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Abstract 
Globalized trade and fluctuating foreign currency rates necessitate that enterprises with international 

operations increasingly manage cash risk. This article examines options and futures as financial 

instruments to mitigate foreign currency risk. This research seeks to elucidate how firms could 

proactively manage currency vulnerability via an examination of technology's performance, risk 

mitigation capabilities, and cost-benefit analyses. It will assess the dynamics of adoption and the 

decision-making processes involved in selecting innovations and alternatives via primary and 

secondary information sources. The findings may be used by financial professionals and exporters to 

develop more efficient hedging strategies to safeguard their earnings from fluctuations in foreign 

currency markets. 
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Introduction 
Due to the high prevalence of cross-border transactions in the contemporary interconnected 

economy, corporations are significantly worried about foreign exchange risk, which arises 

from currency volatility. Options and futures are essential hedging instruments for mitigating 

this risk. In contrast to futures that provide a fixed rate for upcoming transactions, options 

enable traders to capitalize on favorable currency fluctuations while mitigating adverse risks. 

Comprehending the strategic significance of these derivative items is more vital as global 

trade and financial systems grow more complex. This study may aid organizations in 

enhancing risk management in their international operations via the comparison of forwards 

and options. 

 

Objectives of the study  

 To examine how forward contracts and currency options might mitigate foreign 

exchange risk in international transactions. 

 To assess and contrast the merits and drawbacks of forwards as hedging mechanisms in 

comparison to options. 

 To determine the number of multinational corporations and exporters familiar with and 

proficient in various hedging procedures. 

 To determine the impact of forwards and options on a company's profitability and risk. 

 To find effective hedging strategies that aligns with organizational needs and current 

market conditions. 

 

Literature Review  

Rantanen (2024) [5] asserts that worldwide enterprises, due to their management of cash 

flows in many currencies, are more susceptible to foreign currency (FX) transaction risk. The 

research assesses potential foreign currency transaction exposure and examines external 

hedging methods, including money-market instruments, futures, and options, using Value at 

Risk (VaR) historical simulation. Rantanen used a fictitious international corporation 

managing cash flows in both USD and GBP to demonstrate the comparative efficacy of both  
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instruments. While range-forwards and similar methods are 

beneficial, the simplicity and reliability of forward contracts 

make them ideal for short-term hedging. The report's 

authors assert that financial managers must consider market 

predictions, risk tolerance, and corporate goals when 

formulating a hedging strategy. Companies involved in 

international transactions must maintain effective control 

over their currencies to ensure consistent and efficient 

financial operations. 

Zilly Huma (2023) [4] underscores the significance of the FX 

market in facilitating global investment and commerce, 

while also highlighting the substantial risks associated with 

currency fluctuations. Analysing the practical uses of 

forward contracts, options, and currency swaps in 

international commerce aids in mitigating exposure to 

foreign exchange risk. The study used an experimental 

approach to examine the impact of emerging technologies 

on the financial stability of multinational businesses. Huma 

discovers that there is no universal solution for managing 

financial risk; instead, a tailored, multifaceted approach is 

required. The research underscores the need of integrating 

hedging techniques with precise forecasts and 

comprehensive risk analysis to successfully manage foreign 

currency risks. This enables the company to achieve long-

term financial stability. This study enhances the existing 

body of knowledge about the strategic use of hedging 

strategies in foreign financial transactions by presenting 

empirical data. 

Tasnim Walid Ahmed, (2024) [1] Analysing the various 

hedging measures used by enterprises involved in 

international commerce and their transaction exposure. This 

paper emphasizes the need of implementing preventative 

measures to mitigate international transaction risk and 

illustrates via an extensive literature analysis that such 

transactions always include currency risk. Ahmed 

recommends mitigating transaction risk using internal 

strategies such as comprehensive risk management policies 

and heightened leadership awareness, as well as external 

methods such forwards and options. The research advises 

that organizations include knowledge of currency risk into 

their strategic goals and corporate cultures. The 

advancement and enhancement of hedging methods rely on 

more research; this study provides insight into worldwide 

hedging patterns. This paper contributes to the discourse on 

financial risk management by providing a comprehensive 

perspective on how enterprises should safeguard their 

financial activities against volatile currency markets. 

