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FE7190e A S0 A1)
AN BEAE 2 S, 22EAY F71e) Aol 3070 19 2047 B
QA R A AREE BTEELEEAG A
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Testing the Valuation Effect of
Foreign Exchange Risk Insurance
in Korea

Hong-Sun Song* - Sang Buhm Hahnx

<abstract>

We investigate whether FX hedging materially increases firm value by testing the valuation
effect of Foreign Exchange Risk Insurance in Korea, using our sample of 84 listed firms with
617 observations between 2000 and 2008, Employing Tobin's Q as a proxy of firm value and
foreign exchange risk insurance as a proxy of hedging instrument, we find a positive relation
between firm value and the use of foreign exchange risk insurance. The hedging premium is
statistically significant and is on average 7.4% of sample firm value. We also find our em-—
pirical results consistent with the preceding evidence that firm uses the hedging instrument in

order to alleviate economic frictions and then hedging causes an increase in firm value.
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