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Abstract: This study investigates the impact of foreign exchange market volatility on institutional performance, focusing on how
fluctuations in exchange rates influence profitability, liquidity, and financial stability. Using a quantitative and explanatory research
design, panel data from 30 financial and non-financial institutions covering the period 2015-2023 were analyzed. Foreign exchange
volatility (FXV) was measured using the GARCH (1,1) model, while institutional performance was assessed through key financial
indicators such as return on assets (ROA), return on equity (ROE), liquidity ratio (CR), and financial stability index (FSI). The results
reveal a significant negative relationship between FX volatility and institutional performance, indicating that increased exchange rate
instability adversely affects institutional outcomes. Macroeconomic factors such as inflation and interest rate volatility further
amplify these effects, whereas GDP growth and institutional size exhibit positive moderating influences, enhancing institutional
resilience. Cluster analysis identified distinct performance patterns, highlighting that larger and diversified institutions manage
volatility more effectively than smaller, risk-exposed entities. The findings underscore the need for robust risk management
frameworks, strategic hedging, and supportive policy measures to stabilize institutional operations in volatile financial environments.
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macroeconomic stability.

INTRODUCTION

Understanding the Dynamics of the Foreign
Exchange Market

The foreign exchange (forex) market represents
the largest and most liquid financial marketplace in
the world, facilitating global trade, investment, and
economic interdependence through currency
conversions (Li, & Rengifo, 2018). As an arena
where exchange rates are determined by demand
and supply forces, it serves as a critical mechanism
for international economic stability. However,
despite its efficiency and vast scale, the forex
market is inherently volatile due to fluctuations in
macroeconomic indicators, geopolitical events,
interest rate differentials, and speculative trading
behavior (Abubakar, 2020). This volatility has far-
reaching implications for institutions engaged in
international  transactions, including banks,
multinational corporations, investment firms, and
central banks. Understanding how such market
fluctuations influence institutional performance is
essential for developing effective risk management
strategies and maintaining financial resilience
(Dadhich, et al., 2015).

Examining the Sources and Nature of Foreign
Exchange Volatility

Foreign exchange volatility arises primarily from
unpredictable changes in global economic
conditions, trade balances, inflation expectations,
and capital flow dynamics (Raheem, et al., 2016).
For instance, a sudden change in a country’s
monetary policy or an unexpected geopolitical
crisis can lead to sharp exchange rate movements,
impacting institutions that deal in foreign
currencies. Additionally, the rise of algorithmic

trading and speculative activities often amplifies
market swings, further destabilizing exchange
rates (Khandaker & Al Farooque, 2021). For
institutions operating in global markets, this
volatility can lead to uncertainty in cash flow
projections, distort financial planning, and affect
profitability (Chen, et al., 2013). Hence, the need
to explore the mechanisms through which
exchange rate movements influence institutional
performance becomes imperative, particularly in
an increasingly  interconnected  financial
environment.

Assessing the Impact of Exchange Rate
Volatility on Institutional Financial
Performance

Institutions exposed to currency fluctuations face
both transactional and translational risks.
Transactional exposure arises when future cash
flows denominated in foreign currencies are
affected by exchange rate movements, while
translational exposure occurs when consolidating
financial statements across countries (Ramzan,
2021). These fluctuations can significantly alter
revenue streams, operational costs, and balance
sheet valuations. For instance, depreciation of a
local currency may enhance the competitiveness of
export-oriented firms but simultaneously increase
input costs for import-dependent institutions
(Fapetu, et al.,, 2017). Financial institutions,
especially commercial banks and investment
funds, are particularly vulnerable since their
portfolios are highly sensitive to global currency
valuations. Consequently, exchange rate volatility
directly influences profitability, liquidity, and

Copyright © 2022 The Author(s): This work is licensed under a Creative Commons Attribution- NonCommercial-NoDerivatives 4.0 10
(CC BY-NC-ND 4.0) International License

*Corresponding Author: Prince Asiamah Mintah
DOI-https:/ /doi.org/10.5281/ zenodo.17574537



Mintah, P. A.

