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Abstract: Highly irregular exchange rates harm developing nations. This research aims to ascertain the links between organizational capability and the effects of FOREX volatility and how they affect construction business performance. The research used the quantitative method and gathered data involving Malaysian construction companies actively engaged in international projects. Closed-ended survey questionnaires were employed to learn more about how organizational capabilities and FOREX affect business performance, and statistical analyses were used to examine the data. One hundred seven responses were received from company representatives involving project managers and financial managers and run through the partial least square equation modelling analysis. The research goals and objectives have been effectively met based on the data analysis results. Companies must carefully assess changes in foreign exchange rates and improve their ability to manage them to maintain business performance and capability. The results give the senior management of the construction company information on improving organizational capabilities as it will boost business performance based on the identified indicators. Future studies could look into other capabilities or revisit marketing capabilities, innovation capabilities, and the company's prior experiences and strategies—all of which are significant for a firm to manage and avoid any needless risks brought on by FOREX fluctuations.
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1.0  Introduction

Construction projects are risky endeavours. Engaging in such projects in an international context might be challenging owing to the risk of foreign exchange (FOREX) fluctuations. This issue may impact the construction business performance in plenty of ways, including delays in development leading to further issues, such as cost overruns from rising raw material costs, discord, litigation, arbitration, and even complete abandonment. Hence, it is crucial to manage FOREX fluctuations effectively. To mitigate some of the risks posed by FOREX fluctuations, past research primarily focused on the significance of agreement precautions, sufficient insurance, meticulous planning and management, and foreign exchange futures hedging. A study of FOREX fluctuations in the international construction sector suggested that frequently, project-specific concerns were the focus. At present, comparatively little information is perceived regarding Organizational Capabilities (OC), and frequently, it has been considered in isolation in research. Organizational capabilities are the skills crucial for controlling the effects of FOREX fluctuations possessed by the organization. This study aims to bridge the gap by investigating the connection between the influence of organizational capabilities and FOREX fluctuations on construction business performance.

1.2  The Influence of FOREX Fluctuations

The capacity to price products competitively and profitability, as well as organizational cash flow, can all be severely impacted by foreign exchange (FX) risk, meaning the risk of price volatility driven by fluctuations in currency exchange rates (Burnside, 2012). Recent instances can be observed from the sharp decline in the value of the U.S. dollar in 2020 and 2021 (Mikolajczak, 2022; Eichegreen, 2020) and its subsequent rise in 2022 (Davies, 2022), as is the substantial influence of the COVID-19 pandemic and the strife between Russia and Ukraine on currencies (Roach, 2020; Khan & Bora, 2022; Golden, 2022). 

Rises in sales can be compromised by foreign exchange (Gray, 2019). Exchange rate fluctuations were identified as one of the variables to be considered in international downstream supply chains (Prataviera et al., 2020). The COVID-19 epidemic has significantly impacted global commodity markets from an upstream supply chain standpoint. For instance, the demand for oil from China, which constitutes 20% of overall consumption, dipped by nearly 3 million barrels per day, thus impacting shipping and FX prices (Harris & Baker, 2020). Usually, financial crises aggravate the adverse impact on the balance sheets of companies involved in international supply chains (Jinjarak, 2015; Jia & Zsidisin, 2014). Developing nations are negatively impacted by extremely unpredictable exchange rates, which may be triggered by import-reliant economies (Rashid Latief & Lin Lefen, 2018), political uncertainty, ineffectual economic policies (Fatbardha et al., 2020), and energy crises. In summary, nearly all managers addressing foreign exchange risk suggest that higher exposure to FOREX risk would lead to amendments to trade contracts and constraints on capital flow (Afza & Alam, 2014).

Nonetheless, the construction industry continues to struggle with the management of FOREX risk (Ehrlich et al., 2012) as observed from when the organizational capabilities, which are strongly connected to the capability to manage financial, marketing, procurement, operational, and technological capabilities, are further affected by FOREX fluctuations (Dobrzykowski, 2012). Hence, the literature is lacking in details regarding the variety of organizational impacts of FOREX; the appropriate ways firms can manage the influence of FOREX on their operations and the required capabilities for management.

