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Abstract: This research paper explores the major financial and political risks
encountered by organizations engaged in international business activities, emphasizing
the importance of effective risk management in a globalized economy. In today’s
interchained financial landscape, companies seeking to expand across borders face
heightened exposure to uncertainties such as foreign exchange volatility, political
instability, and fluctuating regulatory environments. These risks can disrupt operations,
reduce profitability, and threaten long-term financial stability. The study analyzes the
key categories of financial risks—particularly foreign exchange and political risks—
and evaluates the. strategies' companies can adopt to mitigate their impact. Special
attention is given to hedging techniques, diversification, and governance frameworks
that enhance resilience in international financial markets. The objective of this research
1s not merely to identify potential risks but to examine the practical mechanisms for
managing and minimizing them efficiently. The findings aim to provide a
comprehensive understanding of how effective financial risk management contributes
to sustainable growth and competitive advantage in international business.

Keywords: financial risk, risk management, international business, foreign
exchange, hedging, working capital management, export credit, diversification,
derivatives, global finance.

Introduction

In the contemporary globalized economy, international trade and finance have
become defining forces that shape the structure, performance, and competitiveness of
both national and corporate economies. The integration of global markets, accelerated
by digitalization, technological innovation, and financial liberalization, has enabled
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firms to access new customers, resources, and investment opportunities on an
unprecedented scale. However, as globalization deepens, it brings an equally complex
landscape of risks—financial, political, and regulatory—that can threaten the stability,
profitability, and long-term sustainability of international enterprises.

Over the past three decades, internationalization has transformed corporate

finance from a domestic concern into a global strategic imperative. Firms no longer
compete solely within national boundaries; they engage across diverse markets
characterized by distinct currencies, tax regimes, political systems, and consumer
preferences. Expansion into foreign markets allows businesses to increase operational
efficiency, diversify income streams, and strengthen brand presence. Yet, this global
expansion exposes firms to a wide range of uncertainties—currency fluctuations, trade
barriers, payment defaults, and systemic shocks—that demand advanced risk
management capabilities. According to the International Monetary Fund (IMF, 2024),
more than 65% of multinational corporations identify exchange rate volatility and
political instability as their primary financial risk factors when entering emerging
markets.

A major component  of “international “business risk arises ‘from cross-border
transactions and the management of trade finance. When firms export or import goods
on credit terms, they face exposure to irrecoverable or bad debts, especially when
international buyers default or delay payments. The World Bank’s Doing Business
Report (2023) highlights that nearly 40% of SMEs involved in export operations
experience delays or defaults in payments, primarily due to weak enforcement of trade
contracts and inconsistent legal systems across borders. These payment failures often
result in liquidity shortages, disrupt cash flow, and in severe cases, trigger insolvency.
The growing frequency of bad debts represents one of the most pressing risks in global
commerce.

Beyond trade receivables, macroeconomic and policy risks further compound the
complexity of international operations. Differences in fiscal, monetary, and taxation
policies between countries create additional barriers to financial stability. Inflationary
pressures, changing interest rate regimes, or abrupt tax adjustments can alter profit
margins and investment decisions. The 2008 Global Financial Crisis demonstrated how
the collapse of mortgage-backed securities in the U.S. triggered a worldwide credit
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freeze, causing a 12% contraction in global trade by 2009. Similarly, during the
COVID-19 pandemic (2020-2021), border closures, disrupted supply chains, and
surging inflation severely affected export-dependent economies and reduced the
financial resilience of firms operating internationally.

Geopolitical risks have also intensified in the modern era. The U.S. sanctions
imposed on Russia and China disrupted major global trade relationships, forcing over
1,200 multinational companies—including leading American and European
corporations—to suspend or withdraw operations from Russia, leading to asset write-
downs of approximately USD 250 billion (OECD, 2024). These actions not only
reshaped supply chains but also emphasized how political decisions can rapidly
transform the global business environment.

