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A Case Study on KIKO Currency Option

Sungwha Kim* - Sang-Gyung Jun**

Abstract

KIKO(Knock-in Knock-out) currency option incurred huge amount of foreign exchange losses
to Korean export firms during the global financial crisis of 2008. KIKO currency option was
one of the most popular derivative instruments for many export firms to hedge foreign exchange
risk from late 2007 to early 2008. The popularity of KIKO came with the financial situation,
when the Korean Won had been smoothly appreciating and fairly stable. If the exchange rate
moves between Knock-in and Knock-out rates, it could function more effectively than outright
forwards as an hedging instrument with more favorable terms in price and fees. However, it
could cause a serious foreign exchange loss if the exchange rate falls below the Knock-out rate
or rise far above the Knock-in rate.

Many export driven firms with small and medium size suffered from a huge amount of foreign
exchange losses when the exchange rate for the Korean Won to the US dollar surged unexpectedly
to record high level in 2008. The amount of loss was estimated to 3,225 billion Korean Won
from 738 companies as of the end of June 2010. This case study analyzes the structure and
specific features of KIKO currency option, the background for the rush of KIKO currency
options, consequences of abrupt depreciation of Korean Won in 2008. The case gives valuable
implications for firms and students to understand and experience the importance of foreign

exchange risk management and the risks involved in financial derivative instruments.

Key Words: KIKO, Currency Option, Foreign Exchange Risk, Financial Derivative Instruments,

Risk Management

* School of Business, Hanyang University
** School of Business, Hanyang University
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7 gagAel WA wEdel F49 9% 6~13%
oX 3~5% e AA RolAn.

22} 20084 So] ge] WEAol T ol

o] Addin] WE&<] 0.99%, 45 HEeo] 1.5%
7 stz 201099 Tl 2 2 0.6%
2 0.81%2 ME&0] ta I aE .

719e] &8s delake e A Wiae
ZIWE oREeIges RS & ol R

1RO 156202 195305 19908 159501 199702 199205 156508 2000A0 200201 00304 200407 200500 00701 200804 200906 201005

o] 17 19914 o] % ¥/4 &&

o] Ueia 9

o Are BEeadA 299,

(TN 221) /g8 22 ol



D(KKO) Sshsd Aldigi? 23

(TN £ 1) /23] 289 Hay
o] Tx A=Y 4/99 g P HEAS Hustu ok WEAdY Adge ey 2ok Ade WEE=
(FYF/HAL%E7he Aug/ALEr)h d3WEE= (YFAWHLTHAN/BLH7#ee. ARE 7239 7}
WE AR E F23E%
AL AL dFHTE dFHEE
HEE(%) HEE(d) (%) )

1996 0.15 1.2 0.25 2

1997 0.94 12.7 1.19 15.8

1998 0.99 14.5 1.64 23.9

1999 0.29 3.5 0.57 6.7

2000 0.29 3.3 0.46 5.3

2001 0.37 4.8 0.52 6.7

2002 0.31 3.8 0.5 6.2

2003 0.29 3.4 0.45 54

2004 0.3 3.4 0.41 4.6

2005 0.3 3.1 0.46 4.7

2006 0.33 3.2 0.48 4.6

2007 0.22 2.1 0.32 3

2008 0.99 12 1.5 18.3

2009 0.71 9.4 1.1 14.6

2010 0.6 6.9 0.81 9.5
271l A (Netting), 1% (Matching), &  d& dEate] ZAA7I9} Hluste] £ o fEe
244 A71E 4971E g9 (Leading) @ AI71E & AIHoRE ZAAANE v|FAY GAAM AAT
=3t W4 (Lagging), 7M424d A4 (Adjusting ~ 22A &3S Sole A& ovldtt
Price Policy), AH¥- 52 F3#=]714 (ALM, Az A (Adjusting Price Policy) & %
Asset and Liability Management), 12|31 ¥XE Zoluy $UE /M4 S 2ETo RN 89 9
2] 29| tekst W (Diversification of Portfolio) < 3Y5kE 7|golt}t. thgog At - B Fg

FO] 1\1\‘4‘.

