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Abstract 

This study sought to undertake an evaluation of foreign exchange risk management effects on the 

firm performance of commercial banks in the Democratic Republic of Congo. The study was 

guided by three specific objectives namely to examine the effect of translation exposure, 

transaction exposure and economic exposure on the firm performance of commercial Banks in 

the Democratic Republic of Congo. The study used firm size, growth options, interst rates and 

previous performance as control varaiables. Relevant theoretical and empirical literature was 

reviewed to concretize the study. The study employed a longitudinal research design and used a 

population of 25 commercial banks registered and operating in the Democratic Republic of 

Congo as at 31
st
 December 2017. A simple random of 8 banks was selected to represent the 

cross-section of banks and the period 2006 to 2017 to represent the time series sample. 

Secondary data was collected on the variables under study and the data was analyzed by using 

both descriptive and inferential statistics.  The correlation analysis results showed that of the 

three measures of foreign exchange risk management, only transaction exposure was 

significantly and positively correlated with the firm performance. The measure was positively 

correlated to firm performance at 1% level. The multiple regression results showed that the 

composite measure of the three exposures had significant association with the firm performance. 

However, when the measures were entered separately in the model, translation exposure was 
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0.810, p-value>0.10 was not significant; transaction exposure was 0.136, p-value>0.10 was not 

significant and economic exposure was 0.585, p-value>0.10 was also not significant. 

These results suggested that only, the composite measure, a set of the foreign exchange risk 

management measures was significant at 5%, while the other exposures separately were not 

significant to the firm performance. Among all the four control variables, only firm size, average 

interest rate and prior year return on assets were significant at 1%, 5% and 1% respectively to the 

firm performance. The study concluded thatlon laverage llforeign llexchange llrisk 

llmanagement does not contribute significantly tolfirm performance. From thelfindings the 

lstudy lconcludes lthat there lwas la significant relationship between the composite measure and 

firm performance. The study recommended that, despite foreign lexchange lrisk lbeing a lcritical 

lissue lin levery lfirm‟s operations, lmanaging lit does lnot ladd lany lsignificant lvalue lto lthe 

lfirm lperformance. The study recommends that those ltasked lwith lmanaging the lrisks lshould 

lthus lfirst lunderstand lthe risks lthey lare lexposed lto lby ldeveloping la lrisk profile. This 

lrequires an lexamination lof both lthe limmediate lrisks lfrom lcompetition land product lmarket 

lchanges las lwell las lthe more lindirect leffects lof lmacro l- leconomic lforces. The study 

further recommends lthat lthis study lbe lcarried lout lfurther land lthe lwhole lbanking lindustry 

lto lbe lstudied lunder lcategories of llisted land lnot llisted land la lproper lstudy lon all lthe 

lTiers. Policy lmakers lshould undertake lto lunderstand lwhy lForex ltrading lamong 

commercial lbanks lis lnot las lrobust in Democratic Republic of Congo las lcompared lto lother 

developed lcountries land lwhat lshould be ldone lto limprove lcapital linvestments lto 

lmaximize lreturns. 

Keywords: Foreign Exchange Risk Management, Firm Performance, Commercial Banks, 

Democratic Republic of Congo 

1.1 Introduction 

McShane and Rustambekov (2011), lstates lthat lexchange lrisk lmanagement lis la lprocess lof 

lidentifying land implementing lall lthe lrisks lthat loccurs lto lthe lfirm land lprotecting lthose 

lrisks lby lhedging financial lor loperational. lAs la lresult, lthe lmanagement lof lcurrency lrisks 

lis lacute. It consists of lidentifying lall lsources lof lforeign lexchange lrisk lthat lmay lthreaten 

lthe strategic objectives lof lthe lcompany lor lconversely, lrepresent lopportunities lthat lcan 

lprovide la competitive ladvantage. In lother lwords, lit lis labout lknowing lthe lnature lof lthe 

lrisk, lthe environment lin lwhich lthe lcompany lis levolved land lproposing lexchange lrisk 

lmanagement policies land lstrategies lthat lcan leven lincrease lthe lperformance lof lthe 

lcompany. Werner and Brouthers (2006), state that foreign exchange risk is the popular risk that 

corporations encounter in international arena and managing that risk has become a challenge in 

the overall financial management. In most developing countries, the lack of investment capital 

affects the economic situation of those countries. Exchange rates are important to reduce the 

difference between the desired domestic saving and gross domestic investment. 

Aggarwal and Harper (2010) state that modern finance and economics are concerned about the 

effects of exchange rate movements on returns and cash flows of corporations. After the collapse 

of the Bretton Woods System in the mid-1970s, most companies in the world viewed exchange 

rates as an important risk factor (Papaioannou, 2001). This is the case in those industries that 
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have been subject to globalization (Bartram, Brown & Fehle, 2004). The exchange rates 

movements have an impact on domestic and international companies seen as the company‟s 

exposure to foreign exchange rate fluctuations. Jorion (1990) says that the exposure in 

fluctuations to foreign exchange rate usually have an impact on the value of net monetary assets 

with fixed nominal payoffs and the value of real assets held by the firm. The corporate treasuries 

are the ones to deal with the issue of currency risk practices for financial and non-financial firm 

which is independent from their core business. Most multinational firms have also risk 

committees to oversee the treasury‟s strategy in managing the exchange rate risk (Lam, 2003). 

Rahman and Hoque (2015) states that Foreign exchange risk becomes more and more important 

in light of the globalisation and internationalisation of world markets, and is one of the most 

difficult and persistent problems with which the financial executives must cope. Specific foreign 

exchange risk practices differ among banks depending on factors like the institution‟s size, and 

the nature and complexity of its activities. However, an understanding foreign exchange risk 

programme should deal with, at a minimum, good management information systems, 

contingency planning and other managerial and analytical techniques. There are companies that 

have not been able to manage the forex risks that they are faced with. Their assumption is that 

the exchange rates will stay constant at the current levels and will only move in a direction that is 

favorable to the firm. 

Exchange rate is the value lof lone lcountry‟s lcurrency in lrelation lto lthat lof lanother country. 

Exchange lrates lare lalso lregarded las lforeign lcurrency lper lunit lof ldomestic lcurrency lor 

domestic lcurrency lper lunit lof lforeign lcurrency. Exchange lrates lcan lallow lthe lprice lof a 

good land lservice lto lbe lexpressed lin la lcommon lcurrency l(Krugman l& lObstfeld, l2006). 

The lexchange lrates lare ldefined lby lthe lrate lor lratio lon lwhich lone lcurrency lcan lbe 

exchanged lfor lanother lcurrency lat la lgiven ltime (Verdelhan, l2010).  lThe lmajor lelements 

of lmonetary lsystem lof la lcountry lis lthe lexchange lrate, lwhere lthe lvalue lof lnational 

currency lexchange lrate lof lone lcountry lexpressed lin lmonetary lunits lof lanother lcountry 

(Opoku-Afari, lMorissey l& lLloyd, l2004).lEngel (2005) lasserts lthat lforeign lexchange lrate is 

lthe lexpected lcontribution lto leconomic lgrowth lnot lonly lby lproviding lforeign lcapital but 

also lby lmaximizing lin lmore ldomestic linvestment. Additional ljobs lwas lcreated land the 

economic lactivity lwill lstimulate lfurther lwhen lpromoting la llinkage lof lboth lforward and 

backward lwith lthe ldomestic leconomy (AL lSamara, l2009). 

According to the list of scientific International Organization for Standardization (2014), 

approximately 250 currencies are being traded in the world   for goods and services and for 

financial transactions. Such currencies are like the United States Dollar, the Euro, which is the 

transnational currency for the European Union, the Canadian Dollar, the Swiss Franc, the 

Mexican Peso, the Japanese Yen, and the Chinese Yuan. The prices of goods and services are 

quoted in each country‟s currency, such as the dollar in the USA, the euro in France, the pound 

sterling in the UK, the yen in Japan, and the Congolese franc in Democratic Republic of Congo 

(Ca‟Zorzi & Schnatz, 2010). Therefore, foreign exchange rates play a major role in international 

trade because they facilitate a comparison of prices of goods and services that are produced in 

different countries.  Observing the daily evolution of currency rates might lead one to think that 

irrationality is the only determinant of exchange rates. The reality is more complex and nuanced, 
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interest rates and their volatility, inflation rates, the main balances of the balance of payments; 

the differentials between the values of these variables in the different countries are the main 

determinants of the rates (Celasun, Ostry & Debrun, 2006). 

Exchange rates are an integral part of everyday landscape of economic agents and are the main 

core of international economic relations. The rise of international commercial and financial 

relations and the resulting growing independence are a first factor explaining the strategic 

importance of this variable (exchange rate). In addition to its economic and financial dimension, 

the exchange rate plays a fundamental role as an instrument or objective of economic policy, or 

even as a symbol of political power. In the totally globalized world and without formal rules, 

economists seek to understand the evolutions and determinants of exchange rates, which are 

more and more volatile and beyond all control. The specialized media daily comment on the 

evolution of the main international currencies that are the dollar and the euro and analyze the 

turbulence that has been going on for several years in the international monetary system "IMS" 

(Cherif, 2004). 

