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This Paper

▶ Study the effect of Exchange Rate shocks at the firm level.

▶ Literature: Focus on a particular channel of firm level exposure (e.g., net trade or
currency mismatch) and show that exposed firms experience real effects (e.g., Hardy
(2023)).

▶ Propose the FX Transaction Income (Foreign Exchange Gain/loss) as a summary
statistic of Exchange Rate Risk.

▶ Results:
1. Aggregate: different countries show a different co-movement between ER and FX

Transaction Income.

2. Firm level: FX Transaction Income co-moves with financial and trade exposure to
exchange rate.

3. Firm level: Past correlation of FX Transaction Income and ER mediates the effect of ER
fluctuations into current profits.
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FX Transaction Income: Example

▶ In November a Mexican firm sells 10 dollars worth of goods to an American firm
that will pay in full in January.

November 2023: ER=17

Account Receivable: +170

Inventories -170

Summary:

1. Foreign currency transaction and Local currency accounting.

2. Delay between the transaction and the settlement (e.g., trade credit or FX debt).

3. Net of financial hedges (full hedge would imply no total gain or loss).

4. Does not include natural operation hedge (e.g., revenues in dollars from exports).

5. Firms do not pay taxes on unrealized FX gains.
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▶ In November a Mexican firm sells 10 dollars worth of goods to an American firm
that will pay in full in January.

December 2023: ER=15

Account Receivable: -20 Unrealized FX Gain: -20

Summary:

1. Foreign currency transaction and Local currency accounting.

2. Delay between the transaction and the settlement (e.g., trade credit or FX debt).

3. Net of financial hedges (full hedge would imply no total gain or loss).
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FX Transaction Income: Example

▶ In November a Mexican firm sells 10 dollars worth of goods to an American firm
that will pay in full in January.

January 2024: ER=20

Cash: +200

Account Receivable: -150

Realized FX Gain: 50

Summary:
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2. Delay between the transaction and the settlement (e.g., trade credit or FX debt).

3. Net of financial hedges (full hedge would imply no total gain or loss).
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Delay and FX mismatch: Hardy and Saffie (2023)

∆STAssetit
TotalAssetsit−1

= αi + αt + γ
CashFlowit

TotalAssetsit−1
+ ∑

type
βtype ∆Borrowingtype

it
TotalAssetsit−1

+ ϵit,

(1) (2) (3) (4) (5) (6) (7)
Total FX Peso Cash AR Inv Oth

Cash Flowit 0.525*** 0.176** 0.349** 0.138* 0.131*** 0.261** 0.00688
(0.127) (0.0700) (0.157) (0.0708) (0.0395) (0.118) (0.0180)

∆ FX Liabit 0.381*** 0.215*** 0.166*** 0.0878*** 0.150*** 0.120*** 0.0206***
(0.0506) (0.0330) (0.0521) (0.0198) (0.0222) (0.0286) (0.00653)

∆ Peso Liabit 0.438*** 0.0351 0.403*** 0.106*** 0.149*** 0.148*** 0.0308***
(0.0521) (0.0238) (0.0486) (0.0216) (0.0285) (0.0340) (0.00999)

Observations 3889 3889 3889 3868 3889 3889 3889
R2 0.233 0.0662 0.130 0.0470 0.0696 0.115 0.00458
Firms 152 152 152 152 152 152 152
FirmFE Yes Yes Yes Yes Yes Yes Yes
TimeFE Yes Yes Yes Yes Yes Yes Yes

▶ FX borrowing triggers currency mismatch.
▶ Delay: Account receivable is a key player in firms balance sheets.
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Aggregate Results

▶ In some countries ER triggers FX losses, in other gains.Explain more.
▶ Suggestion: Compare aggregate FX with valuation changes from BOP/IIP.
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Determinants of FX Transaction Risk

▶ Use industry trends to absorb the average effect.
▶ Use net financial exposure (asset minus liability) instead of only liabilities.
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A new measure of FX risk

▶ For each country and each year, firms are sorted into quartiles, based on their FX transaction
income in the previous year, in ascending order when ∆st > 0 and descending order
otherwise.

▶ Should we care about what ∆st−1 was? Is this a firm that benefits or is hurt by
appreciations? Perhaps rank according to the previous 3 years correlations between
FX transaction income and ER.
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Taking Stock

▶ Interesting paper that points to an under studied and informative variable.

▶ What country and form characteristics determine if an agent benefits or not from an
appreciation?

▶ I would focus on developing a real time firm level measure of depreciation
(appreciation) sensitivity by using recent FX income and ER correlations.

▶ Could firms be hedging the realized losses (as they are the object of taxation) and
not the unrealized ones? Should we separate that analysis?
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