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Hedging foreign exchange rate risk: Multi-currency

diversification
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Conclusions

Movements in exchange rates are a major risk for companies
with foreign currency-based activities. Different approaches, such
as hedging via forwards, currency swaps, futures options and many
other complex financial instruments, have been employed in order
to effectively manage risk. Multi-currency cross hedging is rele-
vant because it greatly expands the opportunity set of risk reducing
alternatives.

VaR and CVaR have been used for measuring currency risk expo-
sure because they are suitable for asymmetric return distributions.
This choice is consistent with the asymmetric return distribution
functions exhibited in our data set.
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