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The risk of foreign exchange rate exposure Determinants’ and its  

impact on the cost of capital – An accounting perspective An 

applied study on listed companies in the Egyptian Stock Exchange 

 

Abstract: 

The research aims to study and test the risk of foreign exchange rate 

exposure determinants’ and to test the impact of the risks of foreign 

exchange rate fluctuations on companies’ cost of capital from an 

accounting perspective, by applying it to one of the emerging capital 

markets, which is the Egyptian capital market, during the period from 

2017 to 2022. After the Egyptian government took the decision to float 

foreign exchange rates. This is done using a sample of companies listed 

on the Egyptian Stock Exchange. The study found a significant effect 

of both company size and foreign currency transactions, as well as the 

company's use of hedging strategies, on companies' exposure to the 

risks of foreign exchange rate fluctuations. While the study did not find 

a significant effect of the degree of liquidity and the financial leverage 

ratio on the risks of exposure to fluctuations in foreign exchange rates. 

Finally, the results of the study showed a positive and significant effect 

of the risks of foreign exchange rate fluctuations on the cost of capital 

for companies. 

 

 

Keywords:   

Exchange Rate Exposure - Operational or Economic Risk - Egyptian 

Accounting Standard No. (13) - International Financial Reporting 

Standard IFRS (21) - Cost of capital. 
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𝑅𝑖𝑡𝑖𝑡

𝑀𝑅𝑡EGX30𝑡

𝑈𝑋𝑅𝑡𝑡

𝜀𝑖𝑡
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|�̂�2𝑖| =  ∝0+∝1 𝑠𝑖𝑧𝑒𝑖𝑡 +∝2 𝑄𝑢𝑖𝑐𝑘𝑖𝑡 +∝3 𝐿𝐸𝑉𝑖𝑡 +  

 

            ∝4 𝐹𝑡𝑟𝑎𝑛𝑠𝑎𝑐𝑡𝑖𝑜𝑛𝑖𝑡 +∝5 𝐻𝑒𝑑𝑔𝑒𝑖𝑡 + 𝜀𝑖𝑡    …                                 (5) 

|�̂�2𝑖|

Li et al., 2011

𝑠𝑖𝑧𝑒𝑖𝑡𝑖𝑡

𝑄𝑢𝑖𝑐𝑘𝑖𝑡𝑖𝑡

𝐿𝐸𝑉𝑖𝑡𝑖𝑡

𝐹𝑡𝑟𝑎𝑛𝑠𝑎𝑐𝑡𝑖𝑜𝑛𝑖𝑡𝑖𝑡

𝐻𝑒𝑑𝑔𝑒𝑖𝑡𝑖𝑡

 ∝0

∝1 … …  ∝5

𝜀𝑖𝑡
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𝑉
∗ 𝑟𝐷 ∗ (1 − 𝑇𝑐)

𝑊𝐴𝐶𝐶

𝐸/𝑉

𝑟𝐸
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+ 𝐺𝑅𝐷

𝑟𝐸

Dr

( Guidara et al., 2014; Saker et al., 2015)

𝑟𝐷 = 𝐾𝑚(1 −  𝑇𝑐)

𝑟𝐷

𝐾𝑚

tt

𝑇𝑐
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𝑊𝐴𝐶𝐶𝑖𝑡𝑖𝑡
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(Moore et al., 

2013) 
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+∝5 𝐻𝑒𝑑𝑔𝑒𝑖𝑡 + 𝜀𝑖𝑡 

𝑅2

 

Constant 20.2.000

SIZE -0.826.000

Quick-.002 .982

LEV.-1.640.199

Foreign-transaction4.04 0.000 

Hedging -3.79 0.000 

p-value 0.000 

Adjusted R Square 27.1 
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𝑟𝐷 = 𝐾𝑚(1 −  𝑇𝑐)

 

Constant .607.000

FXR Exposure 0.101.000

p-value 0.000 

Adjusted R Square 52.8 

𝑅2



 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1084                    (ONLINE): ISSN 2682-4817 

  
 
 

Rios, 2009; Jaume and Tirado, 

2014; Tabani, 2017; Kuchin et al., 2019 ; Azaberahman et al., 2021; Tai, 

2022) 

