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Many reasons have led construction organizations to venture into international projects 
in the past years.  Despite offering opportunities for business expansion, risks from 
foreign exchange (FOREX) fluctuations are some of the challenges that need 
addressing.  These fluctuations have affected the construction business at company 
level and project levels.  Most of the impacts are related to financial issues.  Thus, 
coordinating strategic plans to deal and mitigate the impacts of FOREX fluctuations is 
crucial. A qualitative research was conducted in response to this.  Data collection for 
this research involved interviewing 14 respondents who represented Malaysian 
construction organizations and actively involves in international construction projects.  
The respondents ranged from Chief Executive Officer (CEO), Chief Financial Officer 
(CFO), financial and project managers. NVivo Version 11.0 was used in managing the 
transcribed interview data.  The data were analyzed via content analysis.  Results 
revealed that FOREX fluctuations give impacts on the financial performance of 
construction businesses.  This study also suggested mitigation actions that could be 
implemented to manage these issues.  The most important finding is that Financial 
Capability (FC) is relevant and essential to overcome those issues.  Finally, a 
framework of FC in managing impacts of FOREX fluctuations on construction business 
is proposed. 

Keywords:  Foreign exchange (FOREX), Financial capabilities (FC), Business 
performance. 

 

 

1 INTRODUCTION 

The Foreign exchange (FOREX) is a decentralised market and is considered to be the world’s 

leading trading area for currencies and for investors, consequently, it is important for them to 

predict any trends and fluctuations in the world currencies (Talebi et al. 2014).  The same concept 

also can be applied to the companies that are involved in foreign exchange trading.  Foreign 

Exchange Trading (FX) has been around for over four decades, but it started when the first 

‘paper’ money in the world was used (Fabian et al. 2017 ).  When there are any fluctuations in the 

foreign exchange, the risk will rise which may cause a disturbance in a business’s operation 

(Ehrlich et al. 2012).  Based on this unpredictability, FOREX may have a huge impact on world 

activities. 
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An international construction business will also face some difficulties due to the FOREX 

fluctuations (Mohamed et al. 2015).  If the FOREX fluctuates, the financial condition of the 

construction company might be affected (Yean et al. 2006).  Previous studies on the FOREX 

fluctuations only focused at the project level but not at the construction company level (Mohamed 

et al. 2015).  Consequently, the construction company may face dire consequences if they have 

poor management skills in dealing with the impact of FOREX fluctuations (Ehrlich et al. 2012).  

Based on the above research, it shows that any fluctuations of FOREX may cause disturbance and 

major problems to a construction business.  Thus, it is a significant benefit to the construction 

companies if they can manage the FOREX fluctuations to sustain their business performance. 

 

2 LITERATURE REVIEW 

The questions are: what are the impacts of FOREX fluctuations on construction businesses?  How 

can these companies manage the impacts of FOREX fluctuation in their business?  And how can 

the financial capability within the business be used to manage those impacts? 

 

2.1    Impacts of Forex Fluctuations on Construction Business  

A company dealing with FOREX maybe trading with several foreign currencies, so when any 

fluctuations happen a risk may arise (Ehrlich et al. 2012).  Any construction companies that 

operate their business overseas may also be affected.  For example, the costs overrun in a project 

may happen because the price of raw materials increases due to the FOREX fluctuations (Fidan et 

al. 2011).  In addition, other problems may arise in an international construction business such as 

a delay in projects, confusion in financial management, lack of competitiveness, critical 

abandonment and ultimately, insolvency and bankruptcy.  Hence, it is important for construction 

companies to manage the impact of FOREX fluctuations to protect their profit margins and 

sustainability and also their business performance.  

 

2.2    Managing the Impacts of Forex Fluctuations  

FOREX fluctuations are most likely the cause for the most common problems at project level 

such as cost overruns and delay.  However, these fluctuations may also have an effect at the 

company level such as the financial stability and performance.  In other words, fluctuations of the 

market can affect the profit and losses (P & L) of the company so it can be seen as an impact at 

company level too.  Hence, it is not appropriate to just only manage the impacts at the project 

level because the effects are also felt at the company level.  The appropriate actions need to be 

taken in order to mitigate the impacts of FOREX fluctuations to guarantee the sustainability of a 

construction business performance (Ehrlich et al. 2012, Mohamed et al. 2015).  This study will 

focus only on one capability which is Financial Capability (FC). 

 

2.3    Financial Capability 

‘Financial Capability’ term was used by Xiao and O’Neill (2016) where some important elements 

in finance that need to be considered by an international construction company such as bonds, 

cash flow, and the transaction of money (Jung et al. 2012), which can be affected and directly 

related to FOREX fluctuations. 

The financial capability of a construction company can be used to improve its current 

business and to also mitigate the impacts of FOREX fluctuations (Jung et al. 2012).  Financial 

capability is an important aspect where it helps construction companies to maintain the expected 

cash flow and profit margin (Ahn et al. 2009).  There are many aspects of financial capability, 
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and one of the main ones being able to negotiate a loan with a bank to lock in a fixed rate for the 

required currency or borrowing in order to purchase the materials early before their projects start. 

