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ABSTRACT 

The objective of the study was to establish the effect of foreign exchange risk management on 

performance of imp01i firms . The study employed a case study design and sampled a total of 59 

imp01i foms out of the 70 imp01i firms that were targeted under KACITA in Nakawa Urban 

Council. The study employed a questionnaire as a major tool for data collection and data was 

analysed using SPSS as a tool for analysis. Con-elation was iuade :using Pearson correlation to 

obtain the results. 

The study found out that foreign exchange rate risk management has a positive impact on 

profitability, market share and the total sales volume of imp011 firn1s. There is evidence of 

significantly positive linear relationship between foreign exchange risk management, and 

performance of import finns. A p-value 0.005<0.05 indicates that there is a correlation between 

foreign risk identification and the perfo1111ance of import firms. The p-value 0.045<0.05 implies 

that there is a correlation .between foreign exchange risk measurement and profitability, sales · 
. . 

volume and market shai·e hence fi1111s '. performance. The p-value 0.03<0.05 means that there 

exists a strong relationship between foreign exchange risk niltigation ni.easures and performance 

of imp01~t" firm; The study also f0tmd out that n~ajority bf th~ import · finns that were sm~1ple 

respond to foreign e~change risk with a risk management policy plan, oft_en use forwards, 

futures, money market contracts, options and swaps for hedging in the order of merit. 
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CHAPTER ONE 

INTRODUCTION 

1.0 Introduction 

This chapter consists of the background of the study, statement of the problem, purpose of the 

study, objectives, definition of key ·tenns, the scope of the study, justification, significance of the 

study, and theoretical/conceptual fra,me work . 

1.1 Background to the study 

Foreign exchange risk (also known as FX risk, exchange rate iisk or currency risk) is a firi.ancial 

risk that exists when a financial transaction is denominated in a currency other than that of the 

base currency of the company (Shapiro, 2007). Foreign exchange risk also exists when the 

foreign subsidiary of a firm maintains financial statements in a cuiTency other than the reporting 

cunency of the.consolidated entity. The risk is that there may be an adverse movement in the 

exchange rate of the denomination cmTency in relation to the base ctmency before the date when 
. :~ 

the transaction is completed (Levi, Maurice, 2005). Investors and businesses exp01ting or . 

importing goods and services or making foreign investments have an exchange rate risk which 

can have severe financial consequences; but steps can be taken to manage (reduce) the· risk 

(Eiteman, David K. 2009). 

The foreign exchange risk usually affects businesses that export and/or imp01i, but it can also 

affect investors making international investments. For example, in a situation where money must 

be converted to another currency to make a certain investment, then any changes in the currency 

exchange rate causes that investment's value to either decrease or increase when the investment 

is sold and converted back into the original cunency. 
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According to the Uganda Exp01i Promotion Board (2012), the import fums face two kinds of 

foreign exchange risks. The first is the risk of depreciation of the foreign ctmency in which an 

importer has invoiced the import contract. If the cmTency depreciates the impmier would receive 

more money in the home currency. The second is the risk of appreciation of the foreign cunency 

in which the impo1ier holds a due. This would affect the importer's product making it mor~ 

expensive at home country. The overall long tem1 impact of exchange rate movements is 

determined by a number of complex linkages and time lags making it difficult to isolate (Uganda 

Trade Review, 2005). Foreign exchange risk is the degree to which a company is at risk from 

exchange rate changes. It refers to a change in the value of the company due to an exchange rate 

change. Foreign exchange risk is a risk that the cunency of a country in which it does business 

will decide to value relative to have a foreign currency. It is also a risk that domestic currency 

value of cash flows denominated in foreign currency may change because of variations in foreign 

exchange rate. Foreign exchange fluctuations expose companies to foreign exchange risk, (Abor, 

2005), moreover, this coupled with the different firm characteristics have a bearing on the degree 

. of foreign exchange_ risk management in tem1s of policy .and techniques, and consequently on th~ 

_performance of i1;1port finns. Foreign exchange risk managei'nent according to Abor\2005) is 

hedging against iisk tlu·ougi1 a number of techniques, (payments netting, prepayment, leading & 

lagging; hedging with derivatives, fmward and futures contracts, currency options and currency 

swaps). 

According to Bank of Uganda Publications (2004), Risk management is described as the 

performance of activities designed to minimize the negative impact (cost) of uncertainty (risk) 

regarding possible losses. It is a systematic process for the identification and evaluation of pure 

loss exposure faced by an organization or an individual and for the selection and implementation 

of the most appropriate teclmiques for treating such exposure. The process involves; 

identification, measurement, and management of the risk. The objectives of risk management 
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include; minimizing foreign exchange losses, to reduce the volatility of cash flows, to protect 

earnings fluctuations, to increase profitability and to ensure survival of the fom (Fatemi, 2000). 

Exchange rate volatility creates a risky business environment in which there are uncertainties 

about future profits and payments. These are especially exacerbated in countries where financial 

instruments for hedging against foreign exchange risk are not developed, which is the case in 

many developing countries including Uganda (World Bank & MTTI, 2006). 

1.2 Statement of the problem 

Changes in exchange rates induce changes in the value of a firm's assets, liabilities and cash 

flows, especially when these are denominated in a foreign cunency. In situations where foreign 

cmTency is predominantly used over the local currency, the local fim1s stand at a risk of 

devaluation of their assets since they sometimes lose a lot of money to buy foreign currency and 

the fluctuations in the cmTency markets have continued to have an impact on the outgoing import 

payments and incoming ~xport funds of import films . For example, there many c.urrencies that 

are lised by import firins in Uganda in their import transactions, and they include; US Dollars, 
. . · 

Euros1 British Pound, Japanese Yen, South African Rand. However, the US Dollar is the most 

predominantly used cmTency. The exchange rate between the US Dollars andthe Uganda shilling 

has been fluctuating centrally to the Budgeted plans, 2009/2010, 2010/2011, 2011/2012, & 

2012/2013), this is a source of foreign exchange risks for the import finns (Bank of Uganda 

Rep01t, 2013). 

Despite the vanous mitigating measures like currency risk transfer, clmency risk reduction, 

ClUTency risk retention and using several derivatives like options, futures and swaps as hedging 

techniques against risk, the import firms in Uganda continue to decry poor cunency perfom1ance 

of the Uganda shillings (UGX) on the money market which has persistently continued to affect 
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the import firms' perfonnance and marginalized the foreign exchange risk with its associated 

challenges (Bank of Uganda Publications, 2004). 

It is upon this background that the researcher conducted a study basing on· the variables that 

determine the effect of foreign exchange risk management on the financial perfonnance of 

impo1t firms. 

1.3 Objectives of the study 

The general objective 

To establish the effect of foreign exchange risk management on the financial perforn1ance of 

import firms 

1.4 The specific objectives 

The study was guided by the following objects; 

i. To investigate.· the effect of foreign exchange iisk identification on the financial 

performance of import firms in Nakawa Urban Council. 

IL To detemli.ne the effect of foreign exchange risk measurement teclmiques on the financial 

perfonnance of import firms inNakawa Urban Council. 

111. To examine the effects of foreign exchange risk mitigations on the financial perfo1mance 

of impo1t firms in Nakawa Urban Council. 

1.5 Research questions 

The researcher explored the following research questions; 

1. What are the effects of foreign exchange risk identification on the financial perfo1mance 

of import firn1s in Nakawa Urban Council? 

IL What are the foreign exchange risk measurement techniques on the financial perforn1ance 
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of import firms in Nakawa Urban Council? 

ni. What are the effects of foreign exchange risk mitigation on the financial performance of 

import firm in Nakawa urban Council? 

1.6 Scope of the study 

l.6.1 Subject scope 

The study focused on the effect of foreign exchange risk management on financial perfonnance 

of import firms under KACITA. Specifically the study explored whether foreign exchange risk 

identification, risk measurement and risk mitigation have an effect on sales volrnne, profitability 

and market share of import fim1s. 

1.6.2 Geographical scope 

The study was carried out on import firms in Nakawa Urban Council under KACITA. These 

firms were targeted because they are under one umbrella organization, KACITA and therefore 

have more standardized procedmes for recording their business transactions . Given the fact that 

their organization is responsible for agitating for fair business policies from govenm1ent, these 

firms were more inclined to provide in~depth information on theii- performance challenge"s· . 

resulting from foreign exchange exposure. 

1.6.3 Time scope. 

The study covered the period between 2010-2014 when Uganda' crnTency the shilling become 

very unstable against major foreign cunencies such as the dollar and the pound starling. 

KACITA aimual reports (2012-2013) also indicated that import firms under her oversight 

experienced issues significant performance challenges due to foreign exchange instability. 

Therefore the researcher considered data from the finns with this time period. 
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1.7 Significance of study 

The study has improved the knowledge base on the contribution of active currency risk 

management practices and human capital components within the cunency market on the 

performance of import fim1s. Investors and practitioners may use the findings to adopt optimal 

business plans for competitive perfonnance in term of profits and sales volume. 

The research has also contributed to the knowledge of foreign exchange exposure and risk 

management. The practices of Ugandan finns in relation foreign exchange risk management have 

been brought to the fore . This will motivate more films to give due attention to foreign exchange 

risk management and adopt more effective techniques to help salvage themselves from the 

increasing foreign exchange exposure as the effects are becoming a global phenomenon. The 

financial institutions will gain from this as they · design foreign exchange rate exposure 

management products for the Ugandan Market. 

. . 
The study findir:igs will stimulate more research on the subject of foreig;i1 exchange risk as the 

capital markets activities and trading pic_k up in Uganda (more firms being listed). The. findings:. 

may also augment the limited body of empirical literature on exchange rate exposure of firms·in 

Sub Saharan Afoca. The results of this study may ser".e a useful guide to corporate managers, 

financial managers and investors on the degree of foreign exchange exposure and the need to 

effectively manage firm exposure. 
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1.8 CONCEPTUAL FRAME WORK 

The diagram below gives a graphical conceptual representation of the variables of study and how 

they relate to each other. The independent variable was Foreign exchange risk Management 

practices while the dependent variable was financial perfo1mance of impo1t firn1s. The 

· moderating variables were the import tax and customs· laws in business environment in which 

import firn1.s operate. 

INDEPENDENT VARIABLE DEPENDENT VARIABLE 

Foreign exchange risk Management ·Import Firm performance 

• Risk identification • Sales volume 

• Risk measurement ~ 

Profitability 
·~ 

. • 
techniques 

• · Market share 
• Risk mitigations 

Inte~·_vepi.~g variable : 

. . 

• Import Tax 

• Customs laws 

Source: Shapiro (2006) and Stewart, (2007). 

The above conceptual frame work is based on Shapiro (2006) and Stewart (2007) theories 

Of according to Stewatt (2007), the business enviromnent the world over is full of risks. Flybjerg 

(2008) and Minshkin (2001) indicate that these risks increase if the business is on the stock 

market. The value of a company 's profitability increases as the stock p1ices rises . Frequent 
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appreciation of a foreign cunency against local cmTency makes it difficult to retain local 

customers because of high prices of imported input that tend to affect prices of their final 

products sold locally. This therefore implies that a company's profitability fluctuates because of 

fluctuations in currency being translated into fluctuating prices But If these risks are not 

effectively anticipated and prepared for they can significantly lower pro:0-tability of business. 

Therefore, Shapiro (2006) · advises that businesses should· prepare for and control these risks 

through risk assessment and mitigation strategies so that their sales, market share and 

profitability are not affected. Becker (2003) adds that risk management practices should be 

backed by good managerial skills and entrepreneurial intellectual capability. The success of risk 

management practices finally depend on the customs laws and import taxes. 

1.9 Definitions of key terms 

This section presents an operational definition of key terms. The terms are defined the way they 
. ~ 

are used in the study. 

. ~ . 

· Business' Risk: According to Sl~~piro (2007), A risk is a ~ondition in which the decision maker 
~ . . 

in a busiiiess is abfo to estimate the likelihood of a threat i·esulting from certain actions, 

conditions, alternatives or outcomes. 

Risk management: 

As indicated by Becker (2003) Risk management are practices or actions used by a business to 

prevent, control or deal with the uncertainties. 

Foreign exchange risk: 

Based on Shapiro (2007), a Foreign exchange risk is the likelihood a business will be negatively 

affected by changes in exchange rates. The business operates at a loss due to an adverse 

movement in exchange rates. This is also known as "currency risk" or "exchange-rate risk" . 
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Risk identification: 

Stewart, (2007) indicates that Risk identification are practices by the finns to identify risk factors 

That are likely to have greater effect on profitability 

Risk measurement techniques: 

These are techniques used by the finn to ascertain the magnitude and other potential negative 

effects that are likely to result from certain business risks · 

Risk mitigations: 

Based on Pickford (2000) views, Risk mitigations are business management practices that a fim1 

implements to stop risks from adversely affecting the profitability and other operations of a firm. 