1.2 Organizational Capabilities (OC)

Organizational capabilities, crucial for improving organizational performance, consist of three components: strategic management capability, operational capability, and external stakeholder relation capability (Koufteros et al. 2014; Obeidat et al. 2017). Firms generally face concerns about culture, capabilities, poor planning, finance, compensation and incentives, administration, corporate strategy, leadership, environmental uncertainty, and cybernetic controls (Rehman et al., 2019). To be more specific, OC is the ability of an organization to systematically manage its tangible and intangible resources to perform the tasks or operations within the company. According to Mohammed et al. (2015), OC refers to the skills construction firms require to navigate the effects of FOREX fluctuations in maintaining business performance.

The capabilities put forward by the earlier researchers can be grouped based on similar kinds of organizational capabilities, which become the main focus of this study: (1) financial capability, (2) technical capability involving prior performance, work strategy, and experiences, and (3) business management capability, which included procurement, marketing, and business management. Mohamed et al. (2022) claimed that the impact of FOREX fluctuations on overseas construction projects through the frameworks of firm management, finances, and technology has been extensively studied in the academic literature. The strategies used by businesses to manage their performance, including financial performance, are related to company management. 

When it concerns construction companies, financial mismanagement is a frequent cause of overspending, which entails a number of costs. Accordingly, Dlamini and Cumberlege (2021) found that project managers' responsibilities, roles, duties, and capabilities are critical in concluding construction projects within budgeted expenses and scheduled time. It is vital for project managers to be knowledgeable in controlling time and cost overruns, especially when working on overseas projects. Furthermore, one of the fundamental causes of cost overruns in Jordanian construction projects was incompetency in managing the finances, which resulted in financial issues (Faten Albtoush et al., 2021). 

In addition, by identifying the organizational capabilities required for construction companies to enter overseas construction projects company management and focusing more on management, this study raises awareness of the links between FOREX fluctuations and organizational capability. A question is put forth in this study: How do organizational capabilities (OC) influence the effects of foreign exchange fluctuations on business performance? In the meantime, the study objective is to ascertain how organizational capabilities and FOREX fluctuations affect the construction business performance.

Construction companies working on international projects must contemplate potential uncertainties that can have a substantial impact on business performance, including FOREX fluctuations (Shehu & Wang, 2020). When pursuing international construction projects, construction firms must have a preemptive grasp of the effects of FOREX volatility and devise mitigation measures, as these projects can be impacted by FOREX volatility (Ross et al., 2019). Williams (2018) examined how the exchange rate changes affected Nigerian firms' financial performance. Based on the panel data covering 2012–2016, there is a positive correlation between investment efficiency and changes in exchange rates.

Employing econometric models, Akalın and Uzgören (2016) examined relationships over time between companies' exchange rate, value-added, capital ratio, export volume, profitability, total sales, and domestic sales. The Common Correlated Effect and the Durbin-Hausman cointegration test were applied to the data collected between 1993 and 2009. The Durbin-Hausman test indicated a long-term correlation among the variables. Meanwhile, the Common Correlated Effect revealed that while the added value produced by the businesses positively impacted export volume, domestic sales, profitability, and total sales, exchange rate increases adversely impacted both total sales and exports. The researchers agreed that a higher capital/labour ratio positively impacts profitability as well. 


2.0 Research Methodology 

A quantitative methodology was employed to gather data from a large number of participants and extrapolate the results to a broader population. Quantitative data can expand the research scope. The respondents were project managers and financial managers from  Malaysian construction companies who had worked on international construction projects. 

