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Motivation

How does currency depreciation affect firm investment?

▶ Trade channel: increases export competitiveness → higher production and investment

▶ Financial channel: worsens firms’ or banks’ balance sheets → constrains investment

We propose a new financial channel through which currency depreciation can have
an expansionary effect on investment: the capital reshoring channel

▶ The traditional financial channel focuses on the liability side

▶ We focus on the asset side: FDI assets held abroad

Key idea: Depreciation raises the home-currency value of overseas earnings
→ facilitates dividend repatriation → enhances internal liquidity
→ stimulates investment at home

Kim and Ko 2 / 25



Motivation

Highly relevant for Korea

▶ Substantial KRW depreciation: 44% from 2018 to 2022

▶ Increase in repatriated dividends and domestic investment

Dividend Repatriation, Investment and Real Exchange Rate
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Research Questions

Does currency depreciation stimulate firm investment through the capital reshoring
channel?

Which types of firms are more exposed to this mechanism?
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What We Do

Construct a novel firm-level dataset by merging financial statements and foreign
subsidiary information

Firms’ exposure to the capital reshoring channel

▶ Treatment indicator: Whether a firm has overseas subsidiary investment prior to the
depreciation episode (2013–2017)

▶ Only firms with established foreign subsidiaries experience an increase in the value of
overseas earnings and have capacity to repatriate

Interact the treatment indicator with changes in the real exchange rate for 2018–2022

▶ Test whether this interaction has a significantly positive effect on firm-level cash flow and
investment
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What We Find

In response to currency depreciation, firms with pre-existing foreign subsidiaries,
relative to firms without such exposure, experience

▶ Larger increases in cash flow and stronger growth in the fixed investment: Support the
capital reshoring channel

▶ No differences in cash flow or investment in pre-depreciation period

Capital reshoring effects are stronger in

▶ High-tech sectors

▶ Financially constrained firms

▶ Firms exposed to U.S.-China trade tensions

▶ Privately-held firms

Robust after controlling for alternative competing channels
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Contribution

Prior research on financial channels emphasizes the liability side

▶ Some look at the asset side, but main focus on currency mismatches

We explore a distinct dimension of the asset side of firms’ balance sheets

▶ FDI assets can be a key channel through which depreciation affects investment

▶ Particularly relevant in the case of Korea, a net creditor since 2014

In economies with growing overseas assets, currency depreciation may support rather than
hinder investment

▶ Challenging conventional view that depreciation is contractionary through financial channels

Timely in light of shifting global dynamics

▶ Firms seek to stabilize supply chains by redirecting overseas earnings toward domestic
investment amid rising global fragmentation and uncertainty
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Literature

Our study builds on the literature examining the impact of exchange rate fluctuations on
firm performance.

▶ Export and Import Channels: Campa and Goldberg (1999), Nucci and Pozzolo (2001), Amiti et al.
(2014), Alfaro et al. (2023)

▶ Balance Sheet Channel: Krugman (1999), Forbes (2002), Céspedes et al. (2004), Aguiar (2005),
Bleakley and Cowan (2008), Kim et al. (2015), Caballero (2021), Kalemli-Ozcan et al. (2021)

▶ Aggregate Lending Channel: Desai et al. (2008), Hofmann et al. (2016), Kalemli-Ozcan et al.
(2016), Avdjiev et al. (2019), Banerjee et al. (2022), Bruno and Shin (2023)

▶ Other Channels: Serena and Sousa (2017), Bruno and Shin (2020), Dao et al. (2021), Banerjee et
al. (2022), Huang and Zhang (2024)

Our capital reshoring channel adds a novel perspective to the existing framework of
exchange rate impacts on corporate investment.
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Data and Sample



Data and Sample

We construct a unique firm-level panel dataset combining financial statements and foreign
subsidiary information

Financial statements from NICE Value Search

▶ Includes firms required to submit audited financial statements to supervisory authorities

▶ Standard financial variables, including exports and foreign currency debt

Foreign subsidiary information from Survey of Business Activities, an annual nationwide
survey conducted by Statistics Korea

▶ Near-universe coverage of firms

▶ Information on total capital contributions and the number of foreign subsidiaries

The sample includes approximately 4,300 firms in tradable sectors, spanning 2018–2022
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Firms’ Exposure to Capital Reshoring Channel

