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Corporations have Competitive Advantage in FX Markets

Market participants who treat FX as a business — banks, investors,
speculators -- have the following major advantages:

Informational asymmetry and speedy access to information
Large investments in infrastructure

Access to myriad of liquidity sources

Global operations, constant monitoring of 24 hour/day market
Discretionary participation

Corporations meanwhile incur FX exposures as a result of conducting their
core business internationally. Hedging, managing currencies is viewed as
a cost of doing business which results in the following advantages:

No Return on Capital requirements

PNL typically measured annually

Accounting rules allowing for deferment of FX PNL reporting
High risk tolerance

Significant sized transactions

Long holding periods

Diverse currency portfolio with large global footprint

Therefore, Corporations inherently have extended patience and large
capacity for volatility relative to other market participants. In other words,
Corporations have strengths where other market participants have
weaknesses, most importantly other participants have lower appetite for
market volatility.

Corporations can monetize their advantage by selling volatility dearly when
other participants are desperate to hedge/unwind their positions and,



conversely, by buying cheaply when other participants are dumping
volatility.

Another factor at play is US dollar’s correlation to moves in market volatily.
In general, US dollar appreciates during periods demand for volatility and
weakens during periods of low demand for volatility.

In practice for currency conversion purposes - if discretion is available,
Corporations sell USD when volatility is in demand and buy USD when
volatility is being sold as in general, dollar movements are correlated to
changes in market volatility, appreciating with higher demand for volatility
and depreciating with lower volatility.

For hedging purposes, Corporations sell covered call positions” during
periods of high demand for volatility and earn excess premiums and buy
put positions when market participants indiscriminately sell volatility. In
addition to vanilla options there are hedging instruments which one can use
to “sell” volatility that, unlike vanilla options, have limited downside.

By optimizing management of currency exposures, Corporations have an
opportunity to financially outperform peers that are not utilizing their
inherent advantages in FX markets. Treasurers typically view currencies
as a headache, meanwhile, it offers them the ability to visibly and positively
differentiate.



Disclaimer

The analysis and views expressed on this website are provided by Absolute Treasury Inc. (“AT”)
for discussion and evaluation purposes only. The material contained herein (“Content”) is
based on information that is believed to be reliable and accurate, however such information may
contain statements which are incomplete, or which assume the completion of certain matters
which are expected to be completed in the future. The Content has been prepared as of the
date indicated and may become unreliable because of subsequent conditions, including, but not
limited to, market, economic, or global events. Accordingly, the Content does not purport to be
all-inclusive or to contain all of the material that may be required to fully evaluate any of the
opportunities discussed herein, and it is prepared for general information only. It is not and is
not intended to be a “Research Report” as defined by Rule 2241 of the Financial Industry
Regulatory Authority (“FINRA”) effective as of the date hereof or as amended. Nothing
contained herein is, or shall be relied upon as, a promise or representation of past or future
performance. The Content is not intended to provide tax, legal, accounting, regulatory, or
investment advice. Although reasonable care has been taken to ensure that the Content is
accurate, it has not been independently verified, and AT does not (i) guarantee the accuracy,
timeliness, completeness, or correct sequencing of the information contained herein, or (ii)
warrant any results from the use of the information contained herein. AT undertakes no duty or
obligation to update or revise Content. Accordingly, the Content is provided “AS IS, and no
representation or warranty, expressed or implied, is made in relation to the accuracy or
completeness of the Content (including, without limitation, information obtained from third
parties) and opinions expressed in the Content and, to the maximum extent permitted by law,
AT expressly disclaims any liability: (a) based on or relating to the information contained in, or
errors or omissions from, the Content; (b) based on or relating to the recipient’s use (or the use
by any of its affiliates or representatives or any other person) of the Content; or (c) based on
any written or oral communications by the recipient or any of its affiliates or representatives
including any portion of, or referring to, the Content.

IN NO EVENT WILL AT, ITS OFFICERS, DIRECTORS, SHAREHOLDERS, PRINCIPALS,
EMPLOYEES, AGENTS, CONTRACTORS, RELATED PERSONS, OR PERSONS
TRANSMITTING THIS CONTENT, BE LIABLE TO THE USER OR ANYONE ELSE FOR ANY
CONSEQUENTIAL, INCIDENTAL, SPECIAL, OR INDIRECT DAMAGES (INCLUDING, BUT
NOT LIMITED TO, LOST PROFITS, TRADING LOSSES, INVESTMENT LOSSES AND
DAMAGES THAT MAY RESULT FROM THE USE OF THIS CONTENT OR FOR OMISSIONS
OR INACCURACIES THEREIN) EVEN IF ADVISED OF THE POSSIBILITY OF SUCH
DAMAGES. NOTHING CONTAINED IN THE CONTENT SHALL BE CONSTRUED AS AN
OFFER TO SELL OR A SOLICITATION OF AN OFFER TO PURCHASE SECURITIES OF ANY
ENTITY.