4A (Netting) & &2
< 7199 A% &% 799
2 AAAzE ot 93
ot} UH’Q(Matching)% ‘
SRA AR YBE B35
A7 2 8t ﬂﬁu
7ot

219 (Leading) ¥ 7 (Lagging) > &<

Oj
r

4 °
o
L=
>,
iy
o
e,
XN
>
N

27| (ALM, Asset and Liability Management)
& SJaApst PAE FA il 99 9

sshe WEelth %, 3k Ae] TS 23
S Wl 9% 99 BEUE me ARg

14 (Diversification of Portfolio)
2 geket 93lE AW HAEHA FHo Zzbe
gt o] H4FoR st AAH R 99

- ole SUFAIA
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o theFet TR Exste] gAAE FolE TE 2 AU F £ Qe FE 4949 Znge
el o A I vl seg Wgolkar el A&eta Aotete Aotk wAo wigate v
olF UHA #He7IHe 7l mekA 9 F dof ALl TAM felg A5-E ddstd A
= s AANFA Kotn, 59] FRIF 2A] s PgAE FE a2 £ g a3y
22 71de A e 22 A #AIEEs gAY viEAE WY AR dE AR
AHEshe |l @Al et of gafjopet gt} mpAHte 2 F3t~%(Currency
AR#A7IHoe FAFEEES ol gtk U,  Swap) W2 oAE A% 2 22 oA
DNAEAGE ol &ste WY 2 SENFRAS o 28y oxE 2gue dE 959 k]
ol &sh= W Sol stk & A E Al AF o]HZITh= Hel|A Aol 7}
&= LA A& A% (Forward WA ol dote WHES =EH e
Exchange Contract) S EAY (Currency  A=E3E @] ASAEAIG °1W el d=
Futures Contract), E3hsAA%HCurrency Option — FAIolA Sdste] dsgt @riagA o] &35t

[e)
[}
Contract), 532% Currency Swap) &°l Sl A, 93tE 72T A A aslste] w2

o]
t}. A& (Forward Exchange)& ¢gh#z] 7] Ae Y=EstE gt AT A G D
= 7P e AbgEE e EA 4% 717t S ato] o] ojztg ztol & 5o M A7t
gt SER AT kS AU FV|R hete A9 E9E S dlAske ol
Ae 9uigtt. EHEAF(Currency Futures SEWFEE L ST EEETAPL Aot &
Contract)< AE3 Al<kz} v| 523t wH oy Ao EWE HEAEot. FEEIAFAE F27I9
e AtfdolA] Aol dEel FEshE ol A, A 4HsH& (A& B T3 AAAIE Y
w1 d7A e Ak ol & TR $lste] dA 9 Sh&7} Hlwate] 2 B AY SHpsto] AAb
sAE= dAslol stk BEAAL (Currency st WHOR AL Bioy AARE MEdty
Option Contract)& 2Fgg 719 et gk 7]go] FLsit.
(TN E 2) tiEdel =g me|7|d
o] Tx UEAHY 98 #ArIHS WA vy 954 #AerYer TR He
ata gigt?
Wz ey 9| 7A (Aol &) #e7Y

47 (Netting) MES A

7% (Matching) SAE A

2]d (Leading), #7 (Lagging) SagA A

e p | oy A

AAE - FA 7 (ALM) G AFA A 0] &

FEZYQ B4 dEHFRY

8) HAAH(2008), 9%HE =z
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o,

+(103.9%),

TUE A2

s E 4
A8k 71 2E
stk 2y 713 Alglo]
A A 2009~20109 ol
Mg HFo] 95%=
a9y 53y
0.5~0.6% =22 A &4