Only firms with pre-existing foreign subsidiaries can

▶ Gain from the increased value of overseas earnings post-depreciation

▶ Repatriate dividends to enhance internal liquidity

Exposure is defined based on pre-shock presence of foreign subsidiary

▶ Treated group: firms with an average of foreign subsidiary investment > 0

▶ Control group: firms with no foreign subsidiaries

▶ Binary treatment indicator mitigates measurement error in survey data

▶ Continuous treatment measure used as a robustness check

▶ Sample includes about 1,600 treated and 2,700 control firms

Treated firms are generally larger, more trade-exposed, more likely to hold foreign debt

▶ These characteristics are included as controls stats
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Empirical Strategy and Identification



Empirical Specification

Baseline regression:

Yijt = β (Capital Reshoring Exposurei × lnEt)

+ δ′Xij ,t−1 + θ′ (Xij ,t−1 × lnEt) + αi + γjt + ϵijt

▶ Yijt : Firm outcomes (cash flow and investment)

▶ CREi : Indicator for pre-2018 foreign subsidiary presence

▶ lnEt : Real exchange rate (KRW/USD, CPI-adjusted)

▶ Lagged firm characteristics, and interaction with lnEt to allow heterogeneous responses

▶ Fixed effects: Firm (αi ) and industry-year (γjt) Variables

Estimate for depreciation (2018–2022) and pre-depreciation (2013–2017) periods
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Identification Assumption: Exogeneity of Depreciation

Assumption: The KRW depreciation was exogenous and unanticipated

Exchange rate remained stable until end-2017

Sharp depreciation from 2018–2022:

▶ 44.4% rise in monthly average real exchange rate

▶ Driven by external factors (reflecting strong dollar following COVID-19 and geopolitical
uncertainty)

Validation:

▶ Firms did not adjust foreign subsidiary investments in advance

▶ Foreign subsidiary investment remained flat pre-depreciation

→ Depreciation plausibly exogenous to firms’ foreign operation behavior
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Exogeneity of Depreciation

(a) Real Exchange Rate (b) Foreign Subsidiary Investment
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Identification Assumption: Selection and Parallel Trends

Assumption: Conditional on controls, foreign subsidiary status is exogenous

Controls:

▶ Extensive set of lagged firm variables, all interacted with lnEt
▶ Firm and industry-year fixed effects

▶ Absorb selection into foreign subsidiaries and alternate channels

Validation:

▶ Event-study confirms parallel pre-trends in outcome variables

▶ Similar pre-trends between treated and control firms before 2018
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Parallel Trends

Yijt = ∑
k ̸=2018

βkCREi × 1(k=t) + δ′Xij ,t−1 + θ′Xij ,t−1 × lnEt + αi + γjt + ϵijt

(a) Cash Flow (b) Investment
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Empirical Results



Main Results: Capital Reshoring Effects

Significant positive effect of depreciation on firm outcomes via capital reshoring exposure

No significance in the placebo regressions for the pre-depreciation period

Sample Period: 2018–2022 2013–2017

Dependent Variable: Cash Flow Investment Cash Flow Investment
(1) (2) (3) (4)

Capital Reshoring Exposurei × lnEt 0.044*** 0.052*** 0.024 0.049
(0.017) (0.018) (0.042) (0.051)

Controlsij ,t−1 ✓ ✓ ✓ ✓
Controlsij ,t−1 × lnEt ✓ ✓ ✓ ✓
Firm FE ✓ ✓ ✓ ✓
Industry×Year FE ✓ ✓ ✓ ✓
Observations 19,225 19,157 14,266 14,165
R-squared 0.121 0.091 0.113 0.127
Firms 4,313 4,316 3,993 3,994
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Alternative Capital Reshoring Exposure

Exposure by a continuous measure: Foreign subsidiary investment intensity

Capital reshoring channel for both extensive (the presence of foreign subsidiaries) and
intensive (the scale of subsidiary investment) margins

Sample Period: 2018–2022 2013–2017

Dependent Variable: Cash Flow Investment Cash Flow Investment
(1) (2) (3) (4)

Capital Reshoring Exposurei × lnEt 0.293*** 0.220** 0.288 0.122
(0.080) (0.111) (0.344) (0.270)