Split Samples

Miller and Reuer,1994; Schltens and Zaol 

,2015; 



 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1085                    (ONLINE): ISSN 2682-4817 

  
 
 

Independent Samples Test



 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1086                    (ONLINE): ISSN 2682-4817 

  
 
 



 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1087                    (ONLINE): ISSN 2682-4817 

  
 
 

 

- 

 

- 

 

- 

 

- 

 

- 



 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1088                    (ONLINE): ISSN 2682-4817 

  
 
 

 

- 

 

- 



 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1089                    (ONLINE): ISSN 2682-4817 

  
 
 

 

- 

 

- 

 

- 



 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1090                    (ONLINE): ISSN 2682-4817 

  
 
 

 

- 

- 



 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1091                    (ONLINE): ISSN 2682-4817 

  
 
 

- 

- 



 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1092                    (ONLINE): ISSN 2682-4817 

  
 
 



 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1093                    (ONLINE): ISSN 2682-4817 

  
 
 

- 

- 

- 

- 

- 

- 



 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1094                    (ONLINE): ISSN 2682-4817 

  
 
 

- 

- 

- 



 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1095                    (ONLINE): ISSN 2682-4817 

  
 
 

- 

- 

- 

 

- 

- 

 

http://alamiria.com/Sec/TashTxt?id=1rtkp8Txx0k
http://alamiria.com/Sec/TashTxt?id=1rtkp8Txx0k
https://asa.gov.eg/Page.aspx?id=5_1119


 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1096                    (ONLINE): ISSN 2682-4817 

  
 
 

- Adler, M. and Dumas, B. (1984). Exposure to Currency Risk: 

Definition and Measurement.  Financial Management. 13(2): 

41-50.  

- Ariff, M., and Zarei, A. (2022). Are domestic firms exposed to 

similar currency risk as international trading firms? . 

International Journal of Banking and Finance.17(2): 25-56.  

- Agnihotri, A. and Arora, S. (2021). Asymmetric exchange rate 

exposure and its determinants: Analysis of the emerging market 

firms. Corporate Ownership and Control.18(2): 154-161.  

- Bae, C., Kwon, H. and Park, R. (2018). "Managing exchange 

rate exposure with hedging activities: New approach and 

evidence. International Review of Economics & Finance. 

53(C):133-150. 

- Barth, E., Konchtchki, Y. and Landsman, R., (2005). Cost of 

capital and earnings transparency. Journal of Accounting and 

Economics55(2): 206-224. 

- Bartram, M. (2007). What Lies Beneath: Foreign Exchange Rate 

Exposure, Hedging and Cash Flows . Journal of Banking and 

Finance. 32( 8):1508-1521. 

- Bartram, S. and Bodnar, G. (2007). The exchange rate exposure 

puzzle. Managerial Finance. 33(9): 642-666. 

- Belghitar, Y., Ephraim, C., Vincent, D. and Salma, M. (2021). 

The effect of exchange rate fluctuations on the performance of 

small and medium sized enterprises: Implications for 

Brexit. The Quarterly Review of Economics and 

Finance.80(C): 399-410. 

- Bertomeu, J., Beyer, A. and Dye, A. (2011). Capital structure, cost 

of capital, and voluntary disclosures. The Accounting Review 

86(3): 857-886. 
- Bodnar, G. and Gentry, W. (1993). Exchange rate exposure and 

industry characteristics: evidence from Canada, Japan, and the 

USA.Journal of International Money and Finance.12(1): 29-45. 

 

https://ideas.repec.org/a/eee/reveco/v53y2018icp133-150.html
https://ideas.repec.org/a/eee/reveco/v53y2018icp133-150.html
https://ideas.repec.org/a/eee/reveco/v53y2018icp133-150.html
https://ideas.repec.org/s/eee/reveco.html
https://ideas.repec.org/a/eee/quaeco/v80y2021icp399-410.html
https://ideas.repec.org/a/eee/quaeco/v80y2021icp399-410.html
https://ideas.repec.org/a/eee/quaeco/v80y2021icp399-410.html
https://ideas.repec.org/s/eee/quaeco.html
https://ideas.repec.org/s/eee/quaeco.html
https://econpapers.repec.org/article/eeejimfin/


 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1097                    (ONLINE): ISSN 2682-4817 

  
 
 

- Bodnar, G. and marston, C.(2014). exchange rate exposure: a 

simple model. in Global Risk Management: financial, 

operational and insurance strategies. International Finance 

Review.107-115. 