Atk 53] 200795l AE3H(T5.
5ag
s Eel 2 2718t

HLE 37

&
Ha=H 2006~2007F0=
Falagol 7}

Y Bohg
ko3
H

Aol wze 7

BKKO) SHSE M7 25
A&(75.6%), &3t
RA(T4.9%) 5 BE %3

SATH.
THE AENE ga 2 Aol
AEgo] 82%

of Bt 200647H 20104 5 Adke 2ol BaAUA HgE HEH:“’“% dEME Bas g s

10919l0le], Felold) B35 &o) A 24 4 AdUFE Yot ARE 545U HEARS FEadT
T 8 2006 20074 20084 20094 20104

g %l 4,016,805 7,069,163 10,315,504 11,548,033 11,260,874
(100.0%) (100.0%) (100.0%) (100.0%) (100.0%)
=g 3,315,037 5,820,252 8,766,751 9,674,318 9,815,447
(82.5%) (82.3%) (85.0%) (83.8%) (87.2%)
SE 268,063 546,701 720,615 1,461,844 1,080,546
(6.7%) (7.7%) (7.0%) (12.7%) (9.6%)
Tt 247,731 376,944 537,557 349,466 290,353
(6.2%) (5.3%) (5.2%) (3.0%) (2.6%)
S () 0 0 0 4,182 0
(- %) (- %) (- %) (0.04%) (- %)
A gel) 185,974 325,266 290,581 58,222 74,528
(4.6%) (4.6%) (2.8%) (0.5%) (0.6%)
R 268,063 546,701 720,615 1,466,027 1,080,546
(6.7%) (7.7%) (7.0%) (12.7%) (9.6%)
SlE 268,063 546,701 720,615 1,461,844 1,080,546
A ) 0 0 0 4,182 0
&9 34 3,748,742 6,522,462 9,594,889 10,082,007 10,180,328
(93.3%) (92.3%) (93.0%) (87.3%) (90.4%)
eSS 3,315,037 5,820,252 8,766,751 9,674,318 9,815,447
Tt 247,731 376,944 537,557 349,466 290,353
S (3) 185,974 325,266 290,581 58,222 74,528
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4. 7|2 SshgMel Pxot 7 28 e A Z47f F& AES(Outright Forward, v F3HH%E

Y 2ol WL gM TR0 ojxle Ko B Aotk AES A mHge S B

ol E2lst2t. 2 YAt o €gks winjd A& Fdste A

gojtt, MESe] 7ML s Fate] | At

(Discussion Tips) o] Q?SH ﬁ@ﬂﬂﬂ] HAEZAAY 5L 2 bt

o ¥AMHY =8 ARE P& AT WSEd

713 B3heAe EA Y 2 F3A wjert wAglel ds '5"%01 gt wHy A =

A% g4 =2 (Knock-in) 2 Fob-(Knock-  3HAY widsliol st= gt =35 237 Abde

Out) 215 29 Zlojt}. =lold dAg g&  wg Alds B & Fo=24 AP =l

Fod Egsid gAo] f8sH He Ae Tk = Adelth

m Zolyolg U FE&FTol TYIH FAo] g9 delo FE o]&He UE AES %

TER He Ag worh 7|234E 5013 5ok A(Call Option)olyt F5A (Put Option)

= o 9} & vldal 4 (Vanilla Options)e] T}, ©]
“u E}EW 53 ol 87KA9 Z3Fe] sbest  wlgle] SFAHA A kY rH R
| Wl 5 gE Aee oo, vy

rZ ox mo
ol B ooy rx o rlr my

oA A Hels} Sops
Ae A Aol S 95
3}17] HOHHO]D} JulA o] AL

e fr
4
R
o

r b

2
‘Q%%‘EE} %Oﬂf\]ﬂﬂb}(@ﬂﬁﬂ] el EFA 1 3 gejo] o] &AM (Exotic Options)Z %3+
e Z54 2) O 59 &5 SFAY @ FoF  AE(Structured Products)ol SAstEd A
£ s BYowEMN J|2A %Y PAHE S e A = 719 Fe7I1HEC] ol &8t e
I FFRE Y F Utk (BE a9 4 #Fx) A2 494 ZY=(Range Forward) ok X
A=(Knock out Forward), Bl XY= (Target

