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(

10

1980 | 1985 | 1990 | 1992 | 1994 | 1995 | 1996

1997

1998

124 | 37.4 |125.5| 134.2 | 145.8| 173.3| 180.5
39.5 |104.9|239.1| 194.8 | 234.3 | 258.8 | 278.7
11 | 46 | 87 | 97 | 171 | 186 | 224
ACU 10.0 | 27.0 | 344 | 26.7 | 36.4 | 39.7 | 40.2
285 | 73.3 {195.9|158.3|180.9|200.5| 216.1
24 | 129 | 25.7 | 265 | 36.2 | 46.2 | 47.6

9.2 | 28.0 | 669 | 636 | 658 | 80.6 | 954
40.9 | 120.0 | 309.4 | 279.8 | 333.5| 376.1 | 389.5
13 | 42 | 120 | 182 | 227 | 25.1 | 253
ACU 10.0 | 27.0 | 344 | 26.7 | 36.4 | 39.7 | 40.2
29.6 | 88.9 |263.0|234.9 |274.5|311.3|324.0
43 | 7.3 | 141 | 119 | 170 | 215 | 220

173.3
330.7
29.8
48.9
252.0
53.2

113.7
414.5
32.3
48.9
333.3
29.0

131.7
330.2
25.9
40.7
263.5
41.7

113.1
265.5
20.7
40.7
304.1
25.0

/ 54.4 1155.41390.4 | 355.4 | 416.3 | 478.2 | 506.9

557.2

503.6

. Tan Chwee Huat. 1999.

Chicago Mercantile Exchange)

SIMEX
1998

2003 , SIMEX

,ACU | SIMEX

10%
1998 21

2,786 (lot) 10 8961  (lot)
. 1990 SIMEX 1996

(< Iv-2>

24



IV-2 SIMEX (1990 98)
( lots) (lots)
1990 5.72 5.65 0.08 23,847 23,339 508
1991 6.07 5.98 0.09 24,360 24,015 345
1992 12.18 11.82 0.36 49,309 47,309 1,756
1993 15.73 14.77 0.96 63,090 59,256 3,834
1994 24.06 22.38 1.68 94,776 87,905 6,871
1995 24.25 22.14 2.11 95,590 87,114 8,477
1996 22.57 21.75 0.82 87,859 84,597 3,262
1997 24.09 22.95 1.14 94,036 89,516 4,519
1998 27.86 26.34 1.52 108,961 | 102,936 6,025

. Tan Chwee Huat. 1999.

95% . \ ,
: 3
: 3 :
SIMEX 1998 7
(corporate cleaning member) 35 (corporate non-
cleaning member) 22 (commercial
associate members) 11 68

1999
12 1 SIMEX (SES, Stock Exchange of

Singapore) (SGX, Singapore Exchange)
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V-1
> (SIMEX) >
( ) (FOREX) - (
L (ADBM)
(SES)
: Ngiam Kee Jin. 1996.
: (derivatives)
4)
(BIS) 41) ,
42) 1998 4 1,390
1995 4 (1,054 ) 31.9%
1995 4
6.7% 1998 4 7.05% (< -1> ).

41) BIS. 1999. 5.
42)

(Electronic Dealing System)
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53.7%
43.1%
40% :
10%
(derivatives) :
(forex derivatives) :
(interest rate derivatives)
(< IV-3> ). oTC (OTC options)
(Currency swap) ,1998 4
59 ( ) 1995 4 228%
. OTC 78%
1998 4 53 , 1995
4 162 67.3%
V-3 (net )
( )
(A/B)
1995 4 (A)|1998 4 (B)
OTC 1.2 4.6 283.3
0.6 1.3 116.7
111 4.2 -62.2
5.0 1.1 -78.0
OTC 0.1 0.01 -90.0
18.0 11.2 -37.8

: Tan Chwee Huat. 19909.



rate swaps)

MAS

43) . 1997.
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(interest
79.2% 42
(FRAs) 11 20.8%

MAS
(CPF)
MAS
( )
43)
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1971

V-3

1982

1975

2.3259

MAS

1(1970 82)