Profitability 

According to Stewart, (2007), Profitabil.ity is the extent to which a film achieves success in its 

. . 
obje_ctives of increasing sales volume and m.~rket share. It is also the extent to which the firm is 

·: · 

able to prevent failures and the uncertainty in achieving the overall objective of the firm. This 

eventually the ultimate test of the effectiveness of foreign exchange risk management practices. 

This nom1ally achieved through increased sales volume, or total amount of sales and increased 

market share, the proportion of the total market controlled by the firn1. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.0 Introduction 

Under this chapter, the researcher reviewed related literature about. foreign exchange risk 

man~gement. This chapter mainly included secondary data_ that . was got from text books, 

journals, magazines, news papers and organizational records like amrnal reports about foreign 

·exchange risk management and the performance of import firms. 

2.1 Overview of Foreign Exchange Risk Management 

According to Featherson, Littlefield & Mwangi (2006), foreign exchange risk anses when 

:fluctuation in the relative values of cmTencies affects the competitive position or viability of an 

organization. Firms are exposed to foreign exchange risk if the results of their projects depend on 

fuhlre exchange rates and if exchange rate changes cmmot be fully anticipated. Generally, 

companies are exposed to, Transaction exposure, Economic. exposure and Translation exposure 

(El-Masry, 2006; Salifu et al, 2007). 
,. ~ . .; : ·· 

··: .. 

Transaction risk occurs where the value of the existing obligations. are worsened by movements 

in the foreign exchange rates. Transactional exposure arises from fuhlre cash flows such as trade 

contracts and also occurs where the value of existing obligations are affected by changes in 

foreign exchange rates. Economic risk relates to adverse impact on entity /income for both 

domestic and foreign operations because of sharp, unexpected change in exchange rate. 

Operational exposme occurs where the market position of a firm changes as a result of the effect 

of exchange rate changes on competition, prices and demand (El-Masry, 2006). Translation risk 

is also related to assets or income derived from offshore enterprise. Translation exposure occurs 

thrnugh cunency mismatch and it is related to assets or income derived from offshore enterprise 
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(Madura, 2003). Contingency exposure occurs from possible revaluations arising from future 

liabilities. The total or economic exposure of a firm refers to all exchange rate effects through all 

the four of foreign exchange rate risk (El-Masry, 2006) . 

The risk of channels undesirable changes in the company's value resulting frm:n unexpected 

changes in the real exchange rates is presented for companies across both domestic and 

international markets. Choi and Kim (2003) in their analysis showed that- both internationally 

involved companies and companies with only domestic operations are exposed to foreign 

exchange risk in the long run. The present research, however, concerns only those companies 

that are at least to some degree involved in international operations. 

Considering the nature of operating exposure it is obvious that it has the greatest consequences 

for a company's development and growth compared to other types of exposure. Glaum (1990) 

highlighted the concept of operating exposure as the prior foreign exchange exposure academic 

concept. The results of the survey of the British Times 1000 corporations conducted by Belk and 

Edelshain (2000) revealed that operating exposufo is also ii11portan~ for pr~ctitionel's since the - •' 

majority of tl1e companies defined this particular exposure as ·the most significant in the total 

foreign exchange rate exposure. However, despite the fact that the companies recognize that they 

are highly vulnerabl_e to the elements of operational exposure, several studies witnessed that in 

their practice the companies mostly manage transaction and translation exposures (Lessard 1986, 

Hakkarainen et al 2000, Bodnar et. al 2009). The most obvious explanation of this is that the 

broad scope of the operating exposure makes it impossible to measure it only via analysis of the 

companies' financial accounts and statements. Therefore difficulties in quantification and 

prediction of operating exposure due to many uncertain elements make it difficult to choose the 

exchange rates represent one. of the major sources of macroeconomic risk for a nonfinancial 

company. In the long run exchange rate changes influence a company's vohm1e of foreign trade, 
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the costs of foreign purchases; alter its domestic and international competitive profile and the 

strncture of foreign markets in which the company operates. These changes have a large impact 

on small and internationally oriented economies (Bodnar and rnbusa Gentry 2003). 

Therefore difficulties in · quant~fication and prediction of operating exposure due to_ many 

uncertain elements make it difficult to choose the appropriate management tools to manage it. 

Furthem1ore, management of the long-term exposure to currency fluctuations is costly and time 

consuming. It would definitely require a great deal of the company's resources in order to gather 

the necessary information for the analysis, which means that management of the operating 

exposure would be impossible for the companies restricted in their resources. Belle and Edelshain 

(2007) pointed out that insufficient knowledge of the phenomenon also prevents managers from 

considering all possible alternatives and make them concentrate on exposures that can be 

assessed ex post. Lessard (2006) emphasized, that not all managers realize the fact that 

management of the operating exposure is already incorporated into the operational decisions of 

the company. 

In Uganda, the forex annual report (2009) revealed low multi'-currency spreads and limited 

human capital agenda. The first half of 2010 had low sales volumes and profitability levels 

which further threatens financial distress on business existence and expansion of forex bureaus. 

Other Stakeholders like BOU and the forex association have partly addressed the unpredictable 

cunency rates and human capacity. Despite management effort for finn-specific human capacity 

and forex risk control, forex bureaus are highly characterized with low financial performance yet 

adhered to sales and profit objective. Inadequate practice of foreign exchange risk management 

and shortcomings in human capital could have a possible direct relationship on the performance 

of forex bureaus. Oxelheim (1984) defines foreign exchange iisk as the iisk of change (gain or 

loss) in the company's future economic value due change of foreign exchange rates. It · is 
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manifested by exposure, the degree to which a company perfornrnnce is affected by exchange 

rate changes. Thus, Shapiro (2006) suggests adherence to foreign exchange risk management, 

which involves currency assessment (identification and · quantification) and designed counter-

strategies against foreign exchange risk. 

Mutebile E. (2011) stated that Uganda· Shilling (UGX) per US Dollar is undervalued and further 

. depreciation will be counterproductive. According to Uganda Export promotion Board (2003), 

an importer's vulnerability to foreign exchange risk depends on the currency mix and 

competitive structure. Risk may be greater on account of currency mix if the importer imports 

from more than one country. A balance of outflows and inflows of different cunencies has to be 

achieved in order to minimize risk. As for the competitive structure, the particular industry in 

which the importer is operating may also be prone to currency risks. More competition in the 

industry will expose the impo1ter to currency 9 iisks due to price sensitivity. According to El

Masry & Onu1eya, (2007), foreign exchange exposure is the sensitivity of changes in the real 

domestic currency val'ue of assets, liabilities or operating incomes to unanticipated changes in 

exchange rate. ·. Organizations can choose to do nothing about their exposure and accept· the 

consequences of vai·iations in ctmency values or the possibility that their governinents may 

impose restrictions on the av.ailability or transfer of foreign cunency, they can "hedge against 

their exposure'', that is they can purchase a financial instrument that will protect the organization 

against the consequences of those adverse movements in foreign exchange rates. They can also 

adopt paitial hedging, but this is after a careful review of the risk (Featherson et al. , 2006). 

According to Bank of Uganda Publications (2004), Risk management is described as the 

performance of activities designed to minimize the negative impact (cost) of unce1tainty (risk) 

regarding possible losses . It is a systematic process for the identification and evaluation of pure 

loss exposure faced by an organization or an individual and for the selection and implementation 
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of the most appropriate techniques for treating such exposure .The process involves; 

identification, measurement, and management of the risk. The objectives of risk management 

include; minimizing foreign exchange losses, to reduce the volatility of cash flows, to protect 

earnings fluchiations, to increase profitability and to ensure survival of the film (Fatemi, 2000). 

2.2 risk Identification and Performance 

According to Giddy and Dufey (2002), the first step in management of foreign exchange risk is 

to acknowledge that such cunency risk does exist and managing it is ·in the interest of the firm. 

Fi1ms should identify the nature and magnitude of foreign exchange exposure. Failure to clearly 

understand or notice the existence of a certain risk will retard the perfmmance of the impmis 

finn. 

Businesses that trades internationally or have operations overseas are likely to be exposed to 

foreign exchange risk arising from volatility in the ct1rrency markets. The most conunon cause of 
. . 

foreign exchange exposure arises from having to make overseas payments for your imports ,.. .· . . 

priced i~1 a foreign cun:ency or receiving foreign currency receipts for your expo1is. However, 

exposure c~n al~~ - ~~·ise from: Foreign currency b01rnwing/depo~i-ts, over8eas subsidiaries. Assets 

located overseas. The impact that e.xchange rate fluctuations have on profitability and the general 

performance will vary but in many cases it can be significant and suppress the perfo1111ance of 

indigenous firms if the financial strategies are not dealt with. 

Evans et al., (1985) and Shapiro (2006) state that cunency. risk identification and assessment and 

strategies will mitigate foreign exchange risk in exposed finns. Barney (2001) relates trade 

experience and valuable training to focus on profits while Becker (1993) agree that managerial 

skills, advanced education, knowledge and intellectual capability have key strategic contributions 

to firn1 performance in any business environment. Perfonnance can be viewed in financial 

perspective through profitability and sales volume or growth. Gopinathan (2009a) and James 
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(2009) emphasized profits/sales affect perfonnance of import finns and their ratio analysis can 

be perf01111ed from financial statements to measure organizational performance. 

Lock in to fixed rates - as soon as you become aware of a need to exchange foreign exchange at 

a future date, you can fix the exchange rate by booking a forward exchange contract.· This 

approach provides certainty but you could suffer· an opportunity loss if rates subsequently move 

in your favoirr and you are obliged to transact at the forward contract r·ate. 

Use flexible products - a currency option will offer you the potential for upside benefit if rates 

move in your favour - like a spot deal, but will provide protection against adverse rate 

movements - like a fo1ward contract. For this flexibility, we will normally charge a premium 

although there are a range of alternative structured option products available where an up front 

premium is not required. 

The risk identification process begins with ·the team compiling the project's risk events. The 

identification process will vary, _dt;:pending on the nature of the project and the risk management 

skills of the team members, but most identification processes "begfo with an examination of 

issues and concerns created by the project development team. These issues arid concerns can be 

derived from an examination of the project description, work breakdown structure, cost estimate, . 

design and construction schedule,_ procurement plan, or general risk checklists. A number of 

documents and tools are available to support the risk identification process. It is therefore upon 

the risk checklists that the management team can design mitigation measures and ensure 

performance of the fim1. 

Brainstorming 

When objectives are stated clearly and understood by the pm1icipants, a brainstonning session 

drawing on the creativity of the participants can be used to generate a list of risks. In a well 
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facilitated brainstorming session, the participants are collaborators, comprising a team that works 

together to articulate the risks that may be known by some in the group. In the session, iisks that 

are known ui1knowns may emerge, and perhaps even some risks thatwere previously unknown 

unknowns may become known. Facilitating a brainstonning session takes special 

leadership skills, and, in some organizations, members of the internal audit and ERM staff have 

been trained and certified to conduct iisk brainstorming sessions. In addition to well trained 

facilitators, the participants need to understand the ERM framework arid how the brainstorming 

session fits into the ERM process. However, a failure in the brainstonning process will 

negatively influence the foreign exchange risk which will therefore affect the general 

performance of impmt firms since it will lead to unknown risks Gopinathan et al (2009) . 

SWOT Analysis 

SWOT (strengths-weaknesses-opportunities threats) analysis is a technique often used in the 

formulation of strategy. The strengths and weaknesses are internal to the company and include 

. the company's culture, structure, and financial and hmnan resources. The major strengths of the 

company com.b_.ine to fo1m the core competenCies that provide ·the basis for the ·company .to 
.. -

achieve a competitive advantage. The opportunities and threats .consist of variables outside the 

company and typically are not under the control of senior management in the short run; such as 

the broad spectrum of political, societal, environmental, and industry risks. 

Facilitated Workshops 

After the information is completed and collected, a cross-functional management team from the 

unit or from several units might participate in a facilitated workshop to discuss it. Again, using 

voting software, the various risks can be ranked to anive at a consensus of the top five to 10, for 

example. As noted previously, using interactive voting software allows the individuals to identify 
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and rank the risks anonymously without fear of reprisal should their superior be a member of the 

group (Holton, 2003). 

Risk Questionnaires and Risk Surveys 

A risk questionnaire that includes a series ?f questions on both internal and external events can 

also be used effectively to· identify risks. For the external area, questions might be directed at 

political and social risk, regulat01:y iisk, indush·y risk, economic risk, environmental r1sk, 

competition iisk, and so forth. Questions on the internal perspective might address risk relating 

to customers, creditors/investors, suppliers, operations, products, production processes, facilities, 

infom1ation systems, and so on. Questiomrnires are valuable because they can help a company 

think through its own risks by providing a list of questions around ce1tain risks. The 

disadvantage of questionnaires is that they usually are not linked to strategy (Holton, 2003). 