Sarc. Jr. Pub. Adm. Man. vol-2, issue-4 (2023) pp-10-17

overall performance, compelling institutions to
adopt hedging strategies, such as forward contracts
and currency swaps, to mitigate associated risks
(Long-Run, 2020).

Highlighting the Role of Financial Management
and Policy Frameworks

Effective financial management plays a pivotal
role in minimizing the adverse impacts of
exchange rate fluctuations. Institutions with robust
risk management frameworks are better equipped
to anticipate and respond to currency shocks
through diversification, hedging, and strategic
asset allocation (Abiola, & Olusegun, 2017).
Furthermore, macroeconomic and monetary
policies, such as interest rate interventions and
capital control measures, can moderate volatility
and provide a stable environment for institutional
operations. Policymakers and financial regulators
also contribute by ensuring transparency and
efficiency in forex markets, thereby reducing
systemic risk (Eldomiaty, et al., 2016).
Understanding how these policies interact with
institutional  decision-making is crucial for
sustaining performance amidst volatility.

Establishing the Research Rationale and
Objectives

Given the increasing integration of global financial
systems, examining the relationship between forex
market volatility and institutional performance has
become more pertinent than ever. Despite
extensive studies on exchange rate movements and
macroeconomic outcomes, limited research has
focused on the micro-level implications for
institutional operations and profitability. This
study seeks to fill that gap by empirically
investigating how fluctuations in the foreign
exchange market affect institutional performance
metrics, including profitability, liquidity, and
investment efficiency. By exploring this nexus, the
research aims to provide actionable insights for
institutional ~ managers,  policymakers,  and
investors in devising adaptive strategies that
ensure stability and sustained growth in a volatile
global financial environment.

METHODOLOGY

The Study Adopts a Quantitative and
Explanatory Research Design

This study employs a quantitative research design
to investigate the relationship between foreign
exchange market volatility and institutional
performance. The design facilitates the objective
measurement of data, enabling statistical analysis
to identify cause-and-effect relationships among

the variables. The research adopts an explanatory
approach, aiming to assess how changes in
exchange rate volatility influence the financial
outcomes of institutions operating in international
markets. To capture both time-series and cross-
sectional variations, the study utilizes panel data
analysis, which integrates institutional data across
multiple years. This approach helps in
understanding not only temporal fluctuations in
exchange rates but also cross-institutional
differences in performance under varying volatility
conditions.

The Data are Collected from Reliable Financial
Sources and Institutions with Foreign Exchange
Exposure

The study relies on secondary data collected from
authentic and recognized sources, including the
World Bank, IMF, Bloomberg Terminal, and
annual financial reports of selected institutions.
The dataset includes 30 institutions, a combination
of financial and non-financial organizations that
engage in foreign exchange activities, covering the
period 2015 to 2023. The selection criteria were
based on the institutions’ level of exposure to
international markets and the availability of
consistent financial data over the study period. The
data encompass exchange rate movements,
institutional performance indicators, and
macroeconomic variables. Before analysis, all data
were screened and standardized to maintain
consistency and comparability across institutions
and timeframes.

The Study ldentifies Independent, Dependent,
and Control Variables for Comprehensive
Analysis

The variables included in the study are categorized
as independent, dependent, and control variables to
ensure a well-defined analytical structure.

The independent variable is foreign exchange
market volatility (FXV), which is measured using
the standard deviation and GARCH (1,1) model of
daily exchange rate returns for major currencies
such as USD, EUR, and JPY. This approach
effectively captures the intensity of currency
fluctuations over time.

The dependent variables represent institutional

performance indicators, which include:

> Profitability (ROA and ROE): Reflecting
return on assets and return on equity to
measure financial success.
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» Liquidity Ratio (CR): Indicating the
institution’s capacity to meet short-term
obligations.

» Financial Stability Index (FSI): Comprising
solvency and capital adequacy ratios to assess
institutional resilience.

The control variables include macroeconomic
indicators and institution-specific attributes such as
inflation rate (INF), interest rate (IR), GDP growth
(GDPG), institutional size (SIZE), and leverage
ratio (LEV). These variables are introduced to
control for external economic conditions and
institutional characteristics that might influence
performance outcomes.

