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ABSTRACT

This study constructs an analysis on the effect of foreign exchange rate change on
firm value of 90 Malaysian companies in Plantation sector, Consumer Product sector and
Industrial Product sector that were listed on Bursa Malaysia for the period of January 2008 to
December 2012. This study also extends the analysis by investigating the possible
determinants of foreign exchange exposure. The result of this study reveals that companies in
Plantation sector seems to be more exposed to foreign exchange rate risks compared to
Consumer Product sector and Industrial Product sector. Besides that, size, liquidity, debt,
asset turnover, profit margin, currency diversification and foreign subsidiary diversification
were found to be insignificant in explaining the possible factors that can influence foreign
exchange exposure. Overall, the results suggests that the extent of foreign exchange
exposure was rather low with the degree of the exposure was more prominent in Plantation
sector than in Consumer Product sector and Industrial Product sector. US dollar and
Singapore dollar seemed to pose greater exposure on Malaysian firms though which years

showed more prominent exposure was different for all the three sectors.

Keyword: Foreign exchange exposure, Malaysian firms, selected sectors



ABSTRAK

Kajian ini membina satu analisam terhadap kesan perubahan kadar tukaran asing ke atas nilai
90 firma Malaysia dalam sektor Perladangan, sektor Produk Pengguna dan sektor Produk
Industri yang tersenarai di Bursa Malaysia bagi tempoh Januari 2008 hingga Disember 2012.
Kajian ini juga melebarkan analisa dengan menyiasat faktor-faktor yang berkemungkinan
mempengaruhi pendedahan pertukaran asing. Hasil kajian ini menunjukan bahawa firma-
firma daripada sektor Perladangan lebih terdedah kepada risiko kadar tukaran asing
berbanding dengan sektor Produk Pengguna dan sektor Produk Perindustrian. Disamping itu,
saiz, kecairan tunai, hutang, perolehan aset, margin keuntungan, kepelbagaian matawang dan
kepelbagain subsidiary asing didapati tidak signifikan dalam menjelaskan faktor-faktor yang
berkemungkinan boleh mempengaruhi pendedahan tukaran asing. Secara keseluruhan, hasil
kajian ini menyarakan bahawa takat pendedahan tukaran asing adalah agak rendah dengan
kadar pendedahan lebih ketara dalam sektor Perladangan berbanding dengan sektor Produk
Pengguna dan sektor Produk Industri. Dollar Amerika dan dollar Singapura menunjukan
pendedahan yang lebih besar keatas firma-firma Malaysia, walaupun begitu tahun-tahun yang

menunjukan pendedahan yang lebih ketara adalah berbeza bagi ketiga-tiga sektor tersebut.

Kata kunci: Pendedahan tukaran asing, firma-firma Malaysia, sektor-sektor terpilih
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CHAPTER 1: INTRODUCTION

1.0  Background of Study

As the business world now continues to expand at an unprecedented rate it not only brings
advantages to one country’s economy but disadvantages come into the picture as well. Ease
in handling business trading and transactions have been one of the key elements that drive
world economy. However, involvements in the international business have exposed firms’
around the world with great exposure from fluctuations in foreign exchange rates. Firms are
exposed to foreign exchange rate exposure whether it is in a small scale or large scale
depending on the nature of business and trading carried out by each firm (Kiymaz, 2003).
This has lead to growing interest in researchers to conduct empirical studies to investigate to
what extent foreign exchange exposure affects firms, both domestic and multinational firms
(Bartram & Bodnar, 2012, Aggarwal & Harper, 2010, Bartram, 2008, Kiymaz, 2003, Zhao,
2010, Chow & Chen, 1998, Fraser & Pantzalis, 2004). This is because, theoretically,
fluctuations in foreign exchange rate can affect a firm’s cash flow and would eventually
contribute to the possibility of affecting the firm’s value which is a major concern on

investors’ part (Fraser & Pantzalis, 2003).

Some previous studies convincingly argued about the possibility of not only
multinational firms, but also domestic firms facing exposure from changes in the exchange
rates due to nature of the business like purchasing inputs from foreign suppliers as well as the
trading activities (ElI-Masry, 2006, Aggarwal & Harper, 2010). Unlike multinational firms
that have operations in foreign countries and able to have access to hedging instruments due
to operating in a much larger scale of business, domestic firms less likely to be able to have

1



The contents of
the thesis is for
internal user
only



REFERENCES

Adler, M. and Dumas, B. (1984). Exposure to Currency Risk: Definition and
Measurement. Financial Management 13, 41-50.

Aggarwal, R., & Harper, J. T. (2010). Foreign Exchange Exposure of Domestic Corporations.
Journal of International Money and Finance 29, 1619-1636.

Aggarwal, R. Chen, X. & Austin, J. Y. (2011). Currency Risk Exposure of Chinese
Corporations. Research in International Business and Finance, 25, 266-276.

Allison, P. (2013). What’s the Best R-Squared for Logistic Regression. Retrieved Online

http://www.statisticalhorizons.com/r2logistic, Statistical Horizons.