Scena.-io Analysis 

Scenario analysis is a particularly useful technique m identifying strategic risks where the 

situation is less ~efined and "what-if' questions should be explored. Essentially, this technique is · 

one way to uncover ri?.ks where the event is high impact/low probability. rn·' this ~r~cess, 

"Managers invent and then cons!der, in depth, several vaiied stories of equally plausible futures . 

The stories are carefully researched, full of relevant detail, oriented toward real-life decisions, 

and designed (one hopes) to bring forward surprises and unexpected leaps of understanding 

(Deloitte; 2006) . 

Using Technology 

The risk identification process can also utilize the company's existing technology infrastructure. 

For example, most organizations utilize an intranet in their management processes. The group 

responsible for a company's ERM process can encourage units to place their best risk practices 

on the ERM site. Risk checklists, anecdotes, and best practices on the intranet serve as 
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stimulation and motivation for operating management to think seriously about risks in their unit. 

Also, tools that have been found pai1icularly useful to various units can be catalogued. As new 

projects are launched, business managers are encouraged to consult the risk ni.anagement group's 

intranet site (Holton, 2003). 

Interviews and Self-Assessment 

This technique combines two different p1:ocesses. First, each individual of the organizational or 

operating units is given a template with instructions to list the key stn~tegies and/or objectives 

within his or her area of responsibility and the risks that could impede the achievement of the 

objectives. Each unit is also asked to assess its risk management capability using practical 

framework categories such as those contained in the ERM. framework from the C01m11ittee of 

Sponsoring Organizations of the Tread way Comnlission (COSO). 

Other Techniques 

Other possible approaches for identifying risks include value chain analysis, system design 

review, process analysis, and benchmarking with other sinlilar as well as dissinlilar 

organizations. Also, external consulta11ts can add value in the risk identification process by 
. . . 

bringing in kriowledge from other companies and indust1ies arid by challenging the company's 

list of identified iisks. 

In conclusion, the identification of the possible risk is very instrumental in the simplicity of the 

mitigation measures. The technicality in the identification of the risks deternline·s the simplicity 

in mitigation and the reverse is true. Therefore, in order to minimize the foreign exchange risk 

effectively, the risk identification team should be too technical that they have all the possible 

skills of risk identification and create possible mitigation measures in relation to achieving 

perfom1ance because mitigation measure are never static but varies from organization to the 

other and base on the nature of the risk and the organizational goals (Choi and Kim, 2003) 
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2.3 Risk Measurement and Performance 

According to Moosa, (2004), financial risk is most conm1only measured in tenns of the variance 

or standard deviation of a variable such as percentage returns or rates· of change. In foreign 

exchange, a relevant factor would be the rate of change of the spot exchange rate between 

cmTencies. V aiiance represents exchange rate risk by the spread of exchange rates, whereas 

standard deviation represents exchange rate risk. by the amount exchange rates deviate, on 

average, from the mean exchange rate in a probability distribution. A higher standard deviation 

would signal a greatei" currency risk. Economists have criticized the accuracy of standard 

deviation as a risk indicator for its uniforn1 treatment of deviations, be they positive or negative, 

and for automatically squaring deviation values. Alternatives such as average absolute deviation 

and Sem-ivariance have been advanced for measming financial iisk. 

Practitioners have advanced and regulators have accepted a financial risk management technique 

called value at risk (VaR), which examines the tail end of a distribution of returns for changes in 

exchange rates to highlight the outcomes with the worst returns. Banks in Europe have been 
. . 

autho~·ized by the Bank for International Settlements to emplo)'. VaR models of their own design 

in establishing capital requ1rements for given levels of market risk. ·using the VaR model.helps 

risk managers detennine the mnount that could be lost on an investment pmifolio over a certain: 

period of time with a given probability of. changes in exchange rates (Moosa, 2003). · VaR 

typically is the risk measure of choice for FX managers and risk departments because it 

expresses a portfolio's risks in a coherent and logical maimer. It is expressed in real profit-and 

loss tem1s and can directly tell a risk manager the potential risks inherent in a p01ifolio based on 

varying degrees of statistical confidence. VaR traditionally is measured in the following three 

ways: 

• Historical simulation 

• Variance/covariance (parametric) 

• Monte Carlo simulation 
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Each method produces a statistical measurement of VaR that is calculated using an historical 

data assumption to give a level of confidence that is detennined from the historical price action. 

Each method differs in complexity and has advantages and disadvantages . Historical simulation 

assumes that the past is a good predictor of the future and that the volatility of the analyzed 

cunencies win remain stable, within the param~ters observed in the past. It uses real historical 

data and therefore importantly does not assume that the · returns are normally distributed. It is, 

however, computationally intensive and ·completely dependent on historical price movements, 

and therefore it can seriously underestimate "tail risk." (Tail risk is a measurement of the 

probability of an event occmTing at the extremes of a given distribution, the reasons for this will 

be explained later in this article.) Historical simulation is also dependent on the quality and depth 

of the input data, which can be problematic for emergmg market cunenc1es. 

Variance/covariance, sometimes known as parametric VaR, is computationally easier because 

historical data is used to calculate the standard deviation of the changes of risk factors and the 

correlations between them. 

·· .. 

The measurement and management of foreign exchange (FX) risk, particularly in emergii;ig 

market portfolios, often is ri~t fully .understood. The Bank of International Settlements lias 

proposed a "shorthand" method and a "simulation" method to measure FX risk. Essentialiy 

shorthand risk measurement refers to an outright notional expression of risk, loosely measmed 

by some form of leverage calculation, and simulation risk refers to a simulation of the possible 

impact on a foreign exchange portfolio by measuring historical price action to give some degree 

of insight into potential profit-and-loss scenarios based on this price action. This approach 

c01mnonly is refened to as Value-at-Risk (VAR) analysis. 

Measuring cun-ency risk may show difficult, at least with regards to translation and economic 

risk (Van Deventer, Imai, and Mesler, 2004; Holton, 2003). At present, a widely used method is 
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the value-at-risk (VaR) model. Broadly, value at risk is defined as the maximum loss for a given 

exposme over a given time horizon with z% confidence. However, most Ugandan finns have 

tendency of poor records management that they do not document their past records and by the 

time they realize a risk, the firm will have made a great lose. This means that the teclmique of 

measurement of the magnitude of the risk is very ins~rumental in detennining performance. 

Kirt (2008) whose study showd foreign exchange risk management is about wealth value in a 

firn1 through cost effective and innovative techniques of currency risk control. Import firms were 

able to identify that foreign exchange risk as a problem to their business profit and sales 

turnover. 

2.3.1 Value-at-Risk Calculation 

Value-at-risk method employs the historical simulation approach of data of transaction cash 

flows and simulation. Kirt (2008) says the value at risk is potential losses over a certain time 
. . 

horizon usin~ a certain confidence level or pro~ability hence error mar~in. This method is widely 

used in transaction risk measmeme~1t ~y regression m~deling. For econo~11ic exposure, Van .D et 
' -. ' 

al. , (2004) and Kirt C. (2008) insist that Value-at-Risk model measures actual and potential loss 

of portfolio under a certain probability or confiden~e interval (z%). Economic risk is also the 

sum of translation and transaction exposure. The present value of a company is measured from 

changes in future operating cash flows caused by environmental unexpected changes in cmTency 

exchange rates. The analysis of econonlic exposme assesses . dynamic exchange. rates on a 

company's own operations in future position relative to other companies. 

The VaR methodology can be used to measure a variety of types of risk, helping firms in their 

risk management. However, the VaR does not define what happens to the exposure for the (100 -

z) % point of confidence, i.e., the worst case scenario. Since the VaR model does not define the 

maximum loss with 100 percent confidence, films often set operational limits, such as nominal 
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amounts or stop loss orders, in addition to VaR limits, to reach the highest possible coverage 

(Papaioannou and Gatzonas, 2002). 

The VaR measure of exchange rate risk is used by firms to estimate the riskiness of a foreign 

exchange position resulting from a firm's ·activi~ies, including the foreign exchange position of 

its treasury, over a certain time period under nonnal ·conditions (Holton, 2003). The VaR 

calculation depends on 3 parameters: 

• The holding period, i.e., the length of time over which the foreign exchange position is planned 

to be held. The typical holding period is 1 day. 

• The confidence level at which the estimate is plam1ed to be made. The usual confidence levels 

are 99 percent and 95 percent. 

• The unit of ctmency to be used for the denomination of the VaR. 

Assuming a holding period of x days and a confidence level of y%, the VaR measures what will 

be the maximum loss (i.e., the decrease in the market·value of a foreign exchange position) over 

· x days, if the x-days period is not one of the ( 1 OO-y)% x-days periods that are the worst under 

n01mal conditlons .. Thus, if the foreign exchange position has a 1-day VaR of $10 million at the 

99 percent confi.dence level, the furn should expect that, with a probability. of 99 percent, the · 

value of this position will decrease by no more than $10 million during 1 day, provided that 

usual conditions will prevail over that 1 d_ay. In other words, the finn should expect that the 

value of its foreign exchange rate position will decrease by no more than $10 million on 99 out 

of 100 usual trading days or by more than $10 million on 1 out of every 100 usual trading days. 

2.3.2 The Historical Simulation Method of Calculation 

The historical simulation is the simplest method of calculation that involves running the firm's 

current foreign exchange position across a set of histo1ical exchange rate changes to yield a 

distribution of losses in the value of the foreign exchange position, say 1,000, and then 
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computing a percentile (the VaR). Thus, assuming a 99 percent confidence level and a 1-day 

holding period, the VaR could be computed by s01iing in ascending order the 1,000 daily losses 

and taking the 11th largest loss out of the 1,000 (since the confidence level implies that 1 percent 

oflosses - 10 losses -should exceed the VaR). The main benefit of this method is that it does not 

assume a n01mal distribution of cmTency returns, as it is well documented that these returns are 

not nom1al but rather leptokmiic. Its shortcomings, however; are that this calculation requires a 

large database and is computationally intensive. 

2.3.3 The Variance - Covariance Model 

The variance - covariance model assumes that (1) the change in the value of a firm's total 

foreign exchange position is a linear combination of all the changes in the values of individual 

foreign exchange positions, so that also the total cmrency return is linearly dependent on all 

individual cunency returns; and (2) the cunency returns are jointly nonnally distributed. Thus, 

for a 99 percent confidence level, the VaR can be calculated as: VaR= -Vp (Mp + 2.33 Sp) 

where Vp is.~he initial value (i~1c~rrencyunits) of the foreign exchang;e position Mp is the.mean 

bf the currency return on the finTI:'s total foreign exchange position, which is a weighted average 

of individual foreign exchange positiori· Sp is the standard deviation of the currency-return on-the -

fnm's total foreign exchange position; which is_ the standard deviation of the weighted 

transformation of the variance-covariance matrix of individual foreign exchange positions (note 

that the latter includes the correlations of individual foreigri exchange positions) . While the 

variance-covariance model -allows for a quick calculation, its drawbacks include the restrictive 

assumptions of a n01mal distribution of ctmency returns and a linear combination of the total 

foreign exchange position. Note, however, that the nom1ality assumption could be relaxed 

(Longin, 2001). When a non-normal distribution is used instead, the computational cost would be 

higher due to the additional estimation of the confidence interval for the loss exceeding the VaR. 
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2.3.4 Monte Carlo Simulation 

Monte Carlo simulation usually involves principal components analysis of the variance 

covariance model, followed by random simulation of the components. While its main advantages 

include; its ability to handle any underlying distribution and to more accurately assess the VaR 

when non-linear cunency factors are present in the foreign exchange position (e.g., options), its 

serious drawback is the computationally intensive process. 

2.4 risk Mitigation and Performance 

The globalization of business generates foreign cunency risks. This process is in:eversible and 

critical to the survival of most industries and businesses. The "globalization process" affords 

enonnous opportunities to diversify business iisk, generate economies of scale and capfore 

additional market share. Companies can no longer state "Our company deals only in US dollars" 

since this approach is not sustainable in global trade. It is estimated that 40% of all international 

trade is denominated in foreign currency. Trillions per day move through the foreign exchange 

markets . Political factors determine that not all currencies are convertible. Commercial trade is 

full of challenges, many of which niay be overcome by utilizing the options avaii'dble in this 

section. 

Due to volatility in exchange rates exporting firms have actively and creatively developed 

foreign exchange risk management strategies (Belk, 1998). Once a firm has identified and 

quantified its exposure to foreign exchange risk and detem1ined the expected foreign exchange 

gain or loss, and concluded that it is not acceptable, it must take action. This action can be 

basically through the use of any currency risk management strategies under cunency risk 

transfer, currency risk reduction and control or cunency risk retention. These are control 

techniques to mitigate exchange risk exposure. Shapiro (2006) categorizes as hedging strategies 

by cunency risk transfer, reduction and risk retention. 
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The Risk Management Process 

,..,,,,,...,,..,.... --~---"'·"'-····-UUUV~v,,,.w ~-•. w.'O 

Risk identification Seek for 

Comprehension q mitigating ff=) 
Solutions 

Appraise new 

or q 
Residual risks 

Evaluate or 
Price 
Risk 

n=j Monitoring 

and 

Control 

Adapted from (Steele, 1992): approaching risk management as an iterative process 

Risk identification 

The greater burden of risk identification varies basing on the nature of the organization 

Seek for mitigating solutions 

This stage involves identifying several techniques to deal with risks and what possible solutions 

. should be applied to overcome risks 

New or residual risk 

At this stage we identify the rate at which iisks emerge or occur in the project. We should be able 

to detem1ine whether there are new emerging risks in the project in relation to the past risks. 