- Botosan, A. (2006). Disclosure and the cost of capital: what do we 

know?  Accounting and Business Research 36(1): 31-40. 

- Domingueza, K. and Tesar, L. (2006). Exchange rate exposure. 

Journal of International Economics 68:188 – 218. 

- Doval,E. (2018). The Cost of Capital and Financial Risk from 

Investors’ Perspective. Review of General Management. 

27(1):90-103. 

- El-Masry, A. and Omneya, A. (2007). The exchange rate 

exposure of UK non-financial companies. Managerial 

Finance.33 (9): 620-641. 

- Hargrave, M. (2023). Weighted Average Cost of Capital 

(WACC) Explained with Formula and Example. available online 

at: https://www.investopedia.com/terms/w/wacc.asp. 

- Guidara, A., Khlif, H. and Jarboui, A. (2014). Voluntary and timely 

disclosure and the cost of debt: South African evidence. 

Accountancy Research 22(2): 149-164.  

- He, J. and Ng, L. (1998). The foreign exchange exposure of 

Japanese multinational corporations. Journal of Finance.(53): 

733-753. 

- Hishamuddin A., Obiyathulla I., Norhazlina I., Ahmad M., Nurul 

A.(2022).An Assessment of Currency Exposure of Non-

Financial Firms in Asean-4: Insights using the Stock Returns and 

Cash Flow Methodologies. Asian Economic and Financial 

Review 12(12):1002-1026.  

- Jacobs, M.T. and Shivdasani, A. (2012). Do You Know Your 

Cost of Capital? Harvard Business Review. available online at:  

https://hbr.org/2012/07/do-you-know-your-cost-of-capital. 

- Jaume,C., and  Tirado M. (2014). "Risk disclosure and cost of 

equity: The Spanish case. Accounting and Management. 

59(4):105-135. 

https://www.investopedia.com/terms/w/wacc.asp
https://hbr.org/2012/07/do-you-know-your-cost-of-capital


 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1098                    (ONLINE): ISSN 2682-4817 

  
 
 

- Jorion, P. (1990). The Exchange-Rate Exposure of U.S. 

Multinationals. The Journal of Business. 63(3),:331-345. 

- Karadagli, E. (2015) . Economic exposure of emerging market 

firms. Actual Problems of Economics 166(4):67-74. 

- Koroma, S., Jalloh, A. and Squire, A. (2023). An Empirical 

Examination of the Impact of Exchange Rate Fluctuation on 

Economic Growth in Sierra Leone. Journal of Mathematical 

Finance.13: 17-31. 

- Kuchin, I., Elkina, M. and Dranev, Y. (2019). The Impact of 

Currency Risk on the Value of Firms in Emerging Countries. 

Journal of Corporate Finance Research. 13(1): 7-27. 

- Li, J., Yih, L. and Cheng, H. (2011). The impacts of unexpected 

changes in exchange rate on firms’ value: Evidence from a small 

open economy. African Journal of Business Management. 

5(7): 2786-2793. 

- Martin, D., Madura, J. and Akhigbe, A. (1999). Economic 

Exchange Rate Exposure of U.S.-Based MNCs Operating in 

Europe. The Financial Review. 34(2):21-36. 

- Mathieson, G. and Peter, M. (1998). Company Value and 

Economic Currency Risk: An empirical study of UK-listed 

Importers and Exporters. Retrieved from: https://era.ed.ac.uk/. 
- McClure, B. (2021). Investors Need a Good WACC. available 

online at: www.investopedia.com/articles/fundamental/03/061103. 

- Miller, D. and Reuer, J. (1994). Firm Strategy and Economic 

Exposure to Foreign Exchange Rate Movements. Working 

Papers. Retrieved from: http://docs.lib.purdue.edu/ciberwp/93. 

- Min, Y. and Yang, O. (2019). The impact of exchange volatility 

exposure on firms’ foreign-denominated debts. Management 

Decision.57(11): 3035-3060. 

