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		Abstract

		We study the ability of US firms to manage interest rate risk during changes in monetary policy. From annual reports we extract interest rate derivative positions and analyze how they change with the cyclical movements in interest rates. Our hand-collected data follows firms' year-end positions in interest rate derivatives from 1990 through 2000, allowing us to evaluate their performance over time as well as in the cross-section. The 1990s constitute a unique period with pronounced interest rate cycles and with derivatives reporting requirements conducive to our analysis. We also investigate whether users of interest rate derivatives differ from non-users and whether those that appear to be speculating using interest rate derivatives differ from hedgers. In our sample, which is drawn from the Standard and Poor's 500 index, about 50% of the firms can be characterized using interest rate derivatives to hedge, about 33% of firms appear to use them to speculate and the remaining 17% do not use interest rate derivatives. Firms that use derivatives are larger, and appear to be more financially levered, have lower return on assets as well as lower market-to-book ratios than non-users. Despite attempting to separate firms that follow consistent hedging policies from those that opportunistically change net derivative exposures over time, we find no significant differences between those more likely to be hedgers and those that appear to be speculators based on standard proxies for financial distress costs and agency costs. However, the operating cash flows of hedgers are more sensitive to interest rate changes, suggesting differences between the underlying businesses of the two categories. We find no systematic evidence that firms categorized as speculators are able to correctly anticipate changes in interest rates. 
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