CHAPTER 5

CONCLUSIONS AND RECOMMENDATIONS Y.

Chapter 5 provides a comprehensive conclusion on the findings (z tion 5.1) and

5.0 Introduction

the contributions and implications expected from the study ( 5 2). Limitations
encountered during the study are discussed in Sectlor@ dctlon 5.4 brings
out some points and recommendations for further study in‘the f ure
\
4
<
5.1 Summary of Results

5.1.1 Objective One: Symmetri r%ymme i
Firstly, the study answers the flrsg g&e by examining and
analysing the level of curren osulfe by nt@both the symmetric and

asymmetric exposure fort 0 erlodl'nrom 1995 - 2016. Assessing

rm@lonal firms as they are directly

the level of curre gurelsc cial
affected by rrenc fl i S. <'%urrency movement affects the

I

multlnatlon |n e an@ of foreign payables and receivables.

The cur xp ure qrsarﬁma of 207 Malaysian non-financial firms
@eﬁ mgnt ly ta Th@posure level was assessed using panel and firm
level models mcorporatln&\)tb‘{'symmetrlc and asymmetric approaches. As for
metric exposure for the overall sample firms, currency exposure was found to

<~

ignificantly affect the overall stock return. The negative coefficient (-0.0633)

Q connoted that the firms were adversely affected by the USD movements. Using

Jorion’s (1990) model and an extended model by Yip and Nguyen (2012) for the

211



firm-level analysis, relatively high percentage of Malaysian non-financial firms
were significantly exposed to exchange rate movement. One third of the sample

firms (35.75%) was significantly affected by currency exposure. The r er

D

/g

within expectation for a developing country such as Malaysia with relatively lower

hedging practice, greater market openness and higher market u ty.

4

Additionally, consideration of the asymme@we sfbws the overall
sample was significantly affected by the USD deprecCtation TMositiQn of
N
significantly affected firms was also high u e USD depr tio¢1 at10.14%
. N 4 X
and remained relatively high compared toWopew : ean\Jalues from
the analysis revealed that Malaysiancwnefi

USD, thus highlighted the countrm ion as an i

higher returns from lesser S th&# \Ac:%kening. Evaluation of
@
currency exposure in M i inthis;%/jorve‘& er significance level than
another relatively clos by Bachaet al. (2@.
'S
4 ¢ &

512 Objec&w : Symme and@mmetric Time-varying Foreign

O

CU@EX ostir :' Gy

%udy f rthe?e eﬁé‘(ﬁe analysis on symmetric and asymmetric

the eciation of the

e

R el 1

clkreney exposure Dy inco ﬁting the time-varying aspect into the symmetric

\a&j asymmetric exposurhneasurements. While the analyses were run for the

whole sample period in objective one, objective two considered the effects of

Q financial events such as Asian financial crisis, peg period, and global financial

crisis. In the symmetric time-varying analysis, the study found the overall firms to
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be significantly affected by the currency movement during the AFC, peg, and de-

peg periods. In contrary, the firms were insignificantly affected during the GFC.

The symmetric time-varying analysis showed significant currency expos&Sng

the AFC, peg, and post GFC periods under the USD appreciation and\depreciation

Y'

The sample firms experienced negative effect from theMppreciation but
in advantage from the USD depreciation during the m xz. n the firm-level
analysis, high composition of firms was negativ% bWC which
indicated that the majority of non-financial firms*in_Malaysia rea te’l rl‘\ ‘Qely

towards the USD movements. The decreasing levels of significafce a@ihe AFC

signalled the possibility of market advancement an;ﬁb edgingpractice as the

market had learnt from the devast@ac

2003). \Y /<\
N
([ 4 QC_—)
&
S S
The percentage 0 ed firms during the*GFC was 23.67%. However, the

., 2013; Kiymaz,

S,
>
¢

o
7]
c

@D

g EN,
effect was negati\% the e levgl/ as assessed from the firm level.
Majority of &\W‘S we]r \atively,égcted by exposure under almost all
periods. Wt n ti‘1e i ion cLﬁ)}wosure showed 23.19% of firms were
éo '
signif'qt ta'the US cikt@a during AFC, while 14.01% of firms were
to A gf thaﬁD depreciation. Similarly, negative effect from
- A -
SD appreciation amﬁi)smve effect from the USD depreciation were also

QD
—,

Si

\erved during the GFC period. The study asserted better indication of currency
exposure by incorporating both the time-varying and decomposition of symmetric

and asymmetric exposure. Such improvement could provide better example for
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firms and market to better prepare for any future financial events with similar

\Y'

5.1.3 Objective Three: Multiscale Foreign Currency Exposure (

characteristics.