There is a continuing increase in the world trade and capital fluctuations have made the exchange 

rates as one of the main determinants of business profitability and equity prices (Bradley & 

Moles, 2002). Foreign lcurrency lrisk larises leverywhere lor lwhenever an lindividual lor la 

lcompany lis involved lin ltransactions lin la ldifferent lcurrency lthan lthat lof lthe lcurrency lof 

lhome lcountry.  The lexposure lof la lcompany‟s lfinancial lstrength lto lthe lpotential leffect lof 

lmovements in forex lrates lis lthe lforeign lexchange lrisk. The lrisk lof ladverse lvolatility in 

lforex lrates lmay result in la ldecline in lmeasuring lof lfinancial lpower. Most lof lthe 

lcompanies lthat ldeal in various lcurrencies lare lfaced lwith la lrisk lon laccount lof 

lunanticipated lchanges in lforex rates, lcomputed in lterms lof lexposures. This research is 

interested in three types of foreign exchange risks.  One, the transaction risk exposure which is 

the inherent risk that a company‟s gains or losses will critically change favorably or unfavorably 

upon the settlement of a foreign denominated obligation at a future date. Two, translation 

exposure which comes from the need to translate a foreign currency assets or liabilities into the 

home currency for the purpose of finalizing the accounts for any given period (Francis, 2010). 

Three, economic risk exposure which is the present value of future cash flow operations of a 

firm‟s foreign subsidiaries and parent company.  

1.2 Statement of the Problem 

Commercial Banks are particularly vulnerable to foreign exchange rate risk. This is because 

some of them operate in developing countries where the risk of currency depreciation is usually 

high. There are companies that have not been able to manage the forex risks that they are faced 

with. Their assumption is that the exchange rates will stay constant at the current levels and will 

only move in a direction that is favorable to the firm. The World Bank Group (2017) reported 

that the level of exchange rate fluctuations in DR Congo has gone high forcing the Central Bank 

of Congo to intervene to ensure stability.  Since year 2016, the exchange rate against the United 

States Dollar (USD) has depreciated from Congolese Franc (CFR) 920 to a low of CFR 1400 

making it difficult for the banks to predict the future rate with precision. This has affected the 
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performance of commercial banks as they seek to provide adequate currency to promote 

international business (Rose, 2011). 

However, as stated by Antonopoulos (2011), fluctuations in currencies must occur which in turn 

affects the firms‟ expected future cash flows. This situation leads to the question of whether the 

firm hedging activity affects the performance of the firm. When a company is faced with 

transactional risk in foreign exchange the business operations are temporarily affected. Choi, 

Elyasiani and Kopecky (2006) state that, the fluctuations in exchange rate affect the operating 

cash flows and in turn the value of the firm through economic, transaction and translation 

exposures. 

Studies on the effect of foreign exchange risk management on the firm value; for instance, Civcir 

(2003), Choi et al. (2006) and Antonopoulos, and Hall, (2014) have been done in foreign 

countries outside Congo; they find a firm‟s performance is negatively related to debt and 

positively related to dividends and conclude that information effects on profitability obscure any 

tax effects. Literature has not yet reached a consensus as to whether hedging has an impact on 

firm performance and evidence is mixed. Some empirical studies support the hypothesis, but 

some do not, yet others argue that for hedging to add value, it depends on the types of risk to 

which a firm is exposed. When a company with transactional foreign exchange exposure suffers 

a business interruption loss during an extended period and when relevant exchange rates 

fluctuate, it is important to appreciate the impact that exchange rates can have on lost sales, cost 

of sales and gross profit.  

The potential for over- or under stating a profit or loss is not limited to the percentage movement 

in the exchange rates movements. Exchange rate fluctuations affect operating cash flows and 

firm value through translation, transaction, and economic effects of exchange rate risk (Choi et 

al., 2006).   So, similar type of a study should be carried out to evaluate the effects of foreign 

exchange risk on firm performance in DRC which is a country faced by social conflicts which 

may have also an influence on foreign exchange.  

1.3 Research Objectives 

(i) To examine the effect of translation exposure to the firm performance of commercial 

banks in Democratic Republic of Congo. 

(ii) To examine the effect of transaction exposure to the firm performance of commercial 

banks in Democratic Republic of Congo. 

(iii)To examine the effect of economic exposure affect the firm performance of commercial 

banks in Democratic Republic of Congo.  
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1.4 Conceptual Framework 

 

Figure 1: Conceptual framework 
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2.1 Theoretical Review 

2.1.1 International Fisher Effect Theory 

Irving lFisher lin lhis lbook lof lThe lTheory lof lInterest ldeveloped lthis ltheory lof lInternational lFisher 

lEffectl (IFE) lwhich luses lmarket linterest lrates lrather lthan linflation lrates lto lexplain lwhy lexchange 

lrates lchange lover ltime (Shiller & Mcculloch, 1990). lThe lInternational lFisher lEffect lstates lthat 

lexchange lrate lchanges lare lbalance lout lby linterest lrate lchanges. lThe lFisher ltheory lsimply largues 

lthat lreal linterest lrates lacross lcountries lwere lequal ldue lto lthe lpossibility lof larbitrage lopportunities 

lbetween lfinancial lmarkets lwhich loccurs lin lthe lform lof lcapital lflows. lThe lequality lof lreal linterest 

lrates limplies lthat lthe lcountry lwith la lhigher linterest lrate lshould lalso lhave la lhigher linflation lrate 

lwhich, lin lturn, lwill lexperience ldepreciation lin lthe lreal lvalue lof lthe lcurrency lof lthe lcountry 

ldecreases lover ltime. lThe ltheory lstems lfrom lthe lconcept lthat lreal linterest lrates lare lindependent lof 

lother lmonetary lvariables, lsuch las lchanges lin la lnation‟s lmonetary lpolicy, land lprovide la lbetter 

lindication lof lthe lhealth lof la lparticular lcurrency lwithin la lglobal lmarket. L 

The lIFE lprovides lfor lthe lassumption lthat lcountries lwith llower linterest lrates lwill llikely lalso 

lexperience llower llevels lof linflation, lwhich lcan lresult lin lthe lincrease lin lthe lreal lvalue lof lthe 

lassociated lcurrency lwhen lcompared lto lother lnations. The lIFE lexpands lon lthe ltheory, lsuggesting 

lthat lcurrency lchanges lare lproportionate lto lthe ldifference lbetween lthe ltwo lnation‟s lnominal 

linterest lrates. The lrelationship lbetween lrelative linterest lrates land lforeign lexchange lrates lis 

lexplained lwithin lthe linterest lrate ltheory lof lexchange lrate lexpectations. Nominal linterest lrate 

ldifferentials lbetween ltwo lcountries ltend lto lreflect lexchange lrate lfluctuations. Giddy l(1997), 

lcalled lthis lthe linternational lFisher leffect, la lclose lrelationship lto lthe lFisher leffect, lwhich lclaims 

lthat lthe lcombination lof lthe lanticipated lrate lof linflation land lthe lreal lrate lof lreturn lare lrepresented 

lin lthe lnominal linterest lrates.lA lphenomenon lobserved lby llFisher l(1930), says that lif lthe 

linternational lFisher leffect lholds, linterest lrates lin lappreciating lcurrencies ltend lto lbe llow lenough, 

land lin ldepreciating lcurrencies lhigh lenough, lto loffset lexpected lcurrency lgains land llosses. L 

The lInternational lFisher lEffect (IFE) ltheory lsuggests lthat lforeign lcurrencies lwith lrelatively lhigh 

linterest lrates lwill ltend lto ldepreciate lbecause lthe lhigh lnominal linterest lrates lreflect lthe lexpected 

lrate lof linflation. This lquestions lus lto lknow lif lthe linterest lrate ldifferential ldoes lactually lhelp 

lpredict lfuture lcurrency lmovement. Some lof lthe levidence lis lmixed las in lthe lcase lof lPurchasing 

lPower lParity ltheory. In lthe llong-run, lHilll (2004) lstates lthat la lrelationship lbetween linterest lrate 

ldifferentials land lsubsequent lchanges  in lspot lexchange lrate lseems lto lexist lbut lwith lconsiderable 

ldeviations lin lthe lshort lrun. Cumby land lObstfeld, (1981) largues lthat lthe linternational lFisher leffect 

lis lnot la lgood lpredictor lof lshort-run lchanges lin lspot lexchange lrates. According lto lFeiger l(1982) 

lthe lInternational lFisher lEffect l(IFE) lstates lthat lthe linterest lrate ldifferential lexists lonly lif lthe 

lexchange lrate lis lexpected lto lchange lin la lway lthat lthe ladvantage lof lthe lhigher linterest lrate lis loffset 

lby lthe lloss lon lthe lforeign lexchange ltransactions. 
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2.1.2 Purchasing Power Parity theory 

This lmodel lwas lfirst ldeveloped lby lthe lSwedish leconomist lGustav lCassel lin l1920s lto lexamine lthe 

lrelationship lbetween lthe lexchange lrates lof ldifferent lcountries. lThe lPPP lholds lif land lwhen 

lexchange lrates lmove lto loffset lthe linflation lrate ldifferentials lbetween ltwo lcountries. lThe lPPP lis 

lalso ldefined las lthe lbasis lof lthe l“law lof lone lprice” lwhich lasserts lthat lthe lexchange lrate lbetween 

ltwo lcurrencies lshould lbe lequal lto lthe lratio lof lthe lprice llevel lof lidentical lgoods land lservices lin lthe 

ltwo lcountries. lThe lPurchasing lPower lParity l(PPP) ltheorem lexplains lthe lrelationship lbetween 

lrelative lprices lof lgoods land lexchange lrates. lThe lPPP ltheorem lpropounds lthat lunder la lfloating 

lexchange lregime, la lrelative lchange lin lpurchasing lpower lparity lfor lany lpair lof lcurrency lcalculated 

las la lprice lratio lof ltraded lgoods lwould ltend lto lbe lapproximated lby la lchange lin lthe lequilibrium lrate 

lof lexchange lbetween lthese ltwo lcurrencies l(Shapiro l& lRutenberg, l1996). 