 

3 METHODOLOGY 

The data for this study was collected through face to face interviews with 14 respondents from 

Malaysian construction companies.  These companies fulfilled the study criteria before interview. 

The criteria were:  (a) The company has some overseas projects, (b) The company is an active 

construction business and (c) The company has 3 years experienced in the field. 

The interviews were conducted on the top management of the company including; Chief 

Executive Officer (CEO), Chief Financial Officer (CFO), and financial and project managers.  

The data was then analysed by using a software that supports qualitative research called ‘NVivo 

version 11’. 

 

4 RESULTS 

The impacts of FOREX fluctuations on the business performance is divided into 2 categories 

which are; project level and company level.  

 

4.1    Impacts of FOREX Fluctuations Toward Financial Capability 

The study identified several impacts of FOREX fluctuations that related to the financial capability 

of a construction company.  The next stage of the research was to categorise the findings into 6 

sub-factors (As Table 1). The ref value in Table 1 means that the subfactor was mentioned by a 

respondent in the interviews.    

 
 Table 1.  Impacts of FOREX fluctuations towards financial capability. 

 

 
 

4.2    Mitigation Action in Term of Financial Capability 

The study uncovered a lot of actions that can mitigate a lack of financial capability as mentioned 

by interviewees stated in Table 2. 

One of them is by a hedging method.  According to Ahn et al. (2009), it is possible to 

mitigate the exchange rate and currency conversion risk by having dual currency contracts and 

hedging tools, these were found to be effective in China.  The best way to understand hedging is 

to think of it as insurance.  Researchers such as Ehrlich et al. (2012) state that the hedging method 
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can provide a level of protection by limiting the possibility of financial repercussions on the 

business.  Hence, the construction company can usually have an agreement or negotiate a contract 

with the parties they are involved with.  The construction companies can hedge with their 

suppliers or clients with an agreement related to FOREX fluctuations.     

In addition, some construction companies mitigate the impacts of FOREX fluctuations by 

buying a property in the foreign country; this is sometimes seen as a flexible option.  The 

company will buy the property in the foreign country because the price of the property can often 

increase and alleviate the impact of FOREX fluctuations.  Nonetheless, this method depends on 

the regulations and rules of the foreign government of the construction that they are involved in.  

 
Table 2.  Mitigation actions in term of financial capability. 

 

 
 

4.3    Financial Capability 

However, the mitigating actions in term of financial capability are unable to be utilized by the 

construction business companies.  Hence it is important to study the financial capability of the 

construction company.  Financial capability is considered a conversion factor necessary for an 

individual or even organization to use a resource, money, into various financial goods (Allmark 

and Machaczek 2015).  

Table 3 is the list of subfactors of financial capability.  Based on the interviews, the financial 

capability of the construction company can be divided into several sub-factors, which are 

financial management, asset, material, labour and loan.  

Financial management was observed as the most important and crucial aspect of the financial 

capability of the construction company.  It scored the highest ranking followed by asset, 

materials, labor and loan.  

These findings can help the construction company in managing their finances in the future. 

However, the interviewees also mentioned several other aspects related to financial capabilities 

such as assets, material, labor and the loan associated with the project.  
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Table 3.  Subfactors of the Financial Capability. 

 

 
 

4.4    Proposed Framework of Financial Capability 

A framework to manage the impacts of FOREX fluctuations is proposed in Figure 1.  The 

proposed framework shows that the impact of the fluctuations of FOREX could be seen at two (2) 

different level in the construction industry; namely, project and company level, both contributing 

to the overall company. 

 

 
 

Figure 1.  Proposed framework of the financial capability towards the impacts of FOREX fluctuations on 

construction business performance. 
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The important part of this proposed framework is highlighting the mitigation actions that 

need to be carried out to resolve the issues raised from the FOREX fluctuations.  This framework 

strongly addresses the role of financial capability in applying the mitigation actions to manage 

those impacts of FOREX fluctuations.  

The proposed framework is developed based on the perspective of Malaysian construction 

companies who were involved with projects overseas.  This framework can be a guide for the 

construction companies from different countries as well.  However, it might be different in terms 

of impacts and mitigation actions locally, but the key point is that financial capability has a role in 

implementing the mitigation actions.  
 

5 CONCLUSIONS 

The objective and aim of the study were achieved.  The impacts of FOREX fluctuations on a 

construction business performance from a financial capability perspective were identified.  

The mitigating actions in term of financial capability were also identified.  Based on the 

literature review and analysis from the respondents a financial capability framework was 

proposed and can be used as a guideline for a construction company when they are involved 

with the overseas market.  Moreover, the important capabilities for the construction business 

company when they are in an international market have also been discussed.  This study has 

focused on the financial capability of construction companies.  The literature reviews and data 

analysis were conducted for a deep discussion on this capability.  Thus, the objectives and 

aims of the study were achieved. 
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