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		Abstract

		The substantial increase in global corporate debt over the past decade has revived macro stability concerns of foreign currency liability in emerging countries. Due to data unavailability, there is a limited understanding of how the debt proceeds are used. We empirically study the use of proceeds from debt issuance in different currencies at different maturities using a firm-level dataset from Korea, which provides information on the currency denomination of both assets and liabilities of firms. First, we find strong evidence of firmsâ€™ engagement in carry trades and precautionary saving when a firm issues short-term foreign currency (FC) debt; issuing short-term FC debt is associated with higher local currency and foreign currency liquid assets. We further show that the same increase in short-term FC liability without cash inflows is not associated with an increase in local currency liquid assets, supporting that it arises from what firms do with their FC cash inflows when issuing FC debt. Second, we find that local currency debt financing supports a corporate finance pecking order prediction: an increase in investment and a fall in liquid assets. Third, we find that motives of carry trade and precautionary saving are stronger when the interest rate differential and exchange rate volatility are high, respectively. Sectors that are financially dependent or export exposed amplify the response. 
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