According lto lthe lPPP, lincrease lin lthe lprice llevel lof la lcountry lwill lcause ldepreciation lof lits 

lexchange lrate lrelative lto lother lcountries, lthereby lkeeping lthe lrelative lprice lof lidentical lgoods lthe 

lsame lacross lcountries. lFollowing lthe lLaw lof lone lPrice, lthis ltheory lsuggests lthat lexchange lrate 

lchanges lwere loffset lby lrelative lprice lindices/inflation. lUnder lthe llaw lof lone lprice, lwhich lstates 

lthat lin lcompetitive lmarkets, lidentical lgoods lshould lsell lfor lidentical lprices lwhen lvalued lin lthe 

lsame lcurrency. lIn lits l"absolute" lversion, lthe lpurchasing lpower lof ldifferent lcurrencies lis lequalized 

lfor la lgiven lbasket lof lgoods. lIn lthe l"relative" lversion, lthe ldifference lin lthe lrate lof lchange lin lprices 

lat lhome land labroad l(the ldifference lin lthe linflation lrates) lis lequal lto lthe lpercentage ldepreciation lor 

lappreciation lof lthe lexchange lrate./  

PPP lexchange lrate lfluctuations lare lmostly ldue lto ldifferent lrates lof linflation lbetween lthe ltwo 

leconomies. lThe lrelative lPPP lis lbased lon lthe llaw lof lone lprice. lIt lpredicts lthat lexchange lrate 

lchanges lto lcompensate lfor ldifferences lin linflation lbetween ltwo lcountries. lThus, lif lone lcountry 

lhas lhigher linflation lthat lits ltrading lpartners, lthe lexchange lrate lof lthe lformer lshould lbe llow lto 

lcompensate lfor lthis lrelativity l(Eiteman, lStonehill l& lMoffett, l2007). l lLike lother lasset lprices, 

lexchange lrates lare ldetermined lby lexpectations labout lthe lfuture. lSince lcurrencies lare ltreated las 

lassets lthis lapproach lis lcalled lthe lasset lapproach. lPPP lexchange lrate lfluctuations lare lmostly ldue lto 

ldifferent lrates lof linflation lbetween lthe ltwo leconomies l(Rogoff, l1996). 

Shapiro l(2002) ldocuments lthat lin lthe lreality; lthe lPurchasing lPower lParity ldoes lnot lexist lfor la 

lnumber lof lreasons. lThis lis lbecause; lFirst lexchange lrates lare laffected lby lother lfactors lin laddition 

lto linflation ldifferential lsuch las linterest lrates, lincome llevels land lgovernment lintervention. lSecond, 

lthe lidea lbehind lpurchasing lpower lparity ltheory lis lthat las lsoon lthe lprices lbecome lrelatively lhigher 

lin lone lcountry, lthe lother lcountry lwill lstop limporting land lshift lto lthe ldomestic lpurchases linstead 

lof limporting. lThis lshift linfluences lthe lexchange lrate land lit lmay lnot lbe lso lif lsubstitute lgoods lare 

lnot lavailable ldomestically land lthey lmay lcontinue lto lbuy lthe lhighly lpriced lgoods land lthus lthe 

lhighly linflated lcountry‟s lcurrency lwill lnot ldepreciate. 

Engel l(1996) lin lanalyzing lthe lbehavior lof lthe lexchange lrate lin lthree lEMU lcountries lin lthe lperiod 

l1960-1999 lfound lthat lthere lwas lnon-stationarity lof lthe lreal lexchange lrate, lwhich lis la lsymptom lof 

lthe llong-run lpersistence lof ldisequilibria lin lthe lforeign lexchange lmarket. He lalso lfound lthat lsome 

lreal lexchange lrate lseries lwere ltrend lstationary land lthis lled lhim lto lbelieve lthat lthere lis la lmean 

lreversion lphenomenon laround la ltrend. lIn la lsituation lin lwhich lPPP ldoes lnot lhold, lagents lbelieve, 
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lon laccount lof lsome l“natural lreason”, lthat las ltime lgoes lby, lthe ldominant lcurrency lin lthe lEMS l(the 

lGerman lMark) lwill lappreciate. However, in lhis lconclusion, lhe lfound lthat lto lthe lcontrary lthat lthe 

lweaker lcurrencies lespecially lthe lPortuguese lEscudo lwere lthe lones lthat lwith lpassing lof ltime 

lappreciated lin lreal lterms. 

It lis lsometimes limportant lto lcompare lthe lcost lof lbaskets lof lgoods land lservices lusing la lprice lindex. 

lThis lis la ldifficult ltask lbecause lpurchasing lpatterns land leven lthe lgoods lthat lare lavailable lto 

lpurchase ldiffer lacross lcountries. Thus, lit lis lnecessary lto ladjust lfor ldifferences lin lthe lquality lof 

lthose lgoods land lservices l(Kim, l1990). Additional lstatistical ldifficulties larise lwith lmultilateral 

lcomparisons lwhen (as lis lusually lthe lcase) lmore lthan ltwo lcountries lare lto lbe lcompared. When 

lcomparing lthe lPPP lover lsome linterval lof ltime, lproper laccount lneeds lto lbe lmade lof linflationary 

leffects l(Engel, l1996). 

 

2.1.3 Interest Rate Parity Theory  

The linterest lrate lparity lcondition lwas ldeveloped lby lKeynes l(1923), las lwhat lis lnamed lnowadays las 

linterest lrate lparity, lto llink lthe lexchange lrate, linterest lrate land linflation. lThe ltheory lhas ltwo lforms 

lof linterest lrate lparity: lcovered linterest lrate lparity l(CIRP) land luncovered linterest lrate lparity 

l(UCIRP). lCIRP ldescribes lthe lrelationship lof lthe lspot lmarket land lforward lmarket lexchange lrates 

lwith linterest lrates lon lbonds lin ltwo leconomies. lUCIRP ldescribes lthe lrelationship lof lthe lspot land 

lexpected lexchange lrate lwith lnominal linterest lrates lon lbonds lin ltwo leconomies. 

Concept that any disparity in the interest rates of two countries is equalized by the movement in 

the currency exchange rates (Huang, 2009). This theory states that different interest rate between 

two countries is equal to the differential between the forward exchange rate and the spot 

exchange rate. According lto lRoll land lYan l(2000), lInterest lrate lparity lplays lan limportant lrole lin 

lforeign lexchange lmarkets, lconnecting linterest lrates, lspot lexchange lrates land lforeign lexchange 

lrates. lMost limportantly lto lour lresearch, lBilson land lHsieh l(1983), lHuang l(2009), lhave 

ldemonstrated lthat lthe leconomic ltheory lrelating linterest-rate ldifferences lamong lcountries lto 

lsubsequent lexchange lrate lchanges l(uncovered linterest-rate lparity) lseems lto lhave lbroken ldown 

lduring lthe lrecent lfloat. lConsequently, lexchange-rate lchanges lare lno llonger lgoverned lby 

linternational linterest ldifferentials. lHacche land lTownsend l(1981) land lMeese land lRogoff l(1983) 

lhave lshown lthat lother lpossible leconomic ltheories, lsuch las lpurchasing lpower lparity land lthe 

lmonetary lmodel, lalso ladd lvalue lto lrandom lwalk lforecasts lof lexchange lrates. The lreport lof lall 

lthese lstudies lall ldemonstrated la lstrong lrejection lof luncovered linterest-rate lparity. lSubsequent 

lstudies lhave lconfirmed lthese lresults. lThere lis lalso la ltheoretical lliterature, lwhich lattempts lto 

ldetermine lwhether lthe lfailure lof luncovered linterest lparity lis ldue lto lmarket lsegmentation lor lrisk 

laversion lrather lthan lmarket linefficiency.lIn lcontrast, lRoll land lYan l(2000) lsuggest lthat lforward 

lexchange lrates lare lunbiased lpredictors lof lsubsequent lspot lrates land lthere lis lreally lno lforward 

lpremium lpuzzle. 

