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< Abstract >

A Study on the Imbalance in the Demand for Forward

Exchange in Korea and its Policy Implications

The selling demand for selling forward exchange of exporters
and international investors has exceeded the buying demand for
forward exchange of importers in Korea. This demand
imbalance for forward exchange has been a cause of instability
in the foreign exchange market since banks that supply forward
exchange contracts for its demanders usually borrow short-term
abroad to cover their position. There are two main sources for
this imbalance: a demand imbalance between exporters and
importers, and a relative high demand for currency hedging

from international funds investing in foreign securities.

Excessive selling demand increases banks’ short-term foreign
debt and expands the opportunities of arbitrage trading.
Domestic banks’ foreign debt and swap contracts disturb the
foreign exchange market and the bond market. A study is
needed to resolve these problems on the demand imbalance for
forward exchange. There are several approaches to achieve the
goal by: (1) reducing the large-scale exporters’ forward exchange
selling; (2) increasing large-scale importers’ forward exchange
buying; (3) tackling problems in foreign exchange risk insurance
through KSURE; and (4) reducing the portion of currency
hedging by international funds.
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Net selling of forward exchange by shipbuilders, which are
the representative exporters, accounted for the largest part (70%)
of net selling due to companies. However, shipbuilders’ hedging
against their order-books has been below 60% except in 2009
and thus there is no reason to intentionally reduce the net
selling for managing risk. Also, our result shows that
shipbuilders” forward exchange hedging does not exceed their

actual hedging needs.

In Korea, oil products are priced every day based on
international oil prices and exchange rates. In this market
structure of pricing system, oil companies can shift exchange
risks to consumers and thus they have little incentive to
increase forward exchange buying. We also analyzed long- and
short-term price (exchange rates) asymmetry by using Granger
and Lee(1989)'s error correction model. The empirical results
show that there are short- and long-term oil price asymmetries.
In short, domestic oil prices react quickly to the depreciation in
exchange rates, but respond slowly to their appreciation. An
improvement in this monopolistic market structure will increase
price competition and in turn lead oil importers to have more

incentive for their forward exchange hedging.

Currency hedging of small- and medium-sized firms through
KSURE shows that these exporters’ insurance on exchange rate
risk exceeds the actual need of forward exchange demand. Their
over-hedged insurance policy purchases account for 30% of the

total. Controlling the over-hedging will reduce foreign exchange

— xiil —




insurance purchases, and accordingly, reduce forward exchange
selling through KSURE. However, small- and medium-sized
importers do not have the opportunity for foreign exchange
hedging through KSURE. Thus, providing the opportunity of
participation to these importers will help resolve the imbalance

in the demand for forward exchange.

The ratio of foreign exchange hedging in international funds
in Korea has been reduced to around 60% since 2008, but it is
far larger than those of other countries. If the objective of
foreign exchange hedging for investment in international funds
is to maximize the return of the investment compared to risk,
there is no benefit from foreign exchange hedging for
international funds. Therefore, the less hedging (buying) demand
for foreign exchange in international funds will contribute to

resolve the imbalance in the demand for foreign exchange.

We estimated the contribution to resolving the demand
imbalance for forward exchange due to exporting and importing
companies by the hypothetical expansion in the buying demand
for importers’” forward exchange and the hypothetical reduction
in the selling demand for forward exchange of exporters and
investors in international funds. First, oil companies’ additional
10% forward exchange buying of the dollar amount of the
imported oil is expected to reduce the demand imbalance by
8.2% (5.1 billion dollars). Second, small- and medium-sized
importers” additional 10% forward exchange buying of small-

and medium-sized exporters’ hedging is expected to reduce the

- Xiv —




demand imbalance by 2.3% (1.5 billion dollars). Third, assuming
that over-hedging ratio of small- and medium-sized exporters is
50%, the control of this over-hedging can contribute to reducing
the demand imbalance by 3.5%. Fourth, the additional 10%
reduction of the current 60% of international funds’ forward
exchange selling is expected to contribute to resolving the

demand imbalance by about 7.8% (4.8 billion dollars).