Consequently, the study answers the third objective on the -&rement of
currency exposure across different time scales. Using the wavele I, the study
found non-monotonic exposure throughout the scales Wsuggested the
existence of multiscale nature of foreign currency ¥: ng the sample
firms. The analysis also showed that exposure te 0 be o‘?w#ntrated at
longer time interval (higher frequencies). Confir to the ¢onve tltreiI\ ings
by Masih et al. (2010), the results were re de plausible a exhled strong
policy implications as the level of e osur We(ﬁ p as @onotonous
Thus, all involved parties should s e expos el i <6<:ordance to their

respective investment horizo The var su r these time-scales

further highlighted the ne orpo@ate ti qscal@\tor in the measurement
of currency exposure in riskrici %Z cision in the pricing policy
enhanced the nsk%%x:nt tIie% (o} e adaptive of the complexities
of the forelgn rency exT

&
l ‘_,)(J
ilei g| | a{su\mg several time-periods in investment analysis,
f|n decon gnalys ad been restricted to single time domain analysis
Klm 2013). Exwtetké&ff multiscale tendency of the average beta coefficient
relevant considering the multi-investment horizons in the market. In fact,
multi horizons were higher and wide ranging in a volatile and illiquid market such
as Malaysia due to the different and varying trading strategies by investors and
market participants. With this, results of this study accentuated the need for the
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investors to be more informed of the potential exposure arising from the varying
multi-investment horizons. Higher exposure level recorded on higher scale further
established the notion of higher systematic risk when the exposure Wasﬁq red
under longer horizon. The results also overcame the mismatching g&rising
from compounding the individual stock returns and the m turns with
different frequencies in one analysis (Masih et al., 2010\1,?7: and miss-

informed investors would cause problems such as illi uiWaTd high transaction
cost, measuring the exposure level in accordance ultiscale‘’domain must be
imperatively introduced to the market wide iguestors in rerQ\\)?‘the
efficiency and depth of the market. Such inf@ com:.ld Iso cili't e(')e firm

managers to construct corporate hedging Strategy N appsowa\fte for the

given time frame of a particular projec

4

TS
5.1.4 Objective Four: Co Heoﬁing aaticeqc_')

g e, »
The study continued t objective*to investigate the impact of

corporate hedgin%l levél of s@ency exposure, showcasing the
' g
significance oi\%mcial|
compared @ﬁionm_}.
¢

on th

d

pra@ to hedge the currency exposure

prac{i-%z’Thus, the study confirmed the presence
!
of higher%sure ropositio irtgaaysia as a developing country. The results

NN
supportedithe relevancy of the agalyses on corporate hedging practice in Malaysia.

S

irstly, the study evaluate effect of FCD use as a form of financial hedging
R

@ﬂtice towards the currency exposure level. The effect of FCD use was found to
Q be significant towards the currency exposure level. The significant result stressed

the importance of the financial tool in the market.
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Secondly, the study divulged to investigate the effect of operational }T
Xes

encompassing two indexes namely the countries and regions index. Both

were found to exert insignificant hedging effect towards the exposa&gq? among
the firms. Insignificance operational hedging practice OC(W when the
countries’ currency moved in the same direction with theMal currency of
foreign subsidiaries. In fact, further correlation analysi md'that the ringgit

was highly correlated with one-third of the curre involved'ia_the®dperational
L ]
e

hedging. Parallel movement between the currencies would expose 'h s to

similar exposure rather. The exposure was levelle® out when th urrqn\E}t?s moved
in different direction which will off-setythe eXposute. itionallyssinsignificance

iva@%edging practice

irms tended to employ

operational hedging was due to w t finan

which incurred lesser hedginggCost for th .Th

N,

financial derivative hedgi@ wds less tly @ared to the operational
&

hedging. Expansions of the s’ Were\ ly meant to boost the firms’

revenue and acqu%xsificatiln str egle)%perating in different countries.
4 ’ &
N | SN %b
& .
The Na so, wen er b @oducmg the interaction terms to include
e e s
the e@v bot;:?in pr@es into one model. The model suggested

c w signiﬁc of fi@al hedging practice, while the countries index
: h N

ecame significant mﬁ@n it is entwined with the financial hedging practice.