2.1   Population and sample. 

The study sample size is 300 respondents from construction companies with overseas projects who satisfy a few requirements. They are the upper management team members, including supervisors, general managers, deputy general managers, contractors, managers, and assistant managers, and have worked on international construction projects associated with engineering disciplines. Only with their prior actions, experiences, and knowledge they can accurately respond to the questionnaire and study questions. Additionally, the selected firms are based in the Selangor and Kuala Lumpur areas, where most firms involved in overseas projects are located. 

The respondents must have prior experience managing international construction projects, as the data cannot be accepted if they have minimal or no exposure to or knowledge of FOREX issues. The involvement of the surrounding stakeholders, such as senior management, project managers, project champions, consultants, and software providers, was cited by Akkermans and van Helden (2002) and Boonstra (2011) as the primary factor influencing performance. These individuals are the most appropriate participants in the study in describing their companies' strategic stance and decision-making framework (Pertusa-Ortega et al., 2010).

The calculation of the sample size following Krejcie and Morgan (1970), which turned the predicted sample size into 169 respondents to be sufficient. Based on the guidance, 300 questionnaires were given out to employees and representatives of Malaysian construction companies working on international projects representing the questionnaire survey population. The Malaysian Construction Industry Development Board (CIDB) provided a list of the samples that were selected for the survey questionnaire. 
[bookmark: _TOC_250017]

2.2 Questionnaire Design. 

The survey questions were developed to reach the research goals and provide answers to the research questions. It was put together according to the primary research terms from phase one. For this study, the questionnaire was broken down into sections A, B, C, D, and E. In the survey, Section A asked about the demographic profile of the participants, Section B inquired about FOREX fluctuations, Section C asked about mitigation plans, Section D asked about organisational capacities (OC), and Section E asked about business performance.
	
According to Dillman's Tailored Design Method, the most prevalent mixed-method research tools are electronic and postal questionnaires, which yield moderate to high response rates because of their quick response times (Converse et al., 2008). Dillman et al. (2008) recommended a user-friendly questionnaire design format by attaching a cover letter to highlight the significance of the study, the confidentiality of the feedback, the need for prompt responses, and the value of the findings for the participants (Fanning, 2005). The Likert Scale was used in the survey and ranked as follows: i) 1 For Strongly Disagree, ii) 2 For Disagree, iii) 3 For Quite Agree, iv) 4 For Agree, and v) 5 For Strongly Agree.
	
To make sure the respondents understood the questions, a pre-test of the questionnaire was carried out. According to Parasuraman, Zeithmal, and Berry (1986), pre-testing is the process of testing the survey questionnaire on a relatively small number of respondents to detect and rule out any possible flaws. The amount of work put into the research planning and pre-testing is strongly linked to the convenience of performing data analysis and the quality of the results; therefore, Singleton and Straits (1999) advised that inadequate pre-testing could lead to a futile study.
	
In the opinion of Oppenheim (2000), a pre-test necessitates a variety of participants, including coworkers and potential participants. Ten individuals from construction companies with experience in multinational construction projects participated in the pre-test of the study survey questionnaire. However, they were not involved in the actual data collection. These participants were provided with the initial version of the survey questionnaire. All appropriate feedback and recommendations received from the pre-test were taken into account, particularly with regard to the phrasing (ease of use), appealing questionnaire layout, and straightforward key terms—particularly for the technical jargon.

[bookmark: _TOC_250014]2.3 Data Collection. 

The questionnaire survey was distributed by phone calls, followed by an email delivering a link that took respondents to the web-based questionnaire, Google Form, which allows them to complete the questionnaire online conveniently. Respondents with prior experience working on construction projects abroad gave positive feedback during the data collection period. The computation suggested that 169 responses should be received with a sample size of 300. Of all the responses submitted, there were incomplete and hence invalid. Therefore, the analysis was done using the effective response rates (107 samples, or 35.7%) as 20% to 30% response rates are acceptable for studies conducted in the construction sector (Akintoye, 2000).