In summary, more incentive of oil importers for their
forward exchange hedging, more strict regulation to prevent
small- and medium-sized exporters from over-hedging exchange
risk through KSURE, and providing the opportunity of
participation to small- and medium-size importers will help

resolve the imbalance in the demand for forward exchange.
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Zhoh Bgo) WEAHS 2uASA HASE v} lome 4w
AnE APIAE =D Dort Aok ARE SRl AAAFL A
Aste H AYE 7)zke] 1-27489) oIzl AY Ae] AFFEE Wl
WA AdEE AFTE Sl I AAe Folo] Bt FUEY
Be wug SEol @ glolth AW AdFel YHX WAL A
b wReA ge Wi dael #9196 wEH7) cldolth. weA
thael AP =EHo UglE BFEHT BLUF WE Az
B2 wugHo Ao o] 94 BWE YL LullA A7)
£ Zlolth SauEel WE AR e]l EATTT B sl
AAE T3 BES BAS] T DA ARFoRA AR
AA R Fe e AgFe AAAPL T B oY, VfFY
ARG &S A AARES e Holm BUFIRL &
A A a2 A7AAE o] Bk olz s #eldel tule
AES LS FF DAY B/ A & Aok @A, T B
wi7lAel BewEel e AAug Al EASEAE AnE Pas)
ek,

. AFAEY AAu A B4

1) ARAE NNF P BI NEAT

At HRAFEY MR B ATE0] TINAE B

Hol gom, F2 vFF GFS FHCE olFolAh 1 AAE FH

S, 5ot AR F7), 71 Ee Axe] wyg R, wojg
]

AmieA, 2E]a g ol welt AFAEY JHEAHd Y EA R
A717F 2534 24 Yelga ok Bacon(1991)2 7FARHg-9] B A

o
[e)
Z &4S “Rockets and Feathers” 7= WH P I Ik A|F



42 AEZ 8 BTy st &3k A

7ol =Al dwrhdel v Ao Wk WS B

2 &9 AFE0] Engle and Granger(1987)Y < }T@E%(Error
Correction model: ECM)¥} VAR(vector autoregression) 2% &

< AREsk] HAlFe] TRt ol eS E At (Asplund et
al.(2000), Galeotti et al.(2003), Kaufmann and Laskowski(2005), Grasso
and Manera(2007)). ®tH, dlol¥ F7]¢} HFAlFe) F7F ol w2t &
7t 7AWt o] EASHA Fee Bl ATEE AtHGodby et
al.(2000), Bachmeier and Griffin(2003), Geweke(2004)).

FUNAE ARAES] FHARA G B A7So] ol W w o]
(e}

g S ARAE Aol ti@ WY A4 BE AT Fr 0%
FARYS ASHAL, AR Bgol BT =oRAERAA B
wi7h e} U RA (e Belshe] AN RS Sungith 1 A%

= WAZ sjeledn visAl THARRS] 7], 7IkE &2 ARk wt
PR, =uieAet e, 22la &E Sl wE Bt
AR7F GEAR g7 mgPge] e Ayt
o2 - A 4(2006), Ao} - 3-29(2007), U/F(2007), o] A
178 - AF3(2009). wetA Bae 7€ A7k Mg U

