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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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𝑅𝑖𝑡 = 𝛽0𝑖 +  𝛽1𝑖𝑀𝑅𝑡 + 𝛽2𝑖𝑈𝑋𝑅𝑡 + 𝜀𝑖𝑡  …….………                             (4) 

𝑅𝑖𝑡𝑖𝑡

𝑀𝑅𝑡EGX30𝑡

𝑈𝑋𝑅𝑡𝑡

𝜀𝑖𝑡
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(e.g., El-Masry et al., 2007; Li et al., 2011; Simakva, 2017) 

uick)

(He and Ng, 1998; Nance et al., 1993; Muller and Verschoor, 2006; 

Rashid et al., 2022) 

LEV)

(Qing et al., 2021; Rashid et al., 2022) 

F transaction)
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|𝛽̂2𝑖| =  ∝0+∝1 𝑠𝑖𝑧𝑒𝑖𝑡 +∝2 𝑄𝑢𝑖𝑐𝑘𝑖𝑡 +∝3 𝐿𝐸𝑉𝑖𝑡 +  

 

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

|𝛽̂2𝑖|

Li et al., 2011

𝑠𝑖𝑧𝑒𝑖𝑡𝑖𝑡

𝑄𝑢𝑖𝑐𝑘𝑖𝑡𝑖𝑡

𝐿𝐸𝑉𝑖𝑡𝑖𝑡

𝐹𝑡𝑟𝑎𝑛𝑠𝑎𝑐𝑡𝑖𝑜𝑛𝑖𝑡𝑖𝑡

𝐻𝑒𝑑𝑔𝑒𝑖𝑡𝑖𝑡

 ∝0

∝1 … …  ∝5

𝜀𝑖𝑡
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𝑉
∗ 𝑟𝐸) +  ( 

𝐷

𝑉
∗ 𝑟𝐷 ∗ (1 − 𝑇𝑐)

𝑊𝐴𝐶𝐶

𝐸/𝑉

𝑟𝐸
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𝐷𝑃𝑆

𝐶𝑀𝑉
+ 𝐺𝑅𝐷

𝑟𝐸

Dr

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

𝑟𝐷 = 𝐾𝑚(1 −  𝑇𝑐)

𝑟𝐷

𝐾𝑚

tt

𝑇𝑐
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𝑊𝐴𝐶𝐶𝑖𝑡 = 𝜆0 + 𝜆1|𝛽2𝑖| + 𝜀𝑖𝑡

𝑊𝐴𝐶𝐶𝑖𝑡𝑖𝑡

|𝛽2𝑖|

𝜆0

𝜆1

𝜀𝑖𝑡

(Moore et al., 

2013) 
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|𝛽̂2𝑖| =  ∝0+∝1 𝑠𝑖𝑧𝑒𝑖𝑡 +∝2 𝑄𝑢𝑖𝑐𝑘𝑖𝑡 +∝3 𝐿𝐸𝑉𝑖𝑡 +∝4 𝐹𝑡𝑟𝑎𝑛𝑠𝑎𝑐𝑡𝑖𝑜𝑛𝑖𝑡

+∝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
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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 

 