Controlsij ,t−1 ✓ ✓ ✓ ✓
Controlsij ,t−1 × lnEt ✓ ✓ ✓ ✓
Firm FE ✓ ✓ ✓ ✓
Industry×Year FE ✓ ✓ ✓ ✓
Observations 19,225 19,157 14,266 14,165
R-squared 0.121 0.091 0.113 0.127
Firms 4,313 4,316 3,993 3,994
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Heterogeneous Effects



Heterogeneous Effects: Technology Intensity

Capital reshoring channel is significant and strong only for high-tech industries

May reflect high-tech firms’ strong incentive to build domestic supply chain

Technology Intensity: High Low

Dependent Variable: Cash Flow Investment Cash Flow Investment
(1) (2) (3) (4)

Capital Reshoring Exposurei × lnEt 0.065*** 0.088*** 0.009 0.010
(0.019) (0.021) (0.031) (0.036)

Controlsij ,t−1 ✓ ✓ ✓ ✓
Controlsij ,t−1 × lnEt ✓ ✓ ✓ ✓
Firm FE ✓ ✓ ✓ ✓
Industry×Year FE ✓ ✓ ✓ ✓
Observations 14,194 14,162 5,730 5,699
R-squared 0.104 0.080 0.169 0.134
Firms 3,235 3,240 1,307 1,307
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Heterogeneous Effects: Financial Constraints

Effects are significant and strong for firms with high external finance dependence

Suggests capital reshoring channel eases binding financing constraints

Financial Constraints: High Low

Dependent Variable: Cash Flow Investment Cash Flow Investment
(1) (2) (3) (4)

Capital Reshoring Exposurei × lnEt 0.056*** 0.063*** 0.017 0.043
(0.020) (0.022) (0.032) (0.034)

Controlsij ,t−1 ✓ ✓ ✓ ✓
Controlsij ,t−1 × lnEt ✓ ✓ ✓ ✓
Firm FE ✓ ✓ ✓ ✓
Industry×Year FE ✓ ✓ ✓ ✓
Observations 13,512 13,454 5,713 5,703
R-squared 0.133 0.105 0.169 0.147
Firms 3,020 3,019 1,293 1,297

Kim and Ko 19 / 25



Heterogeneous Effects: Trade Conflict Exposure

Stronger effects for firms in industries highly exposed to trade tensions

Implies trade-related uncertainty amplifies the relevance of capital reshoring mechanism

Trade Conflict Exposure: High Low

Dependent Variable: Cash Flow Investment Cash Flow Investment
(1) (2) (3) (4)

Capital Reshoring Exposurei × lnEt 0.054*** 0.072*** -0.005 0.012
(0.021) (0.024) (0.032) (0.040)

Controlsij ,t−1 ✓ ✓ ✓ ✓
Controlsij ,t−1 × lnEt ✓ ✓ ✓ ✓
Firm FE ✓ ✓ ✓ ✓
Industry×Year FE ✓ ✓ ✓ ✓
Observations 10,566 10,529 5,162 5,132
R-squared 0.101 0.080 0.169 0.125
Firms 2,368 2,369 1,149 1,150
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Heterogeneous Effects: Ownership Structure

Cash flow rises in both groups, but only private firms significantly increase investment

Even a modest rise in internal funds lead to large investment response for private firms

Ownership Structure: Publicly-Listed Privately-Held

Dependent Variable: Cash Flow Investment Cash Flow Investment
(1) (2) (3) (4)

Capital Reshoring Exposurei × lnEt 0.085*** 0.012 0.022* 0.055***
(0.033) (0.039) (0.020) (0.022)

Controlsij ,t−1 ✓ ✓ ✓ ✓
Controlsij ,t−1 × lnEt ✓ ✓ ✓ ✓
Firm FE ✓ ✓ ✓ ✓
Industry×Year FE ✓ ✓ ✓ ✓
Observations 4,199 4,199 15,026 14,958
R-squared 0.256 0.232 0.130 0.112
Firms 941 942 3,372 3,374
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Dynamic Effects



Dynamic Effects: Local Projections

Cash flow effect is immediate; Investment response is gradual, suggesting time to adjust

No comparable dynamic effects observed among control firms

(a) Cash Flow (b) Investment
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Robustness Checks



Robustness: Trade Channels

Capital reshoring channel remains robust after controlling for export and import channels