5. 7|2 SSl3MI RAIS OfE S8 TMIBAE  Forward), §° th” o]& oldg *LE% g5
= H|u dHsi2t Sgo] o Wk R o HL FAY Z17t
e 7IdE 7R e AR AEe] A4l

(Discussion Tips) Bgo] B 7S vEoz 7)8oole FaAY

718 EAE Eol7] fd el ste 722 AdEE
FM F2 olgHe SsHel) #d A% A do

9) o)A, HYE(2009) & #MFL2(2009) FHx
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) 3 (Pivot) 4 = A= HweAzt EAsy] did ddol
2008Lﬂ 712548 AfollA £4E 2 5 T4 ¢ Z AEeld

HES EAE wEE] faE Oy HEE Eol (a¥ 6) HEFAY &JF2E A8t 9l
A Adades I F7HEQ KIOKsAd o add ZA1" 3E3Fde ot Agridc]
Ade W% st T8 (Pivot) TE Ax$E 9009, AW 7ol 1100901 FZo]
(Snowball) #43 #& A2 Fee AL 1,0009o2 HFE Agoltt. o] IS v
Adslz adek ) g e e 254 W $3 79S80 900~1,0009 Atoldl 7o
Azt 2uje] A wi=, 170e EEA wd 2 E & 7F4Q 9009 AgFAnES A S gl
el A SR FAAE BIRRORA vl & Belk 712 el 1,000~11008 A9
AR 714 (Pivot 712)& FHOR A (Upper  A%olE A% 7149 1100900 Akaae #
Leve)# sfeH(Lower Level) Wel weldel & & sl delyt 4A Aol wyach aely
9 A5 ot Ade Y-S A= v A gEo] 9009 ol E W=zka 900l 2uie] Al
< 2Y3te $& Ao stdET B e ste Gads wigstn o] 1,100 olHeE s
Al 2] £4E He Fxolg. FEFALS s 2019 AYFAS 1,100 vizsfor & <
713540 vlel] gHgol sttt 2t ofstE sl FUt glo] $Akes A "o

PutBuy @ 11008 KO 1000
+ Call buy @ 900 KO 1000
(PIVOT Price = 10008);

Ik
12

! 900 11002 |

Put Sell =2 Call Sell +2
@ B0 @ 11009

e sk AriAel 9004, g A%
RS v)53 719 o] 900~1,000
ﬂ7} A7) g&o] 1,000~1,1009 A
AA Aol BRI, a2y feol
10090 ooz e 2mel Aok

| 728 A3t ek 299 B4 392
L100dlln SA%o] 10008182 845 Afolt, o] 1%
2 719 9004 7410%0%}3

9004 o} & W 900 Oﬂ 2H1H 741“3@1‘% ujj 9} 3}
AL 1,100¢0 mj=sfof & 977} 9lo] s

H
(TN 23 2) Zx 42
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=

9722 T = W, 272 7] 7Ide 2 oy od Aee A =2
A7 BAoIt itk 3 2% 7IZE @0l wiEE £ 7] Wi F7HQ) &4 (Big Loss) &
atetd Zlojgte 71 shell Wit Exde 4& I £ ok HAdA £Y=(Range Forward)7}
=Ho7 F714 AYE ¢ Aew Addd WA P22 FAEE Af 4 29 7H0