In Uzbekistan, similar policy-driven risks have emerged. The government’s 2025
decision to impose higher import taxes on products exceeding USD 1,000 was intended
to encourage domestic production and reduce dependency on imports. However, this
policy inadvertently increased the retail price of imported goods, reducing consumer
purchasing power - and- making foreign goods less competitive. Likewise, the
introduction of the UZIMEI mobile registration system, designed to curb illegal imports
of mobile devices, imposed additional fees on both companies and consumers. This
regulatory measure, while improving digital transparency, has also introduced higher
administrative costs and inefficiencies—reflecting a broader challenge of bureaucratic
rigidity in developing markets.

Furthermore, multinational corporations expanding into foreign territories face
risks associated with regulatory divergence and legal uncertainty. Differences in
corporate taxation, licensing procedures, and labor laws can complicate operations and
increase compliance costs. The International Finance Corporation (IFC, 2023) notes
that inconsistent tax enforcement and bureaucratic delays remain among the top
obstacles for foreign investors in Central Asia.

Finally, technological advancement and digital transformation have created new
forms of risk. The IMF Cyber Risk Outlook (2024) estimates that global financial
institutions lose nearly USD 1 trillion annually to cybercrime, largely through payment
system breaches and online fraud targeting international transactions. As companies
rely more on digital trade and online financial systems, vulnerabilities in cybersecurity
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have become a critical aspect of financial risk management. These factors demonstrate

that financial risks in international business are multidimensional, spanning economic,

political, legal, and technological domains. While such risks cannot be completely
eliminated, they can be effectively anticipated, quantified, and mitigated through

comprehensive financial management strategies. Understanding their sources and
transmission mechanisms is therefore vital for ensuring corporate resilience and long-
term sustainability in global markets.

Analyses and discussion

International business offers tremendous opportunities for expansion and
profitability, but it also exposes firms to substantial and complex risks. In global
finance, the principle that ‘“higher returns accompany higher risks” remains
fundamental. Every venture into international markets introduces multiple layers of
uncertainty—ranging from exchange rate fluctuations and credit risk to political
instability and cyber threats—that demand proactive and dynamic management.

A primary challenge lies in exchange rate volatility, which can dramatically alter
the real value of revenues, costs, and habilities. A depreciation of local currency
increases the burden of foreign debt and import expenses, while appreciation can reduce
export competitiveness. During the 2008 Global Financial Crisis, rapid currency
depreciation across emerging markets triggered severe liquidity shortages and global
trade contraction. Many firms that failed to hedge foreign currency exposure suffered
substantial financial losses, demonstrating the importance of currency risk management
in maintaining financial stability.

Another crucial dimension of international business risk is political and regulatory
instability. Government-imposed sanctions, protectionist trade policies, and sudden
changes in tax or import regulations can severely disrupt operations. The U.S. sanctions
on Russia and China during 2022-2023 caused widespread disruptions in supply chains
and capital markets. The withdrawal of over 1,200 multinational corporations from
Russia, alongside rising tariffs on Chinese goods, exemplifies how political
developments can reshape the global trade landscape almost overnight.

Graph 1. Trade volume reduction due to sanctions (based on the estimations). The
bar chart illustrates the estimated percentage decline in trade volume across five global
regions—Russia, China, the European Union (EU), the United States (USA), and the
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Rest of the World—following the imposition of international sanctions between 2022
and 2023.

It is evident that Russia experienced the most significant trade decline, with an
estimated reduction exceeding 45%. In contrast, the USA witnessed the smallest

