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ABSTRACT

This paper presents new evidence on foreign-currency debt of non-financial companies
in six Latin-American countries, including years in the aftermath of the sub-prime crisis.
The paper differentiates between total debt and financial debt in foreign currency. Main
results indicate that some firm-specific features are key to understand foreign currency
debt. Exporting firms behave differently between total foreign-currency debt and finan-
cial currency debt. Exporters hold more total foreign-currency debt than the average firm
while they hold less financial foreign-currency debt. Foreign-owned firms hold less total
debt in foreign currency. Macroeconomic variables only play some role when interacting
with specific firm characteristics.
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RESUMEN

Este articulo presenta nueva evidencia sobre determinantes de pasivos en moneda
extranjera de empresas en seis paises de Latinoameérica, incluyendo periodos poste-
riores a la crisis sub-prime, diferenciando entre pasivos totales y financieros en mo-
neda extranjera. Los resultados principales indican que ciertas caracteristicas espe-
cificas son claves para entender estas deudas. Firmas que exportan deciden diferen-
temente entre pasivos totales y financieros en moneda extranjera, manteniendo mas
deuda total y menos deuda financiera en moneda extranjera que la firma promedio.
Empresas de propiedad extranjera mantienen menos pasivos totales en moneda ex-
tranjera. Las variables macroeconémicas sélo importan cuando se las interactiia con
tipos de empresas.

Palabras clave: deuda en moneda extranjera, caracteristicas de la empresa.
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L. Introduction

There exists some evidence of an increase in foreign-currency borrowing
(mainly through foreign-currency bond issues) by companies in Emerg-
ing-Market countries in the aftermath of the 2007-2008 sub-prime crisis
due to low interest rates.! This contrast the debt de-dollarization process
between 2000 and 2010, which raised new concerns especially in the poli-
cy-making discussion. The basic reason for this concern goes back to well-
known problematic experiences that high debt dollarization implied in
several LAC countries during the nineties.?

This work presents evidence of foreign-currency debt in public com-
panies in Latin America during the new century, using a hand-collected
database from the companion paper (Garcia-Cicco and Kawamura, 2016,
2018). The countries included are Argentina, Brazil, Chile, Colombia, Mex-
ico and Perti. The database includes the fraction of total foreign-currency
debt and of financial foreign-currency debt. We explore possible determi-
nants of each of these two variables as a function of firm-level as well as
macroeconomic variables (and interactions among some of them). In this
way, we generate new facts on which specific factors may explain the level
of foreign currency debt.

The main results are as follows. Export status is a salient characteris-
tic that affects the decision of taking debt in foreign currency. Yet, firms
that export (on average) behave differently depending on the type of debt:
exporters show higher total foreign currency debt, but lower financial for-
eign-currency debt. This suggests the role of trade debt in foreign currency
for exporters.

Another specific type of firms that merits some attention is the set of
foreign-owned firms. Regarding total foreign-currency debt, the average
foreign-owned firm shows lower levels of that type of debt than the aver-

1 There is a growing literature presenting empirical evidence on this process. See, e.g,, Gozzi et al (2015)
2 See, e.g, the IDB 2014 Macroeconomic Report. Yet, another reason for such new warning messages was
the increasing evidence about the destination of the receipts from those bond issues. Indeed, papers like
e.g., Hattori and Shin (2009), Chung et al (2014), Shin and Zhao (2013), Caballero, Panizza and Powell
(2016), Bruno and Shin (2017) and the companion paper by Garcia-Cicco and Kawamura (2018), docu-
ment that non-financial corporations used a big share of the receipts from such bond issues to increase
their liquidity positions in local banks or other financial intermediaries, acting in this case as a branch
of such intermediaries.
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age firm in the sample. This is a bit more puzzling result, since not all for-
eign-owned firms are exporters. A couple of possible explanations include
either liability management directly set in headquarters or local manage-
ment being averse to exchange-rate risks induced by total foreign currency
debt. Of course, they need further confirmation with research that is out-
side the scope of this note. On the other hand, the status of foreign-owned
firm per-se does not behave differently from the average firm regarding
financial debt in foreign-currency. Yet, that same type of firm interacted
with other features such as the level of foreign-currency assets tends to
behave differently regarding financial debt in foreign currency than the
average firm, depending of that specific feature.

