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The Effects of Financial versus Operational Hedging Strategies on
the Foreign Exchange Exposure and the Value of the Multinationals
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Abstract

Because exchange rate affects both the competitiveness and performances of the
corporations, the fluctuation of exchange rate has been a major source of risk for
multinationals. This study examines the foreign exchange exposures and hedging
strategies of multinational companies listed in Taiwan from 2006 to 2008.

We examine the effects of changes in market return and exchange rate on the
stock returns. The result shows that the foreign exchange exposures are significantly
negative for the multination companies listed in Taiwan. Besides, we find that the
determinants of foreign exchange exposures include foreign sales ratio, firm size, and
total asset turnover ratio.

Furthermore, the empirical results show that using of financial strategy alone
can significantly affect foreign exchange exposure of multinational companies, but
operational strategy alone can not. However, simultaneously using of financial and
operational strategies have a significant effects on foreign exchange exposures and the

firm values.

Key words: Foreign Exchange Exposure, Operational Hedging Strategies,
Financial Hedging Strategies
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