Allayannis, G. (1996). Exchange Rate Exposure Revisited. Working Paper, The University of
Virginia.

Allayannis, G. and Ofek, E. (2001). Exchange Rate Exposure, Hedging, and the Use of
Foreign Currency Derivatives. Journal of International Money and Finance 20,
273-296.

Allayannis, G. and lhrig, J. (2001). Exposure and Mark-ups. Review of Financial Studies
14, 805-835.

Alssayah, A. and Krishnamurti, C. (2013). Theoretical Framework of Foreign Exchange
Exposure, Competition and the Market Value of Domestic Corporations.
International Journal of Economics and Finance, vol. 5 (2), 1-14.

Amihud, Y. (1994). Exchange Rates and the Valuation of Equity Shares. In: Amihud, Y.,
Levich, R. M. (Eds.), Exchange Rates and Corporate Performance. Irwin, New

York, NY, 49-59.

56


http://www.statisticalhorizons.com/r2logistic

Bartov, E., & Bodnar, G. (1994). Firm Valuation, Earnings Expectations, and the Exchange
Rate Exposure Effect. Journal of Finance 49, 1755-1785.

Bartram, S. M. (2004). Linear and Nonlinear Foreign Exchange Rate Exposures of
German Nonfinancial Corporations. Journal of International Money and Finance
23 (4), 673-699.

Bartram, S. M., Dufey, G., & Frenkel, M. R. (2005). A Primer on the Exposure of Non-
financial Corporations to Foreign Exchange Rate Risk. Journal of Multinational
Financial Management 15, 394-413.

Bartram, S. M. and Karolyi, G. A. (2006). The Impact of the Introduction of the Euro on
Foreign Exchange Rate Risk Exposures. Journal of Empirical Finance 13 (4-5),
519-549.

Bartram, S. M. (2007). What Lies Beneath: Foreign Exchange Rate Exposure, Hedging and
Cash Flows. Journal of Banking & Finance 32, 1508-1521.

Bartram, S. M. (2008). Corporate Cash Flow and Stock Price Exposures to Foreign Exchange
Rate Risk. Journal of Corporate Finance, Elsevier, vol. 13 (5), 981-994.

Bartram, S. M. & Bodnar, G. M. (2012). Crossing the Lines: The Conditional Relation
between Exchange Rate Exposure and Stock Returns in Emerging and Developed
Markets. Journal of International Money and Finance, vol. 31 (4), 766-792.

Bodnar, G. M., & Gentry, W. M. (1993). Exchange Rate Exposure and Industry
Characteristics: Evidence from Canada, Japan, and the USA. Journal of International
Money and Finance , vol. 12 (1), 29-45.

Bodnar, G. M., & Wong, M. F. (1999). Estimating Exchange Rate Exposures: Some

"Weighty" Issues. Working Paper, University of Pennsylvania.

57



Bodnar, G. M., & Martson, R. C. (2000). A Simple Model of Foreign Exchange Exposure.
Working Paper.
Brown, A. (2013). U.S. Economy Stumbled To End 2012: Q4 GDP Down 0.1%.

Retrieved online http://www.forbes.com/sites/abrambrown/2013/01/30/u-s-

economy-stumbled-at-the-end-o0f-2012-q4-gdp-down-0-1/. Forbes.

Campbell, J. L. (1996). Neoliberalism in crisis: Regulatry Roots of the U.S. Financial
Meltdown, in Michael Lounsbury, Paul M. Hirsch (ed.) Markets on Trial: The
Economic Sociology of the U.S. Financial Crisis: Part B, Research in the Sociology of
Organizations, VVol.30, Emerald Group Publishing Limited, 65-101.

Choi, J., & Prasad, A. (1995). Exchange Risk Sensitivity and its Determinants: A Firm and
Industry Analysis of US Multinationals. Financial Management 24 , 77-88.

Chow, E. H. and Chen, H. L. (1998). The Determinants of Foreign Exchange Rate
Exposure: Evidence on Japanese Firms. Pacific-Basin Finance Journal, 6, 153-
174.

Chue, T. K., & Cook, D. (2008). Emerging Market Exchange Rate Exposure. Journal of
Banking & Finance 32, 1349-1362.

Cleves, M. (1999). Receiver Operating Characteristic (ROC) Analysis. Stata Technical
Bulletin 52, 19-31.

Cox, D.R. and E.J. Snell (1989) Analysis of Binary Data. Second Edition. Chapman & Hall.

Dorfman, D. D. and Alf, E. (1969). Maximum Likelihood Estimation of Parameters of Signal
Detection Theory and Determination of Confidence Intervals-rating Method Data.
Journal of Mathematical Psychology 6, 487-496.

Doukas, J., Hall, P., & Lang, L. (2001). Exchange Rate Exposure at The Firm and Industry
Level. Financial Markets, Institutions and Instruments 12 , 291-346.