In terms of macroeconomic variables, they also play a role in explain-
ing both types of foreign currency debt only when interacted with firm-
specific features. This reveals a certain degree of heterogeneity regarding
the reaction of different types of firms to common macroeconomic shocks.
Major macro variables that affects foreign-currency debt are domestic in-
terest rate, interest-rate spreads and the level of financial depth measured
as the ratio between credit and GDP.

This note is a contribution to the literature analyzing determinants of
debt by currency for companies. Papers by Allayanis et al (2003), Bena-
vente et al (2003), Gozzi et al (2010) and Mizen et al (2012) are examples
of studies analyzing determinants of foreign-currency debt. Those pa-
pers consider firm characteristics different from this paper. More closely,
Brown et al (2011) for transition economies and Mora et al (2013) for firms
in Lebanon consider the role of export status (and the first of those papers
also considers foreign-owned firms). The common result in their case is
that export firms tend to show higher foreign currency debt. Yet none of
those papers differentiate between total debt and financial debt in foreign
currency, which is the case in this note.

The rest of the note is as follows. Section II presents the basic database
characteristics, descriptive statistics and facts about the currency composi-
tion of debt (including the analysis of its possible determinants). Section 111
presents the main analysis on the determinants of foreign-currency debt, in-

cluding a more detailed relationship with the literature. Section IV concludes.
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II. Data sources, sample, summary statistics and facts on foreign-
currency debt in the 2000’s

II.1 Data sources

As stated in the introduction, this note uses the hand-collected data in Gar-
cia-Cicco and Kawamura (2016, 2018) from the annual financial statements
downloaded from the websites of a subset of publicly-listed companies. As
explained in that paper, the process of data collection started by looking at
the Economatica database, the standard source used in other similar studies
on Latin American firms given the well-recognized representativeness of
the sample in that database relative to the universe of public companies in
those countries. That base contains major accounting variables of 1561 ma-
jor public companies from Argentina, Chile, Brazil, Colombia, Chile, United
States and Venezuela, mostly for the period 2003-2013. However, such da-
tabase lacks information of key disaggregated variables such as the export
status (with very few exceptions), and the use of currency and interest-rate
derivatives and others that are needed in Garcia-Cicco and Kawamura
(2018). Economatica is then the baseline database to complete a first list of
public firms in LAC countries for which some accounting data is available.

The data collection also uses other public sources of accounting infor-
mation (such as the website of financial regulators, in the case of Colombia,
given that in Economatica there much fewer firms of that country included
in that database). Thus, we compiled a dataset including a quite detailed
accounting data on assets and liabilities composition, as well as some in-
formation on export status, ownership and basic corporate-governance in-
dicators. Yet, this database also presents a high fraction of missing values
for some years for some of those more disaggregated variables. Therefore,
the dataset used here includes annual data for 127 companies from Argen-
tina, Brazil, Chile, Colombia, Mexico and Peru, for a period between 1995
and 2014, although the number of observations for years before 2003 is
low. It is clearly an unbalanced panel database.

The regression exercises also control for several macroeconomic vari-
ables. The major ones include several interest rates, the ratio between
domestic credit and GDP and nominal exchange rates. The source for all
these macro variables is the World Bank database.
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I1.2. Descriptive statistics
Table 1 below shows descriptive statistics on two sets of selected variables of
interest in the analysis performed below. Panel A shows statistics for firm-

level variables, while panel B shows those for selected macro variables.

Table 1: Descriptive Statistics

A: descriptive statistics. Firm level Variables Sasx;';};le Mean Std Dev Min Max
Total foreign currency debt as a fraction of 800 03853 0.2829 0 0.9964
total debt
Financial foreign currency debt as a fraction of 1097 05935 03586 0 1
total financial debt
Profits/Losses due to FEx valuations divided 1056 0.0047 0.0350 0.6958 0.2005
by assets
Gross Profits/Losses divided by assets 1506 0.2004 0.1377 -0.0812 1,033,004
B: descriptive statistics. Macro Variables Sasrinzzle Mean Std Dev Min Max
Lending Domestic Interest Rate (%) 1571 243114  20.21144 0 86.3633
Lending USA Interest Rate (%) 1571 5.0748 2.1015 3.25 9.2333
Variation of the exchange rate 1439 17 133 -388.46 573.61
Overnight Domestic Interest Rate (%) 1434 8.9711 6.1653 1.4005 33.3033
Overnight USA Interest Rate (%) 1369 1.5697 1.8027 0.0922 5.1586
Domestic-credit-to-GDP ratio (%) 1571 37.1352 21 9 109

Source: Garcia-Cicco and Kawamura (2016).