In lthe lperiod lof lthe lgold lstandard lera, lmonetary lpolicymakers lfound lthat lexchange lrates lwere 

linfluenced lby lchanges lin lmonetary lpolicy. The lrise lof lan linterest lrate lof la llocal lcountry lwill lbe 

lfollowing lthe lappreciation lof lthe lhome lcurrency, land la lfall lin lthe lhome linterest lrate lis lfollowed 

lby la ldepreciation lof lthe lhome lcurrency. This lindicates lthat lthe lprice lof lassets lplays la lcritical lrole 

lin lexchange lrate lvariations. L 
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2.2 Foreign Exchange Risk Management  

Exchange rate risk is defined as the magnitude and likelihood of unanticipated changes in 

exchange rate Brucaite & Yann (2000). The increased volatility of international markets 

generates increased financial risk to the companies. Exchange rate change is one of the financial 

risks where the increased volatility is reflected to the greatest extent. Jacques l(1981) lalso ldefines 

lforeign lexchange lrisk las lthe lrisk lthat lan lentity lwill lrequire lto lpay lmore l(or lless) lor lreceive lless l(or 

lmore) lthan lexpected las la lresult lof lfluctuations lin lthe lexchange lrate lbetween lits lcurrency land lthe 

lforeign lcurrency lin lwhich lpayment lshould lbe lmade. 

Anifowoshe l(1997) lstates lthat lthe lpractice lof lmanaging lforeign lexchange lresources lhas levolved 

lbroadly lin lline lwith lthe lglobalization land lliberalization lof leconomies land lfinancial lmarket. This 

lhas lspanned lover lsuch lareas las lrisk lmanagement land lactive lportfolio lmanagement. Carter, 

lPantzalis land lSimkins l(2003) lobserve lthat lthe lpractice lof lcorporate lrisk lmanagement lhas lchanged 

ldramatically lover ltime lto ltime. According lto lCarter let lal, l(2003), lthe lgoal lof lfirm lwide lrisk 

lmanagement lis lto lreduce lrisk lwhile lplacing lthe lfirm lin la lposition lto lbenefit lfrom lopportunities 

lthat larise lfrom lexchange lrate lchanges. lToday lrisk lmanagement lof lcurrency lexposure lhas levolved 

linto la lfirm lwide lexercise, lby lthe lcombined luse lof lboth lfinancial land loperational lhedges las lpart lof 

lan lintegrated lrisk lmanagement lstrategy laiming lat lreducing lexposure lto lforeign-exchange lrisk, 

lwhich laddresses lboth lshort-term land llong-term lexposures land lencompasses lfinancial las lwell las 

loperational lhedges. L 

Li l(2003) ldefines lfinancial lrisk lmanagement las lthe lpractice lof ldefining lthe lrisk llevel la lfirm 

ldesires, lidentifying lthe lrisk llevel lthat la lfirm lhas, land lusing lderivatives lor lother lfinancial 

linstruments lto ladjust lthe lactual llevel lof lrisk lto lthe ldesired llevel lof lrisk. Giddy land lDufey l(1995) 

lnote lthat lin lthe lmanagement lof lcorporate lforeign lexchange lrisk lis lto lfirst laccept lthat lsuch lrisk 

ldoes lexist land lthen lmanaging lit lis lin lthe loverall linterest lof lthe lfirm land lits lshareholders. 

lSecondly, lhowever, lwhich lis lsomehow ldifficult lis lto lidentify lthe lnature land lmagnitude lof lforeign 

lexchange lexposure. lIn lother lwords, lidentifying lwhat lis lat lrisk, land lin lwhat lway. Some lfirms lwill 

lthink lthat lhedging lthe lfirm‟s lforeign lexchange lrisk lcannot lincreased lthe lvalue lof lthe lshareholders 

las lsome lshareholders lcan lindividually lhedge lthemselves lagainst lthe lrisks lusing linstruments llike 

lforwards lcontracts lthat lare lavailable lin lthe lmarket lor ldiversification lby lmanipulating ltheir 

lportfolio. l 

Redja l(2013) lalso ldefines lrisk lmanagement las la lsystematic lprocess lfor lthe lidentification land 

levaluation lof lpure lloss lexposure lfaced lby lan lorganization land lfor lthe lselection land 

limplementation lof lthe lmost lappropriate lstrategies lfor ltreating lsuch lexposure. lThe lprocess 

linvolves: lthe lidentification, lmeasurement, land lmanagement lof lthe lrisk. lBank lof lJamaica l(1996) 

lasserts lthat lthe lestablishment lof laggregate lforeign lexchange llimits lthat lreflect lboth lforeign 

lcurrency ldealing lor ltrading lactivities l(transactional lpositions) land loverall lasset land lliability 

linfrastructure, lboth lon- land loff-balance lsheet l(structural) lpositions lhelps lto lensure lthat lthe lsize 

land lcomposition lof lboth lpositions lare lappropriately land lprudently lmanaged land lcontrolled land ldo 

lnot loverextend lan linstitution‟s loverall lforeign lexchange lexposure. lThere lis lneed lfor lan leffective 

laccounting land lmanagement linformation lsystem lin lplace lthat laccurately land lfrequently lrecords 

land lmeasures lits lforeign lexchange lexposure land lthe limpact lof lpotential lexchange lrate lchanges lon 

lthe linstitution lare lmandatory. lFirm lshould lbe lmonitoring land lreporting ltechniques lthat lmeasure 
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lthe lnet lspot land lforward lpositions lin leach lcurrency lor lpairings lof lcurrencies lin lwhich lthe 

linstitution lis lauthorized lto lhave lexposure; lthe laggregate lnet lspot land lforward lpositions lin lall 

lcurrencies land ltransactional land ltranslational lgains land llosses lrelating lto ltrading land lstructural 

lforeign lexchange lactivities land lexposures lshould lalso lbe lin lplace. lAnifowoshe l(1997) lobserved 

lthat lsome lof lthe lobjectives lwhich lmanagement lof lforeign lreserve lseeks lto lachieve linclude 

lsecurity, lliquidity, lprofitability land ladequacy lof lthe lreserves. l 

Al lJanabi l(2006) lstates lthat lthe lmajor lrole lin lforeign lexchange lrisk lmanagement lis lto lshelter 

lcorporate lprofits lfrom lthe lnegative limpact lof lexchange lrate lfluctuations. lThe lIntegrated lRisk 

lManagement lParadigm lidentifies lthe lobjectives lof lrisk lmanagement lunder lPost-loss lobjectives las 

lSurvival, lContinuity lof loperations, lEarnings lstability, lcontinued lgrowth land lsocial lresponsibility 

land lthe lPre-loss lobjectives las lEconomic lefficiency, lReduction lin lanxiety, lMeeting lexternally 

limposed lobligations land lSocial lresponsibility. lFatemi land lGlaum l(2000) lfound lout lthat lamong 

lthe lgoals land lobjectives lof lrisk lmanagement l“ensuring lthe lsurvival lof lthe lfirm” lturns lout lto lbe lthe 

lmost limportant lgoal lof lthe lfirm. l“Increasing lthe lmarket lvalue lof lthe lfirm” lis lplaced las lthe lsecond 

lmost limportant lgoal. lOther limportant lgoals, lin ltheir lorder lof limportance, lare linfluencing lthe 

lbehavior lof lsubsidiaries land lmanagerial lemployees, lreducing lcash lflow lvolatility, lincreasing 

lprofitability, land lreducing learnings lvolatility. 

 

Many lresearchers lhave lmade ltheir lresearch lupon lforeign lexchange lrisk lmanagement; lmost lof 

lthem show ltheir lkey lfindings land ltheir lmain lobjective lon lthis lselected larea. lA lgeneral lconcern lin 

lthe lFX risk lmanagement lin lthe lorganization lis lwhether lmanagement lshould lbe lcentralized lor 

decentralized. lPrindl l(1976) lrecommends la lcentralized lrisk lmanagement lsystem. lBecause lin lthe 

risk lpoint lof lview lit lincurs llower lcost lbut lit lhas lsome ldisadvantage ltoo llike lthe llack lof lautonomy 

in some lunits. lMost lstudies ltend lto lshow lthat lFX lrisk lis lconsidered las lan limportant lrisk lto lmanage. 

Marshal l(1999) lalso lfinds lthat lFX lis lthe lmost limportant lfinancial lactivities lin llarge lfirms land 

banks of lBritish, lAmerica land lAsia. 

2.3 Firm Performance 

The firm‟s success is basically explained by its performance over a certain period. Researchers 

have extended efforts to determine measures for the concept of performance as a crucial notion. 

Finding la lmeasurement lfor lthe lperformance lof lthe lfirm lenables lthe lcomparison lof lperformances 

over ldifferent ltime lperiods. Nevertheless, lno lspecific lmeasurement lwith lthe lability lto lmeasure 

every lperformance laspect lhas lbeen lproposed lto ldate. The lreturn lon lassets l(ROA), lalso lcalled 

return on linvestment, lis lan limportant lprofitability lratio lbecause lit lmeasures lthe lefficiency lwith 

which lthe company lis lmanaging lits linvestment lin lassets land lusing lthem lto lgenerate lprofit. lROA 

measures lthe amount lof lprofit learned lrelative lto lthe lfirm's llevel lof linvestment lin ltotal lassets. lThe 

return lon lassets ratio lis lrelated lto lthe lasset lmanagement lcategory lof lfinancial lratios. l(Brealey, 

Myers l& lAllen, 2008). 
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2.3.1 Determinants of firm performance 

 (a) Firm lsize 

There lis lno lclear ldefinition lof lfirm lsize lthat lwas lfound, lit lcan lbe lmeasured lby lthe lsize lof lcorporate 

book lvalue lor lthe lamount lof lsales. lIt lis lbelieved lthere lis la lhigh lcorrelation lbetween lfirm lsize land 

cash lflow lwhich lis lthe lway lfor lcalculating lmarket lcapitalization. lThe lsize lof la lcompany lhas la 

positive leffect lon lthe lfinancial lperformance lof lthe lfirm lbecause lbig lfirms luse lthat ladvantage lto lget 

some lfinancial lbenefits lin lbusiness lrelations. Large lorganizations lcan lobtain lcheap lfunding lhence 

a llower lrate lof lcapital. lThis lis lgenerated lfrom la lhigher lmarket lcapitalization lrate. lLiebenberg land 

Hoyt l(2003) lfound lthat lEnterprise lRisk lManagement l(ERM) lusage lis la lpositive lrelation lto lfirm 

size. lThe llarger lthe lorganization, lthe lmore lcomplex lits loperations lwill lbe land lthe lmore lits 

lexposure to lthreatening levents. According lto lNofsinger, lAdair land lCornett, l(2009) lFirm lsize lis 

lthe lvalue lof the lbusiness lmeasured lin lterms lof lnet lassets. lIt lis lthe ltotal lrealizable lvalue lof la 

lbusiness.  