Suggests investment responses are not driven by trade but by repatriated internal funds

Trade Channel: Export Competitiveness Imported Input

Dependent Variable: Cash Flow Investment Cash Flow Investment
(1) (2) (3) (4)

Capital Reshoring Exposurei × lnEt 0.042** 0.053*** 0.040** 0.050***
(0.017) (0.018) (0.017) (0.018)

Export Competitiveness Exposurei × lnEt 0.076*** -0.013
(0.019) (0.020)

Imported Input Exposurei × lnEt -0.035* -0.003
(0.019) (0.020)

Observations 19,216 19,148 19,216 19,148
R-squared 0.121 0.091 0.121 0.091
Firms 4,308 4,311 4,308 4,311
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Robustness: Financial Channels

Controlled for borrower-side (balance sheet) and lender-side (aggregate lending) channels

Capital reshoring channel remains robust, confirming its independent role

Financial Channel: Balance Sheet Aggregate Lending

Dependent Variable: Cash Flow Investment Cash Flow Investment
(1) (2) (3) (4)

Capital Reshoring Exposurei × lnEt 0.046*** 0.053*** 0.044*** 0.052***
(0.017) (0.018) (0.017) (0.018)

Balance Sheet Exposurei × lnEt -0.026 -0.015
(0.018) (0.018)

Aggregate Lending Exposurei × lnEt -0.667*** 0.193
(0.252) (0.157)

Observations 19,225 19,157 19,225 19,157
R-squared 0.121 0.091 0.121 0.091
Firms 4,313 4,316 4,313 4,316
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Conclusion

We identify a novel capital reshoring channel linking currency depreciation to higher
domestic investment via increased value of overseas earnings

▶ Firms with foreign subsidiaries experience larger gains in cash flow and investment after
depreciation: a previously overlooked expansionary channel of depreciation

▶ Effects are strongest for high-tech, financially constrained, and trade conflict exposed firms,
and private firms

Depreciation can boost investment in economies with growing external assets via the
capital reshoring channel

Highlights the need to consider firms’ overseas assets when assessing exchange rate effects
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Variable Definitions

Variable Definitions

Firm Outcomes
Cash Flow Ratio Operating Cash Flow / Lagged Total Assets
Investment Intensity Capital Expenditures / Lagged Total Assets

Firm Controls
Firm Size Log (Total Assets)
Firm Age Current Year - Founding Year + 1
Sales Growth Rate Log (Sales) - Log (Lagged Sales)
Wage Sales Ratio Wages / Sales
Return on Asset (ROA) Net Profits / Total Assets
Leverage Ratio Total Liabilities / Total Assets
Exports Sales Ratio Exports / Sales
Imports Sales Ratio Imports / Sales
Foreign Cash Ratio Foreign Cash / Total Assets
Short-Term Foreign Debt Share Short-Term Foreign Debt / Total Liabilities
Domestic Subsidiary Investment Intensity Domestic Subsidiary Investments / Total Assets

Back
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Summary Statistics

Sample: Treated Firms Control Firms

Statistics: Mean Median Obs. Mean Median Obs.
Firm Outcomes
Cash Flow Ratio 0.061 0.055 8,256 0.072 0.063 14,072
Investment Ratio 0.034 0.016 8,259 0.043 0.020 14,055

Firm Controls
Firm Size (Log-Total Asset) 25.412 25.254 8,110 24.592 24.458 14,195
Firm Age 26.796 24.000 8,270 24.355 22.000 14,298
Sales Growth Rate 0.034 0.032 8,228 0.041 0.038 13,891
Wage Sales Ratio 0.047 0.036 8,385 0.054 0.039 14,179
Return on Asset (ROA) 0.031 0.030 8,239 0.040 0.034 14,127
Leverage Ratio 0.448 0.454 8,242 0.480 0.490 14,106
Exports Sales Ratio 0.227 0.140 8,354 0.112 0.005 14,217
Imports Sales Ratio 0.106 0.055 8,340 0.076 0.013 14,168
Foreign Cash Ratio 0.017 0.000 8,175 0.011 0.000 13,880
Short-Term Foreign Debt Share 0.032 0.000 8,267 0.019 0.000 14,182
Domestic Subsidiary Investment Intensity 0.035 0.000 8,227 0.017 0.000 13,953

Back
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