From panel A the fraction of the total debt denominated in foreign
currency seems lower than the fraction of the total financial debt de-
nominated in foreign currency by about twenty percentage points. Gar-
cia-Cicco and Kawamura (2018) presents two possible interpretations.
The first is related to the currency denomination of trade debt, most of
which may be denominated in domestic currency. The second interpre-
tation comes from a possible lack of detailed information on total debt
in foreign currency for some firms. Also, the variation coefficient of the
financial foreign-currency debt measure is higher than the total foreign-
currency debt. This suggests a higher heterogeneity of currency denomi-
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nation in financial debt relative to total debt, although such difference
may not be crucial.

The third and fourth variables of panel A refer to two performance
variables. One is related to profits due to variations in the exchange rate,
the other is linked to global profits. The third variable presents the statis-
tics of the ratio between the profits or losses coming from exchange rate
variations and total assets. On average the ratio is slightly negative, al-
though showing a very high variability, with a very wide range of possible
values in this sample. The fourth variable refers to the average of the ratio
between total profits / losses over total assets. The mean is undoubtedly
positive, although the minimum value is also negative but smaller than
the minimum of the other performance variable.

Finally, panel B presents some statistics of major macroeconomic vari-
ables used in regression analysis. These have been selected according to
the literature studying determinants and consequences of currency com-

position of debt referred in the introduction.

IL.3 Summary of stylized facts on foreign-currency debt (based on
Garcia-Cicco and Kawamura (2018))
The database allows for a time-series close view to the dynamics of foreign-
currency debt for the firms in our sample. Here we provide a summary of
those facts, which can be more closely viewed in the companion paper:
¢ Between 2000 and 2011 there is a trend towards a reduction in to-
tal foreign-currency debt, with a partial reversion in 2012. Still the
values of the mean and median of this indicator are still quite high,
ranging from a minimum slightly below 30%, up to maximum
37.5% on average.
* Regarding financial currency debt, qualitatively the pattern is simi-
lar to that of total foreign currency debt, including the reversion of
a declining trend since 2000 in the year 2014, although the values
are higher than those of the total foreign currency debt. Indeed, the
average of financial currency debt shows a minimum value of 50%.
*  When looking at both series by country (cross-firm averages), it is

possible to uncover some differences across them. Regarding to-
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tal foreign-currency debt, while for four of the countries the trend
is declining in the 2000’s, Brazil and Colombia seem to be the ex-
ception. Yet, for those other four countries there is a reversion in
the second decade of the 2000’s. Regarding the cross-firm average
financial foreign-currency debt, Brazilian, Chilean and Mexican
firms show a declining trend in the period 2000-20010. On the other
hand, the average Argentine and Peruvian firm displays a sharp
decrease in this fraction between 2001 and 2002 (coinciding with
the end of the peg in December 2001 in Argentina) but a partial re-
covery between 2002 and 2006, leading to a posterior drop between
2006 and 2011. Colombian companies show a milder and shorter
reversion (only between 2011 and 2013).

II1. Foreign-currency debt: correlation with other firm-level and
macro variables

This section presents the main results from OLS-based regressions applied
to an equation relating the currency composition of both total and finan-
cial debt with other firm-level variables, both alone and interacted with
some of the macro variables included in table 1.

III.1. The equation to be estimated

The existing literature on the determinants of foreign currency debt® pro-
vides an approximation through the regression equation that “explains”
the fraction of foreign currency debt. The basic equation is:

Yie = BXit-1 +¥Xir-1d; + Z OiX; 1M+ & 1)

jem

In equation (1) the dependent variable Y is alternatively the share of
total debt in foreign currency, in a first set of regressions, and the share
of total financial debt in foreign currency, in a second set of regressions.