impact, with trade falling by less than 5%. The other regions—China, the EU, and the
Rest of the World—exhibited moderate declines, with varying degrees of severity.
Russia stands out as the most affected region, with trade volume plummeting by
approximately 45%, which can be attributed to extensive and multilayered sanctions
imposed in response to geopolitical developments. These restrictions likely targeted a
broad spectrum of sectors, including energy exports, banking, and technological
imports, leading to a severe contraction in international trade. China, while not the
primary target of sanctions, experienced a notable decline of around 18%. This may be
linked to indirect repercussions such as reduced global demand, disruption of supply
chains, and secondary sanctions affecting Chinese firms engaged in trade with
sanctioned nations. The European Union faced a more modest decline of around 8%,
likely reflecting its position as both a sanctioning body and a trading partner affected
by retaliatory measures and energy supply disruptions—particularly from Russia. The
United States reported the smallest decline, estimated at just under 5%. This limited
impact may be due to its diversified trade portfolio and relative independence from
sanctioned supply chains, especially in critical sectors such as energy and defense. As
for the Rest of the World saw a decline of roughly 10%, suggesting that while many
countries were not directly involved in sanctions, the ripple effects of disrupted global
trade and reconfigured alliances had a measurable impact on their economies. The data
clearly demonstrates that the magnitude of trade disruption correlates closely with a
region’s exposure to, or participation in, sanction regimes. Russia experienced the most
severe impact due to being the primary target of sanctions, while indirect consequences
extended to countries like China and the broader global economy. The findings
underline the interconnected nature of international trade and the far-reaching effects
of geopolitical interventions on economic stability.
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Estimated Trade Volume Reduction After Sanctions (2022-2023)
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Developing economies often face domestic policy risks that further complicate
cross-border trade. In Uzbekistan, the imposition of additional import duties in 2025
significantly increased the prices of “imported goods and strained international
partnerships. Meanwhile, fluctuating exchange rates and inflationary pressures reduced
purchasing power, eroded profitability, and created barriers for exporters.
Administrative systems like UZIMEI, while designed for regulatory transparency, have
increased operating costs and discouraged investment by adding bureaucratic burdens.

Another growing concern is credit and default risk in international transactions.
Exporters offering credit to foreign buyers face uncertainty over repayment due to
insolvency, political restrictions, or financial instability. The World Bank (2023)
reported that 40% of SMEs involved in export operations experience payment delays
or defaults annually. These defaults can lead to liquidity shortages, disrupt working
capital, and ultimately threaten a firm’s solvency. The risk is exacerbated in regions
lacking robust legal frameworks or cross-border arbitration mechanisms.

Additionally, cybersecurity threats have emerged as a defining risk of the digital
trade era. Phishing attacks, online fraud, and payment system breaches are increasingly

targeting multinational corporations. According to the IMF (2024), cyber incidents in
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financial institutions have tripled over the past five years, underscoring the urgency of

implementing digital risk governance as part of financial risk management.

In the end, global crises such as the COVID-19 pandemic revealed the
interconnected nature of financial and operational risks. Border closures, supply chain

disruptions, and inflation spikes forced firms to reassess their dependence on single-
source suppliers and short-term financing. Many firms struggled with cash flow
shortages and contractual disputes, particularly those relying on just-in-time systems.
These shocks highlighted the need for diversified supply chains and flexible financial
planning in global business. Subsequently, the risk landscape in international business
is complex and evolving. Financial, political, and technological uncertainties interact
in ways that amplify one another, making proactive management essential. The growing
interdependence of global markets means that shocks in one region can rapidly affect
others. Effective financial risk management, therefore, must focus not only on
mitigation but on resilience—creating adaptive systems that anticipate disruptions and
sustain long-term competitiveness.

The next section of this research will: explore. the strategic frameworks and
financial tools—including hedging, insurance, and credit risk instruments—that enable
firms to mitigate these challenges and enhance financial stability in an increasingly
volatile international environment.
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Graph 2. Risk catalogue.

