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Abstract

This study aims to explore the sensitivity of
individual Stock  Exchange
{hereafter TAIEX) firm earnings and

security returns to exchange rate variation.

Taiwan

The causal relationships among
macroeconoimic variables always serve as
the foundation of macroeconomic theories
and empirical models. Even though there
are a handful of studies aiming to exam

either firm-specific or industry-specific



exchange rate exposures, none of them has
taken into account the fact that causality of
variables applied may result in inaccuracy
of risk exposure calculated.

This research aims to explore the extent to
which macro economic factors, especially
foreign exchange rate, influence the
individual TAIEX firm security returns. We
are interested in whether any change of
exchange rate can serve as a leading
indicator, hence, it can contribute to our
measuring risk exposure or analyzing
financial  information  firm-wise or
industry-wise. Therefore, we aim to explore
three issnes: (1} What is the causality
between individual stock returns and TAIEX
market stock returns, exchange rate, interest
rate, growth of money supply and price
index respectively? (2) What is the extent to
which risk exposure is related to foreign
exchange rate (the influence of change of
exchange rate on a firm) among industries?
(3) What is the degree of risk exposﬁre
under different time periods?

This paper may contribute to studies in the
related fields via its rigorous design, which
aims to mitigate under- or over-estimation
of individual TAIEX firm’s currency risk
exposure.
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