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ABSTRACT

Exchange rate fluctuations play a crucial role in shaping the financial health and
strategic direction of global businesses. This paper examines the dual impact of currency
volatility on international companies, highlighting both the risks and opportunities presented
by changing exchange rates. Key risks include diminished profitability due to increased costs
for imports or reduced revenue from exports, as well as transactional and translation risks
that create financial uncertainty. By employing strategies such as hedging and revenue
diversification, businesses can mitigate these risks and harness the potential benefits of
currency movements.
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INTRODUCTION

Exchange rate fluctuations significantly impact global businesses, presenting both
risks and opportunities. For companies engaged in international trade, currency value changes
affect profits, pricing strategies, and operational costs, influencing competitiveness in foreign
markets (Bradley & Moles, 2002). The unpredictability of exchange rates creates challenges,
but it also offers strategic avenues for growth and market advantage.

One of the primary risks associated with exchange rate fluctuations is the direct
impact on profitability. For instance, when a company's home currency strengthens, its
exports become more expensive for foreign customers, potentially leading to a decrease in
sales (Dhanani & Groves, 2001). Conversely, a weaker home currency makes imports more
costly, which can inflate operational expenses for companies relying on imported goods or
services. This fluctuation in revenue and costs can reduce profit margins, especially for firms
that operate on tight budgets or compete in price-sensitive markets (Dong, L., et al., 2014).

Exchange rate volatility also introduces transactional risks. These risks arise when a
company engages in a foreign currency transaction, only to experience a shift in the exchange
rate before the payment is settled (Kyereboah-Coleman & Agyire-Tettey, 2008). A sudden
change can result in unexpected gains or losses, complicating budgeting and financial
planning (Lal, M., et al., 2023). Additionally, translation risk—occurring when a company
must consolidate foreign subsidiaries’ financial statements into its reporting currency—
affects financial outcomes and can lead to volatility in reported earnings, impacting investor
perceptions and stock prices (Miller & Reuer, 1998).

However, exchange rate fluctuations also offer opportunities for growth. For example,
a weak home currency can enhance export competitiveness by making products and services
more affordable in foreign markets. This can be a strategic advantage for companies seeking
to increase market share globally (Nouhaila & Younés, 2023). Additionally, businesses can
leverage currency movements to make cost-effective investments abroad. Firms in countries
with strong currencies may find it advantageous to acquire assets or enter partnerships in
countries with weaker currencies, securing resources at lower prices and diversifying their
operations (Parlapiano, F., et al., 2017).

To mitigate the risks and leverage opportunities, businesses often employ hedging
strategies, such as forward contracts and options, which lock in exchange rates for future
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transactions (Rashid & Wagar, 2017). These financial instruments help stabilize cash flow
and reduce exposure to adverse currency movements. Moreover, companies that diversify
revenue sources across multiple countries are less vulnerable to any single currency’s
fluctuation, spreading risks and gaining more flexibility to respond to changes (Sunil Kumar,
etal., 2019).

CONCLUSION

While exchange rate fluctuations pose considerable challenges for global businesses,
they also present valuable opportunities for strategic growth. By understanding and managing
these currency-related risks, companies can not only protect their bottom line but also
enhance their competitive position in the global market.
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