Level
of nsks Types of nisks Kind of risks
Country nisk, Fmancial makets, Economic environment, Volumes, [nvestors
Business emvironment and lenders,
Shareholders, Business partners. Competitors, [ndustry moves
Regulatory envis : Sectar regulation — Competition, Sector regulation — Business and tanffs
Serasegic risks Environmental regulations trends, Change mn law, Tax
Brand and ¢ ercial relationsbipe Reputation, Opinion trends, Licensmg bodses and elected representatives
New products, Marketing adegquation
Definstion of the general strategy, Strategic analvsis, [nvestment svaluation and
Strategic nformation md decision | acquisitions
Orgamzational design Orgamzanonal design, Governance design
Pric Interest rates, Currencies, Stock market, Energy market nisk, Non energy
Ces t
market nsk
Complex financial products Complex financial products
Finencial ks Cash-flow Liqudity nsk
Counterparty Financial counterparty, Customer credst
Retirement commutments Pension oblgation
Sourcing - Energy, Sourcing — Non energy, Efficiency, Project execunon,
Capacity, Quahty
Maintenance, Busness interruption, Technology, Contract negotiations,
Opetations
Contract management
Industnial accident, Environmental damage, Secunty, Integration post
acquisithon
atioaal H P Health and safety, Competence, Key people and succession plannng, Culture
risks Social chmate, Performance incentives, Staffi ng and outsourcing
Fmancial reporung, Regulatory reporting, [T security threats, IS availabality
Information management and IT mnfrastructure, IT project management, Intellectual property and confidential
processing information
Adaptabality and responsiveness of the IT depatment
Natural risks Extreme climate, Natural disaster
Governance, compliance and ethics | Organization, Non-compliance, Non-compliance with ethics, Fravd

Source: Sebastian Kot, przemysaw dragon, 22nd international economic
conference — iecs 2015 “economic prospects in the context of growing global and
regional interdependencies”, iecs 2015, business risk management in international
corporations, science direct journal, pp. 106-108.

Operating as a multinational corporation in today's global economy demands
navigating a complex landscape of interconnected risks. A comprehensive
understanding of these risks—strategic, financial, and operational—is essential for
sustaining long-term success. To illustrate, consider the example of a global automotive
company like Volkswagen or Toyota, managing operations across continents, engaging
in high-stakes R&D, maintaining international supply chains, and subject to diverse
regulatory regimes. The various categories of risk it faces do not occur in isolation;
rather, they overlap and often trigger one another, creating a domino effect.
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At the strategic level, this corporation operates in a volatile business environment,
where country risk plays a key role. Shifts in geopolitical climates—such as Brexit,

U.S.-China trade tensions, or sanctions regimes—can abruptly alter supply chains,
labor mobility, and investment returns. For example, Brexit introduced tariff

uncertainties and labor shortages, requiring companies with operations in the UK to
reconsider their European strategies. In the financial markets, fluctuations in consumer
demand, investor sentiment, and inflation rates force companies to continuously
reassess forecasts and business models. Competitive pressures are relentless—
especially with the rise of Tesla and other EV startups, forcing legacy automakers to
rethink not just products, but the entire structure of the industry.

Regulatory risk is just as significant. The automotive industry is highly exposed
to changing environmental regulations, such as the European Union’s CO: emission
limits. Volkswagen's "Dieselgate" scandal stands as a stark example of failing to align
with environmental standards. Beyond fines and recalls, the reputational damage was
severe—impacting brand relationships and requiring enormous investments in electric
vehicle development to.rebuild credibility. Moreover, public opinion and licensing
authorities turned more skeptical, increasing regulatory scrutiny. Strategic failure also
manifests through ‘poor decision-making ‘and investments, as seen in Nokia’s
collapse—when it underestimated the smartphone trend, it lost its market leadership.
Similarly, misaligned organizational design—such as rigid hierarchies or a lack of
innovation-focused governance—can inhibit adaptability, a critical trait in fast-
evolving industries.

From a financial risk perspective, this company must contend with significant
price risk, particularly from volatile raw materials like lithium, cobalt, and steel—
essential in car manufacturing. Currency risk is constant, as revenues and costs are
spread across multiple currencies. For instance, when the euro strengthens against the
dollar, it can hurt the profitability of vehicles exported from Europe to the U.S.
Additionally, the company may use complex financial products such as commodity
futures or currency swaps to hedge exposures—yet these instruments carry their own
risks if poorly understood, as witnessed during the 2008 financial crisis. Liquidity and
cash-flow risk came to the forefront during the COVID-19 pandemic, when global car
sales plummeted. Firms with weak liquidity positions faced plant shutdowns, furloughs,
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and debt service issues. The collapse of suppliers also posed counterparty risk,
endangering just-in-time manufacturing. Furthermore, retirement commitments in the
form of pension obligations—particularly in legacy firms with large, aging
workforces—strain financial resources and affect long-term planning.

