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ABSTRACT

An Analysis of the Effect of Foreign Exchange Risk
Insurance on SMEs Exports

Kim, Jung—Ryol

This research analyzes the effect of foreign exchange risk insurance on
export expansion among Small & Medium Sized Enterprises(SMEs) in South
Korea. Multiple Linear Ordinary Least Squares(OLS) and Vector Error
Correction Model(VECM) is selected as methods for analysis. And as related
variables, SMEs export volume, exchange rate risk insurance purchase for
SMEs, exchange rate volatility, export price index, index of industrial product
is selected.

The OLS results show that, an increase in foreign exchange risk insurance
purchase amount, an increase in industrial production, and an increase in
export price contribute to increase in export of SMEs. Meanwhile in the VECM
results, according to the impulse response function and variance
decomposition of forecast error, foreign exchange risk insurance purchase
amount have a positive impact on export of SMEs. However, an increase in
exchange rate volatility have a negative impact on export of SMEs while an
increase in export price and an increase in industrial production have a positive
impact.

The results implies that the foreign exchange risk insurance mitigates the
exchange rate risk for SMEs and contributes to their export growth.

Key words : Exchange Rate Volatility, Foreign Exchange Risk Insurance,
OLS, VECM
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