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ABSTRACT

The U.S housing market collapse caused bu sub-prime mortgage crisis

in 2007 has had significant impacts on global financial markets as a
whole, leading to world wide economic recession. In particular, such
crisis has had a contagious impact on Korean foreign exchange, which
are vulnerable to capital outflow. For that reason, it was an essential for
Korean exporters to hedge their exposures to foreign currency risks
using financial instruments.

The currency option called KIKO(Knock-In Knock-Out) was one of the
derivative products that were used by a majority of Korean exporters to
hedge their foregin currency exposures although it turned out to their
foreign exchange risks at the expense of gains forgone when the value
of domestic currency depreciates. But unlike a traditional currency option,
‘KIKO'’ has a pricing structure that increases exposures as the value of
domestic currency depreciates, eventually making most of the Korean
exporters involved in such contracts out of the business. This provides a
terms of hedging purpose.

Concludingly, to manage the foregin exchange risk efficiently and avoid
the unnecessary hedging cost, the Korean enterprises should establish
the systematic organizational structures appropriate to their own
conditions and accomplish their capabilities to implement heir foreign

exchange risk management strategic tasks efficiently.
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