Evaluate or pricing risk 

Involves evaluating risks and risk interactions to assess the range of possible outcomes. It 1s 

primarily concerned with determining which risk events wanant a response. 

Risk monitoring and control 

Involves defining enhancement steps for opportunities and responses to threats. Responses to 

threats generally fall into one of the following categories; risk avoidance, risk reduction, risk 
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transfer and risk retention. Usually, the way risks are monitor and controlled highly influence the 

performance of the firm. Firms with a strong monitoring and control techniques towards the 

existing risks perform better. 

2.~.1 Currency Risk Transfer 

Risk transfer means causing another paiiy to accept the risk,. typically by contract. In 

management of foreign exchange risk, this is through the concepts of hedging, insuring and 

diversification (Brian, 2000). This is when consequences of foreign exchange risk are shifted to ·a 

counterparty by contractual acceptance. Various authors and studies explain risk transfer 

contracts without impact to risk levels. These include fo1ward contracts, currency futures, money 

market hedge, cunency swaps, cmTency options and diversification. Organizations that easily 

accept the risk usual perfom1 poorly since most of their resources are spent in paying for the risk. 

This is different from those from transfer the risk to other paiiies mainly for impmi fim1s, the 

risk can be passed oi1 to the customers inf mm of high prices so that the burden does not cause a 

detriment on their p~rformance as a firm. 

2.4.1.1 Forward contract 

Kakurn (2003) asserted that a forward contract involves an arrangement between two paiiies to 

exchange cmrencies or any other conm1odities at a future date and at a price determined today. 

The contract is based on a future price that is agreed in advance. Principally, a forward contract 

involves pre-selling or buying a paiiicular amount of cmTency at a specified rate now for future 

delivery. Currency fo1wards stop exchange rate risk for company's receivables or payables. 

Giddy and Dufey (2000) notes fo1ward deals with specific cmTency amount and specified rate 

now, avoids exposure upon delivery at maturity date despite locked future gains. 
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2.4.1.2 Currency future 

According to Van Horne (2002), the purpose of cunency futures is to fix an exchange rate to 

avoid alterations in the ·futme cash flows of the firn1. A futures conh·act is · essentially a 

standardized forward contract that is traded in an organized exchange. 

It is a commitment to deliver a specific amount .of a specified currency at a specified date for an 

agreed. price incorporated in the contract. Futures perform like forwards but differ by 

marketability, any time liquidity, standard size, flexibility and economy by conmussion. In 

contrast, Van Horne (2002) assiu-es stable cash flows with flexible but standardized currency 

futures where specific ctmency volume(s) with independent rates are delivered on future 

specified date (s) or periodic intervals . 

2.4.1.3 Money market hedge 

This is an alternative to a forward market hedge. It involves simultaneous bonowing or lending 

in _two different ctmencies to lock in the home cunency value of future foreign currency cash 

flows (Shapiro, 2003). In using a inon~y market hedge, the company is expecting to receive . 
... . , 

income or make a payment in a foreign ci.m:ency at a future date and intends to exchange it. in 

domestic ctmency. 

This is the borrowing of transaction cmrency amount, immediately convert the loan into the 

company's operating currency and then repay foreign currency loan within a cash settlement date 

with the proceeds of a paiiicular transaction. The difference between the money market hedge 

and the forward hedge is that _the cost of money market hedge is detemuned by different interest 

rates rather than a forward rate quotation. Eiteman et al., (2007) relates money market hedge 

with differential interest rates by converting cheap foreign loans into operating cunency for 

gainful transactions to repay using proceeds before settlement date. 
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2.4.1.4 Currency swap 

According to Van Horne, (2002), a swap is a contract between two counter paiiies who agree to 

exchange a stream of payments over an agreed period. The principle amount is exchanged, 

usually at a rate of exchange agreed upon in advance Sun et al., (2003) adds ctmency swap 

where counterparties exchange equal initial principal. of two different currencies by spot rate and 

comparative advantage. Though a costly .third party offsets default risk. In general terms, a 

currency swap is when two parties, usually between a bank and a company to exchange 

payments denominated in one cmTericy for payments denominated in another. The usual aim to 

replace cash flows scheduled in an undesired cmTency with flows in a desired currency to raise 

capital in currencies of no significant revenues . Having raised the capital however, the company 

may wish to swap its repayment into a cmTency in which it has future operating revenues. 

2.4.1.5 Currency option 

According to Brian (2000) an option is an agreement between two counter parties. Giving the 

option the buyer or holder, the right bLif not the obligation, either to buy or sell a quantity of an · 
,. 

item at fixed price, on or before a specified date in the future. Is a derivative instrument where 

the ciwner has the iight but not the obligation to exchange money denominated in one currency 

into another currency at a pre-agreed exchange rate on a specified date. It thus avoids potential 

exposure as counterparties have free and open choice to trade currency amount at specified rate 

before expiry date. Ross et al, (2005) states the holder may buy a call option while a writer may 

sell a put option. The rul.e is to hedge expected foreign cunency cash flows with forwards, and 

unce1iain foreign cash flows with options. 

2.4.1.6 Diversification 

According to Belk, Bidgood & Duangploy (2003) diversification is an important strategy to react 

against exchange rate changes, which affect the perfo1111ance of many firms. Many companies 

such as Japanese auto producers are now seeking flexibility in production location, in part to be 
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able to respond to large and persistent exchange rate changes that make production much cheaper 

in one location than another. Some of the diversification policies include; shifting of markets for 

output, shifting sources of supply, shifting product lines and production facilities as a defensive 

reaction to adverse exchange rate changes (Giddy & Defey, 2002). Currency diversification is 

the spreading of your investment across different g~obal cunencies such as sterling pound, yen 

and the Euro. Belk et al., (1993) identifies with diversification as a defensive reaction where 

exposure is mitigated by spreading risk or cunency assets into several portfoliOs or cunency 

outlay. It is due to comparative advantages of stronger currencies. Uganda's forex bureaus do 

diversify to remittance services and may involve shifting markets or service lines. Diversification 

eases currency conversion and minimizes forex risks by extra flexibility to switch currencies. 

2.4.1.7 International borrowing 

International bonowing is used to mmmuze adverse foreign exchange risk by bonowing a 

.weakening cunency. If borrowing is spread across many currencies, it is unlikely that they will 
. . 

appreciate a~ the same hence low risk level. Bonowing can be done ~oincidentally with mo~1ey 

market hedge methods .. 

2.4.2 Currency Risk Reduction 

According to (Bartram, September 2013) these are methods to reduce the likelihood and severity 

of foreign exchange risk exposure. A fum can opt to lead or lag, net off, match cash flows and 

invoice in stable hard currency. Leading and lagging - An additional operating teclmique that can 

be used by companies is leading and lagging foreign currency receipts and payments. Leading 

reduces exposure by prepaying in soft currency and the practice of lagging is about accumulating 

accruals till the sales quote favours the creditor. The effect of hard currency payables is low 

hence timing controls exposure. A company would l lead soft cmTency receivables and lag hard 
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cuuency receivables to avoid loss from depreciation and benefit from appreciation of the hard 

currency respectively 

2.4.2.1 Netting 

The strategy of netting applies when the co.mpany and its branches net off intra-organizational 

. currency flows at the end of each. period and hence hedging. This saves a company branch or 

subsidiaries by balancing receivables against payables in a two-way intra organization flow. The 

net balance is the only exposure to hedge hence risk saving. For example a UGX 20 million 

branch transfer to the main company owing 40 million. A net-off UGX 20 million, rather than 

the corporation's UGX 60 million transaction is only exposed. Netting further saves transfer and 

commission costs in the two-way flow in the same currency. 

2.4.2.2 Matching 

Timing benefits another tool called matching. This is. a technique similar to netting where a 

company strives to match its cub.-ency outflows by its anticipated currency outflows with'amount 

and timing. Here outflows suitably paired with inflows of same expected currericy amount. Firms 

produce a benefit in the form of ~prea.d.,saving (Bartram, September 2013). For example a fim1 

anticipating receipts in a specific currency may match it with an ananged outflow of the same 

cunency hence natural matching. Parallel matching can be used whereby a company tries to 

match cash flows in cunencies that move closely together over time. 

2.4.2.3 Currency invoicing 

By using the strategy of hedging through the choice of invoice cunency, a company can shift 

share or diver~ify the exchange risk to avoid exchange risk anymore. It has merely shifted from 

the dealer to the buyer to share exposure for example invoicing half of the bill in home cunency 

and the remaining half in the cunency of the buyer. The risk is then halved when a chosen 

invoice currency is presented at the same time as the sales quote or sales contract. Dominant 
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substantial market power can use this method as, Oi et al., (2004) favours currency invoicing in 

. both stable currency and sales quote. A depreciating cmTency will maximize profits hence hedge 

agai11st gross loss. 

2.4.3 Currency Risk Retention 

This is an organizational retention of funds to offset unexpected foreign exchange risk where. 

mitigating cost outweighs perceived benefit. According to Shapiro (2006), some fim1s are risk 

neutral to foreign exchange changes in the long run. This calls for investment in higher retuins to 

exceed loss or risk potential ove1time. 

Bradley and Mole (2002) notes that foreign exchange risk management is a financial function 

and thus affects the firm's financial position. Volatile exchange rates do reduce cash flows and 

profitability of any film. Belk (2002) states the aim of foreign exchange risk management as 

limiting volatile forex exposure on the film's financial performance whereas Shapiro (2006) 
. . 

describes perfor~nance in tenns of higher profit margin, sales growth a_nd overall liquidity o_f 

"'· 
fim1. This i·elates how cunency iisk assessment stimulates financial objectives. 

Forex inanagers can implement mitigation ~neasures as competitive advantage to stabilize 

financial perfo1111ance in dynamic currency markets for example foreign fixed deposits earn 

interest with a saved principal. It depends on other cunency capabilities, real-time economic 

quotes and reliable payment by wires or online offers of cross-currency deals. Evans et al , (2005) 

notes efficient cash control promotes profitability by incorporating exposure into the film's 

operational and long te1111 planning. Secured profits and cost control will arrest possible financial 

distress of forex related fim1s like forex bureaus. 

For optimal financial perfonnance, forex risk management needs to be specific to strategies and 

high efficiency of market infornrntion to select ideal tools for sales and profits. Handling 
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cunency fluctuation with risk management strategies is befitting in today's enormous size of the 

forex market of speed and liquidity unlike other markets. Losses exist, but profits are even 

higher. But just like any other speculative trade, enlarged risks come along with probability for a 

higher profit/loss. Regardless of forex rate changes, profits or losses prevail with caution of the 

rate spread. This is consequently translated into the firms' performance through documentary 

· evidence namely statement of comprehensive income and financial position. In the end 

cunencies inventory is conve1ied into the local cunency (Bartram, September 2013). 

Technical analysis is of higher role to have higher sales in any forex related firm. This should be 

compl~mented with practical statistical tests and routines. There is need for knowledge of the 

exit point of the currency market at profit targets. Limit orders let the . cunency investors stop 

fmiher trading and leave the market at preset profit objectives. By creating a disciplined trading 

methodology, limit orders allow the traders to fix a limit of the profits which they want to make, 

and then exit the market. Also, they are free from the work of continuous monitoring the market 

sitting in front of their computers all day. 

Stop/loss comr~1ands also follow--the same motive as th~t of the limit orders, by allO~ing the 

investors to set an exit point for a loss. By limiting your losses to a preset position, Stop/loss 

orders help forex investors control their iisk conditions. Under nom1al situations, management of 

forex risk should strategically align to objectives for value addition to serve shareholders' 

interests. Accurate placing of stop and limit orders calls for risk takers. 

Mitigating strategies can be appropriately struchlred against forex risk by focusing on one key 

cunency business than currency markets as Allayanis et al., (2001) notes risk averse behaviors of 

firms. 

UFBAMBRA (2010) states cmTency volumes in the descending order are the US Dollar, UK 

Pound Sterling, Euro, Kenya Shilling and the South African Rand. This serves to stabilize the 

32 



earnings to limit probable insolvency. The investor's stop and limit orders detennines the amount 

of risk level hence it is advisable to place your stop/loss orders far from nonnal market price as 

changes can trigger the oi-der. Limit orders also reflect a rational hope of expected profits based 

on market's trading activity. The forex rate should not be overexposed nor too close to market. 

Stop-loss and limit orders can lower an investor's expo~ure to risk by a large proportion. 

