Hedging and Hedge Accounting
In a Multiperiod World:
A Cash Flow-Centered View
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The risk-free payoff to a long-run investor is an
Indexed perpetuity, which pays a constant real
coupon in every date and state of nature.

(Cochrane 2016)
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Consider an investor with a 10-year horizon.
Examining payoffs, it is immediately obvious that a
10-year zero-coupon indexed bond Is the riskless
asset for this investor. (Cochrane 2016)
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Time-varying discount rates and multiple factors
deeply change many applications...

Many procedures in accounting, regulation, and
capital structure implicitly assume that returns are
Independent over time, and hence that prices only
reflect cashflow information...

he mark-to-market value Is no longer a sufficient
statistic.

Cochrane (2011) Presidential Address: Discount Rates, J. of Finance 66 (4)
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What is hedged Is always a series of cash flows.
Therefore it seems more consistent to regard a cash
flow hedge as the hedge accounting procedure...

Our cash flow-centered view is perfectly consistent
with modern financial economics based on
multiperiod dynamic optimization.
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