1971

. 1975

3.1486

5 35
5
?
[
3 3
5
25
.
LS [~ mmm o o
VMo T om Tiomz [ oms [ 1o | 78 [ 1ome [ o | oo | 199 | toen | 1961 | 1982
—4=55UsE | 308 | 3148a] 306172091 28307 20144 28520 |2 8406 2nlea | 28441 26701 23836 [ 23259

» IMF. 1995. International Financial Statistics Yearbook.
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1973

. 1975
1970

. 1980

. MAS

I\-4 11(1981 99.9)
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: Bloomberg.
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V-5 (19977.1 99.10.6)

.

P R

: Bloomberg.
1997 6 (< V-4>, <
IV-5> ). 1997 6 1.429
(<
IV-5> ). ( ) 1997
6 1998 1 18% 1.75
(1997 1998

, 1998 , 1999 ).
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44 1997 6 1.43
1998 1 1.75
1998 2/4
(trade-weighted) (NEER) ,
(REER)
45) ( ,
: )
, 1999 10
1.69 (< I\V-5> ).
/ ( - )/
44) MAS

45) Chia Siow Yue(1999). 59p.
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I\-6 (1981 99.10.11)
¢ %)

( - )/ x 100
: Bloomberg.
x 100 ,
1980 MAS
0.2 0.5% (< IV-6>
).
,1985 9 . 1997 7
2 3% 3 4%
1998
1 IMF ,1998 5 6 (
), 1998 9

(< I\V-7> ).
1999
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V-7
(19977.1 99.10.11)
(%)

:

S333333533:8:33533232532323833%3
: ( - ) x 100
: Bloomberg.
1997 (MNCs)

(A Survey of Current Foreign Exchange Risk

Management Practices and Policies in Singapore) :

DuPont Singapore Pte Ltd, Samsung Asia, Dragoco

Asia Pacific Pte Ltd, SGS-Thomson, General Motors, Motorola,

General Electric, Dow Services Singapore, Nokia Treasury Asia,

Hitachi Asia Pte Ltd, Ciba Specialty Chemicals, NZMP Treasury
(Singapore) Pte Ltd, Digital Equipment Asia Pacific, IBM Singapore

14 Metro Holdings, SIA, Datacraft
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Asia, IPCO International, Sunright, Pan-United, WBS, American
Industries International, Hiap Moh Corporation, Singapore

Technologies, NatSteel, F&N Group 1 13
(regional treasury centre) 14
(MNCs) 13 (local
companies)
3,000

(RHQ, Regional Headquarter)

(forward) ,
(currency option)



SIMEX

(conservative)

1990
75% 4

Economic Development Board)

(4.0

(RHQ)
14
5( )
(4.5),
4.2),
3.7),
(3.5), (2.9), (2.9)
I\V-8> ).

(92%), (86%),

109
(EDB,
1( )
(4.4),
(4.0),
(3.7,
(<
(79%),
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V-8

A ' ‘5’
. Graig Fantuzzi(1997).

(64%)
-l ) 5( )
: (4.1), (3.6).
(currency derivatives) (3.5), (3.5)

(< IV-9> ).
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. Graig Fantuzzi(1997).
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IV-10

%
L1
100
90
80
70
£
30
40
30

20

. Graig Fantuzzi(1997).

62% (transaction exposure)’
(accounting exposure)’

(operating exposure)’

) 71%
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1V-11

Value at Risk

Stress Testing
Option Sensitivity Analysis

Price Value of a Basis Point

50
. Graig Fantuzzi(1997).
IV-12
5
3 1 ’ ‘ ’ 3 5 1 ‘ il
: Graig Fantuzzi(1997).
* Value at Risk’

36%
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, 57%
1(
) 5( ) :
(4.3), (4.3), (4.2)
19% X
65% ° ’
19%
, 78% , 4%
(forward contracts), Invoice Currency Specification,
(matching of currencies), (netting) (netting and
use of local debt) (< IV-4> ).

