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Being the second biggest multinational corporation in the world, Ford Motor Company has been exposed to variety of risks.  Foreign exchange risk is one of the risks that affect the company on different aspects.  Severity of the effect of the currency risk is highly correlated with the amount of company’s exposure to the risk. 

Therefore, firstly I analyzed the structure and profile of the company’s business and the industry in which the company is operating to identify the company’s exposure to the currency risk, and then I discussed managing the risk that the company is subjected to.        

Company Overview

Ford Motor operates in automotive and financial services sector.  With the automotive business the company designs, develops, manufactures, sells and provides service of cars, trucks and service parts.  The company is in the financial services sector with its two wholly owned financial subsidiaries which are Hertz and Ford Motor Credit.  Financial services business of the company has a share of app. 16% in its total business.  

The company operates the sale of the company’s vehicles and parts through retail dealers in North America and through distributors and dealers outside of North America.  Ford’s worldwide vehicle sales amounted to 6,724,000 in 2003.  The approximate number of dealers and distributors worldwide distributing Ford's vehicle brands was 18,930 as of 2003. 

The Company's market share is app. 20% in US and app. 17% in Europe.  Its main competitors in the United States are General Motors Corporation, DaimlerChrysler, Toyota and Honda Motor and In Europe General Motors, DaimlerChrysler, Volkswagen A.G., PSA, Renault, Fiat, SPA and Toyota.      

The subsidiary company Ford Credit provides vehicle-related financing, leasing and insurance in 36 countries. Hertz rents cars, light trucks and industrial and construction equipment throughout the United States and in over 150 foreign countries and jurisdictions. 
Identification of the Economic Exposure 

Revenues:

The company recorded US$164,196mn total revenue in 2003 while US$60,761million of it was achieved abroad. The company posted US$7,793mn of its revenues in Canada and South America corresponding to 5% in total revenues as of 2003.  

Figure 1- Geographic Revenue Distribution of Ford Motor 
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Source: Company data
Assets:

The company’s assets in non-US markets correspond to 57% of the company’s total assets.           

Figure 2 - Geographic Asset Distribution of Ford Motor 

[image: image2.emf]US

43%

Non-US

57%


Source: Company data
Pricing:

The automotive industry has been experiencing a challenging pricing environment due to the excess capacity in the industry and increasing vehicle sales of the Korean manufacturers to the US.  According to a research done by CSM Worldwide, an automotive research firm, to which Ford Motor referred in its annual report; the excess capacity in the industry will continue to cause pressure on the prices in the following years.  

Managing Economic Exposure 
The company is generating 37% of its revenues and 57% of its assets from non-US markets.  These figures bear out that the company is highly exposed to the currency risk which should definitely be managed not to hurt value of the company.  

According to the company’s figures, there is an exchange rate mismatch stemming from the disparity between sales and asset mix of the company.  To make the exchange rate match, it is not reasonable to make resource deployment as the automotive business is a capital intensive business.   

In order to manage and monitor the exposures that the company is in, the Company has established an overall risk management team which reports to a central management committee.  The company is using derivative instruments, such as forward contracts, swaps and options to hedge its foreign currency exposure. 

The company has not declared a certain instrument that it has been using to hedge the exposure.  In my view, the company should choose a derivative instrument considering the fluctuations in the home currency rate.  Besides, an instrument which is cost-efficiency has to be considered.  At this point, if the future trend of the dollar is forecasted as going up, then forward contracts can be used. In other situation which is having weak dollar in the following years, options will be the appropriate instrument.  I do not think that swap is the right instrument to hedge the currency risk due to the high competitive nature of the sector.  Instruments that offer the flexibility in timing and in amount will be advantageous for the company in my view.      

Conclusion

The company’s exposure and ways to manage it were tried to be identified in this report.  However, the exposure analysis in this report should have included a separate analysis of the exposure of Ford Credit.  Recall that the Ford Motor is doing financial services business in addition to its automotive business and its finance company Ford Credit issues debt to meet funding of the international affiliates.  

When identifying exposure of Ford Credit, the exchange rate mismatch between the receivables and the debt amount should be considered because the currency risk for the company arises when receivables are not funded with the debt in the same currency.  However, as there is not any data available with Ford Credit’s debt and receivables that are being held in non-US markets, I was not able to find out its exposure in separate.  

Finally, an extensive analysis is needed to identify the exposure of the company precisely and to bring forth a hedging plan including the duration, the exact instrument to be used and the amount that will be covered.   
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