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Foreign Exchange (FX) Market

 Trading Volume - $4 Trillion per day (BIS)

 More trading volume than the U.S. equity and bond markets combined

 Over 80% of trading is speculation

 Major trading centers – Hong Kong, London, New York

 24 hour market

 Interbank Market / Over The Counter (OTC)

 Participants: banks, corporations, hedge funds, pension funds, mutual funds, insurance companies, central banks, retail 
investors

 Wells Fargo Trading Volume - $17-20 Billion per day
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Currency Market Update – Volatility is back

 Recent U.S. data points to a steady economic recovery and a solid improvement in the labor market, keeping the Federal Reserve on course to start 
raising interest rates later this year, and underpinning our view for a stronger U.S. dollar over the medium term. The outlook for global central 
bank policy remains the key driver of strong USD performance, with the Federal Reserve widely viewed as the key G10 central bank for which 
higher interest rates are seen as a significant probability this year. 

 The euro has started the year on a soft note, and further losses appear likely. With growth slow and deflation concerns persisting, the European 
Central Bank expanded its asset purchase program, as widely expected. The QE program is scheduled to start in March and conclude September 
2016, but can be expanded if necessary. These economic and monetary policy trends are consistent with euro weakness, while Greek debt concerns 
are an additional euro negative.

 Global central banks have been active since the start of the year, with Canada, Australia, Switzerland, China, India and Russia, among others, also 
having eased monetary policy in 2015. Further global easing looks possible in the near term at least, adding to the case for U.S. dollar strength 
against most foreign currencies.

USD Performance vs Major Peers

USD Strength Brings Volatility Back to the Market

 

Currency  
5  Da y  

Chan g e 
1  Mon th  
Ch a n g e 

1  Yea r  
Ch a n g e  

EUR (2 .58%) (6 .8 9 %) (24.06 %)  
GBP (2 .08%) (3 .5 8 %) (10.9 6 %)  
A UD (0.37%) (1 .2 8 %) (15.5 6 %)  
NZD 0.5 1 % (1 .3 9 %) (13.6 4 %)  
CA D (1 .34%) (2 .4 6 %) (15.5 7 %)  
CHF (1 .91%) (7 .8 2 %) (15.05 %)  
JPY 0.03 % (2 .2 2 %) (19.01 %)  

MXN 0.1 6 % (3 .5 3 %) (17.4 5 %)  
BRL (3 .35%) (13.84%) (37.3 8 %)  

        
 

Positive value indicates stronger currency 
versus the U.S. dollar 

 
 

 

YTD US Dollar Index

Source: Bloomberg 3/16/2015 Source: Bloomberg 3/16/2015



Risk Management Overview – Why Hedge

 The overall objectives of risk management activity includes, but is not limited to, the following:

 Reduce or eliminate volatility (to earnings, interest expense, cash flow, investment values) 

 Maximize and improve predictability of revenue/expenses

 Allow a company to focus on its core business

 Provide a source of competitive advantage (or reduce the disadvantages from local competition)

Focus on your Core Business

 Operational
 Risk
 Fraud?

Accident?
Legal Action?
Disaster?

 Credit Risk
 Customer Credit 

Status?

 Market Risk
 FX Rates?
 Interest Rates?

Commodity Prices?

 Business Risk 
 Supply & Demand 

for Company 
Product

Non-Core RisksCore Risks
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 Wells Fargo 2014 Risk Management Practices Survey

 71% of respondents who acknowledged exposure to booked foreign currency denominated 
monetary assets or liabilities, whether intercompany or third party hedge it

Transactional Exposure
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Balance Sheet Positions
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Risk Management Overview

Step One

Define Overall
Corporate  
Philosophy    

and Objectives

Step Two

Identify 
Exposures

Step Three

Quantify
Exposure

Risks

Step Four

Define Risk 
Management

Policies
and

Procedures

Step Five

Identify
Strategies to 

Manage
Risks

Step Six

Execute
Strategies

Step Seven

Monitor
Exposures

and
Hedges

Step Eight

Review
and

Measure
Performance

Strategic Approach to FX Risk Management



 Wells Fargo 2014 FX Risk Management Survey

Risk Management Overview
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Establishment of FX Policy



 Increase focus on corporate governance and risk compliance (SOX legacy)

 Minimize the effects of adverse exchange rate fluctuations on the financial position 
of a company

 Obtain senior management endorsement to obtain clear guidelines and avoid 
misunderstandings

 Establish a fair system for evaluating performance of corporate treasury staff

 Foster integrated policy-making to effect better, realistic long-run strategies

Risk Management Overview
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Establishment of FX Policy
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Example: Australian Acquisition

 An Energy company agreed to purchase an Australian company for 85mm Australian dollars (AUD).

 The company’s treasurer approached Wells Fargo’s FX group to discuss hedging their AUD exposure and delivery of the 
AUD at closing.  Closing was 60 days after the contract was awarded.

 The treasurer was told the budget rate for the AUD acquisition was 1.00.  The exchange rate on the day the contracted was 
awarded was 1.04.

 That 4% difference on 85mm AUD is $3.4mm.

 Additionally, Wells Fargo’s forecast was for the AUD to strengthen further.  As the client considered their options, the AUD 
strengthened to 1.08.  

 The client eventually bought protection (AUD Call Option) at 1.10 so that they knew their worst case scenario.

 When the closing date arrived, the AUD was at 1.06.  The company bought 85mm AUD at 1.06 which was $5.1mm higher 
than they budgeted.