The Analytical Framework Employs Panel
Regression and Volatility Modeling

The study applies a panel regression model to
estimate the impact of exchange rate volatility on
institutional performance. The general econometric
equation is expressed as:

IPit=a+p1FXVict[oINFit+ f3IRi+L1GDPG+ S|
ZE;+BeLEVitei Py

where IP;; represents institutional performance for
institution i at time t, a denotes the intercept, 5, t0
Be are estimated coefficients, and eit is the error
term.

The analysis begins with descriptive statistics to
summarize key features of the dataset, followed by
correlation analysis to detect inter-variable
relationships and potential multicollinearity. A
Hausman test is then conducted to determine
whether the fixed-effect or random-effect model is
more appropriate for the dataset. Depending on the
result, panel least squares (PLS) or Generalized
Method of Moments (GMM) regression is applied
to estimate the relationships and ensure robustness
against endogeneity.

The Study Uses GARCH Modeling to Measure
Exchange Rate Volatility

To assess foreign exchange market volatility, the
study employs the GARCH (Generalized
Autoregressive  Conditional Heteroskedasticity)
model,  particularly the GARCH (1,1)
specification. This model is suitable for financial
data because it accounts for volatility clustering—
periods of high and low volatility that occur
sequentially in exchange rate series. The model
estimates the conditional variance of exchange rate
returns, capturing both short-term volatility shocks
and long-term  persistence.  Additionally,
Augmented Dickey-Fuller (ADF) tests are used to

check for data stationarity, while Variance
Inflation Factor (VIF) analysis ensures the absence
of multicollinearity among variables. To verify
model reliability, Breusch-Pagan and White tests
are applied to detect any heteroskedasticity issues.

The Data Analysis Process Uses Advanced
Statistical Software Tools

The statistical analyses are conducted using
EViews 13, Stata 17, and SPSS 29. These tools are
used to perform regression estimation, volatility
modeling, and diagnostic testing. EViews and
Stata are primarily employed for the econometric
analysis, while SPSS is used for descriptive and
correlation analyses. Visualization tools are also
utilized to present exchange rate movements,
institutional performance trends, and volatility
clusters in graphical formats to enhance
interpretation and clarity.

The Research Maintains Ethical Standards and
Ensures Validity and Reliability

Ethical considerations are strictly maintained
throughout the research process. Only publicly
available and verified data sources were used,
ensuring no breach of confidentiality or
proprietary information. The study also follows
transparent and replicable analytical procedures.
To enhance validity, robustness checks and
sensitivity analyses are conducted, confirming that
the results are consistent across alternative model
specifications. Reliability is reinforced through
standardized data collection, verification of data
accuracy, and the application of econometric
methods widely accepted in financial research.

The Analytical Process Ensures Accurate
Measurement of Relationships

In summary, the methodological framework
integrates statistical rigor, volatility modeling, and
econometric testing to provide a comprehensive
analysis of how foreign exchange market volatility
affects institutional performance. The combined
use of panel data regression and GARCH
modeling allows for precise measurement of short-
term and long-term effects of exchange rate
fluctuations. This integrated methodology ensures
that the research findings are both theoretically
robust and practically relevant, offering valuable
insights for institutional managers, investors, and
policymakers concerned with financial
performance under volatile market conditions.

RESULTS
The dataset for this study comprised financial and
macroeconomic data from 30 institutions over the
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period 2015-2023. The analysis began with
descriptive and correlation statistics to understand
the basic structure of the data and the relationships
between variables. As presented in Table 1,
foreign exchange market volatility (FXV)
displayed a strong negative correlation with
institutional performance indicators such as return
on assets (ROA) and return on equity (ROE), with
correlation coefficients of -0.428 and -0.397
respectively. This indicates that higher exchange
rate fluctuations tend to reduce profitability.
Similarly, FXV showed a negative relationship

with liquidity ratio (CR) and financial stability
index (FSI), implying that increasing volatility
undermines short-term solvency and institutional
stability. In contrast, inflation (INF) and interest
rate (IR) exhibited positive associations with FXV
(0.286 and 0.298, respectively), reflecting that
macroeconomic pressures often coincide with
greater currency instability. Meanwhile, GDP
growth (GDPG) maintained a moderate positive
relationship with ROA and ROE, suggesting that
expanding economic activity supports institutional
profitability despite volatility.

