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The Hedging Policy
A firm with foreign exchange exposure can utilize a various hedging strategy. The use of foreign exchange derivatives like forward and future contracts and swaps money market or some techniques like currency invoicing and exposure netting can reduce transaction exposure by firms.
Based on the business nature and type, each of the mentioned hedging methods has benefits that make them more suitable and sustainable than the other. Future contracts and the forward contracts serve the same purpose which is allowing the transactions to take place in future for a specific rate so as to try and offset exchange fluctuations that may occur against you. Forward contracts can be easily be modified to fit or match specific transactions, making it more flexible as compared to future contracts. On the other hand, future contracts are written based on certain assets like other currencies or a car and they are normally standardized. Future contracts are well regulated since they are only traded on exchanges.
Firms may relocate to other countries with lower production cost after observing closely the fluctuations around the world and the relationship to the home currency. It is helpful to do so since the firm will be in a pole position to take advantage of the extra capital. The firm can easily and efficiently meet excess production at a low coast.
Translation exposures can also be contained by performing a balance sheet hedge. A firm can get an appropriate amount of exposed asset and net liability to balance the outstanding discrepancy following the fact that translation exposure arises from discrepancies between the two, asset and liabilities. Businesses and investors are exposed to exchange rates risks which bring high consequences to the firm and for this reason, all exposures should be covered fully to cub all the risks that may emerge. The exposure can exist in many different sections of business operation, which is why all the baselines should be covered to mitigate since avoiding the risks is close to impossible.
The role of local operating managers in exposure management
The local operation managers have a great role to play in the exposure management including: ensuring the availability of adequate foreign exchange reserves to meet the firms defined objectives, ensuring that there is full control of the liquidity credit and market risks, and ensuring that any other risk and reasonable earnings are generated on the funds invested.