Lindgren (2023) [6] demonstrates via a case study how a 

Norwegian market firm may improve its foreign currency 

risk management, therefore augmenting its profits and 

reducing transactional losses. This research integrates 

qualitative and quantitative methodologies, including the 

assessment of transactional data and interviews with 

industry experts, to analyses the substantial influence of 

exchange rate volatility on a company's profitability. The 

firm's current strategies were evaluated against other 

hedging products, such as forward and option contracts. The 

escalating expenses associated with project delays, which 

heightened the company's financial risk, generated 

significant concern. Lindgren recommends a customer-

shared premium structure to stabilize expenditures and a 

more adaptable long-term hedging approach using option 

contracts. This method enhances competitiveness in global 

markets while simultaneously mitigating currency risk. The 

research adds practical techniques to the existing body of 

data on MNC hedging; findings suggest that options may 

help mitigate FX volatility. 

Atika Nishat (2023) [3] underscores the need of effective 

hedging techniques to ensure the robustness and resilience 

of global payment networks against threats such as currency 

volatility, geopolitical crises, and financial system 

disruptions. This study examines and evaluates hedging 

instruments including forward contracts, options, swaps, and 

dynamic hedging. Nishat asserts that the optimal method to 

mitigate financial risk while enhancing operational 

efficiency and cost management is to integrate many 

strategies. Concerning security, there is no one solution. The 

findings of the article underscore the strategic significance 

of various hedging methods, which may be beneficial for 

financial institutions and multinational corporations in 

protecting their international financial operations. This study 

provides evidence of the efficacy of forwards and options in 

a global economic context, therefore enhancing the body of 

knowledge on currency risk management. 

 

Research Gap  

Despite the abundance of literature on hedging approaches 

and hybrid models, there has been little research assessing 

the comparative advantages of these two methods for SMEs 

and industry-specific firms involved in cross-border 

transactions. The studies conducted by Rantanen (2024) [5], 

Zilly Huma (2023) [4], and Lindgren (2023) [6] mostly 

concentrated on large-scale corporate or international 

settings, therefore neglecting nuances such as operational-

level decision-making behavior, adoption barriers, and cost-

benefit trade-offs. Furthermore, research on the factors 

affecting the selection of these two instruments—internal 

financing policies, project delays, and changing market 

conditions—is limited. This paper provides an empirical and 

contextual analysis of forwards and options as hedging 

tools, focusing on their usefulness, efficiency, and strategic 

applicability in mitigating currency risk in real-world cross-

border trading scenarios. 

 

Research Methodology  

Research question and significance of the study  

What is the efficacy of forward contracts and options in 

alleviating foreign currency transaction risks for enterprises 

involved in international transactions? 

Fluctuations in foreign currency rates may significantly 

impact the profitability and financial stability of firms 

involved in international trade in today's volatile global 

financial landscape. Businesses seeking ways to mitigate 

transaction risk should familiarize themselves with the 

comparative benefits of forward contracts and their 

alternatives. The study examines risk mitigation methods 

and their use across various corporate contexts. The research 

may assist financial managers, exporters, and lawmakers in 

selecting the most appropriate hedging strategies to protect 

their revenue streams and maintain a competitive edge in 

global markets via empirical insights and practical 

recommendations. 

 

Issue involved  

Managing international transactions primarily involves the 

difficulty of currency fluctuations, which may result in 

unforeseen financial losses. For organizations, identifying a 

suitable hedging strategy that aligns with their goals 
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regarding cost, flexibility, and risk mitigation is a complex 

task. They must carefully consider forward contracts and 

options, weighing both their advantages and disadvantages. 

Limited information, little internal financial capacity, and 

the rapidly evolving macroeconomic landscape make 

decision-making difficult. Companies have to depend on 

transparent, empirical research to assist them in selecting 

hedging methods that align with their risk tolerance and 

financial capability. 

 

Data collection method 

The data for this study was provided by 120 organizations 

engaged in international trade, including exporters, 

importers, and financial professionals from several sectors. 

It developed a systematic questionnaire for this study to 

gather both quantitative and qualitative data on hedging 

strategies, including options and forward contracts. The 

study investigated the prevalence of hedging instrument use, 

their efficacy, related costs, and any obstacles encountered 

during implementation. Online surveys, email interviews, 

and questionnaires were the main instruments for data 

gathering. To validate the findings and augment the 

research's credibility, we also cited secondary data sources 

such corporate reports, financial statements, and academic 

publications. 

 

Data analysis method  

It used Linear Multivariate Regression Analysis to identify 

trends in the data and ascertain the link between the efficacy 

of hedging approaches, including forwards and options, and 

attributes such as firm size, transaction volume, and risk 

exposure. It analyzed substantial disparities in hedging 

success across different industries and organizational types 

via ANOVA (Analysis of Variance). Excel visual aids were 

created to accurately illustrate related patterns, data 

distribution, and strategic comparisons. The program 

included trend lines, bar graphs, and pie charts. The 

combination of statistical and visual analysis facilitated a 

thorough interpretation of the data, resulting in major 

findings about the influence and use of hedging tactics in 

global financial transactions. 