The right hand side of equation 1 includes a vector X of firm-level control

3 See, e.g., Cowan et al (2005), Kamil (2009), Brown et al (2011), Gozzi et al (2012), Mizen et al (2012)
and Mora et al (2013) among others.
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variables, part of which comes from the literature. These control vari-
ables include the natural log of assets, total leverage, the fraction of sales
exported abroad, the annual rate of growth of total sales, the fraction of
short-term debt and a dummy variable stating whether the firm is for-
eign owned or not.

The second term measures the effect of each of the firm-level control vari-
ables in X (excluding the dummy variable of foreign ownership) interacted
with a dummy variable d that is alternatively one of three firm-specific dum-
mies. The first dummy considers whether the firm is within the 50% largest
firms. The second dummy considers whether the firm exports or not.* The
last dummy is the foreign-ownership variable that is already included in X
in the first part of the right hand side. Coefficients y then measures how the
influence of each control variable in X on the decision of borrowing in for-
eign currency (in the next year) depends on a firm characteristic.

The third term of the right hand side shows the effect of a subset of the
vector X including only the export-to-sales ratio, the log of assets and the
foreign-ownership dummy. This is the vector x. These three variables are
interacted with a set of four macroeconomic (country-wise) variables, the
four of which comprise the vector m. The macro variables are the follow-
ing: the domestic (lending) interest rate in domestic currency, the spread
between the latter and the US interbank rate, and the ratio between total
domestic credit to the private sector as a fraction of GDP. It also includes

year dummies.

IIL.2. Results

Tables 2 and 3 below show the results corresponding to the OLS estimates
of equation 1.° Table 2 takes the share of total debt in foreign currency as
the dependent variable while Table 3 considers the share of total financial

debt over total financial debt as the dependent variable.

4 In the interactions with this latter dummy variable we also consider multiplying this export dummy
with another corresponding to the status of being a commodity exporter.

5 Each table reports only a subset of the coefficients and standard deviation measures, corresponding
mostly to statistically significant results, especially for the variables where the significance remains after
adding all controls.
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In the case of the share of total debt in foreign currency, the size effect
(measured by the coefficient of lagged total assets) is clearly significant in
almost all specifications. Another variable correlated with foreign-curren-
cy total debt is the fraction of sales abroad, which shows a positive cor-
relation is most of the specifications except for that controlling for foreign
ownership.

Firms that inform to export a fraction of their sales (although do not
necessarily report the fraction of those exported sales in all cases) seem
also to show particular features regarding foreign-currency financial debt
behavior. On average, those firms borrow more in foreign currency than
the average, even more the higher is the stock of assets held abroad, or else
if the firm is also foreign owned, but less the bigger their assets are.

An important characteristic that correlates to the debt-in-foreign-
currency share is the foreign ownership dummy. The latter, both alone
(lagged) and interacted with several other variables, appears to be statisti-
cally significant. The basic main result is that the average foreign-owned
firm presents less total debt in foreign currency than the average firm.
This result merits some careful interpretation. Given that not all foreign-
owned firms export, then the trade-debt argument that applies to export-
ers may not be valid here. The most straightforward interpretation is that
the financial strategy by foreign-owned firms are determined overseas (at
headquarters of the major shareholder) but the latter would merit confir-
mation by further research that may include surveys to CFOs.

Another interpretation may have to do with lowering exchange-rate
risk for foreign shareholders. Indeed, being a foreign-owned firm in Latin
America, higher foreign-currency debt exposes that firm to higher risk in
profitability. Thus, the financial management of the firm may have strong
incentives to reduce such risk. Foreign-owned firms seem to react more to
variations in the interest rate spread than other types of firms.® This seems
consistent with the trend observed during the first decade of the XXI cen-

tury about both interest rate spreads and foreign currency debt decreas-

6 This seems the case by looking at the positive coefficient of the interaction variable lagSpreadIR_FO,
for example
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ing. Yet, this effect may be mitigated by the effects of domestic interest
rates (wWhose coefficient is positive in several specifications).

