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ABSTRACT

By nature, systematic risk cannot be diversified away. Systematic risk plays an important
role in determining the expected return of investment and firms’ value. The firms’ value
may increase by reducing systematic risk. Hence, firms’ stability may be at stake when
systematic risk is high. Previous studies found firm-specific factors affected systematic risk
in both local and international firms. This finding supports the idea that managerial
financial decisions affect firm performance, which in turn influences systematic risk.
Although the systematic risk is regarded as an external factor beyond the control of firms,
it can be changed based on the managerial decision adopted. Numerous studies have
examined the effect of firm-specific factors on systematic risk but the results are
inconclusive. Prior studies merely examined a particular country or a specific industry in a
single empirical study, which findings could not capture and explain the behavior of
systematic risk across industries and countries. Therefore, the key factors affecting firm
systematic risk across countries and industries remain an open empirical investigation. The
issue of inconclusiveness and inconsistency in the literature about the effect of firm-specific
factors on systematic risk motivated this study to investigate the firm-specific factors
affecting systematic risk of non-financial firms across various industries in ASEAN-5 from
1997 to 2016. This study also examines the impact of the 1997 Asian financial crisis and
2008 global financial crisis on systematic risk. Using panel data regression analysis, the
result shows that financial leverage is positively related to systematic risk in ASEAN-5
firms except for Singapore, thus supporting the first hypothesis. Moreover, liquidity and
profitability are significantly associated with systematic risk in Malaysian firms while
profitability and firm size are the main firm-specific factors affecting systematic risk
in Singaporean and the Philippines firms. Similar to Malaysian firms, Thai firms with high
liquidity have high systematic risk. The findings vary across industries and countries,
suggesting that systematic risk behaves differently depending on the type of industry and
country. In Malaysia, profitability is the only significant determinant of firm systematic
risk across various industries. Meanwhile, the findings vary across industries in other
ASEAN-5 countries. Next, the 1997 Asian financial crisis and 2008 global financial crisis
increased the systematic risk of non-financial firms in Malaysia, Singapore, and Thailand,;
hence supporting the seventh and eighth hypotheses, while only the 2008 global financial
crisis affected the systematic risk of Indonesian firms. The 1997 Asian financial crisis and
2008 global financial crisis affected the systematic risk of Thai firms across all industries.
The findings on other ASEAN-5 countries are inconsistent across industries. This study
primarily highlighted the important role of firm-specific factors affecting firm systematic
risk. Understanding the determinants of firm systematic risk across different countries and
industries is vital because systematic risk affects the return on investment and firms’ value.
Further, the findings could shed some light on managing systematic risk by controlling
firm-specific factors during a financial crisis and normal economic conditions.
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CHAPTER ONE

INTRODUCTION

1.1 BACKGROUND OF THE STUDY

The nature of any investment always involves risk. Risk is an uncertainty that an
investment’s actual return is less than its expected return, the higher the risk is, the higher
will be the return. Basically, there are two types of risk which are unsystematic risk and
systematic risk. Unsystematic risk is a specific risk to a firm that caused by random events
such as labor strikes, poor marketing programs, mismanagement, a change in regulation,
and so on. It is a micro factor that affects only a particular firm and can be eliminated
through efficient diversification. Unsystematic risk is also known as a unique risk, residual
risk, or diversifiable risk. In contrast, the systematic risk is a stock risk correlated to the
market portfolio risk that cannot be avoided or diversified away and it affects the market
as a whole. Example of systematic risk includes macroeconomic factors such as inflation,
foreign exchange rate, interest rate, and other factors that are beyond the confines of the
organization’s system (Gitman & Zutter, 2012; Parthasarathy, 2019; Zeng & Chen, 2019,
Qiu et al., 2020).

Between these two types of risk, the most concern for investors and firm managers
is systematic risk. It is the only risk that remains affecting the stock value since
unsystematic risk can be diversified away. Investors and managers have played more
attention to finding ways to understand and manage this type of risk since it is considered
as the main factor affecting their investment (Baird & Thomas, 1990; Gu & Kim, 2002;
Alaghi, 2013; Fahad et al., 2020; Safira, 2020, Nizam et al., 2020).

