency
markets respond to geopolitical
events, central bank policy shifts and
structural changes in global trade
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flows, all of which require contextual
judgement that current Al systems
cannot exercise independently. The
currency overlay provider of the future
will not be replaced by Al. They will
work alongside it: designing analytical
frameworks, stress-testing models,
identifying market regime changes and
translating complex outputs into clear
client communication.

What will change is the shape of the
market these practitioners operate in.
Technology investment requires scale
to be economic. The infrastructure
required to build a genuinely Al-
enabled platform is significant, and
the ongoing cost of maintaining

and developing it is non-trivial. The
asset management landscape is
increasingly characterised by fewer
but larger players, cross-sector M&A
and partnerships, and a purposeful
blending of traditional and alternative
strategies into integrated offerings.
Most industry forecasts suggest this
consolidation will accelerate over the
next few years.

For custody banks, who remain
central to the delivery of currency
overlay for many institutional clients,
the opportunity is significant. Their
scale in execution, depth of client
relationships and breadth of asset
servicing capabilities provide a

powerful foundation. The challenge

is building or accessing the Al and
automation infrastructure needed to
meet rising client expectations without
diverting focus from core custody

and servicing priorities. This is where
specialist technology partners can play
a valuable role, providing the analytical
engines, real-time monitoring tools
and reporting intelligence that allow
custody banks to enhance their overlay
offering and deliver measurably better
outcomes for their end clients.

THE NEW STANDARD

Currency overlay has always rewarded
accuracy. What has changed is the
definition of accuracy itself. For

more than twenty years, accuracy
meant process discipline: consistent
execution, clean reporting, tight
operational controls. Those things
remain necessary. But they are no
longer sufficient.

For institutional clients reviewing
their outsourced currency overlay
arrangements, the questions worth
asking have changed: How have you
embedded Al into your decision-
making framework? What data
infrastructure underpins your strategy
decisions? And can you demonstrate
all of this in real time?

Al is not a revolution in currency
overlay; it is an evolution. The core
objectives of outsourced FX risk
management remain unchanged:
mitigate unwanted currency risk,
control hedging costs, deliver
transparent reporting and always
act in the client’s best interest. What
Al brings is greater precision, speed,
depth and sophistication in pursuit of
these objectives.

The currency overlay providers who
will lead the next decade understand
that Al is not a substitute for expertise,
process and client relationships. It is a
powerful amplifier of all three.

MARCH 2026 e-FOREX 71