 Many companies get caught up in the acquisition process and they do not pay attention to the currency risk.  As you can see 
from this example, currency gains and losses can be very impactful.

 Wells Fargo’s FX group can help companies write a hedging policy, quantify the currency risk associated with the 
transaction, and hedge the risk.
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Risk Tolerance and Value At Risk

Value at Risk

 “Value at Risk” seeks to measure the amount 
that a company stands to gain or lose during a 
given period due to currency fluctuations. 

 Wells Fargo measures currency exposure 
based on historic volatility by currency pair 
and maturity of each transaction. By observing 
the exposure resulting from a one and two 
standard deviation move, companies can 
gauge their FX risk.  

 The risk factors below represent a two 
standard deviation percentage change for a 
particular currency pair.  

 During the financial crisis, unprecedented 
volatility in foreign exchange markets made 
this model less accurate.  Thus, making an 
even stronger argument for companies to 
address and manage their FX risk.

Risk Factors

EUR/USD Exchange Rate Historical Performance
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EUR/USD Exchange Rate Future Performance

Currency 1M 3M 6M 9M 12M

EUR 6.5% 11.5% 17.5% 22.0% 25.5%

+/- 1STD

EUR High

EUR Low

12M

1.1938

0.9238

+/- 2STD

EUR High

EUR Low

12M

1.3288

0.7888



 Wells Fargo 2014 Risk Management Practices Survey

Transactional Exposure
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Balance Sheet Positions
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Toll Free:  (866)803-6722 Toll Free:  (800) 747-3459 Toll Free:  (800) 733-5554

Direct:       (704) 410-3781 Direct:  44-207-929-4751 Direct:    852-2525-0136

Yolanda  Santiago, Officer Wally Jurczak, AVP Kathy Conner, AVP

(704) 427-5284 (704) 427-5231 (704) 427-5308

yolanda.santiago@wellsfargo.com wally.jurczak@wellsfargo.com katherine.conner@wellsfargo.com

Amanda Killion

(704) 427-5309

Marguerite.derosa@wellsfargo.com

Currency Risk Management Team

Operations

Charlotte London Hong Kong

Confirmations Payments Investigations

FX Marketing Middle Office

Francis Wong, VP

francis.wong@wellsfargo.com

Richard Lee, MD
richard.mlee@wellsfargo.com

Romano Kwok, VP

Romano.kwok@wellsfargo.com

Foreign Exchange Contacts

Lister Walbey, VP

lister.walbey@wellsfargo.com

Jim Hyland, Vice President

james.hyland@wellsfaro.com

Kim Olson, Analyst

kimberly.r.olson@wellsfargo.com

Mark to Market Requests

Marguerite DeRosa

Scott Davis, Analyst

scott.davis5@wellsfargo.com

Gray Reavis, Analyst

gray.reavis@wellsfargo.com

Bryan Brown, Senior Vice President

bryan.brown@wellsfaro.com
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Important Explanatory Notes and Disclaimers

1. This communication has been prepared by Wells Fargo Bank, N.A. ("Wells Fargo") to provide general information about 
transactions that may include swap transactions (as defined by the Commodity Futures Trading Commission (“CFTC”)).  Wells 
Fargo believes that the information contained in this document is reliable, but does not guarantee its accuracy or completeness.
Wells Fargo is a swap dealer registered with the CFTC and is a member of National Futures Association.

2. This communication is not, and should not be treated or relied upon as, or considered by you to be, (a) “research report” (as
defined by the CFTC), (b) legal, regulatory, tax, accounting or investment advice, (c) an offer, recommendation, suggestion or call 
for you to enter into any swap transaction, or (d) a full or partial “scenario analysis” (as defined by the CFTC).

3. Wells Fargo will be acting for its own account as a principal in any swap transaction you choose to enter into with Wells Fargo and 
not as an agent for you.  The interests of Wells Fargo in any such transaction will consequently be directly contrary to your 
interests in any such transaction, so Wells Fargo will not be undertaking with respect to any such transaction to (a) act as your 
fiduciary or advisor, (b) act in your best interests, or (c) assess whether the transaction is appropriate, proper or suitable for you.

4. You should not enter into any swap transaction with Wells Fargo unless you are an Eligible Contract Participant (as defined by the 
CFTC) and can (based on your own capabilities and/or the capabilities of advisors chosen by you acting on your behalf) 
understand and bear the risks of the transaction and make your own independent decision to do so without relying on advice or
recommendations from us.

5. Any swap transaction you enter into with Wells Fargo will expose you to the credit risk of Wells Fargo and market risk with respect 
to the underlying rate, price or other economic measure.  Any swap transaction with Wells Fargo will not be FDIC insured and will 
therefore involve risk of loss to you.

6. Swap transactions are risky and, in the case of specific transactions or classes of swap transactions, may not be suitable for you.

7. The information in this document is confidential and may not be disclosed by the recipient to third parties other than (a) advisors 
acting on behalf of the recipient, and (b) judicial or other governmental authorities or regulators having jurisdiction over the
recipient (including, without limitation, federal, state or local tax authorities).

8. IRS Circular 230 Disclosure:  To ensure compliance with requirements imposed by the IRS, we inform you that any tax advice 
contained in this document  is not intended or written to be used, and cannot be used, for the purpose of (a) avoiding tax penalties, 
or (b) promoting, marketing or recommending to another party any transaction or matter addressed herein.

FX – 1/11/2013 
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