A dynamic business enviroiiment will always explain the financial performance of fo~ns. 

This is important for strategic reasons of competitive sustainability. A collection of human 

capital input will enhance business success in sales and profit. Garavan et al (2001) cites a 

resource based view where Human capital unites individual abilities, skills, training, education, 

and experience in their perfom1ance of fruitful output through decisions and cost effective 

techniques. 

Foreign exchange risk management strategies require education and on job training for highly 

skilled technical and managerial employees. Kenyon (2000) suggests that key successful forex 

trading involves undt<rstandi~1g_ of other risks like liquidity risk and cash risk. Finn ·employees. 
• : • w• •· • " ., • 

.... ,, . 

aim at :financial profits by cost control and risk adjustment hence need for· loyalty arid 

commitment to specific skills. It is quite ideal that exchange risk control should precede 

exposure for infom1ed :financial decisions. Forex bureaus need specific skills and applications to 

enable positive net present values through management by objectives, financial plans and stable 

reserve fund. Therefore forex dealers should appreciate basic cunency trading, chart movements, 

indicators and interpretation. There is limited or no human sphere of influence and wisdom for 

currency exchange behavior because most knowledgeable traders can no absolute prediction. As 

such, forex traders are advised to benefit from designed strategies to reduce exposure. Cunency 

markets are highly unpredictable and tentative in nature, as any cunency may fluctuate to 

becoming very expensive or very cheap in relation to other. 
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Forex iisk management calls for collective application of analytical skills prompt knowledge and 

experience in a highly efficient currency market. Forex risk management and human capital rely 

on basics behind an investment, and understanding behind the major market trading. This is the 

ideal way for higher turnover and profitable cunency trading. Skilled technical analysis and good 

m~mey management skills are the basic essentials to trade ':Yell. Analyze the market and create a 

position, establishing rational stop loss and·profit taking levels. 

According to Kizza Caroline (2009), Uganda's case is unique as the employees of forex bureaus 

have various training and educational background. This diversity can be positive or otherwise 

depending on how they appreciate forex trade and risk management. Though human capital is a 

competitive advantage, generally organizations need understand its nature and value to add 

corporate value through cunency risk assessment and c01mter strategies. It is therefore ideal that 

costs of employing human capital and currency risk techniques should be less compared to costs 

of cmrency risk management. This can be critical in face of today's globalization and knowledge 

econmmes. 
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CHAPTER THREE 

METHODOLOGY 

3.1 introduction 

This chapter contains the research design, study population, sampling design, sample size, 

sample area, data collection instruments, reliability and validlty of data, sources of data, study 

variables, data collection procedures, data processing and analysis and limitations to the study. 

3.2 study design 

A case study research design was used to get an in depth understanding of the effect of foreign 

exchange risk management and the financial perfonnance of the impmi foms in Nakawa Urban 

council. The type of research was quantitative. Quantitative research methods were used because 

they enable a structured statistical measurement of variables (Trochim, 2006). Data was collected 

using a questionnaire. Quantitative data was analyzed Using statistical methods. A case study 

method was employed because of its strength in allowing the researcher to concentrate on a 

specific situation and to identify, the various. interactive issues affecting the research pro?~em 

(Bell, 2004). 

3.3 Study population 

The study population included all proprietors and managers of import finns located in Nakawa 

Urban Council under the oversight KACITA. KA.CIT A (2013) records indicated that a total of 

35 import fim1s were located and operated in the Nakawa area. Therefore, the population had a 

total of 70 proprietors and managers. Therefore, the target population included 70 respondents 

who either serviced as proprietors or managers of the fim1s. 
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3.4 Sample size and sample size determination 

The Krejcie and Morgan (1970) guide was used to dete1mine sample size. For a population of 70 

Krejcie and Morgan (1970) s·uggest sample of 59 respondents. Therefore, a total · of 59 

respondents were selected from the firms. The respondents were in categories of Executives 

(proprietors), Senior Managers and Finance. The table below gives a summary of respondents 

and the nature of information they provided. 

Table 3.1: Summary of Category of Respondents 

Category N s Sampling Data 
Strategy 

1. Proprietors 35 26 Purposive Quantitative 

(questionnaires) 

2 .Administrators 35 33 Stratified Quantitative 

rand01p. 
(questionnaires) 

' : .. 

.. . 
Total 70 59 

. As indicted in the table above out of 59 respondents, 26 were the actual owners (proprietors) of 

the business and served as fim1 executes, while 33 were administrative managers sometimes 

serving as operations managers. Tn the category of administrative managers, Senior and Finance 

managers were included. Respondents were selected from import films that were highly affected 

by foreign exchange risks since they deal with foreign cunency. 

The researcher purposively selected executives from the firms. This was because the study 

requires the knowledge of foreign exchange risk management meaning that only those 

employees have knowledge of managing foreign exchange risk were selected and allowed to 
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participate in the study. Business administrators were selected using stratified random sampling. 

This was done in order to give them 

3.5 Sources of data 

Sources of data were Classified into pnmary sources and secondary sources. Primary data 

involved first · hand infonnation that was got from the respondents by use of structui·ed 

questionnaires and interviews that were ·Self administered to the members of KACITA in 

Nakawa Urban Council. Secondary data comprised second hand inforrpation that involved 

reviewing of related literature from text books, journals, news ·papers, web articles and other 

related literature like the KACiTA records on foreign exchange iisk 

3.6 Data Collection Instruments 

Structured Questionnaire 

One instrument, a structured questionnaire was used to collect data. According to Mellenbetgh, 

G.J. (2008), a questionnaire is a research instrument consisting of a series of questions and other 

prompts for the purpose of gathering inf01mation from respondents. The researcher designed 

structured questionnaires to successfully extract infonnation from the targeted population. The 

questionnaires were professionally drafted in a way that they included both the open and closed 

ended questions. The researcher used these questionnaires because they are easy to be 

administered and they take limited time. 

3.7 Reliability and validity of the Instrument 

3.7.1 Validity of the Instrument :. 

In order to collect reliable and valid data , the researcher ensured that valid instruments are used. 

Instruments were also made easy to complete so that respondents were motivated to provide 

honest responses. Arya et al. (2002), say that a data collection instrument is valid when it 
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actually measures what it claims to measure. In this research, content valid of the instruments 

was measured. Bell (2004), affi1ms that respondents are more likely to honestly complete and 

return questionnaires they perceive as having relevant content. Therefore, the researcher ensured 

that all items in the questionnaire had face validity. The words that were used in both 

instruments were simple clear and related to the research problem. Besides, the instruments were 

made easy to complete and the total time needed to complete both instruments was limited to 

about 10 minutes. Furthermore, the questionnaire used simple to understand questions {n order to 

avoid ambiguity and m.isinterpretation of items by respondents. Additiona}ly, the statements 

were kept simple in order to avoid any response biases by leading the respondents to agree or 

disagree with the statement. 

Finally, the layout of the questiomrnire was condensed in two pages so that multiple pages would 

not act as a de-motivator for the respondents to comply with the surveys' most important 

requirement; the willingness of the respondents to respond in a motivated and genuine mam1er. 

With regard to content validity the supervisor, evaluated the questionnaire for its content 

validity. As reconunended by Amin (2005), items that were · fom1d to be ambiguous and those 

judged inappropriate were either eliminated or adjusted. In the content validity test, the validity 

of each item were evaluated on a scale for which 1 =relevant, 2 = quite relevant 3 = somehow 

relevant and 4 = not relevant. 

The validity of the instrument was tested using the Content Validity .Index (CVI). The CVI was 

measured using the formula: 

~ 

Content Validity Index (CVI) =Number of items declared valid 

Total number of items 

The findings are shown in the table below. 
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Table 3.2: Content validity index (CVI) of the Questionnaire 

Expert( assessor) Content validity index 

Supervisor 0.84 

As indicated in Table 3.2, the CVI for the instruments were above 0.80, indicating that the items 

in the instru1)1ent actually measured the study variables. This valu~ was in agreement with 

Mugenda (2003), who reconm1e1i.ded that for an instnunent to be valid for research purposes, its 

content validity index has to be 0.8 and above. 

3.7.2 Reliability of Instruments 

When an instnunent is reliable, it yields consistent responses because it is interpreted well. If the 

desired variable is not measured reliably, the info1mation obtained would not be correct and 

therefore not be reliable (Joppe, 2000) . Pilot data was collected and used to measure and 

enhance the reliability of the questiomrnire. D_ata from ten business administrors was collected 

and entered in the Statistical Package for Social Sciences (SPSS) version 17. A Cronbach alph·a 
., . . . - ..... 

coeffici~nt .test ofreliability was calculated .The vari"ables with an alpha conelation coefficient of 

at least 0.7 were taken to be reliable (Ahuja, 2005). 
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Table 3.3: Reliability of the Instrument 

Variable Alpha coefficient 

Risk Identification 0.72 

Risk Measurement Techniques 0.89 

Risk Mitigation 0.71 

Firm Perfonnai1ce 0.78 

Average 0.77 

Source: Pilot data 

Findings in table 3.3 above revealed that the alpha coefficients of the sub variables making the 

independent variable of foreign exchange risk management were; Risk identification= 0. 724, 

risk measurement = 0.89, Risk mitigation = 0.71 and fi1111 perfornlance = 0.78. The alpha 

coefficient for the dependent variable, firn1 perfonnance was 0.78 . All Cronbach alpha 

coeffi~ients were above 0.70 which indica_ted that the questior~naire was reliable enough to be 

used as a research instl:timent (Amin, 2005). 

3.9 Data collecti.on procedure 

Primary data was collected using a questionnaire as the major instrument of data collection. 

These instmments were administered to the study population which included the impmt finns 

under KACITA. They were both closed and open ended questionnaires. It is the best instrument 

for getting qualitative data since they reflect the general opinion on the issues at stake in this 

research. For the case of quantitative data collection tool, the researcher used self administered 

questionnaire dming data collection that constituted of both closed and open ended questions. 
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For the case of qualitative data collection tool, the researcher employed an interview whereby 

face to face questions were asked to the respondents and their responses were noted down by the 

res.earcher and research assistants . 

3.12 data analysis 

Data was analyzed ·using computer soft ware package known as SPSS and the output were 

exported to Microsoft word and excel for presentation. The researcher used frequency tables and 

graphs using percentages to present data about foreign exchange risk. Descriptive statistics were 

used to describe the population sample with results reflected in percentage and frequencies. The 

researcher finally used Pearson to analyze the conelation/relationship between the dependent and 

independent variables. 

3.13 Ethical considerations 

The researcher ensured that info1med consent is adhered to, whereby the respondents 

participatf'.cl in the study volt~ntarily after achieving an unclerstancli1ig of the relevance of the 

study and the risks involved. 
=- · .~;·: 

The researcher ensured that the info1111ation obtained from the respondents is kept highly 

confidential and protected tlu·oughout its lifetime; and is only accessible to those authorized to 

access it in order to build trnst and security that their privacy is protected. 

The researcher ensured that respondents' right to privacy is m~intained tlrrough seclusion from 

other people and their info1mation kept from unwarranted publicity. 

The researcher tlu·ough an inquiry centered approach observed, classify the info1111ation obtained 

in categories using standards of measurement in order to interpret data and ensure an unbiased 
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mqmry. In order to ensure non-discrimination, the researcher treated individual paiticipants 

equally with fairness iITespective of their race, sex, or any other fonn of discrimination. 

3.15 Limitations of the study 

The study is likely to be hampered by the following limitations: 

The researcher faced. by methodological problems as in interviewing respondents, who in any 

case were· suspicious of ill motives by the researcher. However, an honest, intimate relationship 

was developed to overcome this. 

The researcher was limited by financial constraints to cover cost of paying research assistants 

transportation, typing, and printing among others. The researcher solicited for funding from 

parents, relatives and f1iends 
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CHAPTER FOUR 

PRESENTATION, ANALYSIS AND INTERPRETATION OF FINDINGS 

4.1 Introduction 

This chapter presents and explains analysis of the study findings. Results include descriptive and 

Inferential statistics for measurable relationships according to the study objectives below: 

i) To investigate the effect of_foreign exchange risk identification _on the financial perf9rmance 

of import finns in N akawa Urban Council. 

ii) To determine the effect of foreign exchange risk measmement techniques on the financial 

performance of import foms in N akawa Urban Council. 

iii) To examine the effects of foreign exchange risk mitigations on the financial performance of 

import firms in Nakawa Urban Council. 

4.2 demographic characteristics of the respondents 

Table 4.1 belo.w shows frequency distribution by age of the respondents as shown below; 

Table 4.1:. respondents' Age Characteristics 

Age Frequency Percent(%) 

] 8-25 14 23.7 

25.5-30 15 25.4 

30.5-35 14 23.7 

35 .5-40 12 20.3 

40.5 plus 4 6.8 

Total 59 100.0 

Source: primmy data 

Table 4.1 above shows 23 .7%(n=14) are aged between 18-25, 25.4%(n=15) are aged between 

25.5-30, 23 .7%(n=14) are aged 30.5-35, 20.3%(n=12) are aged between 35.5-40, whilst 

6.8%(n=4) were aged between 40.5 and above. The responses in the above table 4.1 show that 
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the import firms are dominated the active and risk taking youth. This implies that the active 

youth and middle aged have majority influence in managerial role with most full time 

conunitment towards foreign risk management in irnp01i finns . 