(b) Interest rate  

According lto lSaunders land lCornett l(2008), linterest lrate lhas la lbig limpact lupon lthe leconomy. 

lWhen it lis lraised, lthe lgeneral leffect lis lto lreduce lthe lamount lof lmoney lin lcirculation, lwhich lwill 

lkeep inflation llow. lIt lmakes lborrowing lmoney lmore lexpensive, lwhich laffects lthe lconsumer‟s 

lbehavior and lbusinesses lon lspending ltheir lmoney; lincreases lexpenses lfor lcompanies, llowering 

learnings somewhat lfor lthose lwith ldebt lto lpay; land, lalso, ltends lto lmake lthe lstock lmarket la lslightly 

lless attractive lplace lto linvestment. l 

High linterest lrates lare llikely lto lretain lbusiness linvestments land linnovation. lAlso, lby lrising linterest 

rates, lthis lcould lincrease lloan ldefaults lin lthe lbanking lsystem land lbank lvulnerability, ldrive lthe lcost 

push linflation ldue lto lmedium lterm lincrease lin lprices lassociated lwith lhigher lcosts lof lbusiness 

financing l(Central lBank lof lCongo l(CBC), l2011). 

Thygerson l(1995) lfound lthat lcalculating lthe linherent lvalue lof la lcompany lby lthe lcash lflow 

discounting lmodel lyields la ltwo-fold limpact. lThere lis la lreduction lin lthe lcash lflows ldue lto llower 

profitability, land la lhigher ldiscounting lrate ldue lto lhigher linterest lrate lregime. lThis lleads lto la llower 

intrinsic lvalue lof lthe lcompany. lInterest lrates laffect lfirm‟s lincentive lto lraise lcapital land linvest 

(Berk, lDeMarzo l& lHarford, l2009). 

Conversely, lif la lbusiness land lhousehold lspending ldeclines lto lthe lextent lthat lthe lCentral lBank 

lfinds lit lnecessary lto lstimulate lthe leconomy, lit lallows linterest lrates lto lfall l(an lexpansionary 

lmonetary lpolicy). lThe ldrop lin lthe lrates lpromotes lborrowing land lspending l(Saunders l& lCornett, 

l2008). lLower linterest lrates lgive lcompanies lan lopportunity lto lborrow lmoney lat llower lrates, lwhich 

lallows lthem lto lexpand ltheir loperations land lalso ltheir lcash lflows. lWhen linterest lrates lare 

ldeclining, lthe leconomy lwill lexpand lin lthe llong lrun, lso lthe lrisk lassociated lwith linvesting lin la 

llong-term lcorporate lbond lwill lalso lbe lgenerally llower l(Saunders l& lCornett, l2008). 
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(c) Growth options 

In lsome leconomics lliterature, lthe lgrowth loptions las la lperformance lof la lfirm lis lpart lof lthe 

lliterature on linvestment. lAuthors llike lHayashi l(1982) largue lthat lreversible linvestment ldecisions 

lwith quadratic ladjustment lcosts llead lto lthe lQ-model lof linvestment. lIrreversible linvestment 

lpermits future lgrowth lopportunities lto lbe lvalued las loptions l(Pindyck, l1988).lSmith and Watts 

(1992) argue that future linvestment lis laffected lby lthe lfirm lvalue. lAlso, la lfirm lwith lhigher lgrowth 

loptions lwill have lhigher lvalue las lit‟s lfavorable lto linvestors lwho lhave lhigher lprospects lof 

lrecovering ltheir investment. lIf la lfirm lhas llower lgrowth loptions lits llikely lto lbe lremoved lby 

lcompetitors lleading lto eventual ldownfall lhence la llower lvalue. 

Moreover, lthe lstockholders lof lthe lfirm lcan lalso lput lthe lfirm‟s lassets lif ltheir lvalue ldrops lbelow lthe 

value lof ldebt lempirically lanalyzed lby lauthors lsuch las lVenezia l& lBrenner l(1977); lMcDonald l& 

Siegel l(1985); lAbel let lal, l(1994). lBerger, lOfek, l& lSwary l(1996) lalso lconfirm lthat lthe lvalue lof lthe 

firm lincreases lin lits lexit lvalue. lThus, lmore lgeneralizable lassets lwould lprefer lto lproduce la lhigher 

put loption lvalue, land lthis lhas la lmeasurable land lpositive limpact lon lthe lvalue lof lthe lfirm. L 

2.4 Empirical Studies  

2.4.0 International Studies 

Rahman land  Hoque lin ltheir lresearch lof la ljournal larticle lpublished lin 2015 and entitled las lForeign 

lExchange lRisk lManagement lIn lBanks las lcomparative lstudy lof lsome lselected Banks lin 

lBangladesh, lthe lpaper linvestigates lhow lIslamic land lconventional lbanks lin lBangladesh manage 

ltheir lforeign lexchange lrisk land lcompares lthe lresults lto ltheoretical lfindings land lto lprevious 

empirical lresearch. lThe lresults land linformation lincorporated lin lthis lresearch lwas lcollected lboth 

from lthe lprimary land lsecondary lsources. lThe lstudy lfinds lthat lsignificant ldifferences lin lthe lforeign 

exchange lrisk lmanagement lpolicies, lguidelines lof lBangladesh lBank, Management loversight 

notably lin lthe lchoice lof lseveral ltypes lof lexposure lto lcover land lin lthe lhedging linstruments lused. 

Consistent lwith lprevious lresearch, lforwards land lnetting lare lthe lmost lused linstruments land 

transaction lexposure lis lthe lmost lmanaged lforeign lexchange lrisk. lBesides, ltranslation land 

economic exposures lare lnot lwell lidentified land lmanaged lmainly lbecause lfirms lbelieve lit lwas lnot 

important or ltoo lcompels. lFinally, lcompanies lhedge ltheir lexposure lbut lnot lfully lhedging ldue lto lits 

high lcost. The lresearchers lbelieve lthis lreport linspires lto lincrease lthe lperformance land 

management lof lthose respected lBanks lin lBangladesh. L In this research it was concluded that on 

the various types of foreign exchange risks faced by the selected banks, majors‟ risk to the banks 

were: exchange rate risk, interest rate risk, settlement risk, and sovereign exchange risks. 

Regarding luse lof lforeign exchange lrisk lmanagement ltechniques, lit lis lfound lthat linternal lrating 

system land lrisk ladjusted lrate of lreturn lon lcapital lare limportant. 

Choi, lElyasiani, land lKopecky, l(1992) lconducted la lstudy lon l48 llargest lUS lcommercial lbanks lfor 

the lperiod lgoing lbetween l1975-1987 land lshowed lthat leffects lof lexchange lrate ldepend lon lthe lNet 

position lof lthe lbank lin lforeign lcurrencies. lRegarding ltheir lresearch, lwhen lbanks lhad lpositive lnet 

position, ldepreciation lof lforeign lcurrencies laffected lnegatively lthe lstock lprices lof lbanks lbefore 

lthe year lof l1979 land lafter lthat lyear lbanks lstock lreturns lresponded lpositively lwith lthe ldepreciation 

lof foreign lcurrencies las lbanks lhad lmoved lfrom lpositive lto lnegative lnet lopen lpositions. lSimilar 
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lstudy conducted lon lCanadian lbanks l(Atindehou l& lGueyie, l2001), lthey lfound lout lfor lthe 

lCanadian Banks that lstock lprices lresponded lpositively lwith ldepreciation lof lforeign lcurrencies. 

