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Review of the KiKos and Korean Won Casestudy
Question 1: What were the expectations and fears of the South Korean exporting firm that purchased the KiKos?
The Korean exporters held significant expectations in purchasing the Knock-In, Knock-Out (KiKos) product. First, the KiKos provides adequate hedging against the foreign exchange risks prevalent in the international commerce (Khil & Suh, 2010). The Korean exporters expected the KiKos to hedge against the losses of revenue due to steady appreciation of the local currency, Korean Won. The continued depreciation of the United States dollar depleted the revenue margin of the exporters during the currency reconciliation. Introduction of the KiKos Hedging Fund seeks to provide a reprieve against foreign currency risks. 
Secondly, the exporters purchasing the KiKos product expected to generate additional revenues by selling the ‘protective put’. The ‘protective puts’ were the call option that earned multiple returns on the initial acquisition costs that include twice or triple (Khil & Suh, 2010). Therefore, the ‘protective put’ provided a speculative gain for the exporters to yield higher returns on selling out to the bank when the Korean Won appreciated beyond the stipulated bound of 980 Korean Won = 1US Dollar. 
The third expectation from the exporters' point of view regard to the assurance of ‘better-than-market-rate’ on the exchange of the U.S. dollar for Korean Won currency. The KiKos structure provided the exporters a steady exchange rate of 980 Korean Won = 1U.S. Dollar for a period of one year. Therefore, the surety of a steady foreign currency exchange rate was an important impetus to attract the exporters into the available hedge fund. 
However, the pertinent fears from the exporters concern about the ‘locked-in rate’ that represented fundamental risks. The KiKos guaranteed adequate returns under the condition that the exchange rate stays within the upper and lower bounds, which resulted in uncertainty (Khil & Suh, 2010). The exporters engaged in a trade-off scenario because the movement below the Knock-out rate of 980 Korean Wow = 1 U.S. Dollar technically terminated the traders’ protection and the movement beyond the upper-limit bound implied an opportunity to generate additional revenue. The speculative nature of the KiKos was a pertinent fear for the risk-aversive Korean exporters. 
Question 2: What is the responsibility of a bank that is offering and promoting these derivative products to its customers? Does it have some duty to protect their interests? Who do you think was at fault in this case?
The Korean banks served the role of a hedging fund to protect their clients against foreign exchange risks. The bank had a duty to design hedge funds that provide the exporters with reprieve against steady appreciation of the Korean Won, which had adverse effects on the revenue margins (Moffett, 2015). The Knock-In, Knock Out Option Agreement reflects the initiative by Korean bank to mitigate the consumers’ interest by predicting the currency rate to remain at Korean Won 980 = 1 U.S. Dollar. 
Another responsibility associated with the bank related to the design of an easy-to-understand KiKos structure to facilitate buyers (exporters) comprehends the terms and conditions inherent in the contract. The contract law that includes a caveat emptor stipulates the terms offered by the sellers should be stated expressly and impliedly to the client before a contractual agreement is signed (Borzykowski, 2014). The Korean bank had an obligation to design the KiKos in a language that is easily understandable by the buyer. 
The third responsibility concern to disclosure of inherent risks to facilitate the clients make informed decisions. Regular training and seminars should facilitate the seller to explain the knock-in risks present in an international commerce to the exporters to enhance the sustainability of the KiKo Agreement product. Informing the clients about the measures to mitigate against foreign currency fluctuation merits because it minimizes the possibility of mass withdrawal among the clients and in return enhance the sustainability of the program (Borzykowski, 2014). 
Importantly to note, the Korean bank also had fundamental duty to safeguard its interest in the design of the KiKos Option Agreement. The seller had a goal to maximize profit by establishing the upper and lower bound limits in the KiKos structure (Khil & Suh, 2010). Notably, the banks strived to convince the exporters that the exchange rate can stabilize within the range of 930-1000 Korean Won = 1 U.S. Dollar, which aimed to attract more exporters to subscribe to the ‘protective put’ (Moffett, 2015). Therefore, failure to closeout on the knock-out rate when the current rate moved below the lower limits provided a speculative gain for the bank because of the termination of the contract. 
The exporters were at fault in the lawsuit cases filed against the banks because the former failed to adhere to the caveat emptor stipulation. The buyers’ failure to close out on the knock-out rate when the value of Korean Won appreciated below the lower limit of 930 = 1U.S. Dollar implied abdication of their basic responsibility (Moffett, 2015). The KiKo Agreement stipulated responsibility to the buyers and seller to spot the drastic movement of the currency rate. Besides, the KiKos favored the exporters to capitalize on the knock-in position because the unlimited cost that enhances speculative gain.
Question 3: What lessons would you draw from this case, and how would you communicate that to your clients?
	The profound lessons from the case include;
1. The Hedge Fund model is an effective investment option that provides speculative gain and minimizes the risks in an international commerce (Borzykowski, 2014).
2. International commerce entails fundamental risks that include currency risk and significantly linked across the globe
3. The caveat emptor is a fundamental clause that accord the buyers and seller responsibilities necessary to hedge against potential conflicts
Regular training and seminars are effective tools to relay such lessons to the clients. 










[bookmark: _GoBack]
Reference
Borzykowski, B. (April 2, 2014). “Four ways to protect yourself from foreign-currency risk: Quarterly Investment Guide,” The CNBC. Retrieved from www.cnbc.com/2014/04/02/4-ways-to-protect-yourself-from-foreign-currency-risk.html [Accessed September 09, 2018]
Khil, J. & Suh, S. (2010). “Risk management lessons from ‘Knock‐in Knock‐out’ Option Disaster,” Asia-Pacific Journal of Financial Studies, Vol.39, issue 1, pp. 28-52
Moffett, M. (2015). KiKos and South Korean Won, Thunderbird School of Global Management, Arizona State University