, (option), (swap), (future),
(money market hedge), (back-to-back loans)
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V-4
(%) (%) (%)

96 92 100

Invoice Currency Specification 65 85 40
(Matching) 61 62 60
(Netting) 57 92 10
Local Debt 48 62 30
39 46 30

(Back-to-Back Loans) 35 38 30

/ 30 46 10

30 46 10

Flexibility in Souring 30 46 10
26 31 20

26 3 20

/ 26 38 10
(simple) 22 38 0
Reinvoicing centre 22 31 10
22 31 10

(complex) 17 23 10
Tax schemes 17 23 10
17 15 20

17 23 10

13 15 10

15 10 13

9 8 10

4 8 0

4 0 10

: Graig Fantuzzi(1997).

Invoice Currency Specification

85%

(netting)
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56%
(matching) (< V5> ).
1( ) 5( )
, 4.4 . oTC
(simple) 4.3 : (4.2),
4.2), 4.2), 4.2, (4.2)
: : , OTC  (simple),
Reinvoicing Centre, (complex)
4.3 1
4.1
(< V5> ).
96%
35% , 26%

(< \V-13> )
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V-5

(%) (%) (%)
4.2 4.3 4.2
Invoice Currency Specification 3.7 3.8 3.4
(Matching) 4.4 4.1 4.6
(Netting) 4.3 43 43
Local Debt 4.2 4.0 4.5
38 4.0 35
(Back-to-Back Loans) 4.1 3.8 4.4
/ 3.9 4.0 3.0
2.9 34 15
Flexibility in Souring 3.7 3.6 4.0
4.2 43 4.2
41 3.8 4.4
/ 3.4 3.2 4.0
OTC  (simple) 4.3 4.3 4.5
Reinvoicing centre 35 4.3 2.0
3.2 33 3.0
(complex) 3.4 4.3 2.0
Tax schemes 3.9 3.8 4.0
25 3.0 2.3
34 3.0 4.0
4.0 4.0 4.0
34 3.0 3.7
3.3 4.0 3.0
35 4.0 3.0
3.0 n.a 3.0

R ' ‘5
: Graig Fantuzzi(1997).
(< I\V-14> ).

63%
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IV-13

Complex

OoTC

. Graig Fantuzzi(1997).

1\V-14

4.5

A5

L5

0.5

‘5

L

: Graig Fantuzzi(1997).
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1 (8%)

32%

, 38%

* Value at Risk’
Stress Testing’

38%

1\V-17

Stress Testing
Value at Risk
Option Sensitivity Analysis

Price Value of a Basis Point

: Graig Fantuzzi(1997).
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(forward contracts), (matching of
currencies), Invoice Currency Specification, (netting
and use of local debt), : (< V-
4> ).

(option), (swap), (money market
hedge) : (future)
30%
(< V5> ). 1( ) 5( )
: 4.6 :

OTC  (simple) 45 .
(4.4), (4.4), (4.3), (4.2), 4.2)
: : (1.5), Reinvoicing
Centre(2.0), (complex)  (2.0), (2.3)
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77%
: (tax
incentive) . Financial and Treasury Center
26%
10%
( : ,
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. MAS

MAS

(85%)

MAS

. MAS

38%

(89%)

56%

(self-regulation) ,

(segregation of duties)
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MAS
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10%
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. 1984
1 5 )
1995 5,037 1997 6 3,755
,1998 4 6,949
4
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1998
(NDF)
1998 3.2
NDF ,

(75.6%)
11.4%, 0.6%, 5.8%
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Executive Summary

Foreign Exchange Risk Management: Practices and
Policies in Japan, Taiwan and Singapore

Yunjong Wang- Jaewan Cheong- Jongkeun Kim- Hongbae Lee

This study discovered that Japanese, Singaporean, and Taiwanese firms,
which compete with their Korean counterparts in the global market, have
developed their unique systems of foreign exchange (FX) risk
management. The uniqueness and differences are attributed to their own
business environment characteristics and the different developmental
stages of their FX markets. As their domestic economies are deeply
integrated into the global financial markets, however, companies in all
three countries are becoming more exposed to FX risks. Recognizing the
costs incurred by ever increasing FX exposures and risks, they all
endeavored to develop FX risk management systems.