Table 1. Descriptive and Correlation Statistics

Variables | FXV | ROA |ROE | CR FSI INF IR GDPG
FXV 1.000 | -0.428 | -0.397 | -0.331 | -0.412 | 0.286 | 0.298 | -0.145
ROA -0.428 | 1.000 | 0.783 | 0.512 | 0.667 | -0.264 | -0.295 | 0.341
ROE -0.397 | 0.783 | 1.000 | 0.439 | 0.582 | -0.228 | -0.244 | 0.298
CR -0.331 | 0.512 | 0.439 |1.000 | 0.456 | -0.183 | -0.194 | 0.255
FSI -0.412 | 0.667 | 0.582 | 0.456 | 1.000 | -0.238 | -0.253 | 0.314
INF 0.286 | -0.264 | -0.228 | -0.183 | -0.238 | 1.000 | 0.689 | -0.294
IR 0.298 | -0.295 | -0.244 | -0.194 | -0.253 | 0.689 | 1.000 | -0.318
GDPG -0.145 1 0.341 | 0.298 | 0.255 | 0.314 | -0.294 | -0.318

The results of the panel regression analysis, as
displayed in Table 2, confirmed the significant
negative impact of foreign exchange market
volatility on institutional performance. The
coefficient of FXV (-0.215, p < 0.001) indicates
that a one-unit increase in volatility leads to a
0.215-unit decrease in institutional performance,
holding other variables constant. Inflation (INF)
and interest rate (IR) also showed negative
coefficients (-0.048 and -0.162, respectively),
implying that rising macroeconomic instability
further weakens institutional profitability and
liquidity. Conversely, GDP growth (GDPG)
exhibited a positive and statistically significant
effect (B = 0.093, p = 0.003), reinforcing the role
of broader economic expansion in mitigating
adverse effects of volatility. Institutional size
(SIZE) had a positive relationship (f = 0.041, p =

0.002), suggesting that larger institutions are better
equipped to manage currency risks due to more
advanced risk management systems. Leverage
(LEV), on the other hand, was negatively
associated with performance (p = -0.089, p <
0.001), indicating that highly leveraged institutions
are more vulnerable to market shocks.

The overall model fit was satisfactory, with an R-
squared value of 0.742 and an adjusted R-squared
of 0.713, indicating that approximately 71.3% of
the variation in institutional performance could be
explained by the included variables. The F-statistic
(25.76, p < 0.001) confirmed the overall
significance of the model, while the Durbin-
Watson statistic (1.98) suggested no significant
autocorrelation in the residuals.

Table 2. Panel Regression Results

Variable | Coefficient | Std. Error | t-Statistic | p-Value
FXV -0.215 0.034 -6.32 0.000
INF -0.048 0.021 -2.29 0.022
IR -0.162 0.043 -3.77 0.001
GDPG | 0.093 0.028 3.31 0.003
SIZE 0.041 0.012 341 0.002
LEV -0.089 0.018 -4.94 0.000

The relationship between exchange rate volatility
and institutional profitability over time is
illustrated in Figure 1. The figure shows that years
characterized by higher FXV values corresponded

with declines in ROA across most institutions,
particularly between 2021 and 2023, a period
marked by global economic uncertainty and
currency market instability. Institutions with more
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diversified foreign currency exposure, such as
Institution_3 and Institution_5, displayed a
relatively smoother performance curve, suggesting
that strategic diversification may act as a buffer
against volatility shocks. On the other hand,

smaller or regionally focused institutions showed
sharper declines in profitability, highlighting their
limited capacity for risk absorption during
turbulent exchange rate periods.

