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Between 2006 and 2007, hundreds of South Korean export companies entered into what is called the KIKO (knock-in, knock-out) target forward contracts to hedge against the
threat of appreciating Korean currency, Won. Buyers of these contracts were assured a pre-determined foreign exchange rate as long as the range of exchange rate fluctuation

stayed within a narrow band. In 2008, however, the Korean currency depreciated enormously following the global financial crisis, forcing buyers of the KIKO contracts to incur

enormous losses. Why were there both supply and demand for these contracts, and why did they become suddenly popular in Korea? This article employs a behavioral law and

economics perspective to explain what transpired in the minds of the parties to the contracts. Psychological biases and cognitive limitations were perhaps at play, including herd

behavior, investor myopia, information cascades, and optimism bias. Recognizing that these psychological factors could induce sub-optimal decisions of the contracting parties,

it is argued that de-biasing should be considered an important policy goal in financial contracting. While the scope of this paper is limited to the KIKO contracts, the principles

used to examine this case can be broadly applied. (A revised version will be published as "Contracting Foreign Exchange Rate Risks: a Behavioral Law and Economics Perspective

on KIKO Forward Contracts," in European Journal of Law and Economics.)
Suggested Citation >

Show Contact Information >

“% Download This Paper (Delivery.cfm/SSRN_ID1937254_code1316875.pdf?abstractid=1937254&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID1937254_codel1316875.pdf?abstractid=1937254&mirid=1&type=2)

Do you have a job opening that you would like to promote on SSRN?

Place Job Opening (https://www.ssrn.com/index.cfm/en/Announcements-Jobs/)

Paper statistics

DOWNLOADS 204
ABSTRACT VIEWS 1’292
RANK 149,197

PIWe L)J(s&c?o.kies that are necessary to make our site work. We may also use additional cookies to analyze,
umX Metric:
improve, and personalize our content and your digital experience. For more information, see our Cookie

Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies



https://www.ssrn.com/
https://papers.ssrn.com/sol3/ShoppingCart.cfm
https://www.ssrn.com/index.cfm/en/subscribe/
https://hq.ssrn.com/submission.cfm
https://papers.ssrn.com/sol3/DisplayJournalBrowse.cfm
https://blog.ssrn.com/
https://www.ssrn.com/index.cfm/en/contactus/
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1937254_code1316875.pdf?abstractid=1937254&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1937254_code1316875.pdf?abstractid=1937254&mirid=1&type=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1316875
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1457600
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1937254_code1316875.pdf?abstractid=1937254&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1937254_code1316875.pdf?abstractid=1937254&mirid=1&type=2
https://www.ssrn.com/index.cfm/en/Announcements-Jobs/
https://plu.mx/ssrn/a/?ssrn_id=1937254
https://www.elsevier.com/legal/cookienotice

| (HRpskedrejeuapls
ssrn_id=1937254)
Behavioral & Experimental Finance eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1504395)

Follow ®

Derivatives eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1504400)

Follow ®

View more >

Feedback ¢

Submit a Paper > (https://hq.ssrn.com/submission.cfm)

SSRN Quick Links v
SSRN Rankings v
About SSRN v

f (https://www.facebook.com/SSRNcommunity/)
in (https://www.linkedin.com/company/493409?
trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityld%3Acompany_493409%2Cidx%:
W (https://twitter.com/SSRN)

(http://www.elsevier.com/)

Copyright (https://www.ssrn.com/index.cfm/en/dmca-notice-policy/) Terms and Conditions (https://www.ssrn.com/index.cfm/en/terms-of-use/)

Privacy Policy (https://www.elsevier.com/legal/privacy-policy)

All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, Al training, and

similar technologies. For all open access content, the Creative Commons licensing terms apply.

We use cookies to help provide and enhance our service and tailor content.

To learn more, visit Cookie Settings.

(http://www.relx.com/)

(https://papers.ssrn.com/sol3/updatelnformationLog.cfm?process=true)

We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
improve, and personalize our content and your digital experience. For more information, see our Cookie

Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies



https://www.facebook.com/SSRNcommunity/
https://www.linkedin.com/company/493409?trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3A0
https://twitter.com/SSRN
http://www.elsevier.com/
http://www.relx.com/
https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true
https://plu.mx/ssrn/a/?ssrn_id=1937254
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1504395
javascript:void(0);
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1504400
javascript:void(0);
https://hq.ssrn.com/submission.cfm
https://www.ssrn.com/index.cfm/en/dmca-notice-policy/
https://www.ssrn.com/index.cfm/en/terms-of-use/
https://www.elsevier.com/legal/privacy-policy
https://www.elsevier.com/legal/cookienotice