- Molele, M. and Petersen, J. (2020). Emerging market currency 

risk exposure: evidence from South Africa. The Journal of Risk 

Finance. 21(2): 159-179. 

 

https://www.researchgate.net/journal/Actual-Problems-of-Economics-1993-6788?_tp=eyJjb250ZXh0Ijp7ImZpcnN0UGFnZSI6Il9kaXJlY3QiLCJwYWdlIjoicHVibGljYXRpb24iLCJwb3NpdGlvbiI6InBhZ2VIZWFkZXIifX0
https://era.ed.ac.uk/
http://www.investopedia.com/articles/fundamental/03/061103
http://docs.lib.purdue.edu/ciberwp/93


 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1099                    (ONLINE): ISSN 2682-4817 

  
 
 

- Moore, D. S., Notz, W. I, and Flinger, M. A. (2013). The basic 

practice of statistics (6th ed.). New York, NY: W. H. Freeman 

and Company. Available at:  

- https://www.westga.edu/academics/research/vrc/assets/docs/tes

ts_of_significance_notes.pdf 

- Muller, A. and Verschoor, C. (2007). Asian foreign exchange risk 

exposure, Journal of the Japanese and International 

Economies.21(1):16-37. 

- Okika C., Francis, N., and Greg, O. (2018). Effect of Exchange 

Rate Fluctuation on Firm Profitability: Evidence from Selected 

Quoted Conglomerates in Nigeria. International Journal of 

Academic Research in Business and Social Sciences, 8(12): 

1073–1090. 

- OSHO, A., and FAGBAMILA, A. (2022). Exchange Rates 

Fluctuations, Economic Factors and Financial Performance 

Evaluation of Multinational Companies in Nigeria . Business 

Administration and Business Economics.18(5). Retrieved 

fromhttps://dj.univ-

danubius.ro/index.php/AUDOE/article/view/1937. 

- Pakdelan, S., Azarberahman, A. and Azarberahman, J. (2021). 

Does Risk Disclosure Affect Firm's Cost of Capital?. 

International Journal of Management, Accounting and 

Economics.8 (11):816-837. 

- Prasad, K., Suprabha, K. (2015). Measurement of Exchange 

Rate Exposure: Capital Market Approach versus Cash Flow 

Approach.16th Annual Conference on Finance and 

Accounting. Procedia Economics and Finance.25:394-399. 

- Rios, D. (2009).Exchange rate regimes, globalization, and the 

cost of capital in emerging markets. Emerging Markets 

Review.10(4): 311-330. 

- Qing, H., Liu, J. and Zhang, C. (2021). Exchange Rate Exposure 

and Its Determinants in China. China Economic Review, 

Elsevier. 65(C):1-19. 

 

https://ideas.repec.org/a/eee/jjieco/v21y2007i1p16-37.html
https://ideas.repec.org/a/eee/jjieco/v21y2007i1p16-37.html
https://ideas.repec.org/s/eee/jjieco.html
https://ideas.repec.org/s/eee/jjieco.html
https://dj.univ-danubius.ro/index.php/AUDOE/article/view/1937
https://dj.univ-danubius.ro/index.php/AUDOE/article/view/1937
https://ideas.repec.org/a/eee/ememar/v10y2009i4p311-330.html
https://ideas.repec.org/a/eee/ememar/v10y2009i4p311-330.html
https://ideas.repec.org/s/eee/ememar.html
https://ideas.repec.org/s/eee/ememar.html
https://ideas.repec.org/s/eee/chieco.html


 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1100                    (ONLINE): ISSN 2682-4817 

  
 
 

- Rashid, A., Muneeb, A. and Karim, M. (2022).  The exports–

exchange rate volatility nexus in Pakistan: do financial 

constraints and financial development matter? . International 

Journal of Emerging Markets. 17(10): 2676-2701. 

- Saker, S., Aldamen, H., Abouelhemdiat, S. and Abu Hassira, E. 

(2015).  Information risk and cost of debt in emerging markets: 

Evidence from Qatar”, Asian Journal of Business and 

Accounting 8(1): 39-63. 

- Saidi, L., Muthalib, A., Adam, P., Rumbia, W. and Sani, L. (2021). 