Shamsuddin l(2009), lin lhis lresearch lof lsmall lBanks lin lAustralia, lmentioned lthat ladoption lof 

flexible lexchange lrate lregime lin l1983 lalong lwith lfinancial lsystem lglobalization lhave lexposed 

Australian lBanks lto lnew lrisks lalong lwith lnew lopportunities. lAccording lto lhim lsmall lbanks lare 

exempted lto lchanges lin linterest land lexchange lrate. lChoosing lto lsuit lwith lthe lhedging lstrategy lis 

often la ldifficult ltask ldue lto lthe ldifficulties lraised lin lmeasuring lprecisely lcurrent lrisk lexposure land 

deciding lon lthe lperfect ldegree lof lrisk lexposure lthat lought lto lbe lprotected. lThe lneed lfor lforeign 

exchange lrisk lmanagement lhad lstarted lduring lthe lfall lof lthe lBretton lWoods lsystem land lat lthe lend 

of lthe lUnited lStates ldollar lpeg lto lgold lin l1973 ( lPapaioannou, 2001). lThe lissue lof lforeign 

exchange risk lmanagement lfor lfirms lin lnon-financial lsector lis lindependent lfrom ltheir lprincipal 

business land is lusually lindependently lmanaged lwith lby ltheir lcorporate ltreasuries. lIn lmost lof lthe 

firms lthere lare independent lcommittees lwho lfunction lto loversee lthe ltreasury‟s lstrategy lin 

managing lthe lforeign exchange lrisk l(Lam, l2003). lAllen l(2003) lasserts lthat lfirm lclearly lshows lthe 

importance lof lthe lfact that lthey lgive la lsignificant lattention lto lrisk lmanagement lissues land 

techniques. lIn lcontrast, investors linternationally lusually luse ltheir lunderlying lassets land lliabilities 

to lmanage lforeign exchange lrisk. lSince lthe lcurrency lexposure lof lthe linternational linvestor lis 

major lrelating lto translation lrisks lon lassets land lliabilities lheld lin lforeign lcurrencies, lthey ltend lto 

consider lforeign currencies las la lseparate lasset lclass, ltotally lseparate lfrom lother lassets, land 

requiring la lcurrency overlay lmandate. 

Wong l(2000) linvestigated lthe lforeign lexchange lexposure lof lmanufacturing lfirms lin lthe lU.S. lto 

ltest for lan lassociation lbetween lforeign lexchange lexposure land lderivatives. lHe ldocumented lweak 

associations lbetween lderivative ldisclosures land lforeign lexchange lexposure, land lhe lsuggested lthat 

this lcan lbe ldue lto lthe lfirm linability lin lcontrolling lfirms‟ linherent lexposures land lshortcomings lof 

the laccounting ldisclosures. lNevertheless, lhe lconcluded lthat ltaking ltogether lthe lresults lof lthe 

previous lstudies lsuggest lthat lthe luse lof lcurrency lderivatives lmay lhelp lto lreduce lfirms‟ lforeign 

exchange lexposure. 

Empirical lliterature lreview lhas lrevealed lthat lcompanies lare laware land lhave lknown lthe lissue lof 

exchange lrate lexposure las lan leffect lon lthe lfinancial lperformance lof lthe lfirm; lsome lstudies llike lfor 

example Jamal and Khalil (2011) lrevealed lthat lJordanian lcompanies ldeliberately ldo lnot lhedge 

accounting lexposure. lHagelin land lPlamborg l(2004) lfound lthat lliquidity lis lnegatively lrelated lto 

transaction lexposure lhedging lsupporting lthat lfirms ldo lhedge lin lresponse lto lexpected lfinancial 

danger lcosts. lDominguez land lTesar l(2001) lalso lfound lthat lfirms ladjust ltheir lbehavior 

ldynamically in lregard lto lexchange lrate lrisk land lthat lexposure lis lcorrelated lwith lfirm lsize, 

lmultinational lstatus, foreign lsales, linternational lassets land lcompetitiveness lat lthe lindustry llevel. 

 

2.4.1 Evidence from Studies in Africa 

In lthe lAfrican lregion, lforeign lexchange lrisk lis lfound lout lto lbe la lmajor lsource lof lrisks. lWe lsupport 

this lstatement lby llooking lat lthe lresearch lmade lby lWalter land lTewodros l(2004), linvestigated lthe 

foreign lcurrency lexchange lrate lexposure lof lthe lmain lcommercial lbanks lin lSouth lAfrica lwith lthe 

help lof laugmented lmarket lmodel. According lthem, lall lthe lmain lfour lbanks lin lSouth lAfrica lshow 

that lthe lforeign lexchange lrisk land lthe lNet lAsset lposition lin lforeign lcurrencies lis lnot la lgood 
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predictor lor lview las la lweak lpredictor lof lforeign lexchange lrisk. William l(2013) lwhen lresearching 

lon lthe leffect lof ltranslation lexposure lfinds lthat lexchange lrate fluctuations lwhich lcause lexchange 

lrate lexposure lare lcaused lby lTrade lMovements, lCapital Movements, lStock lExchange lOperations, 

lSpeculative lTransactions, lBanking lOperations, Monetary lPolicy land lPolitical lConditions. lHe 

lshows lthat lone lcommon lapproach lto lexchange lrate exposure lis lthe lasset lapproach lto lexchange 

lrate lexposure lviews lexchange lrate lfluctuations lbecause of ltrade lin lassets lrather lthan ltrade lin 

lforeign lcurrency. Asymmetriclexchange lrate lexposure lon lthe other lhand loccurs ldue lto lthe 

linvestors land lmarket lasymmetric lbehaviors. lIn lparticular lthese behaviors lare lasymmetric 

lhedging, lhysteresis land lprice lto lmarket lbehavior.  

Salifu l(2007) lin lhis lresearch lon lthe lforeign lexchange lrisk lexposure lof llisted lcompanies lin lGhana, 

he lexamines lthe lforeign lexchange lexposure lof llisted lcompanies lon lthe lGhana lStock lExchange 

from lyear l1999 lto l2004. lThe lresearch luses ldifferent lexchange lrate lmeasures lnamed lthe lcedi lto lUS 

dollar, lthe lcedi lto lUK lpound lsterling, lthe lcedi lto lthe leuro land la ltrade‐weighted lexchange lrate 

lindex to ldetermine lthe ldegree lof lexposure. lThe ldesign land lmethodology lapproach lused lin lthe 

lresearch was l– lThe lJorion l(1990) ltwo‐factor lmodel lwhich lregress lthe lreturn lon la lfirm lagainst 

lchanges lin lthe exchange lrate land lreturn lon lthe lmarket lis lused lto lestimate lthe lexchange lrate 

lexposure lusing lthe sample lof ltwenty lfirms. lThe lfindings lshow lthat labout l55 lper lcent lof lfirms lin 

lthe lsample lhave astatistically lsignificant lexposure lto lthe lUS ldollar lwhilst l35 lper lcent lare 

lstatistically lexposed lto lthe UK lpound lsterling. lSector lspecific lexposure lresults lshow lthat lthe 

lmanufacturing land lretail lsectors are lsignificantly lexposed lto lthe lUS ldollar lexchange lrate lrisk. lThe 

lfinancial lsector ldid lnot lshow lany risk lexposure lto lany lof lthe linternational lcurrencies. lIt lwas 

lshown lthat lthe lmost ldominant lsource lof exchange lrate lrisk lexposure lwas lthe lUS ldollar. lMost 

lfirms lare lalso lnegatively lexposed lto lthe lcedi to lUS ldollar lexchange lrate lchanges, limplying lthat 

lthe lcedi ldepreciation lvis‐à‐vis lthe lUS ldollar adversely laffects lfirm lreturns. lThe lstudy lalso lreveals 

lthe lextent lof lforeign lexchange lexposure lof firms lin lGhana land lalso ladds lto lthe llimited lbody lof 

lempirical lliterature lon lexchange lrate lexposure of lfirms lin lAfrica. lThe lresults lon lthat lstudy lserve 

las la luseful lguide lto lcorporate lmanagers land investors lon lthe ldegree lof lforeign lexchange lexposure 

land lthe lneed lto leffectively lmanage lfirm exposure. l 

Adetayo l(2013) lalso lexamined lforeign lexchange lrisks lmanagement lon lcommercial lbank, lof 

selected lcommercial lbanks lof lNigeria. lThe lstudy ldetermines lhow lthe lrisk lin lforeign lexchange lcan 

be leffectively lmanaged. lThe lstudy lhad lto lpursue lthese lobjectives: lto ldetermine lthe lvarious 

exchange lrisks lwhich lthe ltreasurer lof lthe lselected lbank lis lexposed lto lin lits lforeign lexchange 

transaction; lto linvestigate lhow lthese lrisks lcan lbe leffectively lmanaged land lto lidentify lrisk land 

exposure lmanagement ltechniques lrequired lfor ltreasury lmanagement. lThe lselected lfirm lused lwas 

la Commercial lBank lof lInternational lStandard, llocated lin lLagos, lthe lbusiness lcenter lof lNigeria. 

lThe study lused lboth lthe lprimary land lsecondary lsources lof linformation. lThe lprimary lsource 

lcomprised of la lstructured lquestionnaire, lto lelicit lpertinent lresponses lfrom lthe lrespondents. lA lnon-

parametric measure lbased lon lchi-square lstatistics lwas lemployed lto ltest lthe lhypothesis land 

ldetermine lif lthere is lany lassociation lbetween lforeign lexchange ltrading land lrisk lmanagement 

lissues. lSpot ltransaction technique lwas lfounded lto lbe leffective lin lminimizing lforeign lexchange 

lrisk. 
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2.5 Research gap 

Hagelin l(2004) lstudied lSwedish lcompanies and hel found lthat levidence lthat lhedging lactivities 

increase lfirm lvalue. lHe lfound lthat lcompanies lthat luse lcurrency lderivative lare lnegotiated lwith 

premium lwhen lcompared lto lthose lcompanies lwho ldo lnot luse lthem. lIn laddition, lhe lshowed lthat lif 

management lhas lanother loption lplan lfor lcompany‟s lstock, lmany ltimes, lthey luse lhedging ltools lto 

protect ltheir lremuneration land lnot lfor lthe lshareholder. lIn lthis lcase, lhedging lshows la lnegative 

relation lwith lfirm lvalue. lBy lalso lusing la lsample lof lSwedish lcompanies, lPramborg l(2004) 

conducting lthis lstudy lfound lthat la lpositive limpact lof lhedging lon lfirm lvalue lin lcase lthe lfirms luse lit 

to lhedge lits ltransaction lexposure land lthere lis lan linsignificant limpact lin lcase lthey luse lit lto lhedge 

lits translation lexposure.  