Institution_1 - FXV
nstitution_1 - ROA
-- n_2 - FXV

n_2 - ROA
FXV
ROA
FXV
n_d - ROA
Institution 5 - FXV
nstitution_5 - ROA

2020
Year

2018 2019

2021

2022 2023

Figure 1. Trend of foreign exchange volatility and profitability (ROA) over time (2018-2023)

To further explore institutional heterogeneity, a
hierarchical cluster analysis was performed based
on average FXV, ROA, ROE, CR, and FSI values.
The resulting dendrogram, presented in Figure 2,
classified the institutions into three major clusters.
The first cluster comprised high-performing
institutions characterized by low FX volatility
exposure and stable liquidity ratios, indicating

institutions that managed to maintain balanced
financial ratios despite moderate volatility. The
third cluster contained highly wvulnerable
institutions where high FXV levels coincided with
low profitability and weak financial stability
indicators. This clustering pattern underscores the
importance of institutional resilience, financial
strategy, and exposure management in mitigating

strong internal financial control. The second the adverse effects of currency market fluctuations.
cluster  included moderately  performing

4 -

i
l -
0
& & & & &
& & & & &
Institutions
Figure 2. Cluster dendrogram of institutional performance based on FX volatility

DISCUSSION between foreign exchange market volatility (FXV)

The Findings Confirm that Exchange Rate
Volatility Negatively Influences Institutional
Performance

The study’s findings, as demonstrated in Table 2,

and institutional performance indicators, including
profitability (ROA, ROE), liquidity ratio (CR), and
financial stability index (FSI). The coefficient for
FXV (-0.215, p < 0.001) signifies that increased

establish a significant negative relationship volatility in the foreign exchange market leads to
diminished institutional efficiency and
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profitability. This outcome aligns with the
theoretical expectations of financial risk exposure,
where frequent and unpredictable currency
fluctuations increase operational uncertainty,
reduce revenue predictability, and erode investor
confidence (Ejem, & Ogbonna, 2020). Institutions
operating in highly volatile environments often
incur additional costs in hedging and foreign
exchange management, which can directly affect
their margins and performance outcomes. These
findings are consistent with previous empirical
studies, such as those by Shi, et al., (2023) and
Omotayo, et al., (2023), who found that currency
volatility adversely affects firm profitability and
stock returns, particularly in open economies with
high trade exposure.

Macroeconomic Factors Amplify the Adverse
Impact of Volatility

The study also reveals that inflation (INF) and
interest rate (IR) significantly aggravate the
negative effects of exchange rate fluctuations.
Both variables demonstrated negative coefficients
in Table 2 (INF = -0.048; IR = -0.162), indicating
that  macroeconomic instability ~ worsens
institutional performance. Elevated inflation and
rising interest rates typically increase input costs
and borrowing expenses, thereby constraining
liquidity and profitability. Additionally, fluctuating
interest rates often create uncertainties in financial
planning and investment strategies, especially for
institutions with cross-border financial
commitments (Ahmed, 2017). The combined
effects of these macroeconomic pressures and
currency volatility can distort financial statements
and complicate decision-making. These results
align with the findings of Abanikanda et al.
(2022), who emphasized that exchange rate
volatility interacts with macroeconomic variables
to intensify financial fragility in developing and
emerging markets.

Economic Growth and Institutional Scale
Mitigate Volatility Effects

Despite the overall negative influence of volatility,
the results highlight that economic growth
(GDPG) and institutional size (SIZE) have positive
and statistically significant effects on institutional
performance (B = 0.093 and 0.041, respectively).
These findings suggest that institutions operating
in expanding economies tend to perform better,
even in the presence of currency fluctuations.
Economic growth enhances market demand,
strengthens investor confidence, and provides
more opportunities for revenue diversification
(Mujahid & Alam, 2020). Likewise, larger

institutions benefit from economies of scale,
diversified revenue streams, and sophisticated risk
management mechanisms, allowing them to
withstand external shocks more effectively. These
observations correspond with the work of Keshtgar
et al., (2020), who noted that large financial
institutions demonstrate greater resilience to
external volatility due to their ability to employ
advanced hedging and risk mitigation strategies.