Exchange Rate, Exchange Rate Volatility and Stock Prices: An 

Analysis of the Symmetric and Asymmetric Effect Using ARDL 

and NARDL Models. Australasian Accounting, Business and 

Finance Journal 15(4):179-190. 

- Setiawanta, Y., Utomo, D., Ghozali, D., and Jumanto, J. (2020). 

Financial Performance, Exchange Rate, and Firm Value: The 

Indonesian Public Companies Case. Organizations and 

Markets in Emerging Economies.11(2): 348-366. 

- Shim, I., Kalemli-Özcan,S. and Liu, X.(2020).Exchange Rate 

Fluctuations and Firm Leverage. IMF Economic Review.69:90-

121. 

- Shokry, N. (2017). The impact of exchange rate changes on sectoral 

activity: The case of Egypt. Master’s Thesis, the American 

University in Cairo. AUC Knowledge Fountain. Retrieved from: 

https://fount.aucegypt.edu/etds/688. 
- Simakova, J. (2017). The Impact of Exchange Rate Movements on 

Firm Value in Visegrad Countries. ACTA UNIVERSITATIS 

AGRICULTURAE ET SILVICULTURAE MENDELIANAE 

BRUNENSIS.65(6):2105-2111. 

-  Tabani, A. (2017). The Effect of Financial Risk on the Cost of 

Capital. International Journal of Management and 

Commerce Innovations.5(1):532-543. 

 

 

https://fount.aucegypt.edu/etds/688


 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1101                    (ONLINE): ISSN 2682-4817 

  
 
 

- Tahir, M, Ibrahim, H. , Khan, B. and Ahmed, R. (2022). Foreign 

earnings repatriation: the effect of exchange rate volatility and 

the risk of expropriation. Journal of Economic and 

Administrative Sciences Emerald Publishing Limited 1026-

4116 DOI 10.1108/JEAS-04. available on Emerald Insight at: 

https://www.emerald.com/insight/1026-4116.htm 

- Tai, C. (2022). On resolving exchange rate exposure puzzle: 

evidence from Chinese stock market. Managerial Finance. 48 

(1): 1-26. 

- Thirunavukkarasu, A. (2006). Exchange Rate Fluctuation and 

Firm Value Analysis of Emerging Market Multinationals. 

Retrieved from: https://core.ac.uk/. 

- Tomanová, L. (2014). Exchange Rate Exposure and its 

Determinants: Evidence on Hungarian Firms. European 

Financial and Accounting Journal.9(2):47-65. 

- Uhuru, B. (2014). The Effect of Foreign Exchange Rate Fluctuation 

on The Financial Performance of Motor Vehicle Firms in 

KENYA. Retrieved from: http://erepository.uonbi.ac.ke/. 

- Waithera, K. (2018). Effect of Foreign Exchange Risk Exposure on 

Performance of Donor Funded Non-Profit Organizations. A Case 

of Compassion International KENYA. Retrieved from: 

https://erepo.usiu.ac.ke/. 

- Williams, H. (2018) . An Empirical Investigation Of The Impact Of 

Exchange Rate Fluctuations On The Performance Of Selected 

Listed Firms In Nigeria. Journal of Business Management and 

Economic Research .2(3):1-10 

 

 

 

https://core.ac.uk/
http://erepository.uonbi.ac.ke/
https://erepo.usiu.ac.ke/


 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1102                    (ONLINE): ISSN 2682-4817 

  
 
 



 
 
 
 
 
 

3202ابع ديسمبررالالعدد                                         بحوث المحاسبية          مجلة ال  

(PRINT) :ISSN 2682-3446                         1103                    (ONLINE): ISSN 2682-4817 
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Descriptive Statistics 
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Regression Equation 

Model Summary 

Model R R Square Adjusted R Square 

1 0.397 0.321 0.271 

ANOVAa 

      Correlations 

        

 

FXR.exposure = 20.10 - 0.821 size - 0.0004 Quick - 1.66 Lev 
+ 4.077 f. transactions - 3.786 hedging 
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Coefficientsa 

Regression Equation 

WACC = 0.6073 + 0.10106 FXR.exposure 

Variables Entered/Removed 

 

Model Summary 

a. Predictors: (Constant), FXRexposure 

ANOVAa 
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Coefficientsa 

Group Statistics 

 

Independent Samples Test 

 


