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Foreign exchange risk is also known as FX risk, currency risk, and exchange-rate risk. When a domestic currency appreciates against a
foreign currency, profit or returns earned in the foreign country will decrease after being exchanged back to the domestic currency. Due
to the somewhat volatile nature of the exchange rate, it can be quite difficult to protect against this kind of risk, which can harm sales and
revenues. For example, assume a U.S. car company receives a majority of its business in Japan.Â In general, organizations engaging
in international finance activities can experience much greater uncertainty in their revenues. An unsteady and unpredictable stream of
revenue can make it hard to operate a business effectively. Risk in foreign exchange. Generally there is timeâ€“gap between an
â€˜international business / finance activityâ€™. and â€˜purchase / sale of foreign exchange in connection with that activityâ€™. Of Late,
the exchange rates have become volatile and therefore there is always an element of risk on account of adverse movement of exchange
rates.Â There are five important techniques of foreign exchange risk management. (i) Forward Contracts. (ii) Futures (iii) Options (iv)
Currency Swaps. (v) Money-Market Operations. Foreign exchange risk management is crucial when doing international business. Find
out how to set up a strategy that works for you.Â FX Hedging To Manage Foreign Exchange Risk. Simple FX hedging involving
currency forward contracts* is the heart of FX risk management strategies for many businesses and is built into their FX international
payments platforms. Currency forward contracts "lock in" the exchange rate of a future payment in a foreign currency. For example,
suppose you are a British importer of Australian woollens and have just ordered next year's inventory. Payment of AU$200M is due in
one year, which at an exchange rate of Â£0.50:AU$1.00 means an outflow of Â£100M.