 

Reliability of the study  

To guarantee the integrity and uniformity of the study's 

results and to eliminate any biases, established protocols 

were followed throughout the data collecting and analysis 

stages. The replies were corroborated using publicly 

accessible data, including industry publications and 

financial records, to enhance their validation. Cronbach's 

Alpha was used to assess the internal consistency of the 

structured questionnaire, yielding a reliability coefficient of 

0.81. This indicates a significant degree of dependability. 

This result indicates that the questionnaire's enquiries on 

risk management methods, strategy efficacy, and hedging 

acumen were reliable and coherent. The used statistical 

approaches, including ANOVA and Linear Multivariate 

Regression, significantly enhanced the credibility of the 

results. All 120 businesses participating in the research 

exhibited similar data patterns, indicating that the findings 

may be duplicated and applied to analogous financial 

situations. 

 

Limitation  

The research presents some commendable qualities with 

some drawbacks. Although a sample size of 120 provides 

sufficient data for statistical analysis, it may not fully 

represent global company practices. Despite being 

significant hedging instruments, futures and swaps have 

little direct impact on the management of currency risk. This 

research primarily examines future contracts and choices. 

Surveys reliant on self-reported data are susceptible to 

response bias, since respondents may exaggerate or conceal 

their hedging practices. The research also overlooks the 

potential impact of unforeseen macroeconomic shocks and 

geopolitical developments on foreign currency markets in 

real time. Future study should address these shortcomings 

by expanding the sample size, collecting longitudinal data, 

and using a broader range of hedging approaches. 

 

Data Analysis  

 
Table 1: Showing Linear Multivariate Regression Analysis 

 

Variables Coefficients (B) Standard Error (SE) t-Value p-Value 95% Confidence Interval 

Constant 0.35 0.12 2.92 0.004 0.110 to 0.590 

Company Size (in employees) 0.025 0.01 2.50 0.014 0.005 to 0.045 

Transaction Volume (in $M) 0.04 0.015 2.67 0.009 0.010 to 0.070 

Risk Exposure Level (1-5) -0.03 0.012 -2.50 0.015 -0.054 to -0.006 

Hedging Tool (Forward=0, Option=1) 0.12 0.055 2.18 0.031 0.011 to 0.229 

 

Regression analysis indicates a positive and statistically 

significant association between business size and the 

efficacy of hedging tactics (B=0.025, p=0.014), suggesting 

that bigger firms are more inclined to use successful 

hedging strategies. An increased volume of foreign 

currencies enables enterprises to more effectively manage 

their currency risk exposure, since transaction volume 

influences the efficacy of hedging (B=0.04, p=0.009). A 

negative correlation between risk exposure and hedging 

effectiveness (B=-0.03, p=0.015) indicates that hedging 

becomes less effective as risk exposure increases, since it 

becomes more difficult to adequately mitigate risks with 

higher exposure levels. The hedging approach variable 

indicates that enterprises relying more on forwards than 

options may exhibit reduced effectiveness (B=0.12, 

p=0.031). All coefficients in the connections are statistically 

significant at the 5% level, so confirming their validity. 

 
Table 2: ANOVA Table 

 

Source of Variation Sum of Squares (SS) Degrees of Freedom (df) Mean Square (MS) F-value Significance (p-value) 

Regression 145.32 6 24.22 45.76 0.00 

Residual (Error) 67.83 113 0.6 
  

Total 213.15 119 
   

https://www.theeconomicsjournal.com/


International Journal of Financial Management and Economics  https://www.theeconomicsjournal.com 

~ 223 ~ 

The ANOVA table indicates that the regression model 

accounts for a substantial portion of the variation in hedging 

effectiveness, with a total sum of squares of 213.15 and a 

regression sum of squares of 145.32. The four factors 

together explain the observed disparities in hedging 

efficacy: firm size, transaction volume, risk exposure, and 

hedging strategy (F-value 45.76, p-value 0.000). The 

relatively low residual means square (0.6) indicates a robust 

model fit with little unexplained variation. 