Macroeconomic variables seem to matter only when interacting them
with firm-level characteristics such as foreign-ownership or export status.
For example, interest rate spread movements become relevant for foreign-
owned firms. This result makes sense whenever the management of such
firms need to follow certain policies coming from the foreign headquar-
ters. Of course, this depends on the degree of autonomy of the local man-
agement, a feature that is absent from our database. For commodity ex-
porters a higher spread seems to decrease total foreign currency debt. This
result seems a bit odd, although we may attribute it to a sample-size issue.

Regarding factors correlated with the share of financial debt in foreign
currency, Table 3 below shows the results of the OLS regression referred
to equation (1).




REVISTA DE ECONOMIA POLITICA DE BUENOS AIRES

66

(861°0) (#090°0) (£8£00°0) (€0100)  (S€800°0) (6210°0) (9010°0) (£8800°0)
SLIV0- 8€€0°0- 91200~ 0810°0- #6200 #:C€G0°0"  xaCI€00-  1EEE0°0- Od 18e]
(1¥1°0) (#1£0°0) (£01°0) (0%20°0) (6890°0) (010°0) (£910°0) (52€0°0)
6610 €er0- FHETO- #8000 w6L1°0" €610°0 #OPL0" wbPL0- S3e|
(€790) (#6£0) (££90°0) (£0€°0) (1£%0°0) (£820°0) (#0£0°0) (68€0°0)
881°g 181°0 920 6¥5°0- 26900 #:09T°0 $£L00°0 00 Od8e]
(0s€ 0) (26%°0) (8%5°0) (zee0) (0¥2°0) (£zT0) (€81°0)
#020'T 02900 Vred SIH00 #:0C8°0 LI€0 L120 Z3¢e|
(10€00'0) (6020070 (z6100°0)  (85€00°0)  (608000°0) (0110°0) (£6100°0)  (81%00°0)
#59G10°0  2xxlTI00  5s€CS000  5s0S100  +xsCLLO0 6860070~ #:E76000 01100 QJe8erasa] e
(#0z°0) (911°0) (1110 (902°0) (2zs00) (8¥1°0) #91°0) (ezT0)
€670 Th60°0- +CETO #CES0 A0TL°0 *#61E0 $8LT0 86£°0 VHYVS3e]
(1€€0°0) (s¥20°0) (€520°0) (#0£0°0) (9920°0) (18600°0) (900°0) (1810°0)
«IFL0°0 %00 +8150°0 ¥9920°0 *1TL0°0 81200 P00 #7600 v3e
® %) © © ) © @ ) SHIAVIAVA

o T0°0> s

(10>d , '50°0>d

‘SaSaYJuaInd UL SI044D PAVPUD]S JSNQOY) *S1I2ffa paxyf 1pahl apnoul suo1ssaidal 11y ajquiiva Suipuodsaliod ayj fo Svj 3si1f ayj 03
stafo. Sey uLiay a1y ] 013u4 JO 03-11pa4d ayj sajoudp JAD SdD Y ‘v §5a10ju1 JYSIUII00 S AU} PUV SJIYAVLL D1SIULOP UL VL JYSIUI00
a1} U22Maq praids a3 §5249u1 ayg Sajouap YIpeardsg ‘fouaring s1gsauiop ur agva (Surpua]) 15249311 O13SaU0p ayj Saj0uUdp T WALL0400 21T ‘1qap
1423 340YS Jo 24vYS Yy} Saj0Udp § “SaUS Jo 23vL YIMOLS [YNUUD Y} SaJ0UdP S ‘Silf paumo-udiaiof 1of Ajuo 1 o3 wnba aquriva Awiwnp v si
O ‘01v. $a1vs-03-140dxa ayy sajoudp 7 ‘“fouatind ualof ur a8v4aaa] sajoudp (qJISeIIAT ‘98v4003] (V103 S2j0Udp (JISIIAIT ‘S1assv V0]
1200 $7assv paumo-uS1a.0f Jo aivys ayy sajouap VHYV ‘S1assv (0301 Jo 8o] ayj sajouap V ajquiiv/ ‘Aduarimd uS1a10J Ul panssi 3qap [enueUly
JO axeys 21y S1 ajquiive juapuadap ayJ ‘g U013 ul (I) uoywnba 1015s218a1 yawiydoUaq 213 10f S3NSaL pasvq-§TO i SUIWLU0D 2|quy ST