The Trend Analysis Underscores Institutional
Heterogeneity in Risk Response

The time-series analysis presented in Figure 1
illustrates that the relationship between FX
volatility and profitability (ROA) varies across
institutions. While all institutions experienced
performance fluctuations over the study period, the
magnitude and duration of the impact differed.
Institutions such as Institution_3 and Institution 5
maintained relatively stable profitability trends
even during periods of high volatility (2021-
2023), likely due to proactive currency risk
management and diversified asset portfolios. In
contrast, smaller institutions showed sharper
declines in profitability, reflecting limited financial
buffers and less exposure management (Kumar
Naik, et al., 2022). These results emphasize the
heterogeneity in institutional resilience, supporting
the argument that effective governance, portfolio
diversification, and hedging strategies play a
decisive role in mitigating volatility-induced risks
(Abaidoo, 2019).

The Cluster Analysis Highlights Structural
Patterns of Institutional Vulnerability

The cluster dendrogram in Figure 2 provides
further insights into institutional grouping based
on their financial behavior under volatile
conditions. The analysis identified three distinct
clusters: high-performing, moderately performing,
and wvulnerable institutions. High-performing
institutions were characterized by low FXV
exposure, robust liquidity ratios, and high stability
scores, suggesting effective internal financial
control and adaptive strategies. Moderately
performing institutions maintained a balance
between profitability and volatility management,
while vulnerable institutions exhibited high
volatility exposure coupled with low profitability
and weak liquidity indicators (Arratibel, et al.,
2011). This cluster differentiation highlights
structural disparities among institutions, where
strategic planning, access to foreign exchange
instruments, and policy adaptability determine
long-term  performance sustainability. These
findings  corroborate the conclusions  of
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Qamruzzaman, et al., (2021), who noted that
institutional adaptability is key to maintaining
operational stability in volatile currency markets.

Policy Implications and
Considerations

The results carry significant implications for both
institutional managers and policymakers. For
institutional managers, the findings underscore the
need to implement comprehensive foreign
exchange risk management strategies, such as
currency diversification, forward contracts, and
options hedging (Jebran, 2018). Building dynamic
financial models that integrate real-time volatility
monitoring can help in timely decision-making. At
the policy level, governments and central banks
should aim to stabilize the macroeconomic
environment through sound monetary and fiscal
policies, ensuring reduced interest rate and
inflation volatility (Abaidoo, & Agyapong, 2021).
Furthermore, promoting financial literacy and
encouraging transparency in the foreign exchange
market can reduce uncertainty and speculative
behavior, enhancing market efficiency.

Managerial

Theoretical and Empirical Contributions of the
Study

This study contributes to the growing literature on
exchange rate volatility and institutional
performance by offering an integrated empirical
framework that combines panel regression and
volatility modeling (GARCH). The findings bridge
the gap between macroeconomic theory and
institutional behavior, demonstrating how external
volatility translates into measurable performance
impacts. Moreover, by including institutional size,
leverage, and GDP growth as moderating
variables, the study enhances understanding of the
conditions under which institutions can withstand
or succumb to foreign exchange instability. The
study’s methodological approach and emmpirical
results can serve as a foundation for future
research investigating sector-specific responses to
currency fluctuations or exploring the role of
digital finance tools in managing exchange rate
risks.

CONCLUSION

This study concludes that foreign exchange market
volatility exerts a significant and negative impact
on institutional performance, particularly affecting
profitability, liquidity, and financial stability. The
empirical analysis confirms that institutions
exposed to higher levels of currency fluctuation
face increased financial uncertainty, reduced
revenue predictability, and weakened operational

efficiency. Macroeconomic factors such as
inflation and interest rate instability further
exacerbate these adverse effects, while economic
growth and institutional size serve as buffers that
enhance resilience against volatility shocks. The
findings emphasize the importance of proactive
financial management, robust hedging
mechanisms, and adaptive policy frameworks to
mitigate the detrimental effects of exchange rate
fluctuations. Moreover, the results highlight that
larger institutions with diversified operations and
sound risk management practices demonstrate
greater stability under volatile market conditions.
Policymakers and institutional leaders must
therefore collaborate to promote macroeconomic
stability, enhance financial literacy, and implement
effective exchange rate risk control strategies to
sustain institutional growth and competitiveness in
an increasingly dynamic global financial
environment.
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