2.4 Data Analysis. 

PLS-SEM, a nonparametric technique, was used to assess the quantitative data. This method uses specific criteria to compute the variables in a path framework diagram and graphically depicts the links between the variables. Variables in the path framework are called constructs, while items or indicator items are specific criteria used to quantify the construct. The connections between indicator items and their construct are known as a measurement framework.

3.0 Results 

The results from the data analysis are reported as follows.

3.1 Measurement Framework Assessment. 

The results from running the Smart-PLS Algorithm are displayed in Figure 3.1. 
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Figure 3.1: Assessment of Measurement Framework




























The validity and reliability of measures are assessed using the measurement framework. Simultaneous prediction of measurement parameters can be made of all suitable links between the constructs and their corresponding objects (loadings) and the linear relationships between each construct (path coefficients) (Chin, 2010).

Reliability. All Cronbach Alpha and Composite Reliability values are over 0.70, thus, all constructs satisfy the required level of reliability, as indicated in Table 3.1. Both Cronbach's Alpha and Composite Reliability mean 'considering and reporting both is fair' (Hair et al., 2016).









































Table 3.1: Reliability Statistics

	Construct
	Item
	Loading
	Cronbach’s
Alpha
	Composite
Reliability

	Effect on FOREX Fluctuations

	IC
	0.937
	0.786
	0.901

	
	IP
	0.873
	
	

	Business Performance
	PC
	0.901
	0.754
	0.890

	
	PP
	0.891
	
	

	Organizational Capability
	CC
	0.931
	0.831
	0.922

	
	CP
	0.918
	
	









































Bootstrapping Setting. The measurement framework produces the path coefficients of all suggested paths, while the structural framework is used to compute the significance level of the path coefficients. Utilising PLS to evaluate the structural framework necessitates bootstrapping, so the settings and configurations needed to run bootstrapping are listed in Table 3.2:

















































Table 3.2: Bootstrapping Settings

	
	Selected Option
	Reference

	Subsamples 
Sign changes
Number of Results
Cases
	5000
No Sign Changes
Complete Bootstrapping 100
	
Hair et al. (2016)












































Following the bootstrapping procedure, the path coefficients, t-values, and significance level of the determinants of individual impacts are indicated in Table 3.2. All path coefficients report statistically significant values at 0.05; thus, all hypotheses about business performance determinants are supported.

Discriminant validity. It evaluates the dissimilarity level of a construct compared to any other construct in two ways. The first involves assessing how similar the orientated construct is to other constructs, and the second entails determining the differentiation and representation levels of the objects of a construct compared to all other constructs (Hair et al., 2016). The Fornell-Larcker test is used to determine discriminant validity by computing the square root of AVE values and the correlation values for every construct between the constructs (Hair et al., 2016). All AVE square roots have more significant values than the corresponding correlations of their constructs, as displayed in Table 3.3, indicating that the measurement error variance is less significant than the difference between each construct (Hair et al., 2016). Therefore, the discriminative validity of the measurement tool is validated.

































Table 3.3: Correlation Matrix of Constructs

	
	Business Performance
	Effect on FOREX Fluctuations
	Organizational Capability

	Business
Performance
	0.896
	
	

	Effect on FOREX
Fluctuations
	0.556
	0.906
	

	Organizational
Capability
	0.637
	0.581
	0.925


































Substantial reliability, unidimensionality, discriminant validity, and convergent validity have all been supported, indicating that the measurement framework is sound and can proceed to the next phase of the structural framework assessment. After examining the significance of relationships between the constructs, the relevance of these significant associations is assessed since, although the path coefficients may be significant in many circumstances, their relevance is too little to warrant managerial attention (Hair et al., 2016). Therefore, the relevance of the structural framework relationships should be evaluated carefully to comprehend the results accurately (Hair et al., 2016). The outcomes presented in Table 3.4 support the following hypotheses: H1: there is a significant correlation between FOREX fluctuations and business performance (β=0.281, t-value (2.879>1.96)), H2: there is a significant correlation between FOREX fluctuations and organisational capability (β=0.220, t-value (2.549>1.96)), and H3: there is a significant correlation between organizational capability and business performance (β=0.474, t-value (5.020>1.96). The highest determinant of business performance is organizational capability, with a beta of 0.474.





































