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Abstract

This article studies the effectiveness and efficiency of using FX Swap Rollover to
hedge FX exposure, which arise from Taiwanese and Japanese Lifers making foreign in-
vestments. Next, the article continues to study , whether Lifers can form a reasonable
expectation of 1y hedging cost using 3m FX Swap at the moment. Results showed that,
using 3m FX Swap Rollover hedging with 100% hedging ratio will incur high hedging
costs that will thus make investing in foreign assets less attractive than directly investing
in local assets. Therefore, lowering the hedging ratio following the Foreign Exchange Val-
uation Reserves Policy is the current method that has been adopted by Taiwanese Lifers.
Besides, this study showed , using 3m FX Swap to form an expectation of 1y hedging cost
and have investment decisions made based on it, will be consistent as if the decision was
made with perfect foresight of future swap points. Therefore, lifers can apply this easily

calculated method to come up with a preliminary decision.

Keywords: Foreign Exchange Hedging, Foreign Exchange Valuation Reserves, Lifer FX

Hedging, Foreign Exchange Exposure, FX Swap
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20Y UST vs OAT vs TGB
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10Y UST vs FX-Hedged 10Y UST vs USDTWD 1y hedging cost
5
4
3
2
1
0
*
-3
4
-5
-6
7
-8
2016 2017 2018 2019 2020 2021 2022 2023 2024
4y
I Hedging cost === FX-Hedged 10Y UST  esssmm]0Y UST

Figure 3.5: ~ # # % F e ¥ &5 = A B (2 )

—\

2020 &2 B E R @G H ACE KA S F 0 B 35 Bl 3.6 FrEE o g 1 i
AP R L G E S RE > R FIE - & 3%~6% hE B g R A IR o (2022 &
Lis > @ S A B 2018~2020 E ARt T A MR > kL - # 3%~6% =
Lehd ks R EEEE XA L EFEFEF NS F 0 T E G S8 3mFX

a1

-L}%*

Swap Rollover # " 2 15 cfT & F W3 & & Bz E

FIL T LA ET SRR e 2017~2022 # 5 HepE g chi F B TG 1 h
EROAFEEPFEGAF AR ARG AT o KBS L T FER
BT E G CE F bk TR (S R e E S PR Y e S E

‘i{.w_ Fayh e FIE R = Al # o

M3THiEGigd e EfRis - ah@es b bR -3
FONA IS AL REL o KR VP RERIE G RESFORAET A ]
2016 ~2024 & ¥ %JFK@%? 02% o ™ e = Al B B & ’3?5’5110.5%~1%1
B SRR NE FIE 5§ Ao d o WGt nE G E kb R 4
FHOP LT ARE PRGBS IRF  FOIAFR R34 F36 0 T P

12 doi: 10.6342/NTU202401398



FX Hedged 10Y UST vs TGB
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Actual hedging cost vs Expected hedging cost
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USDTWD 1y Hedging Cost Distribution
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100% FX-Hedged 10Y UST vs TGB 75% Hedged
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100% Hedged Volatility Analysis 75% Hedged
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