Table 4.2: Gender of the Respondents 

J~~I!~~r. : : !. -~ ,: _,, -- 4- ..:, - . - I : t:: :.:: .~~9~~,B.~Y,_;.,.r ____ -~-· - - .. __ , , ---~~~cent _(%) 
' 

Male 38 64.4 

Female 21 35.6 

Total 59 100.0 

Source: primary data 

Table 4.2 above shows 664.4% (n=38) males outweigh the 35 .8% (n=21) females by managerial 

respondents. Therefore, responses were male dominated to show limited . female presence in 

manage1ial decision making when it comes to impo1i :firms' initiatives to address foreign 

exchange risk management hence they prefer employing males than females. 

Table 4.3 highest level of education of the respondents 
.. . . ~ 

Level of education I Frequency Percent(%) 
I . 

' 
I 
I - - .. ... •.-·-··· • • •• 1 ........ . .. 

Ce1iificate 2 3.4 

Diploma 16 27.1 

Degree 29 49.2 

Masters 12 20.3 

Total 59 100.0 

Source: primary data 

Table 4.3 above shows only 3.4% (n=2) held a certificate in different disciplines, 27.1% (n=16) 

held at least a diploma in different fields, 49.2% (n=29) had at least a degree in different :fields 

whilst 20.3% (n=l 2) held at least masters . Results for highest education attainment show about 
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69 .5 percent (n=41) held at least a Bachelor degree while 30.5 percent shared lesser 

qualifications. This statistics above imply that the employees of the imp011 firms are educated 

with reasonable knowledge of managing foreign exchange 1isk. 

Table 4.4: the Departments of Attachment 

Departments Frequency Percent(%) 

Production . 5 8.5 

Sales and marketing 17 28 .8 

Human resource management II 18.6 

Accounting and finance 26 44.l 

Total 59 100.0 

Source: primary data 

Table 4.4 above shows that 8.5% (n=5) belong to the production depa11ment, 28 .8% (n=l 7) from 

the marketing and sales department, 18.6% (n=ll) from the human resource management whilst 

44.1 % (n=26) were from the accotmting and finance department. A higher percentage of about 

41 .1 % (n=26) out of 59 .respondents were from the accounting and finance department with a key' 
~ · . 

experience on the foreign cunency exchange rate. 
. . . 

Table 4.5: Period of Service 

Period of service 
I 

Frequency Percent(%) 1, .. .. ~ f•; ! • :< '. . .. . .. - ... -. ! . . . . ! !~.: t ' • • n. ,. , : :' . : - . -

0-2 Years 12 20.3 

3-5 years 28 47.5 

6 years plus 19 32.2· 

Total 59 100.0 

Source: primary data 

The results in table 4 .5 above indicate that 20.3% (n=12) had served in import firms' operation 

for 2 years, 47.5<% (n=28) had served in imp011 films for at least 3-5 years, 32.2% (n=19) had 

served in the imp011 finns for at least 6 years and above. The results in Table 4.5 above show 
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that 79 .7% (n=47) who dominated the study had worked with the import finns for at least 3 

years . This implies that the study population was dominated by highly experienced respondents 

and so the responses were based on an experienced point of view. This also implies considerable 

film-specific experience in top management and could contribute to a high level of foreign 

exchange risk ma~rngement for import finns in KACITA. 

Table 4.8 :Legal Status of The Company 

Legal status_ 
; ; ' . - - -

' 1· - - -r 
Frequency Percent(%) 

.. . ; . ·I .. 
Sole proprietorship 15 25.4 

Partnership 27 45.8 

Limited company 17 28.8 

Total 59 100.0 

Source: primary data 

Table 4.8 above shows frequency distiibution graded by legal status of the companies that were 

involved in the study. 25.4% (n=15) were registered as sole proprietorship, 45.8% (n=27) were 

registered under partnership whilst 28.8% {n=l 7) are limited companies. 

Table 4.9: Curr~ncy Frequently Quoted For Import Trans~~tions 

Currency frequently quoted for import Frequency I Percent(%) 
·-·- .. . ' 

I 
·1· I 

transactions .. . .. . . ~ ~ . . . I 
US Dollar 34 57.6 

UGX 14 23.7 

Euro 4 6.8 

Pound Sterling 4 6.8 

Japanese yen '") 5.] .) 

Total 59 100.0 

Source: primary data 
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During the study, the respondents were asked about the dominant currency they frequently quote 

for import transactions, 57.6% (n=34) frequently quote US Dollar for import transactions, 23.7% 

(n=14) frequently quote UGX (Uganda shillings) for impmi transactions, 6.8% (n=4) frequently 

quote Euro for impo1i transactions, 6.8% (n=4) frequently quote pound sterling for import 

transactions, whilst 5.1% (n=3) frequently quote Japanese Yen which·was shown the least 

cmrency option quoted for import transactions. The results in Table 4.9 show that about76.7% 

of the import fains frequently quote US Dollar for i1np01i transactions irnplying that majority of 

the import firms are vulnerable to foreign exchange risks. 

4.3 risk Identification and Performance 

Respondents were asked to indicate the techniques used to identify risks for their business. The 

results are shown in table 4.10 bellow, 

Table 4.10 Techniques of Risk Identifieation 

. Techniques· of risk'identificatiOif : · ·- ·:r:t t«~ ··! '." ·1- ··t~'-:t·' · ' Frequency I ~--·P·HPercent (%)· 

SWOT analysis 7 11 § 

Facilitated wo'rkshops 9 .. 15.3 

Risk questionnaires and risk surveys 6 10.2 

Scenario analysis 10 16.9 

Using technology 14 23 .7 

Interviews and self-assessment 4 6.8 

We use a process analysis 5 8.5 

We do benchmarking with similar organizations 4 6.8 

Total 59 100.0 

Source: primary data 
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Results in Table 4.10 above show that import finns use several techniques in identifying foreign 

exchange risks and they include; 11.9% (n=7) rep01ted the use of SWOT analysis in identifying 

foreign exchange risks, 15 .3% (n=9) rep01ted the use of facilitated workshops in identifying 

foreign exchange risks: after the infonnation is completed and collected, a cross-functional 

management team from the unit or from several units might participate in a facilitated work_shop 

to discuss it, 10 .2% (n=6) use risk questionnaires and risk smveys, a risk questionnaire that 

includes a series of questions on both internal and external events can also be used effectively to 

identify risks, 16.9% (n=lO) use scenario analysis in identifying foreign exchange lisk. It is a 

particularly useful technique in identifying strategic risks where the situation is less defined and 

"what-if' questions should be explored, 23 .7% (n=14) use technology in identifying foreign 

exchange risk such as Risk checklists, anecdotes, and best practices on the intranet serve as 

stimulation and motivation for operating management to think seriously about risks in their unit, 

6.8% (n=4) use interviews and self-assessment, 8.5% (n=5) use a process analysis, whilst 6.8% 

(n=4) use benchmarking with similar organizations in identifying foreign exchange risks. 

The results .in tl{e t~ble 4.10 above show that the methods and tec1111iques tised in identifying_ 

foreign exchange iisks vary from imp011 firm to another. However, they share in come most of 

the teclmiques like brainstomling,. use a process analysis, scenario analysis, lisk questiom1aires 

and risk surveys are all implemented to identify foreign exchange iisks. 
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Table 4.11: foreign Exchange Risk Identification and Performance of Import Firms 

Foreign risk identification and performance 
I 

Frequency Percent(%) 

Poor risk identification affects the profits/sales volume 6 10.2 

Performance is viewed in profitability perspective 15 25.4 

RI has a key strategic contribution on performance of 13 22.0 

firm 

The iinpact of exchange rate fluctuation suppresses 15 25.4 

performance 

Poor risk identification retards firms' performance 10 16.9 

Total 59 100.0 

Source: primary data 

The results in table 4.11 above show that 10.2% (n=6) repo1ied that poor foreign exchange risk 

identification by the import firm with highly influence the profitability and sales volmne of the 

firn1. 25.4% (n=15) believed that· the existing relationship is that performance of any 

organization or fi~1n is measured and viewed in a profitability perspective, implying that poor 

identification of the foreign exchange risk management is reflected in a poor organizational 

perfonnance in form of low profit margin. 22.0% (n=l3) show that risk identification has a key 

strategic contribution. on the perfom1ance of the fim1 especially in the lorig run. This was 

followed by 25.4% (n=l5) who show that the impact of exchange rate fluctuation suppresses 

performance as per table 4.11 above. The same table shows that poor risk identification retards 

·organizational perfonnance with about 16.9% (n=lO). The result in the table reveals an observed 

significant positive relationship between foreign exchange risk identification and performance. 

This substantive relationship implies a better cunency risk assessment and strategies is a likely 

observation for better financial perfomrnnce. It eventually enhances sales volume and 

profitability. 
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4.4 foreign Exchange Risk Measurement and Organizational Performance 

In foreign exchange, a relevant factor would be the rate of change of the spot exchange rate 

between currencies. The study was intended to examine where there is any relationship between 

Foreign exchange risk measurement and organizational performance the responses are 

summarized as in tables 4.12 and 4.13 below; 

Table 4.12: foreign exchange risk measurement techniques used by import firms 

Risk measurement techniques Frequency ! Percent(%) 
I 
I 

Value-at-risk model that measures potential loss 14 23.7 

Historical simulation 19 32.2 

The variance-covariance model 14 23.7 

Monte Carlo simulation 12 20.3 

Total 59 100.0 

Source: primary data 

Results in Table 4.12 above show the techniques of measuring foreign exchange risk with 

account of 23. 7% (1i= 14) value at risk model employs the historical simulation approach of data 

of transaction cash flows and simul~tion, 32.2% (n=l 9) Historical siml1fation techi1ique assumes 

that the past is a good predictor of the futm:e and that the volatility of the analyzed cmrencies 

will remain stable, within the parameters observed in the past. This is followed by 

Vaiiance/covariance (parametric) 23 .7% (n=14), whilst 20.3% (n=12) Monte Carlo simulation 

that usually involves principal components analysis of the variance covariance model, followed 

by random simulation of the components. The results in table 4.12 above is dominated by 32.2% 

(n=l 9) because it was show that the historical simulation is the simplest method of foreign risk 

calculation that involves running the firm's current foreign exchange position across a set of 

historical exchange rate changes to yield a distribution of losses in the value of the foreign 

exchange position 
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The historical simulation is the simplest method of calculation that involves running the firm's 

cmrent foreign exchange position across a set of historical exchange rate changes to yield a 

distribl1tion of losses in the value of the foreign exchange position. 

Table 4.13: foreign exchange risk measurement and performance 

Risk measurement and firm's performance Frequency I Percent(%) 
! 

·~ - - -- ..... . ... --- .. 
- - L - .. ~.! ---. --. -;-~ .;fi1:.'...~- ..... : __ . - i . ---- ·- --i: . .:~-- . - -

Value -at-risk method exposes the risk and scares 4 6.8 

imports 

Risk measurement retards import volume and reduces 18 30.5 

profits 

Risk measurement improves import firms profits in 12 20 .3 

long run 

Risk measurement improves on the firms yields/sales 10 16.9 

volume .. 

a general relationship is the increase in profitability, 15 25.4 

sales volume and market share 
, 

Total 59 100.0 

Source: primary data 

Table 4.13 above shows that 6.8% (n=4) value -at_-risk method expanses the risk and scares 

import firms to take risky purchases/imports of certain goods which are sometimes profitable, 

this is followed by 30.5% (n=l 8) 1isk measurement retards impmi volume and reduces 

profitability, 20.3% (n=12) risk measmement improves finns' profits in long run, 16.9% (n=lO) 

reported that risk measurement improves on the fin11S' yields/sales volume, whilst 25.4% (n=l5) 

a general relationship is the increase in profitability, sales volume and market share. Table 4.13 

above imply that risk measurement has got a strong relationship with the finns' performance 
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because the present value of a company is measured from changes in future operating cash flows 

caused by environmental unexpected changes in cunency exchange rates . 

4.5 Risk mitigation strategies and performance 

. Table 4.14 : Risk mitigation strategies 

Risk mitigation strategies 
- . - --- . .,._ - .. . .. 

... 