Table 3.4: Beta Value, Standard Error, T & P-Values and 
Hypotheses Testing

	
	Original
Sample
	Standard
Deviation
	T Value
	P Values

	H1: Effect on FOREX Fluctuations        Business Performance
	0.281
	0.098
	2.879
	0.004

	H2: Effect on FOREX Fluctuations 
Organizational Capability
	0.220
	0.086
	2.549
	0.011

	H3: Organizational Capability 
       Business Performance
	0.474
	0.094
	5.020
	0.000






































Coefficient of Determination or R2. The variability of one variable shared by another is measured by the Coefficient of Determination, or R2, which is the squared value of the correlation between a dependent construct and its expected values, evaluating the predictive accuracy of a framework (Field, 2013). 






































Table 3.5: R2 Output

	Endogenous Construct
	R2
	Relationship

	Business performance
	0.458
	Weak

	Impact on FOREX Fluctuations
	0.310
	Weak

	Organizational Capability
	0.626
	Moderate












































Further, R2 shows how the combined effect of distinct constructs on a dependent construct (Pallant, 2010). Following Hair et al. (2016), dependent constructs with R2 values of 0.75, 0.50, and 0.25 are considered robust, moderate, and weak.

The R2 values determined by bootstrapping are presented in Table 3.5. The business performance R2 value was weak at 0.458, indicating that 46% of business performance variance can be explained by organizational capability and the effect of FOREX fluctuations. Alternatively, the organizational capability R2 value was moderate at 0.636; only 64% of the organizational capability variance can be explained by the effect of FOREX fluctuations.

Effect Sizes or f2. Independent constructs are dropped from the framework one at a time to compute the effect size (f2). The R2 values are contrasted before the construct is eliminated (R2 included) and once it has been eliminated (R2 excluded). According to Hair et al. (2016), f2 quantifies the effect of removing an independent construct on its dependent construct and f2 values of 0.02, 0.15 and 0.35 are considered small and medium effects, respectively. All constructs have small to medium effect sizes, as indicated in Table 3.6.



































Table 3.6: f2 Values
	Construct
	f2
	Effect

	Effect on FOREX Fluctuations     Business Performance
	0.097
	Small

	Organizational Capability     Business Performance
	0.275
	Medium

	Effect on FOREX Fluctuations     Organizational Capability
	0.090
	Small












































4. Discussions

The data analysis results and literature review serve as the basis for the discussion.

4.1 The influence of FOREX fluctuations is the first focus. Due to their frequent involvement in trading multiple currencies, construction firms may be exposed to risks from FOREX fluctuations (Ehrlich et al., 2012). According to the literature review, FOREX fluctuations can influence the construction industry in financial, business management and technical aspects (Ismail et al., 2012).

4.2 The survey specifically asked if the respondents agreed with the effects of FOREX fluctuations on the construction industry according to their personal experiences. Most respondents (78.5% to 88.8%) concurred that the effects of FOREX fluctuations were evident at the project and company levels and consistent with the results shown by Eiteman et al. (2006), Fidan et al. (2011), Xiang et al. (2012), Ismail et al. (2012), Irene (2014), and Karadagli (2015). When a company participates in the international construction industry, changes in foreign exchange rates could put the project at risk and influence the company.

It is well acknowledged that FOREX volatility is significant in the global construction market, and its impact is noted on both project and company levels. The project level detects the financial and technical repercussions of FOREX fluctuations, while the company level observes its influence on business management. These concepts serve as the foundation for the research's direction. In-depth discussions of the project and company-level impacts of FOREX fluctuations in the construction industry's financial, technical, and business management are covered in the following sections.

