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How to Manage Foreign Exchange Risk Exposure
Foreign exchange is the building block for every stable national economy. Foreign exchange creates a reputable chance for countries and multinational business to interact more accurately and with ease (Hadjigeorgiou, 2019). In the contemporary era, vast growth in technology and the increase in globalization have suitably heightened the phase of currency volatility. Through globalization, the exchange rates have posed a promising influence on multinational corporations concerning ease of operation and profitability. Foreign exchange risks such as FOREX volatility not only influence multinational a well as more prominent companies, but it also alters the operability of small and medium-sized enterprises (Hadjigeorgiou, 2019). For that reason, thorough understanding as well as managing exchange rate risk is a subject of great importance to governments, investors, business owners, and other concerned stakeholders because of the laudable impacts it can pose to their holdings. In this concern, this paper is focused on offering a thorough description on how to accurately manage foreign exchange risk exposure by examining the main risks that must be managed for multinational corporations.
Types of Foreign Exchange Risks
Multinational Corporations are highly exposed to varied categories of foreign exchange risks, all which are geared towards violating as well as destabilizing the operability of the entire company. Transaction exposure is one of the leading currency volatility risks. According to economists, a transaction exposure stands a bigger chance to challenge the wellness of corporation in all specks (Lama & Medina, 2020). Transaction exposures occur as a result of changes in exchange rate amid which the contract is contacted in foreign currency and the time at which settlement is made. This type of foreign exchange is short term in nature, and it takes not more than a year. The common types of transition exposure include borrowing, lending, and sales denominated in foreign currencies. Transaction exposure entails issues such as forex risks which occur as a result of variations when there is a mismatch between maturity period and borrowing amount. Credit risk is another transaction threat to multinational corporations which occurs when the borrower is unable to meet the payment (Lama & Medina, 2020). Liquidity risk is another transaction exposure. It occurs as a possibility of the FOREX gains or losses when a settlement takes place in the future date of foreign currency based on agreement. 
Operating exposure is another foreign exchange exposure which occurs in the measurement of the extent to which the firm’s operating cash flows are affected by the exchange rate (Lama & Medina, 2020). From another point of view, the operating exposure refers to the extent in which the FOREX rate fluctuates, altering the corporation’s forthcoming operating cash flows (Lama & Medina, 2020). The attached impacts of operating exposure can pose substantial effects to the company’s competitive position even if it does not operate overseas. 
Translation exposure is another foreign exposure risk that arises whenever companies try to amalgamate subsidiaries in their records. Translation exposure measures the impact of exchanges in the foreign currency exchange rate concerning value of assets and liabilities. There is an implication that the value of the pre-existing assets and liabilities changes with change in the foreign exchange rate (Lama & Medina, 2020). In most cases, when a company’s foreign exchange balances are expressed in terms of the domestic currency, translation exposure occurs. Translation exposure takes place as a result of variations in the forex rate, and it affects the values of assets, liabilities, and expenses, and returns of the foreign subsidiaries. 


Managing Foreign Exchange Risk Exposure
Foreign exchange risk needs to be complemented with well-thought management practices to restore the wellness and profitability of corporations for both transaction and operation exposures. Notably, there are different strategies for managing foreign exchange risk exposure. The primary rationale for managing transactional exposure is to accurately safeguard transactions from exchange rate risks (Lama & Medina, 2020). The most appropriate techniques for that can be applied to hedge the transaction exposures include forward contracts. This strategy operates when the way has to receive some fixed amount of foreign currency in the forthcoming days. Herein, the manager is required to obtain a contract that indicates a price by which it can buy foreign currency in the future date. Forward contracts aids in shunning uncertainties of the future of domestic currency value of the liability into a certain value. Currency options help to manage transactional exposures by considering foreign currency as a contract that has an upfront fee, and it guarantees the owner the autonomy, but not the mandate, to trade currencies in a specified quantity, price, as well as time. Another strategy for managing foreign exchange risk exposures is by the use of a futures contract. In this case, futures contracts are presented with standardized as well as limited sizes, initial collateral, maturity dates among other core features and hence making it difficult to offset the position and expose the entire corporation. The currency swap is another effective exposure control initiative which involved corporations take a broad use of currency swaps to attain an affordable loan rates from the domestic currency as opposed to borrowed currency. The affiliated interest rate variations for currency swaps entail a higher fixed rate to fixed-rate, floating-rate to a floating rate, fixed rate to floating rate (Lama & Medina, 2020). In this type of foreign exchange control, the involved companies are allowed to borrow in the markets and currencies where each can get the best rates, and then swap the affiliated proceeds. 