Risk avoidance 

Currency risk transfer 

Currency risk retention 

Cufrency risk reduction 

Total 

Source: prinzary data 

l ~reque~c~ i 
- -- -

I 
i 

24 

17 

10 

8 

59 

Percent(%) 
-,· - ·-·- - -- ·- · . . !. .•• 

40 .7 

28.8 

16.9 

13 .6 

·100.0 

Table 4.14 above sho~s that there are various risk mitigation strategies empl_oyed by import 

firms in mitigating foreign exchange risks, the results in the table sh~wn that 40.7% (n=24) {~·se · 

risk avoidance as a dominant strategy of risk niitigation, followed by 28.8% (n=l 7) who repm~ted. 

risk ~ansfer, 16.9% (n=lO) risk retention and the least strategy was risk reduction as shown by 

13.6% (n=8). A high frequency count of about 40.7% (n=24) and 28 .8% (n=l 7) iisk transfer 

imply that many import firms try to either avoid the risk or transfer the burden of risk to other 

pmiies such as fo1ward contract, cunency futures, forward market hedge, currency swap, 

cun:ency option, diversification, and international bbJTowing. 
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Table 4.15: Foreign exchange risk management and performance 

Relationship between foreign risk management and I Frequency Percent 
I 

organizationa' performance of import firms I .. , I 
I 

When FX currency goes down, import firms report low 9 15.3 

profits .. 

When curacy is high , market share goes down 19 32.2 

When confrolling risk, some items are left out, low 15 25.4 

sales volume. 

Risk mitigation lowers sales volume, profitability, 16 27.l 

market share 

Total 59 100.0 

Source: primmy data 

Table 4.15 shows 15.3% (n=9) reported that when foreign exchange currency goes down, import 

fim1s repo1t low profitability, low market share, low sales and hence poor perfonnance of the 

firm, 32.2% (n=19) show that when currency is high, market share goes down because. the 

pmchase and importation of certain conm1odities is minimized, 25.4% (n=l5) reported that when 

controlling foreign exchange 1isks, impo1t fin11S are forced to nnnimize the impo11s that require 

foreigii cunency use and import only those that may accept domestic ctmency, in this way, the 

films' total sales volume goes down which is finally witnessed in fonn of poor perfo1mance of 
. . 

the firm, 27.1 % (n=l6) risk mitigation lowers sales vohune, profitability, market share and the 

general performance of the finn. Volatile exchange rates do reduce cash flows and profitability 

of any fom 
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4.6 Pearson Correlation Analysis 

Table 4.16 correlation between foreign exchange risk management and performance 

Correlations 

Foreign risk 
Identification Risk Risk 

Measurement Mitigation 

---------
Foreign risk identification Pearson Correlation 1.000 .861 

I 
.671 

1 and performance Sig. (2-tailed) .005 .001 

N 59 59 i 59 
---

I Risk measurement Pearson Correlation .861 1.000 .671 
Techniques Sig. (2-tailed) .005 I .045 

I 

I 
I 

I N 59 59 59 
I 

I Risk mitigation strategies Pearson Correlation .98 .671 1.000 
Sig. (2-tailed) .003 .045 

I N 59 59 59 

Source: primmy data 

Table 16 shows a p-value 0.005<0.05 meaning that there is a correlation between foreign risk 

identification and the performance of import firms. The p-value 0.045<0.05 implies that there is 

a conelation between foreign exchange risk measurement and profitability, sales volume and 

market share_ hence firms' perfomrnnce. The p-value 0.03<0.05 means that there exists a strong 

. relationship between foreign exchange risk mitigation measures and perfo1mance of import firm 

implying that effectiveness in risk mitigation will increase the total sales volume, market share as 

well as the profitability of import firms. 

In conclusion, foreign exchange rate risk management has a positive impact on profitability, 

market share and the total sales volume of import firms. There is evidence of significantly 

I 

positive linear relationship between foreign exchange risk management, and performance of 

impo11 firms. 
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CHAPTER FIVE 

DISCUSSION, CONCLUSIONS AND RECOMMENDATIONS 

5.1 Introduction 

In this chapter, conclusions are drawn from the discussed results and findings from previous 

chapter. The pmpose of the study was to · establish the effect of foreign exchange risk 

management on perfonnance of impori fini.1s with keen interest in finns under KACITA. Future 

areas of research thereby suggeste~. The generated findings here are related to the prevai!ing 

literature as per the conceptual framework. 

5.2 Discussion 

The presented findings are discussed according to research objectives and questions as shown 

below:-

5.2.1 Risk identification and performance 

The results in the table 4.10 above show that there is an existence of conelation between foreign . . 

exchange risk identification and the performance of impmi finns in tenns of sale volume, market 

share and profitability. The findings of the study revealed that the metl1.ods mid techniques used 

in identifying foreign exchange risks vary from impo1i firm to another. However, they share 

income most of the techniques like brainstorming, use a process analysis, scenario analysis, risk 

questionnaires and risk surveys are all implemented to identify foreign exchange risks. This is in 

agreement with Giddy and Dufey (2002) who argued that the first step in management of foreign 

exchange risk is to acknowledge that such cunency risk does exist and ilrnnaging it is in the 

interest of the firn1. Firn1s should identify the nature and magnitude of foreign exchange 

exposure. Failure to clearly understand or notice the existence of a certain risk will retard the 

perfo1111ance of the imports firm. Businesses that trades internationally or have operations 

overseas are likely to be exposed to foreign exchange risk arising from volatility in the currency 

markets. The most common cause of foreign exchange exposure arises from having to make 
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overseas payments for your imports priced in a foreign cunency or receiving foreign currency 

receipts for your exports. However, exposure can also arise from: Foreign cunency 

borrowing/deposits, overseas subsidiaries. It is also in collaboration with the work of Evans et 

al., (1985) and Shapiro (2006) who stated that ctmency risk identification and assessment and 

strategies will mitigate foreign exchange i:isk in exposed films. Barney (2001) relates trade 

experience and valuable training to focus on profits while Becker (1993) agree that ·managerial 

. skills, advanced education, knowledge and intellectual capability have key strategic contributions 

to firm perfonnance in any business environment. 

5.2.2 Risk measurement and performance 

The results in Table 4.13 shows that 6.8% (n=4) use a value- at- risk method which expanses the 

risk and scares import finns to take risky purchases/imports of certain goods which are 

sometimes profitable in return, the total sales, market share and profitability of the import finn 

reduces tremendously, this is followed by 30.5% (n=l8) risk measurement retards impm1 volume 

and ~·educes profitability," 20.3% (n=l2) risk measurement in~proves firms' profits in i'~ng run, 

16.9% (n=l O)_ reported thaf risk mea_surement improves on the firms' yields/sales v6lufoe, whilst 

25.4% (n=l 5) a general relations11ip is the increase in profitability, sales volume and market 

share. Table 4.13 above imply that risk mea~mement has got a strong relationship with the finns' 

performance because the present value of a company is measured from changes in future 

operating cash flows caused by environmental unexpected changes in currency exchange rates. 

The collective role of cmTency risk measurement and strategies has got a strong positive 

relationship to perforn1ance of import finns. This confim1s that improvement of foreign 

exchange risk management in import finns will result into improved financial performance and 

inadequacies of foreign exchange risk management will cause low financial performance. 

The results of the study findings are in agreement with Moosa, (2003) who argued that financial 

risk is most commonly measured in tenns of the variance or standard deviation of a variable such 
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as percentage returns or rates of change. In foreign exchange, a relevant factor would be the rate 

of change of the spot exchange rate between cunencies. This is also in agreement with Kirt 

(2008) whose study show foreign exchange risk management is about wealth value in a firm 

thrnugh cost effective and innovative techniques of cunency risk control. Import finns were able 

to identify that foreign exchange risk as a problem to their business profit and sales turnover. 

This is consistent with sh1dies by Taggert and McDermott (2000) who argued foreign exchange 

risk is inevitable in import related firms. This is because foreign exchange risk is the dominant 

financial risk affecting their book value and transactions. The nature of import business holds 

international currencies as diversified inventory against the unpredictable foreign exchange rates 

hence active application of cmTency 1isk assessment and counter strategies for business survival. 

Relatedly, Evan et al., (1985) asserted foreign exchange iisk management as the outright 

solution. In addition, it is possible to earn higher profits and sales in cuuency trade regardless of 

cmTency appreciation and depreciation. Basing on the findings in table 4.13 in chapter four of 

this paper, imp01i firms should work hard to effectively measure the magnitude of foreign risk. 

Gopinathan (2009a) and James (2009) emphasized profits/sales affe.ct performance and their 
. . 

ratio analysis can be performed from financial statements to measure perfonnance. The results in 
. . . . 

this table consolidates works by Giddy & Dufey (2002) who asserted that import firms should 

quantify and report c1mency risk exposure to determine wealth through loss or profits. 

5.2.3 Risk Mitigation and Performance 

The findings in Table 4.14 shows that there are vaiious risk mitigation strategies employed by 

impo11 films in mitigating foreign exchange risks, risk avoidance as a dominant strategy of risk 

mitigation, risk reduction, transfer risks and the least;. strategy was risk retention. A high 

frequency count of about 40.7% (n=24) risk transfer imply that many irnpmi firms try to either 

avoid the risk or transfer the burden of risk to other parties such as forward contract, cmTency 

fuhires, fo1ward market hedge, cunency swap, cunency option, diversification, and international 
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bonowing. This is in agreement with Bradley and Mole (2002) who notes that foreign exchange 

risk management is a financial function and thus affects the fim1' s financial position. Volatile 

exchange rates do redtice cash flows and profitability of any firm. Belk (2002) states the aim of 

foreign exchange risk management as limiting volatile forex exposure on the finn's financial 

perfo1111ance whereas Shapiro (2006) describes performance in tenns of higher profit margin, 

sales growth and overall liquidity of firn1. This relates how currency risk assessment stimulates 

financial objectives. 

5.3 Conclusions 

According to the preceding discussions, the following are the conclusions :-

Results show that existence of human capital practices and foreign exchange risk management in 

import fin11S . This study provides unique findings on the relationships between foreign exchange 

risk management, risk identification, risk mitigation and financial performance. There is 

.evidence of significantly positive linear relationship between foreign exchange risk management, 
. . 

and the fina~1cial performance of import firms under KACITA, in ~akawa division, Kampala. 

The risk ~dentification process begins with the team compiling the project's risk events. 

The identification process will vai·y, depending on the nature of the project and the risk 

management skills of the team members, but m?st identification processes begin with an 

examination of issues and concerns created by the project development team. The survey reveals 

that foreign exchange risk management practices are more valued and applied by management of 

import films compared to. another other local business that transacts locally using domestic 

cunency. Adoption of cunency risk assessment tools is thus aimed to immediately identify, 

quantify and mitigate effects of foreign exchange risk for sales volume, market share and profit 

margin from currency spreads. Foreign exchange risk management shows a significantly stronger 

positive association and predictive contribution to financial performance. In addition, both risk 

identification, risk measurement and foreign exchange risk mitigation measures had a joint 
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positive and moderate effect on performance of import fim1s hence a call for more investment if 

the impmt finns are to improves their market share which will improve their total sales volume 

and so the profitability that will enhance their performance. This fmther closes the literature gap 

between foreign exchange risk management and organizational perfonnance in the local context. 

Both independent variables contribute to target performance in market share, sales volume and 

profits margin (profitability). 

Stock prices and exchange rate are positively related. Frequent appreciation of a foreign currency 

against local currency makes it difficult to retain local customers because of high prices of 

impmted input that tend to affect prices of their final products sold locally. This therefore implies 

that a company's profitability fluctuates because of fluctuations in cunency being translated into 

fluctuating prices. 

Foreign exchange risk arises when fluctuation in the relative values of currencies. affects the 

competitive position or viability of an organization. Impofr firms . are exposed to foreign 
- .. . · . -

exchange risk if the results of their.projects depend on fl.1ture exchange rates and if exchange rate 
. .. . . 

changes cannot be fully anticipated. Generally, companies are exposed to, transaction expos{u-e; 

economic exposure and translation exposui.·e 

5.4 Recommendations 

With findings and conclusion, the following reconunendations are presented to management of 

import firm under KA CIT A with reference to needful on the improvement in foreign exchange 

risk management import finns should enforce a foreign exchange risk management plans, 

operational manuals and framework, which evidently shows the what and how of cmTency risk 

identification, assessment, measurement and mitigation procedures and implementation of 

currency risk management strategies. 

59 



Necessary changes should prompt import firms for market efficiency to prevail in a dynamic 

business and knowledge environment. Identification, monitoring, measurement, evaluation and 

mitigations should be periodic for opportunities to improve the performance of import finns . 

Import firn1s' management should opt for cost effectiv~ i:isk management strategies for more 

significant positive relationship between foreign exchange · iisk management, and the · 

performance of import finns. It would be profitable strategy to adopt them only when possible 

their costs are low because investment gains are small relative to the firm's size. The gross 

margin per unit transaction is still meager due to small spreads. Currency risk retention should be 

used if losses and gains are high during cunency fluctuations. 

Import firms should network and share their concerns with member firms in the import 

association and stakeholders in the line ministry like BOU, KACITA, MOF and others who can 

help them especially in the regulation of monitory policies. 