4.3 The research outcomes are consistent with a number of prior studies that emphasized the crucial role of technical, financial and business management skills in controlling risk or effects in the construction industry. Among the business management capabilities required in a construction company are overseeing project stakeholders and understanding contract terms. One of the daily tasks included in strategic organising is stakeholder management (Klaus-Rosinka & Iwko, 2021). The firm must ensure that the terms of the contract are fully comprehended. The client demands will typically guide the establishment of the contract, and the company must be able to finish the project to satisfy the demands.

It aligns with the results of Nassimi et al. (2014) study. Due to resource and financial limitations as well as the numerous possible risks associated with a poorly selected market, choosing the host nation is one of the most important decisions. The findings explained how the project's success was affected by the project location through staff, resources, and other factors. It is one of the main considerations in the strategic planning or management of any construction firm that enters foreign markets. Furthermore, according to Cidik, Boyd, and Thurairajah (2017), culture might be purposefully guided to boost construction business performance. Businesses should figure out how to control the culture of the local workers, for instance, the norm to have a few resting times in the working hours of the workers. The discussion suggests that the research objectives are successfully achieved.



5. Conclusions and Recommendations

The data analysis results indicated that the research goals and objectives have been effectively met. Changes in foreign exchange rates must be carefully weighed. Firms must efficiently improve their capacity to manage FOREX volatility to maintain business performance and capability. Contribution to practice is achieved by raising awareness via the perspectives offered by the technical team, particularly project engineers and project managers, besides construction firms' senior management (CEOs and CFOs). Additionally, it alerts the firms to the likely effects of FOREX fluctuations on the project level when participating in an international project, which will further affect the company. Consequently, construction firms may devise additional planning and preparation for multinational construction projects to mitigate the effects of FOREX volatility. They may produce superior results for the construction companies and assist them in remaining competitive in the future global construction market. The capabilities an organisation requires to manage risks, such as FOREX volatility, are highlighted for construction companies working on projects abroad. The three qualities emphasised were financial, technical, and business management capabilities. 
	
The goal of this study is to determine how FOREX fluctuations affect company performance from the viewpoints at the global scale. Additionally, this research has contributed in various ways to the practice of the construction industry in Malaysia and elsewhere. First of all, it renders the construction business more conscious of the effects of FOREX fluctuations. Second, by offering an extensive range of potential effects at the project and organizational levels, as addressed in earlier sections, this study has advanced awareness and comprehension of the effects of FOREX fluctuations on the performance of international construction projects. Last but not least, although this study concentrated on Malaysian construction companies, its findings about the effects of FOREX volatility on the industry and its players can be generalized beyond the scope of the country. 
	
Construction companies planning to enter the global market may find it advantageous to strategize organizational capabilities into a framework that is connected to the effects of FOREX volatility. As a result, they might be able to recognize the effects or risks, which may extend beyond FOREX fluctuations. Many contractors would like to take part in international construction projects since they have the potential to be an immensely lucrative endeavour. However, the currency exchange rate frequently misleads them. Without comprehending that they will be impacted by FOREX volatility, which could make the project far more challenging, they are drawn to the benefit they believe will accrue once the project is finished. In the present day, a lot of inexperienced vendors may venture into the construction sector without exercising sound risk assessment. Thus, contractors would benefit from the third practical contribution since this study can also assist construction companies, particularly those in charge, in identifying which organizational capabilities are essential and can be employed to reduce the effects of FOREX fluctuations and maintain their business performance.
	
To cope with and prevent any unwanted risks triggered by FOREX fluctuations in the construction industry, particularly for international projects, future researchers may inquire into additional capabilities or revisit subcategories involving prior experiences and plans, innovation capabilities, and marketing capabilities of the firms. Future research can also determine the impacts of FOREX fluctuations in different types of projects overseas—for example, a comparison between the impacts of FOREX on high-rise construction and infrastructure road construction. Different projects might be affected differently by the FOREX fluctuations. Research in this area also can be carried out by investigating the different scales of projects. The impacts of FOREX may be more critical to larger projects than small-scale ones. This factor can also be related to the capabilities needed by the companies as well. 
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