A>uaxmd uGraI0J UT 33 [EIDURULJ JO dTEYS YY) JO SJUBUTULIdR( "€ d[qeL




67

CICCO /KAWAMURA

$IS0 26l 9T0- wo) wirydxg v 18e
(e2€0) #P1°0)
+£58°0 9.T0 wo) i idxgHg8e
(9££0°0) (9€10°0)
£9800°0 #L0F0°0 wurgdxg~ O d1peardgSe
(8¥€0°0) (z€10°0)
11900°0- #:x8660°0- wirgdxg~ 04" 13e]
(£££0°0) (zze00)
#L01°0 1280°0 wurgdxg v e
#11°0) (691°0)
#1xCL60 LSO urdxg T vHVSe]
(921°0) (€82°0)
*sSLY T ol 17 T wurdxg
(6870°0) (€£800°0) (68100°0) (871000 (£19000°0) (05100°0) (9890000)  (¥89000°0)
6¥80°0- 7250070 £6200°0- 06200  %xx89200°0 0LL00°0 #+68€00°0  xx+82€00°0 O dao sddSer
(€90'1) (16£00°0) (s¥7600°0) (£¥10°0) (616°0) (89900°0) (£8200°0)  (8%500°0)
6£€°0 +€910°0- 98€00°0- G¥200°0- 1160 $E€00°0- 86100°0- 76500°0- Z Ao sddSe|
(8650000)  (£61000°0)  (€520000)  (659000°0)  (2Te0000)  (50-265°9)  (0TT000°0)  (CET000°0)
S£TI000-  91100000-  «9€5000°0  +CPL000-  SO9FLZ 8410000~  S0-9TLF 90-219°6 Vv dan sddser
(zor'0) (¥€€00) (55800°0) (6510°0) (5€600°0) #1100 (8010°0) (2£600°0)
161°0- 6€10°0 #6€20°0 9€20°0 +6020°0 *:STH00 08200 £+90€0°0 04 ¥1peardsder
(0820°0) (z€20°0) (1010°0) (00¥000)  (£120°0) (9820°0) (€020°0) (£910°0)
#68L0°0- T5H0°0- wLIE00-  «a8I€00- €600 19100 G610°0- 9L10°0- Z dipeardgSey




REVISTA DE ECONOMIA POLITICA DE BUENOS AIRES

68

(0110°0) (§¥10°0)
#¥TE0°0 GF20°0- 0sdo1”Od” dansddSer
(5£5000°0) (¥59000°0)
+F1100°0 +GET00°0 0sdo1 v dan sdd3er
(£810°0) (€510°0)
#:x6880°0" 91100 osdo1 O 13e]
(02¥00) (€£100)
#ITL0 +0€90°0 ogdor "z 13e]
(2060°0) (€20°0)
«TTO #::S1T0 0gdo1"s8e]
(82€0) (62€°0)
#xx66L°T 6050 0gdo1"043e]
(0sz0) (#61°0)
+G08°0- 99€°0~ 0gdo1"VHVSe
(¢v<0) (112°0)
«STTT- 671~ ogdoy,
(czom) #91'D)
L0°T1 #9187~ wo) wrydxg~ 04 IpesrdgSer
(¢650) (6290°0)
0€9°0- P Leral| wo) warydxy v yIpesidgSe
(9086) (6¥1°1)
9LT6 2 10°G wo) wr dxg 04 18e]
(e€50) (6190°0)




69

CICCO /KAWAMURA

€€70°0 X9FE0°0 04 Z ¥ipeardgSer
(612000)  (1€500°0)
#969000 108000 Od v 13e
(z150°0) (0870°0)
0PL0 TTI0°0 04 Ds3e]
(#18°0) (9€2°0)
0660 +6£8°0 Od Z3e]
(8020°0) (€£20°0)
s8L10- 509500~ 04 vae
(9¢2°0) (091°0)
8€10°0 #6190 dryszoumousero g vHv e
(69100°0)
#2x6010°0 AnunodAqoedo1” 04~ daD~sdDSer
(892000°0)
¥989000°0~ AnunooAqoedor v dan sddSer
(82€000°0)
#1x64200°0- AnunooAqoedor v rpesrdsder
(0610°0)
#0250°0- AnunooAqoedoy "z 13k
(12£000°0)
SFL100°0 Anunod£qogdoy v 1Se
(01200°0)
wxxC120°0 Anunookqpgdo]~(aSeranader