5.5 Ai:eas of Further Reseai-ch .: 

With a low perfo1mance of conelation between foreign exchange risk identification techniques 

in the study, the researcher suggests that a cross section~l study should be conducted to examine 

relationship between foreign exchange risk management techniques and organizational 

performance of import firms . 

60 



References 

Amin, M.A. (2005). Social Science Research: Conception, Methodology and Analvsis. Kampala 

Abor, J. (2005), Managing foreign exchange risk among Ghanaian firms. Journal of Risk 

Finance volume 6 number 4, pp.306-318. 

Allayannis, G., Ihrig, J. and Weston, J.P., 2.001, "Exchange-Rate Hedging: Financial 

Management. Vol. 26 No.3. 

Allayannis, G., J. Ihrig, and J. Weston, 2001, "Exchange-Rate Hedging: Financial vs. 

Operational Strategies. " American Economic Review Papers and Ptoceedings, VoL 91 

(2), pp. 391-395. 

Bartle of Uganda (2013). Bureaux and inter-bank transactions, Kampala: Research Department. 

Bank of Uganda, foreign exchange market operations "an over view of Bank of Uganda policies 

and procedures", presentations to the East African central Banking course (7th July 2004). 

Bell, I. (2004). Doing Your Research Project: A Guide for First-time Researchers in Education and 

Social Science (3rd ed.). New York: McGraw-Hill House. 

Barney, ·} (1991)."Firm resource and sustained competitive advantage. Journal of Management, 
. ··: ·· 

17, 99-120. doi: 10.1177 /014920639101700108 

Bartram, Sohnke M.; Bmns, Natasha; Helwege, Jean (September 2013) . "Foreign Currency.·. 

Exposure and Hedging: Evidence from Foreign· Acquisitions". Quarterly Journal of 

Finance. 

Becker, G.S. (1993). Human capital. Chicago: University of Chicago Press. 

Belk, P.A, Bidgood, V.H., & Doungploy, 0. (1993). Comparative analvsis of UK & US Orms 

(Research Series No. 13 ), Loughborough University Business School. 

Belk, P .A. (2002). Managing strategic exchange risks exposures. Evidence from UK firms . 

Belk, P.A., & Glaum, M., (1990). The management of foreign exchange risk in UK 

multinationals . An Empirical Investigation, 21, 3-33. 

61 



Bodnar, G. and Gebhardt, G., 1998, Derivatives Usage in Risk Jvlanagement bv U.S. and German 

Non-Financial Firms: A Comparative Survey. NBER Working Paper No 6705, 

Cambridge, Massachusetts: NBER (August). 

Bradeley, K., & Moles, P. (2002). Managing strategic exchange risks exposures. Managing 

Ch?i, J. J., and A. M. Prasad (1995), "Exchange Risk Sensitivitv and its Determinants: A Finn 

and Industry Analysis of U.S. Multinationals," Financial Management, Vol.24, No. 3, pp. 

77-88. 

Deloitte & Touche LLP, The Risk Intelligent Enterprise: ERM Done Right, Deloitte 

development LLC, 2006. 

Don Hosfstrand (2006). Foreign Exchange Rates and Their Impact on Trade, hwestment and 

Profitability in the APEC Region, Occasional Paper No. 145. 

Dufey, G and Giddy, H (1995), Management of corporate Foreign Exchange Risk. International 

Accounting and Finance Handbook. 

Evans, T.G., Taylor, M.E., & Holzmann, 0. (1985). International accounting and reporting.(2nd 

ed.). New York: Macmillan Publishing. 

El-Masry, AA., & Omneya, AS. (2007).Exchange rate exposure ,·do size and foreign operatio_ns 

matter?.Managerial Finance volume 33 number 9,pp 741-765. 

El-Masry, AA. (2006).The exchange rate exposw;e of UK non{inancial companies: industry level 

analysis Managerial Finance volume 32 number 2, pp.115-136. 

Featherson, Littlefield & Mwangi (2006). Foriegn Exchane:e Management .Microfinance 

Fatemi, A and Glaum, M (2000), Risk Management Practices of German Firms International· 

Flybjerg, B. (2008). An International Comparison of National Products and the Purchasing 

Power of Currencies: A Study of the United States, the United Kingdom, France, 

Ge1111any, and Italy (Paris: Organization for European Economic Cooperation). 

Garavan, T., Morley, M., Gunnigle, P., & Collins, E. (2001). The role of human resource 

management. Journal of European Industrial Training, 25, 48-68. 

62 

.·, 



Kenyon, A. (1990). Currencv risk & business mana<;tement. Unpublished manuscript, Oxford 

University, Oxford, United Kingdom. 

Kiiza, C. (2009, October). From The Secretariat, Forex News, 10, 5. 

Kipchirchir, D.T. (2008) Forei?;n Exchan?;e Risk Management Practices: A Survey of Motor 

Vehicle Industry in Kenya, Unpublished MBA Project, University of Nairobi. 

Kirt C. B. (2008). Multinational finance. New Jersey: John Wiley & Sons Ltd. 

k.rejcie, R.V., & Morgan, D.W. (1970). Determining sample size for research activities. 

Educational and Psychological Measurement, 30, 607-610. 

Levi, Maurice D. (2005). International Finance, 4th Edition. New York, NY: 

Routledge.ISBN 978-0-41 530900-4. 

Longin, F.M., 2001, "Beyond the VaR," The Journal o{Derivatives, pp. 36-48 (Smm11er). 

Madura,J., (1989) , International Financial Mana?;ement, 2nd ex. 's Paul, Minnesota : West 

Publishing Company 

Mellenbergh, G.J. (2008), Tests and Ouestionnaires: Chapter 10: Construction and 

Administration. In H.J. Ader & G.J. Mellenbergh (Eds.)(With Constructions By DJ Hand), 
. . ·,. 

Advising On Research Methods: A Consultant's Companion (Pp. 211-2360). Huize11., · 

The Netherlands: Johartnes Vari Kessel'Publishing. 

Moffett, Michael H.; Stonehill, Arthur I.; Eitenian, David. K. (2009). Fundamentals of 

Multinational Finance, 3rd Edition. Boston, MA: Addison-Wesley. ISBN 978-0-32-

154164-2. 

Mugenda Olive, M. and Mugenda Abel, ·G. (2003). Research Methods: Quantitative and Qualitative 

Approaches. Nairobi: Acts Press Kenya 

Mutebile, E. (2011 January). Currency crisis. Statement on the Exchan?;e Rate, Kampala: Bank 

of Uganda Press. 

Oi, H., Otani, A., & Shirota, T. (2004). The Choice o[invoice currencv in international trade: 

Implications for the Internationalization of the Yen. 27-63 

63 



Papaioannou, M., and Gatzonas, E. K., 2002, Assessing Market and Credit Risk of 

CountrvFunds: A Value-at-Risk Analvsis. In J. Jay Choi and Michael R. Powers (eds), 

Global Risk Man.agement: Financial, Operational and Insurance Strategies, International 

Finance Review, 3, Amsterdam: Elsevier Science, pp. 61-79. 

Ross, S.,, Westerfield, R., & Jaffe, J. (2005). Corpora_te Finance (7th ed.) . Ilwin:McGraw- Hill. 

Shapiro, A.C. (2007), Multinational Financial Management, 9th ed, Willey, New York. 

Steve Johnson (2010), New world currency index launch, Published: October 24 2010 12:07 Last 

updated: October 24 2010 12:07, United Kingdom. 

Sun, T., Sundaresan, S., & Wang, C. (1993). An empirical investigation. Journal o[Financial 

Economics, 34, 132. 

Uganda Forex Bureau and Money Remitters Associati01i. (2010, December). Members, Retrieved 

March 09, 2011, from http://www.ugandaforex.com/members.html.University, Oxford, 

United Kingdom. 

Van Deventer, D.R., K. Imai, and M. Mesler, 2004, Advanced Financial Risk Management: 

·Tools and Techniques for Integrated Credit Risk and Interest. Rate Risk Management, 

(Hoboken,New Jersey: Wiley). 

Van Horne, J.C. (2002). Financial Management and Policy. Singapore: Pearson Education. 

versus Operational Strategies", AEA Pape!·s and Proc.eedings, may, pp. 391 - 395. 

Wainer, H., & Braun, H.I. (1998), Test ValidityHilldale, NJ. Lawrence Earlbaum Associates. 

64 

.· 



Dear Respondent, 

APPENDIX 1 QUESTIONNAIRE 

KYAMBOGO UNIVERSITY 

I am Shallone Namanya Batte, a student of Kyambogo University, pursuing a degree cifmasters 

in business administration of Kyambogo University. I am conducting a study on foreign 

exchange risk management and performance of imp01i finns. This sh1dy will help policy makers, 

management and other stakeholders understand the relationship between foreign exchange risk 

management and import finns perfomrnnce. 

In order to accomplish this study, I am kindly requesting you to complete this questionnaire. The 

inf01111ation provided will be treated with utmost confidentiality. 

Thank you for participating and making this study a success. 

Researcher; Shallone Namanya Batte 

Tel. 0715647295 

Instructions 

• Kindly tick the most appropriate option 

SECTIONS A: DEMOGRAPHIC CHERACTERISTICS OF THE RESPONDENTS 

1) In which age bracket do you fall? 

1s-25 D 25.5-30 D . 
2) Please kindly state your gender 

Male D Female 

30.5-35 D 35.5-40 

D 
4) What level of education have you attained? 

Certificate D Diploma D Degree D 
Others, specify .......... . ........ .. ... ... . 
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D 40.5 and above 

Masters D 

•.!· 

D 



5) Please state the department you work with in the organization. 

6) For how loi1g have you served? 

0-2 years D 3-Syears D 6 years and above D 

7). State which category best describes the legal status of this company. 

Sole proprietorship 

Partnership 

Limited company 

Other specify . . .................................... . . ... . .. . .......... . 

8) Which cunency are your import transactions frequently quoted in? 

US $(Dollars) 

Pound sterling 

Euro · . . . 
• ... .. 

Japanese yen 

Other specify ... . . .. .. : .... . .... .. .... . . ..... .. . .......... . . .. .. . . . . . . . 

Section B: Risk identification and performance 

9) What are the techniques of risk identification on the perfo1111ance of import firms in Nakawa 

Urban Council? (Please tick the commonly used techniques). 

Brainstonning 

SWOT analysis 

Facilitated workshops 

Risk questionnaires and risk smveys 

Scenario Analysis 
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Using Technology 

Interviews and Self-Assessment 

We use a process analysis 

We do benchmarking with other similar as well as dissimilar organizations 

Others, specify ..... . ... . .............. . .......... : . . . . . . . 

· Give reasons why yo_u prefer using the above techniques? 

10) How does foreign exchange risk identification impact on the sales volume and profitability of 

the import films? 

Poor risk identification affects the Profits/sales volume of the import films which later 

reflects poor organizational perfo1mance. . ~· 

Performance can be viewed in financial perspective through profitability and sales volume 
.. 

or growth 

Risk identification, managerial skills, advanced education, knowledge and intellectual 

capability have key strategic contributions to· firm perfonnance 111 any business 

envirom11ent 

The impact that exchange rate fluctuations have on profitability and the general 

performance will vary but 111 many cases it can be significant and suppress the 

performance of indigenous firn1s if the financial strategies are not dealt with. 

Failure to clearly understand or notice the existence of a certain risk will retard the 

performance of the imports firm. 

Others, specify ... . ...... . ......... . ............................. . ....... . . 
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Section C: Risk measurement and perfo1-mance 

11) What are those foreign exchange risk measurement techniques that impact on the 

perfom1ance of imp01i fim1s in Nakawa Urban Council? (Please tick the commonly used). 

Value-at-Risk model measures· actual and potential loss of portfolio under a certain 

probability or confidence interval (z %) . 

The historical simulation is the simplest method of calculation 

The variance - covariance inodel assumes 

Monte Carlo simulation 

Others, specify .. . ............ . . . ................... . ... . 

Give reasons why you prefer using the above techniques? 

12) In your own.opinion, what is the relatio~ship bet~een risk measmement and the pedoni~~nce· 

of import firn1s? 
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Section D: Risk mitigation and performance 

13) What are the foreign exchange risk mitigation measures? 

Risk avoidance 

Currency risk transfer 

Currency risk retention 

Ctmency iisk reduction .. 

Others specify . . .... . ... . . . .. ....... . 

14) Is there any relationship between foreign exchange risk management· and organizational 

perfo1mance of import finn? 

Please indicate the relationship in the table below; 

Risk identification Sale volume Profitability Market share 

.... . ... .......... .... ........ ... .... . .. .. 

.... .. .. ... ............. ...... .. ......... ·········-··· ..... ... .. ... .. . ......... .. ... ...... .. . .. . . 

Risk measurement Sale volume Profitability Market share 

Risk mitigation Sale volume Profitability Market share 
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Others, specify . .. .. .. ... . ...... ... ..... . .. ...... : ....... : .. . ... . . 

15) Give reasons for your answers· in question 14 above · 

..... End ..... 

.~-
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