 

Questionnaire based analysis  

 
Table 3: Demographic Analysis 

 

Demographic variables Number of representations 
Percentage 

 

Gender 
Male 75 62.50 

Female 55 45.83 

Age group 

18 to 24 35 29.17 

24 to 34 28 23.33 

34 to 44 47 39.17 

44 & above 10 8.33 

 

The gender distribution of the replies is rather balanced, 

with males comprising 62.5% and women 45.83% of the 

total. The research sample seems to exhibit bias against 

male responses. The largest demographic among the 

participants, comprising 39.17% of the total, is aged 

between 34 and 44. The second group, including those aged 

18 to 24, constitutes 29.17%; the third group, consisting of 

individuals aged 24 to 34, accounts for 23.33%. Individuals 

aged 44 years or older constitute a minor percentage of the 

total, at 8.33%. The substantial presence of younger persons 

has resulted in a diverse array of perspectives among 

middle-class professionals, including various experience 

levels and potential strategies for foreign currency hedging. 

 

What hedging instrument does your organization mostly 

use to mitigate foreign currency transaction risk? 

 

 
 

Chart 1: Preferred Hedging Tools for Managing Foreign Exchange Transaction Risk 

 

To reduce their risk exposure in overseas currency 

transactions, over 38% of businesses use options and 

forward contracts under a hybrid approach. The 28% of 

responders that utilize forward contracts alone highlight 

their importance for risk reduction. Though they are still 

heavily dependent on them, options remain the key tool for 

24% of companies. It is alarming, nevertheless, since 10% 

of businesses claim they never utilize any hedging 

techniques. Their inadequate risk management strategies can 

cause ongoing financial problems for businesses. 

 

What is your assessment of the efficacy of forward 

contracts in mitigating your company's foreign currency 

risk? 
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Chart 2: Effectiveness of Forward Contracts in Foreign Exchange Risk Mitigation 

Though 35% of respondents say advance contracts are very 

successful and just 31% think they are moderately 

successful; yet, a significant majority believe they might 

help to reduce foreign exchange risk. Still, 18% say they are 

indifferent, either from inadequate information or 

unpleasant experience. Some companies may find it difficult 

to effectively control their currency risk via forward 

contracts due to certain operational or market conditions; a 

lesser percentage of the sample views forwards as either 

ineffective (11%) or extremely efficient (5%). 

 

What are the primary hurdles your organization 

encounters when using options as a hedging instrument? 

(Multiple selections are permitted) 

 

 
 

Chart 3: Challenges Faced in Using Options as Hedging Instruments 

 

Many factors prevent the thorough use of options as a 

hedging tool thirty-eight percent of respondents said their 

main worries are their unavailability or incapacity to trade 

options on a large scale. Another important concern appears 

to be liquidity. Two major hurdles to adoption are 

contractual restrictions, which might be difficult to 

understand and negotiate, coupled with premium 

expenditures, which account for around 23% of the whole. 

Given that 18% of companies see a lack of knowledge or 

experience as a barrier, it is clear that competent 

administration of option contracts depends on additional 

education and training. 

 

What is the typical frequency with which your 

organization evaluates and modifies its hedging strategy 

for international transactions? 

 

 
 

Chart 4: Frequency of Reviewing and Adjusting Hedging Strategies 

 

Notwithstanding the volatility and uncertainty of the foreign 

currency market, ineffective risk management results from 

36% of companies failing to regularly evaluate or change 

their hedging strategy. While 13% of companies undertake 

strategy reviews consistently and 23% quarterly, just 28% of 

companies do annual strategy reviews. This shows that more 

frequent evaluations might help various companies to 

enhance their hedging strategies and change to fit changing 

currency risk. 

 

Conclusion 

The study asserts that forwards and options are the 

paramount instruments for mitigating risks associated with 

foreign currency transactions in international commerce. 

Contrary to common perception, the majority of firms use a 

balanced approach that incorporates a combination of 

futures and options to mitigate currency fluctuations. 

Forward contracts are regarded as reliable and 

uncomplicated tools for mitigating short-term risk; 

nevertheless, options provide flexibility despite drawbacks 

such as premium costs and limited liquidity. The findings 

indicate that larger enterprises, due to their increased scale 

and enhanced understanding of complex financial products, 

often exhibit improved hedging effectiveness. While risk 

management has several advantages, the study indicates that 

it may be enhanced. Numerous organizations seldom assess 

their hedging strategies, and alternative options may be 

challenging to implement effectively due to market 

circumstances and insufficient expertise. These results 

suggest that organizations have to include customized risk 

policies and ongoing education into their currency risk 

management systems. Ultimately, forwards and options 
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remain essential tools in MNCs' arsenal; nevertheless, their 

optimal efficacy relies on continuous evaluation, strategic 

alignment with corporate objectives, and adaptation to the 

volatile foreign exchange market. 
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