Zova FH & FE(Zero Cost Product)e] €

(3) #AA EH=(Range Forward) ot ek 234 v F9E 54 e F9E

#0729 =(Range Forward)e &8¢ %2 o o aA & 4% &4 e 2o 9 &
A& 4% W9 HelA s &etn 2 MAE dol EeiA Fol &2 F IAR, @8] Foetd &
= Fid dsteltt dqAE ste dEeld. 5 & AR A
T o] 4% WS WA s4L Ao st
T AT 1A% &S PR A (4) =0k E9=(Knock-Out Forward)
wota, ok SEs PAHACE EEFAS WY oJFA oA wiElo] A (Barrier Option)
Put(kD)-Call(k2), k2kD)3le], 94 Wl W & 19609138 AR 9t 7+ odd 7
dAe EAME =Z6te] £29 2AdSR #d F9 shtolth. Ak 712 e 71A el o

1 o]oE Adatx, vt 7|3 ot o' £ (Barrier)d ¥ Ao 9l

>

3 ol @A #go] Helel
Hol GApslo] Jedgel GelE vEs) g9 ZANYE o A
A we HEE HoE Rl AT E 2 3 dRe) W) sEE

7kl <} (Big Profit) 2 At zeju|gdo] 0dIMFE dut gl Zejn| g

¢

.,d
_Q
ok
o

o
— -
e,
ox,
ai)
Ho

[}

| 282 d94 EY=(Range Forward)e £F2E Uehdtt. #dA Xe=e opadhedd K13 deks
€9 K2 o]y~ §l°,] =S 5135}1 I H9E doMe F 5

F& 9% HY YoM e 7\]"33 wEsle] $E¢) AAWEH Bl & A5 A 7HPd o]

2, WHHE 3 Aloe £48 7hesle F2olt)

(TN 1& 4) Range Forward

04%101] el A2 P2 e

ol
7]

el Aisttfe] uwket

o
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A9 obs BE vjmelel TEIAUTE AWINF 3
cwste] a4 Lok ARA e g Eeltt

(TN & b) Knock-out Forward

27174 st e 4 ok & de olfut} awjrntE A, &, Sews)

Zobg X9 E(Knock-out Forward)e Fobt o W& £43 o] Ar7h A AL Aol
I gt SAld Y 229 Fobx Ze o Addide] A F e FFHY THE
njeste] FxsRT Aot o] stetato] AT WE AGSEE B F 7] Wi E
gt Hojgte wjglolo] EEstH BE Aol & gAY AL rhsAel a wE AA 3, wHiE Z
gt @Al EH7F AR E Agoltt. wiglojdl & FAo] A THeAE ol ARHeR T F
2 e A4S AED el v o & &R Ao AL 2eE AAE FH & (Zero Cost) A
=g F 9le Hol EAolt}. o] AFL Fobx  Folth o7 EBAY o= (Zﬂfﬂz—i%l T A
(Knock-out) ¥t EA18ta 51 (Knock-in) 77+ §H) felsh Bakoz 2ol d5dhe Wed o
EASHA v BFCEAM dutoR #YueA® g 7| E =Wt (targeting (limited) favorable
ZA8A] Pt} spot movement expectations) & 2vlo|t},

(5) Bl EY=(Target Forward) 6. 20084 7|2 S3tEM ARIE SAMoE oY

Bl Y= (Target Forward)®s €A8% @it BERFHEM 7|2 S3k549| S41F MtiE| 2
7HA e EFAE wigsta olit o B 4 W slof EQfsi.
T 799 ZFHE Y AHEe miEst=
Fz(Put(k2)-axCall(k2), a>1)9 A&Felh. A (Discussion Tips)

=3 (kET o Ee gASES dA%, v
Al BHgol ’2}%'5}04 FEAol A wf B st= 712 B3-S 2007d od A" 71%F Bt
EALE W] Al ghgo] stEtste] EgA PALE Sheo] slakobg st FAE Hold o stoA

Krock-out “\‘
Barrier
o] 2L moly IYE(Knock-out Forward)e £97%2 Vehdtl Hol% TP Hol 5 njddsin
Al T = ghgo] setale] g wlolgtw wjglojd] =
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j=lsH

a5/dFeIth 2008 A7

719 dyoz ghgo| H%

EREECIRETS

9|

B

FomA 7

s
a£

<

ol Agfr]&o] A= (Zero)7t H=S AA

9]