Systematic risk results from external factors that cannot be avoided and minimized

through diversification. Indeed, researchers are more concerned about the ability to predict



systematic risk in future financial instability (Allen, Bali, & Tang, 2012; Fahad et al., 2020,
Nizam et al., 2020). Therefore, there is a need for studies that can provide a better
understanding of this type of risk in various industries across different countries. These
studies may assist policy makers, firm managers, and investors to have a good
understanding of systematic risk and know how to deal with it. 1t seems to be true that one
of the goals for doing investment is to maximize profit by reducing systematic risk. Thus,
firms’ managers need to understand the nature and sources of this risk to develop new
strategies for dealing with it (Igbal & Ali Shah, 2012; Ibrahim & Haron, 2016).

Previously, numerous studies have been focusing primarily on the development of
different models to measure systematic risk. One of the popular models widely used is the
Capital Asset Pricing Model (CAPM) (Parthasarathy, 2019). Based on the CAPM,
systematic risk affects the firm value and the expected return on investment (Hooy & Lee,
2010; Nguyen, 2019). The measure of the systematic risk is based on beta (), where f is

presented as a stock return volatility that is related to the market return (Xing & Yan, 2018).

Al-gaisi (2011) stated that the CAPM is considered as the heart of the financial
domain due to its popular use in finance and portfolio management, as it is very helpful in
estimating the expected return on investment. In contrast, Gahlon and Gentry (1982) argued
that the CAPM has shown only the necessary equilibrium association of prices against
securities given their stochastic over the period of time, and at the same time, is not a meant
for estimating the beta on the basis of real variables. Putting it differently, the CAPM is
used to estimate the expected return of an investment only, but it does not explain how to

estimate 3 based on the real economic factors.

Lee and Jang (2007) stated that although systematic risk resulted from
uncontrollable external factors, the degree of systematic risk can be changed depending on
the change in managerial decisions. In other words, managerial decisions on finance,
investment, and operation influence financial performances which in turn influence the
degree of systematic risk. For example, a decision on an increase in the amount of debt to
expand the business might lead to financial distress in the future, hence firms would
experience high systematic risk. It means that systematic risk can be explained by firm-

specific variables such as financial leverage, liquidity, profitability, firm size, operating



efficiency, firm growth, and others. According to this, it is evident that macroeconomic
variables are not only the factors that exert influence on systematic risk, but firm-specific
variables do also influence the behavior of systematic risk (Xing & Yan, 2018;
Parthasarathy, 2019).

The effect of firm-specific variables on systematic risk is found in several studies.
The most potential variables used to influence the systematic risk are known as financial
variables (Tandelilin, 1997; Hooy & Lee, 2010; lbrahim & Haron, 2016; Nawaz et al.,
2017; Nizam et al., 2020). For example, firms with excessive leverage would face
bankruptcy costs, hence influencing the systematic risk. It is can be said that financial
variables are considered to be more affecting systematic risk as many studies have found
significant relationships among them. This is because most investment activities such as
new project development, capabilities enhancement, new technology requirement, and new
operational method adaptation require financial support. Thus, a change in financial
decisions can contribute to a change in systematic risk (Alaghi, 2013).

Previously, numerous studies used firm-specific variables to affect systematic risk
in different firms within industries, these studies have focused on particular industries. For
example, the airline industry (Lee & Jang, 2007; Hooy & Lee, 2010; Evripidou, 2012),
restaurant (Borde, 1998; Gu & Kim, 2002; Park et al., 2017; Jung et al., 2018), tourism
(Frutig, 2020), manufacturing (Aruna & Warokka, 2013), casino (Gu & Kim, 1998; Rowe
& Kim, 2010), cement (Ahmad et al., 2011; Nawaz et al., 2017), and banking and finance
(Biase & Apolito, 2012; Fahad et al., 2020). By specific industries to examine systematic
risk, these studies came up with different findings and conclusions. It can be seen that the
findings of previous studies on the determinants of systematic risk are inconclusive and
inconsistent, these studies could not clearly explain the factors affecting systematic risk.
This creates a gap for proper understanding of the sources of systematic risk in various
industries within a specific market. This study attempts to overcome the limitation of prior
studies by examining firm-specific factors affecting systematic risk across various
industries in ASEAN-5 countries (Malaysia, Indonesia, Thailand, Singapore, and the

Philippines). By observing across industries and countries, this study may provide new



evidence and various information to enhance the current understanding of the determinants

of systematic risk.