=
%”7171_}% 2010 1271704 Hgstal g8 WaE b

00,
>
N
o
S
o)
\\—/

5) ‘Rockets and Feathers’ 7}d-2 714 Fo] ZAAYE F43] dojvta 3t
grlole ZEAHE P38 WHYE r]ojd.
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— _ P
Ay = Lprey 1+ (1_4)0261571"' Z’mAILtw"' ¢ )
t=0

p p
+ Zoméxk,t -t ZjoéliAyl,t —ituy
t= t=

1 if e,_,>0

where L= . =
0 if e <0

3) A H dlo]H

B AZEANM AgHE iS5 FARV A7tEE 4871 4
A9l AL DA B A =

A =2 oty FARIIEE A7
F(L/P 05%)2] dE7I1AS AFESAa, JUR7I2E U FH =
[RER< A}%} %ﬂ A7 S Fot

o A AsAF BF Bz &
A8E AFEAAA AFste 19979 1€953E 20109 397029 €
ARE ol st -2 ﬂgx}i% ?E%%@Oﬂ*ﬂ Agste 4E &

7te 1Y Btz AHgshan.

WA 2 HEEo] B 2S JHA JEA O E ADFSF PP(Phillip
s-Perron) AZZAT= EF 5% FoFTolA @fo] e AL=
etk ADF oA Alxk= SC(Schwarz criterion)ol] W} 4 7FZ=
B d=vhe 3718 FAAL, I AsAk BRe BRaA drtels
1715 FAeH, &< 2715 FAth PP A Newey-West Band
widthe] 7] whet, ’37}}:?— B =7 3 AEA B A
AA wujrtet Fgol tis) 247 1719 AxE FU2H Bandwiths 2}
7} 5,3, 28 FAUTh



V. 483 $£8 E73 4 B4 45
<E IV-3> £l Z 4%
ADF #7H PP #A
A7tE22 A# dAE7) -1.770642 -1.603858
) A5 A6
Hedx] st -1.963721 -1.785748
s -2.807990 -2.958581*
F: FAE glo] AeIdts ¥l AT AAS P eH = 10% FeFs
oA &eZo] EAdte AR S 714ES ouE
% <001, ** p<0.05, * p<0.1
A7 AR, BRed
U222 Johansen F4% AAS FalA 9 MY WS 34
2o EAREAE HI oF 7e] FAFY WAL AEAE B 5 9
S, FAE A9AY 7)) MEE 7o FHRe] EAGTGE AL
AT & ot wetA AR HEA] AeS B Holx
EHgozN A7AAE FHE 4 o
E V-4> 38 F2 4%
AR A2 ' Trace 5 P?:r.cent 1 P'er.cent
Eigenvalue ) Critical Critical
7+A Statistic
Value Value
None* 1.119830 30.36544 59.68 35.65
At most 1 0.053018 10.83652 15.41 20.04
At most 2 0.016219 2.50185 3.76 6.65
Fo w p<0.01, ** p<0.05, * p<0.1
1) Trace AL 5% FFTAA 11 FHE2A ] AE YEIY
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-0.035
0.272%**
0.051
0.167***
0.198**
5.660***
4.936***
1.638**
0.938

B =vit

-0.551%**
0.066

3.385
156
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el

A
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R-squared
1 p<0.01, ** p<0.05, * p<0.1
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<E IV-6> H|i{ad AYZIN(AYE FrLA o7}

AT F-BA &
g 97 gA 3.07**
= A F7F Gt 1.45
@71 A (A A) 2.13*
&7t % 16.56***
k7oA (A A) 4.30%*
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<E IV-10> silHES =2 E2 EFHR
AT 232 gt tholutd] F3) A