‘ée\nce, combining the financial hedging with the operational hedging to

0 effectively hedge the exposure depended on two conditions. The first condition

was minimal correlation level between the currencies of the main and foreign

plants. Secondly, wider diversification was practised in the operational hedging.
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The Malaysian sample firms could consider these findings in devoting their

resources to carry out the suitable corporate hedging practice. Employing the

appropriate hedging practice within the firms’ structure would provi&zte

stability in the firms’ earnings and cash flows. 5 )

5.2 Contributions and Implications of the Study \,
5.2.1 Contributions of the Study z '

The study contributes to the overall body of%knowl g.e\ib@h its rich

=

.y
methodological approaches on currency ex e. The v lls @sure
measurements in this study demonstrat m% dera@é in the
analysis of currency exposure. Inclh'ow f mmetric, U@X/;\rying and

multiscale aspects of currency ex re analysis ex the @ﬁ/ﬁcal procedures

in the area. The varying expo vels ac\?edwhr gfrhese analyses can be
ESY S

used to guide potential f archﬂ

ont mos&c ropriate methodological

approaches to match t Xive
N
4 ¢ &
The fa& ese a|1alys are c@hcted in a developing country such as

N
Malaysi 'Na contributign to t Gody of knowledge. Considering majority of

'
the s cur ncy’e 0S re concentrated on the developed markets,
info tl'vg~ developing markets could provide greater

pﬁw insig;lt
* tanding on the topihg?developing market. In this sense, this study is deemed

providing experimental assessments on currency exposure under the context of

Q a developing country. The findings are regarded as timely and crucial due to the
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higher exposure level reported in developing markets relative to developed

markets.

From another point of view, this study contributes to the ‘aqli’ @0; the

Islamic finance. Risk plays an important role in business undertak%upported
by the “al-ghunm bil-ghunm” principle of profit eaming?'ﬁe Shariah
arrangements. Considering foreign exchange rate movemewnother form of
risk arising from the deferred nature of trading contragts;,th alui of the payables

and receivables may change when the contrai re du .ﬂxjs\dwdition is

especially important for firms operating ir@arket fM a)'sii‘.\ nce,

findings of this study could help the investors to find th as me%‘i&hniques

that could best ascertain the ubiqu@s&{e\el an(@mise such
S\;

exposure. This will ultimately co@oward rmiﬁﬂity of derivative

hedging from the Shariah perspéctive. \T I<\
S
“ &

@
‘e &
5.2.2 Implications of Y\ww I Aj_éé
.

I acrqé_different financial periods and time scales are
ers@nderstand how these firms and market respond

. s : -4 . .
any meaningful mfs&aatlon or events. Interpreting how the firms responded

\?differently to asymmetric currency movements could also facilitate the policy

makers to provide necessary initiatives to help these firms during unfavourable

market conditions.
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In continuation of the foreign currency exposure and i
relationship, findings on the effect of corporate hedging in the sw
insights on the effect of operational and financial hedgin tices. The
significance of financial hedging in comparison to the operational hedging
found in this study calls for improvement in the Malaysian fipancial derivative
market. Addressing the different effects of finan MQ nd operational

hedging would drive further enhancements in alaysi ane market

L ]
and simultaneously provide higher liquidi the market. n-ﬁ%vcial
P
firms in Malaysia are urged to be more adaptive towdrds fi nciz{)%'dging as
the derivative tools hold significan@%ngﬁ
market should seriously cons@omote em the developing
market as well as wider @s;emew%e @ﬁnipants towards the
N,
derivative. ‘% o 4 ,{9
N RN
! N
< [
5.2.2.2 Practiw icatio'auj‘g 400'
In t prac m\)licatigé‘} the study manages to confirm the
& éf(/
N OSE’)@ fects from the USD movements towards

propo of signifi

¢
th@ian sampte figms. ound in objective one, the sample firms were
WCantly‘;: ed'to s@etric and asymmetric currency exposure arising