A

e &

3]
=4

8] (Zero Cost) 3HY

ks

e

1

1

o

See FAHYIECLA Ad PR 3

o] Aok o

3}

AR, oldt H& A1eEI FH]E-(Zero Cost)

ek, 4]

olgke
oA

I A &E

S

7

= M A

=
e

JEe Ad GAA e o

A
()

A

3

il

Holmz ZEg=e] Ay o] A7) oy &

i

wir
I

(Leverage) “J&°]et

fo] olg

o
=

slov Aggrie] st

ohIA T 4B

ol
K

Al

&% 59 (Knock-in)$H&5 Eol1 Aul &<

%

Alo] el A7}

P A}

o

3T

3

A, 712 Eshaide AEdel v

=
=

3L [e]
S A

729 EI,

she

(Target Forward)9] £9725 Jehdth el TH=e 44 Paptae]

b olnth B e 94 w5 g 2E4E AT B =

9]

o] 1ge B xS

o<

(TN 12 6) Target Forward
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Azz w7 fste] dHeAE 01 g Aol

A7IA A= A 7199 FEAR o]y
A of Folt}, whek 7] FFAM A whet 7ol vi=
e Z49 F90] £&9 ojUigl A¢ ol
woote] 7] gAA kel A SpEo] A e ek
FEFYAAE dapelo] BB RE JHL HF
AoRe S WFoRRH HSE B3 Sl
Jep gkt 7199 71 A Aok wE FFA
o] FZdS 2= A & F5 A F
gl wE g 71AFAd wE aks
o] t AA 7|9 £4& BA dvh

_O‘L
~
o
:cé
e
o
-
)
-y
>
r
oot oo

= 788 Aot

2008 & vl=re] MEzpdAleld] mE AA

FEU717F GaEwA 39FE /98 $5o
71 A1&ste] heel= 1,0009 = dssta

9¥elle eHBH A It T JFoR &0

2] gestel 28 11€ 1,5009 7k

Sttt 20089 39 o] % gheo] 1.0009 oF

G

=

[ IR)
=
=)

ol wheh ti 2] 715 Ayt gt vl
oM A Hol =91 HEE Mg HHA A
| Adel £4E BA Ao 53] 712
= FEUHE TR
(Over- Hedge) gk 7

Aol FE2da TH
]

¥4 =5 1)

rlo
N
2]
&
o
=
r
M, rw &L

9% Age =

=AkhE A7k RS

7. 712 SEFM0| Be HeleHezM H Jls
2 i RSl 7|12 A2l SL7I™S0l AU

BARES EA| E olwol| sl E2fatet.

(Discussion Tips)

713 B deol g MY A #
Ad A5de A e f23 ez
)& (Zero Cost) o2 &S #Aele + e
ERAQ] Fdtoltt, 18y 7|2 FEeAHE =2
PASHE T FH| S (Zero Cost) & Al&ste tiil
AP FRACR Hhel| gA|skA] Xsh= At
A= %%/‘J%O]‘jr 2008 o} L& AlAEE
A71e] Yo A/ ghgo| gEshiA 712
A7NGE Ade] 45 A HAY. 713 T3
wAol 98 HAegrdoEA A Vs kot
A7IdEel A £4& A @ olfre the
o 2

AR, 712 ARWIHES s T8 567
AZ1HEY] S dSo 2A8 AFA S
A E A=ttt &2 U9 FEL G7tE
of A, A, A MEgge] HidstA e W

7] el 1 ¥AYE dSdshe AL o] &4
oRY dHAoR v oy}, 53] <l Holut
AE WA A% Fa7IH99] A AL =
Sottha B Aol gsitt. skA|uk 712 A7
HE2 dA75e] AFAQ] 713 seFeE g
AB<S At doie 3ot
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