REVISTA DE ECONOMIA POLITICA DE BUENOS AIRES

70

asVQUIDP U0 Pasvq SUOYDINIIYI S,SIOYIND :204N0S

99 0z 0L 0L 99 0L 0L 0L Wt JO rquinN
erdoy} 1LE0 o 4540 2z 0S€°0 parenbs-y
8% g6 c6¥ c6¥ 8% c6¥ c6¥ g6 SUOLRAIdSqO
ON ON ON ON ON SHA ON ON SJ09JJ9-PaxXY WLIL]
ON ON ON ON ON ON SHA ON spagga-paxy Anuno)
(88£°0) (0¥2°0) (6¥1°0) (615°0) (£¥5°0) (1e1°0) (£9€°0) (2£T0)
06L°T- #:110°T- #P67°0- L8C0- 8TH 0~ #+0C9°0 $91°0 +EE60 ueISUOD)
(#1£0000)  (§¥2000°0)
#:02200°0  %x028000°0 04 vV dao sddSe
(££%0°0) (2910°0)




CICCO /KAWAMURA 71

As in the case of total debt in foreign currency, table 3 shows that size
measured by the log of assets is still a key variable correlated to the depen-
dent variable here. Unlike in the case of total debt in foreign currency, the
first lag of financial leverage is strongly correlated to the financial debt in
foreign currency share. This may be read as a mechanical result. Yet, the
same variable was not correlated to total debt in foreign currency. This
suggests that a firm with higher levels of financial debt may need to refi-
nance part of such debt in foreign currency, hence generating the positive
correlation.

For firms exporting, the fraction of sales exported abroad in this case
appears to be significant when interacted with the share of short term debt
of last period. Yet, the coefficient on the export status is negative, suggest-
ing that the average exporting firm takes less financial debt in foreign cur-
rency than the non-exporting ones. This suggests that the exporting firms
tend to take trade-debt in foreign-currency rather than financial debt. This
also suggests that the exporters in our sample presents enough reputation
with trade-partners to avoid financing those trades with financial debt.
Yet, this effect is ameliorated when exporting firms have high levels of
assets in foreign currency. Probably, the availability of foreign-currency
assets may imply that such exporters may find less risky to finance part
of their trade (or maybe, expenditures that are applied, for example, to
search for new markets) with financial debt. This hypothesis would need
further confirmation in future research.

Foreign-ownership status per se does not imply a difference in the fi-
nancial foreign-currency debt holdings relative to the average. Yet, when
considering those foreign-owned firms with high assets in foreign cur-
rency they seem to be propense to take financial debt in foreign-currency.
One possible interpretation is that these firms may be involved in inter-
national financial trading (being intrinsically non-financial firms) so they
may take debt in foreign-currency to just to accumulate foreign-currency
assets for future trading. Yet, there may be other motives for this result.
Again, with more information this and other hypotheses may be tested
more accurately. Notice also that foreign-owned firms with large amount

of total assets and those with higher exports tend to take less financial debt
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in foreign-currency. The second of these two results resembles the fact that
exporters on average take less financial debt in foreign-currency.

Finally, regarding the role played by macroeconomic variables, as in
the case of the total foreign-currency debt case, they seem to matter only
for specific types of companies. A higher interest rate spread increases the
foreign-currency financial debt in foreign-owned firms. This again may
be part of a financial strategy coming from headquarters. For exporting,
foreign-owned firms, the effect is even higher, although not so for for-
eign-owned commodity exporters. Relative to the domestic interest rate,
for foreign-owned companies that export with high amount of assets, an
increase of such variable reduces the financial debt in foreign-currency.
Yet, for foreign-owned commodity exporters the result is the reverse. This
result seems a bit puzzling, since it is not obvious why exporting com-
modities changes those incentives to increase or decrease the holdings of
financial debt in foreign currency. This is clearly left for future research.