FX risk management techniques can be classified into internal and
external ones. Internal management refers to techniques that involves only
in-house resources to avoid FX risks while the latter resort to external
resources and market instruments such as financial derivatives to hedge the
risks that cannot be avoided through internal management.

It is commonly observed in both Korean companies and foreign
counterparts that larger firms with bigger exposures to FX risks tend to
more keenly recognize the importance of FX risks. Also, those firms having
overseas networks are more inclined to use internal techniques, such as
netting through foreign subsidiaries.

The countries with longer histories of flexible exchange rate regimes,
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such as Japan and Singapore, have shown more systematic management of
FX risks. Japanese firms focused more actively on coping with changing
business environments caused by the New Foreign Exchange Transaction
Act of 1998, rather than passively reacting to a strong Yen as in the past.
Multinational companies in Singapore have practiced the most advanced
system of FX risk management by using overseas networks. Taiwan, on the
other hand, has displayed a rather passive stance towards FX risk
management. Even though Taiwan adopted a floating exchange rate
regime in 1978, and the size of its daily FX trading volume is almost same
as that of Korea, most small and medium-sized companies in Taiwan have
not practiced FX risk management.

While Japan, Singapore, and Taiwan have shown different degrees of
development in the FX market, Japan - the third largest foreign exchange
market in the world possesses various FX risk-hedging products. The
most extensively used market instrument is the outright forward contract.
Outright forward contracts have been more widely used since the abolition
of the Real Demand Principle in 1984. Larger Japanese firms have
developed the Asset and Liability Management (ALM) system to cover
overall FX exposures more flexibly on a continuous basis. The foreign
currency-denominated bonds have been also used as hedging devices.
Impact loans have been widely used before the New Foreign Exchange
Transaction Act. Impact laons are now utilized primarily for ALM purposes.

Singapore, as a small open economy, originally maintained a very
passive stance towards the internationalization of the Singapore dollar.
However, Singapore has devoted itself to making Singapore an
international financial center by initiating capital account and foreign
exchange liberalization along with the augmentation of its financial
infrastructure. Multinational enterprises located in Singapore are also using
outright forward contracts extensively. Since these firms hold high
international credibility, they do not have any difficulty in securing credit
lines from financial intermediaries in Singapore. In addition, the active
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transaction of Asian currencies in the Asian Dollar Market (AMD) has been
supporting Singapore as an efficient international financial center for FX
risk management.

With regards to Taiwanese firms, which are mostly small and medium-
sized enterprises, FX risk management cannot, by nature, be a top priority.
Especially when the government has frequently intervened in the foreign
exchange market for the purpose of its currency stability. Thus, most
companies have not recognized the need for FX risks management.

External asset and liability management is becoming increasingly
important for large Korean companies with foreign subsidiaries. The
efficient and comprehensive ALM system will be an important building
bloc for FX risk management and requires a specialized system and
competent human resources. The experiences of Japan and Singapore can
be viewed as benchmarks for Korean companies. Regarding small and
medium-sized firms in Korea, the Taiwanese case of using main banks or
general trading companies can be considered as alternative options. In
addition, it would be a desirable scheme to create a consortium for FX risk
management among small and medium-sized companies.

Obviously, as the depth and breadth of the foreign exchange market in
Korea is increasing, various financial products for FX risk hedging will be
introduced. However, overall financial markets should be normalized and
strengthened along with the development of institutional infrastructures.
Although recovery of the economy from the financial crisis is underway,
there still are many firms that cannot receive enough credit line for forward
contracts. The reasons are twofold. First, the financial intermediaries are
hesitating to make contracts because of the default risk of the firms.
Second, financial intermediaries cannot square their position by contracting
with foreign banks or entering Non-deliverable forward (NDF) markets
because of low credit ratings. Only when the credit ratings of those
domestic financial institutions have been enhanced through rigorous
restructuring, will credit lines become more accessible.
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