Irio and Faff, (2000) also studied foreign exchange risk management in industries in Australia in 

the banking sector. According lto ltheir lview, lbanking lindustry las la lwhole ldo leffective lforeign 

lexchange lrisk management land, ltherefore, lthis ltype lof lrisk lis linsignificant lin lpricing lstocks lin 

lbanking companies. William (2013) only looked at translation exposure and found that exchange 

rate fluctuations are caused by the trade movements and other banking operations. He did not 

look at others exposures. Mugera (2013) also researched on the Forex exposure but leaving a gap 

on whether hedging add value to the firm. Serenis land lTsounis l(2012) lstates lthat lexchange lrate 

lvolatility lis la lmeasure that lis lnot ldirectly observable lthus; lthere lis lno lclear, lright lor lwrong, 

lmeasure lof lvolatility. lMost empirical lstudies have utilized lthe lstandard ldeviation lof lthe lmoving 

laverage lof lthe lexchange lrate. 

Many lresearchers lhave lmade ltheir lresearch lupon lforeign lexchange lrisk lmanagement; lmost lof 

lthem show ltheir lkey lfindings land ltheir lmain lobjective lon lthis lselected larea. lA lgeneral lconcern lin 

lthe lFX risk lmanagement lin lthe lorganization lis lwhether lmanagement lshould lbe lcentralized lor 

decentralized. Some of them demonstrated that hedging activities reduces the risk but not all of 

them focused more on whether forex can affect the firm performance. They only showed how to 

manage the FX risk and the strategies to use. Empirical lreview lconcludes lthat lthere lis no lstudy 

lthat lexists lon lthe lforeign lexchange lrisk management lon lfirm lperformance lof lcommercial lbanks lin 

lDRC, hence the researcher will be focused on this study. lThis lis lthe lgap lthis lstudy lseeks to 

bridge. 

3.0 Research Methodology 

A longitudinal survey research design was chosen for this study. The lpopulation lof lthe lstudy 

lcomprised lall lthe l25 lcommercials lbanks registered and operating in lDemocratic lRepublic lof 

lCongo as at 31
st
 December 2017. Alsample lsize lof lbetween l10 lto l30% lis la lgood lrepresentation lof 

lthe ltarget lpopulation, hence, a simple random lsampling of 25 commercial banks was used  lto 

lselect eight lcommercial lbanks l(30% lof lthe lpopulation) lto lensure lthat lthe ldesired lrepresentation lin 

lthe lpopulation lis lachieved. lThe lcross-sectional lsampling lof leight banks was chosen from all the 

25 commercial lbanks lof lDRC covering the period 2006 to 2017. Data lwas lcollected lfrom 

lsecondary lsources, these were the financial lreports of sample companies. Data analysys involved 

both descriptive and inferential analsysis. The descriptive statistics included outputs on the mean, 

median, standard deviation, and maximum and minimum values. Regression model was 
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estimated with each of the three measures of foreign exchange risk management and also with a 

composite measure.The model for data analysis was; 

Y= β0 + β1X1it +  β2X2it +  β3X3it + β4Firm sizeit + β5Growth optionit + β6Interest ratesit  + β7Prior 

firm performanceit + Year dummy +  Ɛ it   

Where:  

Yit  was the firm performance of a commercial bank i for year t 

𝛽1,2,𝛽3,𝛽4, 𝛽5,𝛽6,𝛽7 = Regression coefficients of the variables 

The variables of interest, the independent variable was; 

X1it was the translation exposure related to incomes of a commercial bank i for the year t 

X2it was the transaction exposure related to accounts receivable of a commercial bank i for the 

year t 

X3it was the economic exposure related to the exchange rate volatility of a commercial bank i for 

year t  

Control variables included in the model were measured as explained in the section above. 

Year dummy was included to control for year to year effects on the dependent variable. 

Ɛit was the error term which is assumed to be normally distributed. 

 

4.0 Result Findings and Presentation 

4.1 Descriptive Statistics  

Descriptive statistics was used in describing the basic features of data by providing simple 

summaries about the sample and the measures used. In this study, descriptive statistics were 

employed to provide: means, median, maximum, minimum and standard deviation of data 

collected in relation to foreign exchange risk management and firm performance of commercial 

banks in the Democratic Republic of Congo. 

Table 1: Descriptive Statistics 

 N Minimum Mean Median Maximum Std deviation 

ROA 95 -17.79 0.04 1.18 3.79 3.79 

Translation Exposure 95 -18.53 8.84 15.14 18.82 13.07 

Transaction Exposure 95 -18.29 9.77 15.48 19.34 12.83 

Economic Exposure 95          0.28 2.68 2.30 4.81 1.47 

Firm Size 95 15.69   18.90  19.12            21.50 1.26 

Growth options 95 -1.95 0.41 0.33 5.36 0.67 

Interest Rate 95 0.05 0.09 0.08 0.12 0.02 

Priorperformance  95 -10.35 0.09 -0.01 16.53 2.56 

 Composite measure  95 -2.43 0.00 0.22 1.23 1.00 
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N represents the number of oberservation; ROA is return on assest measured as firm performance, dependent 

variable; translation exposure, transaction exposure and economic exposure are measure of foreign exchange risk 

management and measured as independent variable; Firm size is measured as control variable, Growth, interest rate 

and prior year are measured as control variables; Composite measure is a measure of the three exposures of foreign 

exchange risk management and measured as one measure. 

As shown in Table 1, the findings indicate that listed commercial banks in DR Congo had an 

average Return on Assets (ROA) of 0.04 and a median of 1.18, with the highest bank having a 

maximum ROA of 3.79 while the lowest bank had a minimum ROA of -17.79. The study also 

revealed that the banks had an average of translation exposure of 8.84 and a median of 15.14 

with the highest bank having translation exposure of 18.82 while the lowest bank had translation 

exposure of -18.53. The findings further indicated that listed commercial banks in DR Congo had 

an average transaction exposure of 9.77 and a median of 15.48 in the study period with the 

highest bank having transaction exposure of 19.34 while the lowest bank had transaction 

exposure of -18.29 within the study period. Equally, the findings showed that economic exposure 

among the listed commercial banks averaged at 2.68 with a median of 2.30 the highest bank 

having economic exposure of 4.81 while the lowest bank had economic exposure of 0.28.  

However, this study also found that commercial banks had an average of firm size of 18.90 and 

the firm size median of 19.12 with the bank having a highest firm size of 21.50 and the lowest 

bank had firm size of 15.69. Further, the research also indicated that commercial banks had an 

average growth opportunity of 0.41 and the median growth opportunities of 0.33, and the bank 

with a maximum growth of 5.36 while showing the lowest bank had a lower growth of -1.95 

within the study period. However, the research revealed that interest rate among the listed 

commercial banks averaged at 0.09 and the bank with a median of 0.08 while having a highest 

bank interest rate of 0.12 and the lowest bank had interest rate of 0.05, the prior performance 

showed a mean of 0.09 and a median of -0.01 among commercial banks; the maximum was 

16.53 and the minimum banks was 2.56. The study finally revealed a composite measure 

exposure of all the listed commercial banks was averaged at 0.00, with a median of 0.22, while 

showing the highest bank with a maximum of 1.23 and the lower bank with a maximum of -2.43 

and a standard deviation of 1.00. 