Consistent with the risk and return trade-off in finance, high systematic risk reduces
a firm’s value and vice versa. Given this background, it is crucial for firm managers to
know the sources or determinants of systematic risk like financial variables in order to
better manage their investments. They should be able to prioritize which specific variables
are important for firms to concern about. This may help firms to avoid losses or even
bankruptcy as suggested by Gu and Kim (2002) who stated that financial distress or losses
can be reduced by examining financial ratios related to systematic risk. These financial

variables are known as part of the firm’s specific variables.

As mentioned above, numerous studies highlighted many important variables that
can influence systematic risk. The financial crisis seems to be one of many variables that
can affect systematic risk, it does not only affect one particular market but also spread to
all markets with various degrees and different magnitudes. For example, the 1997 Asian
financial crisis which first started in Thailand was caused by the local currency
depreciation. The Thai baht devaluation may be due to the high interest rate charged by
banks as a result of the fixed exchange rate policy and financial liberalization (Bello, 2007;
Sayaseng, 2020).

Thailand is known as a group member of ASEAN-5. ASEAN-5 is the new emerging
market that includes five countries such as Thailand, Malaysia, Indonesia, the Philippines,
and Singapore. These countries provide various local stocks for all investors who are
seeking to invest in gaining profit (Chen, Leng, & Lian, 2005). Since these countries to
some extent are economically integrated and their currency linking to the US dollar, other
countries within the group are also affected by the financial crisis of 1997, especially
Malaysia, Indonesia, and the Philippines. The floating of the Thai baht influenced the
currency and share price of ASEAN-5 group members to be undervalued, Malaysia ringgit
was attacked by speculators which made the exchange rate shoot up from 4% to 80 %. This
high fluctuation in the exchange rate made investors lose trust in the Malaysian currency

and stock market, resulting in panic selling of stock. Finally, the Malaysian currency



depreciated against the US dollar within a few days later (Radelet & Sachs, 1998; Corsetti,
Pesenti, & Roubini, 1999; Michie & Jonh Grieve-Smith, 2003).

The 1997 Asian financial crisis was not limited only to East Asia but expanded to
other markets as well such as Brazil in 1999, central America, and Russia in 1998. This is
because the currency crisis is a part of the economic crisis, the entire world economy would
be affected by a decline in trading volume and a dramatic drop in the price of primary goods
(Karikomi, 1997). The presence of financial crises each year may not be the same due to
issues and impacts in a particular country such as the Asian financial crisis in 1997, and the
global financial crisis in 2008 ( Warr, 2000; Hooy & Lee, 2010; Sayaseng, 2020). Some
previous studies found that other variables like financial crisis may also affect systematic
risk. Poor purchasing power during the financial crisis caused firms to earn less profit than
normal economic condition, firms with the additional debt would fail to meet their
obligation hence the systematic risk of firms would be high (Maroney et al., 2004;
Choudhry et al., 2010; Loviscek & Riley, 2013; Abubakr et al., 2020). However, there are
few studies explaining a relationship between the financial crisis and systematic risk, with
these studies focused only on a single crisis to influence the systematic risk. This may lead

to limited information about the financial crisis and systematic risk.