= 7t (8, T= s q= b
TR | 908 | an | x| T | an | as
Australia 0.11 0.11 0.82 0.05 0.06 0.70 | -0.01
Belgium -0.21 0.07 0.87 0.00 0.03 0.85 | -0.05
Canada -0.07 0.15 0.85 0.09 0.10 0.79 0.03
China -0.34 0.08 1.10 0.00 0.03 1.13 | -0.04
Denmark -0.20 0.15 0.84 0.10 0.11 0.82 0.04
Finland -0.21 0.20 1.09 0.11 0.15 1.12 0.07
France -0.21 0.11 0.84 0.04 0.06 0.83 | -0.01
Germany -0.21 0.11 0.88 0.04 0.06 0.89 | -0.01
Hong Kong -0.24 0.09 0.95 0.02 0.05 0.96 | -0.02
India -0.15 0.15 1.04 0.08 0.15 1.02 0.08
Ireland -0.21 0.04 0.90 | -0.04 0.00 090 | -0.09
Italy -0.21 0.08 0.87 0.00 0.03 0.86 | -0.05
Japan -0.07 0.02 0.84 | -0.06 -0.02 0.81 -0.12
Netherlands -0.21 0.10 0.85 0.03 0.06 0.85 | -0.02
Norway -0.15 0.13 0.93 0.06 0.08 0.92 0.01
Singapore -0.17 0.08 0.93 0.01 0.04 092 | -0.03
Spain -0.21 0.15 0.90 0.09 0.10 0.89 0.04
Sweden -0.10 0.16 0.94 0.09 0.12 0.92 0.05
Switzerland -0.24 0.12 0.81 0.06 0.07 0.79 | -0.01
UK -0.24 0.08 0.78 0.01 0.04 0.72 0.04
us -0.24 0.10 0.77 0.04 0.07 0.76 | -0.01
A P -0.18 0.11 0.90 0.04 0.07 0.88 | -0.01

F: 1) ARZ(Sharpe)ATE 7 # FAF ojx&L vt FFAGKMY

&) FYE ARE 247 BdEste] AR
2) tolyd] #EAe A=) FARbe] Wi WE wivith #EA] EFS F
2o g WA ATTE ujolal Hrp dAAQ E4olta & F &

A} §: Datastream
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}. 2 eBEs] @A} £og B4

A A ARE o]8sto] FaA| R FoE] BWAS Z
HEH, sFA T FfFAERY ZFoA AE AT HA=9
FEe] ¥ 555 € F Utk 53], A= FofElA WA vpa 9
S 299 FYES UrE‘rLHE— BMZEI&2, S48 3d] 35 &
AL 3k A=) g A=Tt 747} 1.8% 9 -41%E 59%pe] Apolvt
o s AAF G s AdEF A= 2 BAVE REEA Yehdoh

<E IV-11> dieE®HE= &3 X| o7t =9 E

6704 13 24 34

R iﬁ]:] H BM BM BM BM

T REF ane | BEF | aae | 95T | 2ne | U5F | 2ue
wge | NoO 696 2.0 641 1.6 564 3.7 183 1.8
T Yes 1,282 13| 1,213 16| 1,098 5.4 493 41
=2 No 26 18 25 35 20 41 6 44
EFE | Yes 89 1.3 83 25 77 5.5 40 4.7
. No 16 22 15 0.7 13|  -16.2 1 3.6

Yes 55 -1.0 47 0.0 32 8.0 27 75
A No 46 0.3 45 2.7 40 5.6 26 44
EFE | Yes 99 0.4 89 1.2 78 3.7 58 5.2

20104 59 319 7|EY
1) BMZ#}E&L A= £ Eo] yixr=
A5 FFAFEIL AR AFRE ZAZ

FAME FBE A sk FofFe] BAS AHHYT O
T2 FAE @ A= WFeE dA=d ol
2 "



oatm, A48 W=e) g FAA e FRUAE BE

1%} 5% frelszoln SAH0E fela () AnaAs I
. theluty] s el Mg 9RFAL 08w sjeate] 7hA)

N

7t AAEBR S AE F7HA7]4L, R
o] 7}x7} stEsle g 33 %
BHEAZE JderZ, tolu] 7 Wi ARE-S FEo] st o

o
A s s9a &80 AT o J2% o

gl

<E IV-12> i EHEY &l x| €2 T F2| 2

(24 714
_ BM Z4&
953 S
671 13 2 3
A3 2= | "k | _ *kk | *kk
RPSEpE S B-A 5 0.07 0.01 0.25 0.18
HE S 1,978 1,854 1,662 676
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