II1.3. Relationship with the literature

Comparing these findings with part of the literature, Allayanis et al (2003)
analyze determinants of different types of debt currency-denomination for
Asian companies in the 90’s. That paper shows that several macroeconomic
variables influence the decision of having more debt in foreign currency.
Among firm-specific variables, market-to-book ratio, and foreign cash im-
plies higher incentives to borrow in foreign-currency. In this regard, this
paper obtains some comparable results when looking at the foreign-owned
assets in some of our regressions, but only for certain firms (i.e, those export-
ing abroad). In that paper, a macro variable that increases the debt in foreign
currency is the interest rate differential. In that regard this paper obtains
comparable results but again only for specific types of firms.

Benavente et al (2003) also analyzes determinants of foreign-currency
debt in the case of Chilean companies. The main firm-level regressor is the
size of the firm. There is no differentiation across different types of firms,
as it is the case in this paper. Regarding macro variables, financial depth
measured as total credit over M2 has an effect on foreign-currency debt,

although the sign of the corresponding coefficient is not the same whether
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OLS methods are used vis-a-vis other GMM is used (in the first case the
coefficient is negative, in the other cases the coefficient is positive). It has
already been mentioned that our measure of financial depth does have an
influence but for specific types of firms.

Gozzi et al (2010) analyzes the patterns of fund-raising by companies
in developed and developing countries, both in domestic markets and in-
ternational markets. A major difference with that paper is that Gozzi et al
(2010) use very few firms characteristics such as size (total assets), annual
growth, capital expenditures, capital structure and profitability.

Brown et al (2011) analyze the determinants of foreign-currency debt
for small firms in transition economies. That paper also finds (as well as
this paper) that being an exporter firm increases the incentives to borrow
in foreign-currency. The same occurs with foreign-owned firms. Yet, that
paper does not differentiate between financial foreign-currency debt and
total foreign-currency debt. This differentiation seems relevant in this pa-
per, especially concerning the behavior of exporting firms.

Mizen et al (2012) analyze the determinants of onshore versus offshore
debt issues by Asian companies for the period 1995-2007, that is, previous
to the sub-prime crisis (but including the South-Asian crisis in 1997). In
that period, the onshore issues increased relative to the offshore market
issues. Yet, that paper uses somewhat different controls than in this pa-
per, except for leverage and a measure of size. That paper does not look
at foreign-ownership or export status, for example. Their main result is
that domestic market depth is a major influence on the decision of issu-
ing debt domestically rather than abroad. In this paper, domestic market
depth is proxied by the domestic-credit-to-GDP ratio. This last variable
in our regressions do not seem to be relevant per-se, but only for certain
firms. For example, in the case of total financial-debt decisions, this vari-
able is significant only when for firms involved in export activities or else
the largest firms. More closely, results regarding determinants of financial
foreign-currency debt such variable seems only be relevant for foreign-
owned firms and large firms. Again, the size od the database imposes an
important limitation when comparing results between papers.

Finally, Mora et al (2013) presents results on foreign-currency borrow-
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ing for Lebanese companies. That paper does consider the export status
explicitly. That paper finds that being an exporter increases the probability
of having debt in foreign-currency. As stated above, this paper finds some-
what a slightly more subtle result: the behavior of the average export firm
is not the same when considering total debt in foreign currency than in the
case of financial foreign-currency debt. The rest of the control in Mora et
al (2013) are different from those used in this paper, so the main compara-

bility criterion is the behavior exporters regarding foreign currency debt.

II. Concluding remarks

This note presented new evidence on the incentives to borrow in foreign
currency by non-financial public companies in six major Latin American
countries. Results indicate differencing between total and financial debt in
foreign currency may be important, especially for economies with export-
ing or foreign-owned companies. The effects of different variables on each
of those two types of foreign-currency liabilities may be very different
(even the opposite) across them. This means that other types of liabilities
such as trade debt may play important roles in understanding the behav-
ior of firms regarding foreign-currency debt.

There is clearly room for future research in different directions. First,
the size of the database is clearly an issue. There is a need of widening
the scope of firms, although the latter is clearly limited to information
availability. Provided such additional information could be found, there
are firm-level variables that are not considered in this paper that could
be used as regressors in future papers. For example, specific firm-level,
corporate-governance indicators such as one share-one vote may be used

to understand their possible role in issuing debt in foreign currency.
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