In response to the above matters, apart from examining the effect of firm-specific
factors affecting systematic risk across various industries in ASEAN-5 within the last 20
years from 1997 to 2016. This study also investigates the impact of financial crises in 1997
and 2008 on the systematic risk exposure of various industries and compares among the
five countries. The findings of this study may provide useful information on the new
evidence and addition to the existing literature, which may also help increase the current
understanding of the sources of systematic risk. Also, a good understanding of sources of
systematic risk and the impact of financial crises on systematic risk may help policymakers
as well as firm managers to formulate sound risk management strategies to deal with
systematic risk in the normal period and during crises, which may result in boosting the
profitability and efficiency of the firms, and at the same time reducing risk to attract more

investors.



1.2 PROBLEM STATEMENT

The firm’s expectation is to achieve the highest profitability and avoid any loss in
investment. The firm is considered as an important part of economic development in
providing job opportunities, if there is any factor affecting firms, this may also indirectly
harm the health of the economy. Previous studies have established that stock price can be
influenced by the systematic risk which may sharply drop in their expected return, as
systematic risk may prevent firms from reaching their goal (Allen et al., 2012; Igbal & Ali
Shah, 2012; Wamba et al., 2020; Nizam et al., 2020). This systematic risk is a big concern,
not only to the firms and investors but also affects the development of a nation. For
example, the rate of unemployment will be high if many firms go bankrupt and lay off
employees, eventually increasing the crime rate in the country. It can be inferred from this
that an adequate estimate of systematic risk is required to prevent firms from bankruptcy.
Also, if the systematic risk is not estimated adequately, a wrong decision on finance,
operating, and investment will be made by the firms which might even be costly to the firm.

According to Gitman and Zutter (2012), systematic risk is the factor that affects the
overall market and is unavoidable, this type of risk cannot be diversified away. Qiu et al.
(2020) also highlighted that systematic risk is correlated to all risky assets of the market
portfolio, which results from external factors such as macro variables, socio-politic issues,
market-based and environmental factors. Therefore, special attention to systematic risk
issues is required and appropriate prediction may help firms in having sound investment

decisions.

Previous studies on systematic risk have focused mostly on two aspects which are
its role in determining the expected return and its possible sources. The study of its possible
sources provides a better understanding of the behavior of systematic risk itself because the

study can identify the most important firm-specific factors affecting it.

Although several studies have found that firm-specific factors influence systematic
risk, their findings could not clearly establish which variable is considered as the main



factor affecting systematic risk since these studies provided different findings or
inconclusive results. This may be due to the fact that prior studies examined systematic risk
by observing a specific industry only such as the airline industry, restaurant, tourism,
manufacturing, casino, and so on. As such, it can be said that there is a gap for a good
understanding of the source of systematic risk in various industries of a specific market.
This study filled up the gaps by examining the firm-specific factors affecting systematic
risk across industries in ASEAN-5 countries between 1997 and 2016. By focusing on
sectorial and country differences in determining the sources of systematic risk may produce
a better result and enhance the understanding of firm-specific factors relating to systematic

risk.

Besides understanding the sources of systematic risk, the financial crisis is another
important issue that firms need to be conscious about. The occurrence of a financial crisis
does not only affect a specific market but affects all markets as a whole in different degrees
and magnitudes. As several financial crises have been documented, the impact and sources
of crises tend to vary in different firms or industries. Past studies also argued on excessive
leverage as one of the main causes of financial crises that in turn affected risk especially
systematic risk (Maroney et al., 2004, Loviscek & Riley, 2013; Choudhry et al., 2010;
Abubakr et al., 2020). However, studies that established a relationship between systematic
risk and financial crises are few and lack in-depth of studying more than one financial crisis
in different industries and countries, which may make their findings limited and

inconclusive.

Estimating systematic risk without referring to financial crises may not provide
justice in estimating systematic risk. The purpose of doing empirical findings is to provide
meaningful and comprehensive information that will be useful for appropriate decision-
making. This will not be achieved if the financial crisis is not taken into consideration,
although several studies might have either examined the effect of the 1997 Asian financial
crisis or the 2008 global financial crisis. But this may not be enough to provide more in-
depth information which helps to increase the current understanding of the financial crisis
and systematic risk. In response to this matter, this study investigates the impact of both the

1997 Asian financial crisis and the 2008 global financial crisis across industries of ASEAN-