Comparison between Derivative Measures of Managing Foreign Exchange Risks
Applying the right forex management technique the right time is a paramount step to be taken by business and other concerned stakeholders. It is noteworthy that foreign exchange markets are quite unpredictable and extremely volatile. Herein, managing forex risks requires regular monitoring of the forex markets and a lot of patience in line in line with the applied strategies. Futures, forward, options, and currency swaps are the major types of managing foreign exchange risk exposure; however, there exist detailed differences amid these measures. 
Comparatively, forward contracts tend to be different from other forex control derivative instruments in that they are always held until expiration as well as physically settles since the counterparties are concerned with exchanging the underlying assets for cash (Liu et al., 2020). More importantly, forward contracts are generally customized contracts that are privately traded directly amid two well-known counterparts through the over-the-counter trading strategy. Forward contracts are featured with comprehensive contract terms. The derivative instrument is thoroughly customized per the stakeholders aspirations. Moreover, forward contracts lack a well-established default protection strategy, but a custom default-protection scheme may be inculcated through negotiation (Zsidisin & Gaudenzi, 2018). Forward contracts are met during expiration or any other time after participant’s agreements.  
Futures contracts appear to be different from other derivatives. Future traders tend to speculate on the price of the primary transactions to make a profit. Futures contracts originate from futures exchanges (Liu et al., 2020). A futures traders do not directly interact with a counterparty, but it the clearing house arbitrates every transition. Also, futures contracts are characterized by a highly standardized and guaranteed default control schemes, and the expiration dates cannot be negotiated.
A currency option is another comparable derivative instrument of forex risk management. In currency options, buyers are mandated to meet upfront costs to purchase an option. The owner of a currency options contract is not mandated to execute it no matter how profitable the deal could be (Van Greuning & Bratanovic, 2020). Currency option buyers may incur loss for more the premium pay. The option seller is featured with unlimited risk on their contracts (Liu et al., 2020). Currency options are generally cheaper than futures, and they control a smaller amount of the core asset. The difference between currency swap and other derivative instruments swap is an agreement amid two identified parties to exchange financial instruments. Currency swaps are based in cash flows. 
Non-financial options for managing exchange rate risks
Investors are served with a wide array of investments such as stocks, bonds, and mutual funds. Notably, financial investors are mandated to take inevitable control of the unique risks and rewards affiliated with the forex rates (Hadjigeorgiou, 2019). Investors should consider alternative options for managing their foreign exchange risks. Arguably, investors should carry research on currencies of different countries to understand forex fluctuations and minimize their exposure to foreign exchange risks even if there is no chance to eliminate the affiliated risks. Research allows investors to comprehend the trends of foreign exchange rates before planning to invest (Liu et al., 2020). Countries which have a low debt to GDP ratios are likely to have promising exchange rates, and hence you are more likely to realize a profit by investing with them. As a business intellect, it is always essential to stay disciplined by setting potential limits with an aim to avoid any worst-case scenario. In this context, there is a need to identify what exchange rate limits are acceptable and what exchange rates and transactions will no longer be cost-effective.
Another non-financial strategy entails investing in hedged investments. In this context, hedging helps in boosting the extent of certainty to future costs, allowing investment to fix the purchase price and minimize the future effect of exchange rate variations. Herein, foreign investors are required to avoid investing whenever the local currency is depreciating against the foreign-investment currency (Liu et al., 2020). From another point of view, investing in foreign assets boosts portfolio returns while eliminating overall risk. Considering the effects of diversified geographies and instrumental types, it is wise to avoid making investments in foreign markets.
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