4.2 Correlational Analysis 

The researcher conducted a correlation analysis in order to determine the correlation between 

foreign exchange risk management and firm performance of commercial banks in the 

Democratic Republic of Congo. Table 2 shows the results from correlation analysis between the 

all the study variables. 
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Table 2: Pearson's Correlation Coefficients 
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ROA 

Pearson 

Correlation 

1 .185 .272
**

 -.160 .445
**

 -.336
**

 .174 -.371
**

 .275
**

 

p-value  .073 .008 .121 .000 .001 .091 .000 .007 

Translation 

Exposure 

Pearson 

Correlation 

 1 .472
**

 -.298
**

 .279
**

 -.108 .221
*
 .116 .802

**
 

p-value 
  .000 .003 .006 .296 .031     

.264 

    

.000 

Transaction 

Exposure 

Pearson 

Correlation 

  1 -.291
**

 .199 -.145 .228
*
 -.105 .798

**
 

p-value    .004 .052 .162 .026 .312 .000 

Economic 

Exposure 

Pearson 

Correlation 

   1 -.179 .155 -

.298
**

 

.073 -

.659
**

 

p-value     .082 .134 .003 .481 .000 

Firm Size 

Pearson 

Correlation 

    1 -.211
**

 .687
**

 .038 .292
**

 

p-value 
     .040     

.000 

.713 .004 

Growth 

Options 

Pearson 

Correlation 

     1 -.229
*
 .409

**
 -.178 

p-value       .026 .000 .085 

Interest Rate 

Pearson 

Correlation 

      1 .070 .324
**

 

p-value        .503 .001 

Prior 

performance 

Pearson 

Correlation 

       1   -0.23 

p-value         .826 

Composite 

measure  

Pearson 

Correlation 

        1 

p-value                   

 

***, **, *
 represents significance at the 10%, 1%, and 5% level respectively; ROA is return on assest measured as firm 

performance, dependent variable; translation exposure, transaction exposure and economic exposure are measure of 

foreign exchange risk management and measured as independent variable; Firm size is measured as control variable, 

Growth, interest rate and prior year are measured as control variables; Composite measure is a measure of the three 

exposures of foreign exchange risk management and measured as one measure. 
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Table 2 shows the Pearson‟s correlation coefficients between the variables and firm performance 

among commercial banks in the Democratic Republic of Congo. According to the findings, 

transaction exposure and firm performance had a significant and positive correlation (r = 0.272, 

p-value = 0.008) at the 1% level. Further variables like firm size in relation to the firm 

performance had also a positive significant correlation (r = 0.445, p-value = 0.000) at 1% level or 

0.01 significant level. Results also show that growth options in relation with firm performance 

had a significant and negative correlation at 1% level (r = -0.336, p-value = 0.001). Further, the 

prior year performance also had a negative significant correlation at 1% level (r = -0.371, p-value 

= 0.00). The results finally revealed that the composite measure of the three exposures in relation 

to the firm performance had the correlation significant and positive (r = 0.275, p-value = 0.007) 

at the 1% level.  

4.3 Regression Analysis 

The study adopted multiple regressions to examine the relationship between the variables in 

order to meet the objectives of the study. The dependent variable, financial performance was 

measured by return on Assets (ROA). The independent variable-foreign exchange risk 

management was measured using translation exposure, transaction exposure and economic 

exposure. The control variables included the firm size, the growth, interest rate, prior return on 

assets and the year dummies. The study estimated the regression model in two ways, table 3 

shows the multiple regression analysis of financial performance with foreign exchange risk 

management measures and the control variables.  

Table 3: Regression results for separate foreign exchange risk management measures 

Dependent variable = ROA  

Variable Coefficient (β) t-value p-value VIF 

Constant -28.841 -4.629 0.000  

Translation Exposure   0.024  0.241 0.810 1.461 

Transaction Exposure   0.146  1.506 0.136 1.388 

Economic Exposure  -0.050
 

-0.549 0.585 1.220 

Firm Size      0.582
** 

 4.687 0.000     2.271 

Growth Options  -0.121 -1.266 0.209 1.346 

Average Interest Rate    -0.285
*
 -2.319 0.023 2.231 

ROAt+1     -0.307
** 

-3.245 0.002 1.323 

Year fixed effects Yes  

N 95  

Adjusted r-squared 0.362  

F-statistic (p-value) 7.672 (0.000)  

***, **, *
 represents significance at the 10%, 1%, and 5% level respectively; ROA is return on assest measured as 

dependent variable; translation exposure, transaction exposure and economic exposure are measures of foreign 

exchange risk management and measured as independent variable; firm size, growth options, average interest rate 

and prior return on asset are measured as control variables and year dummy is measured to control year effects.  

According to the findings shown in Table 3, the value of Adjusted R-squared was 0.362 and this 

is an indication that variation of 36.2% on financial performance of Commercial banks in DR 
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Congo is explained by the model used in the study.  The model had an F-statistic of 7.67 which 

was significant at the 1% level.  This means that the model reliably explains variations in firm 

performance.   

In addition, the results shown in Table 3 shown that only none of the foreign exchange risk 

management measures were significant at levels. For the control variables, the firm size and prior 

year firm performance were significant at all levels, also average interest rate were negatively 

significant at 5% level. The other control variable, growth option, was not significant although it 

had the expected signs.  

4.4 Regression results for composite foreign exchange risk management measure 

The study repeated the multiple regression to examine the relationship between the variables 

taking transaction exposure, translation exposure and economic exposure as one measure of 

foreign exchange risk management. The dependent variable (financial performance) was 

measured as in the first regression using the financial ratio of return on assets (ROA), the 

independent variable-foreign exchange risk management was taken as a composite measure and 

the control variables as in the first regression. The findings are shown in Table 4. 

Table 4: Regression Results for foreign exchange risk management composite measure 

Dependent variable = ROA  

Variable Coefficient (β) t-value p-value VIF 

Constant -28.392 -4.617 0.000  

Composite measure     0.170
*
 1.941 0.055 1.143 

Firm Size        0.575
**

 4.731 0.000 2.211 

Growth Options  -0.117 -1.235 0.220 1.342 

Average Interest Rate   -0.281
*
 -2.342 0.021 2.141 

Prior year Return on Asset     -0.322
**

 -3.522 0.001 1.249 

Year fixed effects Yes  

N 95  

Adjusted r-squared 0.372  

F-statistic (p-value) 10.296 (0.000)  

***, **, *
 represents significance at the 10%, 1%, and 5% level respectively; ROA is return on assest measured as 

dependent variable; composite measure a measure of the three exposure of foreign exchange risk management and 

measured as independent variable; firm size, growth options, average interest rate and prior return on asset are 

measured as control variables and year dummy is measured to control year effects.  

According to the findings shown in Table 4, the composite measure was significant at 5% level. 

Hence taking all the three types of exposure as a set add significance to the model. The results 

also revealed that the control variables showed the significance with the firm performance. In 

addition, the results in Table 4 showed that the composite measure was significant although 

taken as a set. For the control variables, the firm size was positive and significant at 1% level and 

the average interest rate and prior year were negatively significant at 5% and 1% respectively.  
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5.0 CONCLUSION 

The llstudy llfound llthat llon llaverage llforeign llexchange llrisk llmanagement lldoes llnot 

contribute llsignificantly llto llfirm llperformance. This may be due to our sample without strong 

exchange rate risk exposure. The llresults,, however, lladd llfurther llevidence llto llthe llcurrent 

literature llthat llnot llall llforeign llrisk llexposure llcommercial llbanks llwill llreduce llfirm 

performance. To llachieve llthis llgoal llother llfactors llhave llto llbe llconsidered llsuch llas the 

types llof llrisk llor lother lexchange llrate llexposure llof llthe llfirms. 

The lfindings lshowed lthat lvaluation leffect lassociated lwith lforeign lexchange lrisk 

management lis lnot significant land lforeign lexchange lrisk lmanagement lappears lto lbe la 

lsmall component lof lnonfinancial lfirms loverall lrisk lprofiles. The l lstudy lalso lsuggest lthat 

ldespite lconcerns lthat lForex ltrading lamong lbanks l lentail lnew market lrisks lthat lneed 

lregulatory lintervention, lthe lprofitability ratio on the lperformance lof the lbanks lhas lnot 

lchanged lso lmuch. However, lthe lfindings lof lthe lstudy lconcludes lthat lthere lwas la 

significantlrelationship between composite measure and firm performance. 

6.0 RECOMMENDATIONS 

However, foreign exchange risk management does lvary lconsiderably lacross lthe lbanks. 

Therefore, la lbetter lway lof lassessing lthe lrisks lassociated lwith lForex ltrading land lhow 

these risks laffect lthe lbanking lsector in lgeneral lmust lbe lundertaken. Foreign lexchange 

risklis lcritical lissue in levery lfirms loperations, lhowever, lmanaging lit does lnot ladd lany 

significant lvalue lto lthe lfirm lperformance. Those ltasked lwith lmanaging the lrisks lshould 

thus lfirst lunderstand lthe lrisks lthey lare lexposed lto lby ldeveloping la lrisk profile. This 

requires lan lexamination lof lboth lthe limmediate lrisks lfrom lcompetition land product  

market lchanges las lwell las lthe lmore lindirect leffects lof lmacro l- leconomic lforces. 

The levidence lsuggests lthat lforeign lexchange lrisk ldoes limprove lthe lperformance lof lthe 

banks in lterms lof ltheir lgross lincome. We lrecommend lthat lthis lstudy lbe lcarried lout 

further land lthe lwhole lbanking lindustry lto lbe lstudied lunder lcategories lof llisted land lnot 

listed land la lproper lstudy lon lall lthe lTiers. This lshould lalso lextend lto lother lfirms land 

not ljust lthe lbanking lindustry. From la lbroader lperspective, lwe lnote lthat lthere lwas la great 

limprovement in lmost lratios llike lthe lreturn lon lassets lamong lother lvariables lthat lwere 

lconsidered in lthe lstudy. Most litems lon lthe lbalance lsheets lshowed an lincreasing ltrend 

lduring lthe lstudy lperiod. Policy lmakers lshould lundertake lto lunderstand lwhy lForex 

ltrading lamong lcommercial lbanks lis lnot las lrobust in lDRC las lcompared lto lother 

ldeveloped lcountries land lwhat lshould lbe ldone lto limprove lcapital linvestments lto 

lmaximize lreturns. 
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