58


http://www.forbes.com/sites/abrambrown/2013/01/30/u-s-economy-stumbled-at-the-end-of-2012-q4-gdp-down-0-1/
http://www.forbes.com/sites/abrambrown/2013/01/30/u-s-economy-stumbled-at-the-end-of-2012-q4-gdp-down-0-1/

El-Masry, A. A. (2006). The Exchange Rate Exposure of UK Non-financial Companies:
Industry Level Analysis. Managerial Finance, Vol. 32 (2),115-136.

Fraser, S. & Pantzalis, C. (2004). “Foreign Exchange Rate Exposure of US Multinational
Corporations: A Firm-Specific Approach. Journal of Multinational Financial
Management 14, 261-281.

Griffin, J. M. and Stulz, R. M. (2001). International Competition and Exchange Rate
Shocks: A Cross-country Industry Analysis of Stock Returns. Review of Financial
Studies 14, 215-241.

Hall, A. (2012). The US Economy Déja vu All Over Again. Retrieved on-line
http://www.upi.com/Business_News/2012/12/25/The-Year-in-Review-2012-The-
US-Economy-deja-vu-all-over-again/UPI1-57181356433260/. United Press
International.

He, J., & Ng, L. (1998). The Foreign Exchange Exposure of Japanese Multinational
Corporations. Journal of Finance 53, 733-753.

Hsin, C. W., Hou, S. R. S. & Chang, F. Y. (2007). Stock Return Exposure to Exchange
Rate Risk: A Perspective From Delayed Reactions and Hedging Effects. Journal
of Multinational Financial Management, 17, 384-400.

Jorion, P. (1990). The Exchange-Rate Exposure of U.S. Multinationals. The Journal of
Business , Vol. 63 (3), 331-345.

Jorion, P. (1991). The Pricing of Exchange Rate Risk in the Stock Market. The Journal of
Financial and Quantitative Analysis , Vol. 26 (3 ), 363-376.

Kessler, G. (2011). Explaining The Debt Ceiling Debate. Retrieved online

http://www.washingtonpost.com/blogs/fact-checker/post/explaining-the-debt-ceiling-

debate/2011/06/28/AGVVM80pH_blog.html. Washington Post.

59


http://www.upi.com/Business_News/2012/12/25/The-Year-in-Review-2012-The-US-Economy-deja-vu-all-over-again/UPI-57181356433260/
http://www.upi.com/Business_News/2012/12/25/The-Year-in-Review-2012-The-US-Economy-deja-vu-all-over-again/UPI-57181356433260/
http://www.washingtonpost.com/blogs/fact-checker/post/explaining-the-debt-ceiling-debate/2011/06/28/AGVM80pH_blog.html
http://www.washingtonpost.com/blogs/fact-checker/post/explaining-the-debt-ceiling-debate/2011/06/28/AGVM80pH_blog.html

Kiymaz, H. (2003). Estimation of Foreign Exchange Exposure: An Emerging Market
Application. Journal of Multinational Financial Management, 13, 71-84.

McFadden, D. (1974). “Conditional logit analysis of qualitative choice behavior.” Pp.
105-142 in P. Zarembka (ed.), Frontiers in Econometrics. Academic Press.

Menard, S. (2000). “Coefficients of determination for multiple logistic regression
analysis.”The American Statistician 54, 17-24.

Mittlbock, M. and M. Schemper (1996). “Explained variation in logistic
regression.”Statistics in Medicine 15, 1987-1997.

Nance, D. R., Clifford W. Smith, J., & Smithson, C. W. (1993). On the Determinants of
Corporate Hedging. The Journal of Finance , Volume 48 (1), 267-284.

Nguyen, H., & Faff, R. (2003). Can the Use of Foreign Currency Derivatives Explain
Variations in Foreign Exchange Exposure? Evidence from Australian Companies.
Journal of Multinational Financial Management 13, 193-215.

Nguyen, H., Faff, R., & Marshall, A. (2007). Exchange Rate Exposure, Foreign Currency
Derivatives and the Introduction of the Euro: French Evidence. International
Review of Economic and Finance 16, 563-577.

Prasad, A. M. and Rajan, M. (1995). The Role of Exchange Rate and Interest Risk in
Equity Evaluation: A Comparative Study of International Stock Markets. Journal
of Economics and Business 47 (5), 457-472.

Pritamani, M. D., Shome, D. K., & Singal, V. (2004). Foreign Exchange Exposure of
Exporting and Importing Firms. Journal of Banking and Finance 28, 1697-1710.

Shapiro, A. C. (1975). Exchange Rate Changes, Inflation and the Value of the
Multinational Corporation. Journal of Finance 30 (2), 485-502

Shapiro, A. C. (1999). Multinational Financial Management. New York: Willey.

60



Virk, N. S. (2011). Stock Returns and Macro Risks: Evidence from Finland. Research in
International Business and Finance, 26, 47-66

Williamson, R. (2001). Exchange Rate Exposure and Competition: Evidence From the
Automotive Industry. Journal of Financial Economics 59, 441-475.

Zhao, H. (2010). Dynamic Relationship between Exchange Rate and Stock Price: Evidence

from China. Research in International Business and Finance, 24, 103-112.

61