. 5 W N o : :
m the USD movs&'énts. Such significance indicates relatively higher

‘é\ vulnerability of Malaysian economy to currency fluctuations. This indirectly

—+

e ex e level. The

D

ha |

calls for sequential investment and risk management strategies by the firms
when dealing with business activities denominated in the USD. Facilitated by

the findings on the asymmetric exposure, the different responses observed
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between exporting and importing firms provide critical contributions towards

the development of investment strategies that could be aptly used to hedge the
Second, consideration of the time-varying facwz the analysis

provides evidence that currency exposure responds d?ﬂt to the financial

events included in the study. The varying e%e ex‘osure indicates

significant implications to shareholders in terms reign M.ex re

arising from the USD movements. The icant expgsureylevel during the
. : . & .

AFC irrespective to the symmetric a me&Q ure Val‘gates that
Y-

currency exposure is event speci 'Wsubsta tial posursglel during the
ice @protect from the

NN% ) A
unexpected currency moye duri n |¢Gurm0|l. Consequently,
%, 6 -,

the significant effect \rency osur difri& peg period also requires

consistent hedgingvﬂce. Ir’ genesalj the _@ing currency exposure levels

found under e%b-periog‘

infrastructare, ource]s, hstem;é(ards more effective risk management
&

routing Within the fir ure,
C) ¢ ." )
@,

&S

Another i pof:ar@plication lies on the findings from the wavelet
&

exposure based on the firms’ business direction and needs.

crisis indicates the much-ne edging p

e,
urther ‘aczzl ates the need to establish better

aecomposition analyshn objective three. Motivated by the diverse investment

Q‘% horizons among investors, inclusion of the wavelet multi-scales exposure in

this study as comparison to the exposure level from the OLS model opens a

new perspective in the measurement of currency exposure. Evidence of the
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varying exposure levels under different time-scales rings the need for better
scrutiny on the most appropriate investment horizon that simultaneously

minimises the exposure while maximising the firms’ returns. An im VeZent
he

from the restricted two time-scales (short-run and long-run);it dings
justify the need to assess currency exposure from as short a horizon to
1-year period. Different exposure levels faced by the sample figms in this study

heWat exposure level

ong harizon) signals the

match the assumption of time-variant exposure.

tends to be condensed on the longer time s

potential bias that may arise if the measurements Ignor¢ tim c'le‘f@ﬁir in
e@*foreign

\H‘HQ tudy rw(},re rigorous

ger&ra . Timely and

pricing the exchange foreign currency ri iven the higher lev
currency exposure at higher time-scalé{found
hedging activities are requirec%\‘e

appropriate risk management%ies WQ{

for both firms and market: ) "': y N,
? [ :C')

0 efsure bétter hedging practice is embedded

N\ o I A%

througho&&(m. T|1e s\l"l'icant interaction terms under the overall period
rt

KQ financial stability

—

g
4//1,(0

her .enh
#

analyi:'NJ~
hedgi dre

a e c&)r@imentary relationship between financial
'

@ onal-based tional hedging among the Malaysian sample
% n thi! r Jthe s@ manages to provide evidence of better hedging

N
Ar the firms’ future csé‘.l?ﬂows should the firms adopt both measures in their

d
N

risk management routines due to the inherent effect of financial and
operational hedging. Special cares should be taken in establishing the
operational hedging in which the diversification must be made at wider ranges

and across currencies and regions with least correlation. Additionally, firms
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may want to change their hedging strategy to better suit the short- and long-
term nature of each investment project. Thus, skills and knowledge on hedging
practice under both financial and operational aspects should be QQ ed.
Otherwise, hedging can also blowback by increasing the risk if cemnagers

do not fully understand the hedging mechanisms. The s oard must
acquire comprehensive understanding on the nature of rid@ edging before
embarking into any hedging program. Addi 'on?direct and clear

communications among the board of dir an elnent and the

shareholders must also be in place to enable implementati of‘t@est

hedging strategy for the firm’s performan =
4 \)Y*

\,z . N \J

5.3 Limitations of the Study \% 6

A few limitations are met thro t the stu\m%tly r}@h/ing data availability
N,

for the employed methodologi irstly, tHe lon tudy propels limited data of

-

793 firms were excl 207 firms e're@luded as the sample study. The
4 ¢ &
i hf \k~Q infoga,uon on financial hedging activities.

second limitation Noxlves
Most of the f@d n i aIIyd}%élose their involvement with financial
!
[
% the forwa

&
firms that maintain their trqeiht? asi -2016@t of the 1000 collected firms,
He ,:

—t

derivative as rct‘iaure or any other types of derivatives. Such

. : N .
limitat prevjousl ted bé\/luller and Verschoor (2007) as firms do not

publicl\ report their hedging{l;j;es in their annual financial reports.

S

Q Often, the firms only provide dichotomous information on their involvement as

either using or not using the derivative to hedge their foreign currency exposure.
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Rescheduling of the Financial Reporting Standard (FRS) 139 to 2010 was also one of
the causes that hinders the disclosure of the recognition and measurement of financial
instruments including derivative instruments (Chong et al., 2014). Even thd&h ore
firms begin to further declare their involvement with any derivative instftument,

majority of the firms still fail to precisely disclose the type of th tive being
used. Inability to disclose the information becomes a constraint4or the'study because
the corporate information related to operational and fina iaan IS important to

explain the influence of hedging towards the currenc ure. '

@ \Y-
| O
o P X
Lastly, the study faced limitation in term Wy pwo\d. ce, the,study was

T
only capable to assess the level of expotwrds mov@nts within the

stipulated study period. In this regards,
the exposure level by encompa s‘@e as \

aspects rather than widening udy scepes to c‘fudq@'ﬁer major currencies such

as Japanese Yen and the EY- I N
(,) 'S
fuj-'
NV

54 Recommen&g&s or |tur tud %
YQQ

The stud@\m dg%z*.ga&g'o/r future studies. Firstly, as the results are
O
only ¢ %o }/I aysi a@t further research can use data from other
% !
ab

country with cocqgan economic fundamentals to investigate the

ndly, measuring the exposure level in accordance to the time-varying and

Qrultiscale domains must be imperatively implemented in future research in order to

improve the efficiency and depth of the market.

etric and asymmetric e%ange rate exposures of firms for comparison purpose.
co
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While this study is limited to only address the currency exposure through the
methodological changes on a classical sample study in Malaysia, future stﬂQ ay
expand the research to other countries that also go through a few signif (nmancial
events likewise to Malaysia. Further study could also re-meas multiscale

Lxlgpurpose or

exposure either from other similar market characteristic as c%

inclusion of other variables that potentially inflict th m%le nature of the
exposure. Thirdly, future study may incorporate 0 form of data
collection such as surveys and questionnaires t@, overcome t:;\'tgc‘?o@aint
pertaining the disclosure of hedging informatio@rve S ' X,

be c@cted to

reach the manager of the firms and obtain prima& data ofith s’ he Q\g/ activities.

As this study is hindered by unavailaw da an cificefinancial hedging

practice, utilising the survey would mme ch i A&d@nally, the current
ﬂ\f d Py

observation is limited to money“~market 3s hay wt display the notional
9 Q

amount of their foreign debt estme act, gerial skill and experience
N

of the manager could agt as ?lm'porta t factor ov@the implementation of hedging

|
practice. Fourthly, further”studies S0 &come to conclude more specific

potential detem@o Iler a rehen@e patterns and characteristics of the

Malaysian fie}hord teim the_&néncial instrument.

Fatu dy may also fﬁcl@'moderating variables into the analysis for better
<

iHustration on the causal relﬁ'onship between the currency exposure level and firm

ul

S —

/

5

/t

%return. Similarly, moderating variable could also be implemented into future

Qudy on hedging practice. As the level of financial hedging is comparatively low in a
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developing country such as Malaysia, further research to ascertain the driving factors

\Y'

Lastly, advancements in the disclosure standard is hoped to enable gure )search

Is justified.

to analyse the efficiency of the hedging practice based on the i | financial
derivative tool. Conducting individual analysis on the hedgingw ve tool rather

than financial hedging as a whole could provide mor, mwwl findings and

accentuate the contributions of the future study. \d
@
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