Operational risks are ever-present and often underestimated. In the manufacturing
domain, equipment failure, supply chain disruption, or quality issues can halt
production lines, delay deliveries, or cause costly recalls. For example, Toyota’s recall
of millions of vehicles due to faulty airbag inflators from supplier Takata shows how
operational and counterparty risks converge. The company’s human resource risks also
play a major role—from the loss of key engineers to labor unrest or safety failures on
the factory floor. Poor workplace culture or inadequate training can reduce productivity,
increase accidents, and lower morale. Meanwhile, the rise in cyber threats highlights
risks related to information management. Automotive firms are increasingly
connected—via smart cars, digital platforms, and cloud-based systems—exposing them
to cyberattacks. A breach can not only lead to data loss and regulatory fines but also
erode consumer trust and 1nterrupt critical: operatlons :

Graph 3. Defaulted export payments

Percentage of SMEs Reporting Defaulted Export Payments (2018-2023)
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Over the past decade, small and medium-sized enterprises (SMEs) have played an
increasingly vital role in driving international trade, particularly in emerging markets.
However, between 2018 and 2023, these firms have faced mounting financial risks,
most notably a sharp and sustained rise in export payment defaults. According to this
data, the percentage of SMEs reporting defaulted export payments rose from 25% in
2018 to 42% by 2023. This alarming trend reflects deepening systemic vulnerabilities
in the global trading environment and highlights the limitations of existing financial
infrastructure supporting SME internationalization. Export payment default, defined as
the failure of a foreign buyer to pay for goods or services delivered under contractual
terms, represents a critical counterparty risk—a subset of broader financial risk. For
SMEs, which typically operate with constrained cash flow and limited legal recourse in
foreign jurisdictions, a single defaulted payment can destabilize operations or trigger
insolvency. The upward trajectory observed over this six-year period signals not only
increased risk exposure but also a failure to adequately adapt trade finance mechanisms
to shifting geopolitical and economic conditions. Several linked developments
contributed to this rise in defaults. Between 2018 and 2020, escalating trade tensions,
particularly the U.S.-China tariff conflict, created an unpredictable global trading
climate. Exporters experienced more frequent payment-delays as buyers sought to
renegotiate terms or cancel orders amid political uncertainty. In this period, business
environment risks also increased, with SMEs more frequently exposed to policy shifts,
tariffs, and non-tariff barriers in their target markets. The onset of the COVID-19
pandemic in 2020 marked a turning point. From 2019 to 2020, the share of SMEs
reporting defaulted payments jumped from 27% to 35%, and reached 40% in 2021. The
global health crisis disrupted supply chains, imposed liquidity constraints on buyers,
and led to widespread contract breaches—especially where goods were delivered but
payments were indefinitely delayed. These events exacerbated cash flow risks, a form
of liquidity risk that left many SMEs unable to pay suppliers, meet payroll, or secure
working capital. Governments focused their financial support on large corporations and
essential industries, leaving smaller exporters exposed to heightened financial fragility.
Despite gradual economic recovery in 2022, the data reveals that export default rates
remained stubbornly high, dipping only slightly to 38% before climbing again to 42%
in 2023. This persistence is explained by several structural factors. First, tightened
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global credit conditions, driven by interest rate hikes from major central banks,

restricted access to trade financing tools like invoice factoring, export credit insurance,

and letters of credit—tools often out of reach for SMEs even in stable conditions.
Second, new geopolitical shocks, especially the Russia-Ukraine conflict, led to

widespread sanctions, payment system disruptions, and currency volatility. SMEs
trading in or near conflict zones found themselves unable to collect payments or even
communicate with clients due to banking system exclusions or compliance
uncertainties. In this case, even SMEs in stable economies were not immune. Many
faced indirect counterparty risks, as supply chains extended through increasingly
unstable regions. Firms selling to intermediaries or partners in exposed markets often
bore the consequences of second-order defaults, with payments halted by upstream
shocks in the system. Additionally, the lack of strong governance frameworks and
dispute resolution mechanisms left many SMEs unable to pursue legal remedies for
non-payment. International arbitration remains expensive and time-consuming,
effectively inaccessible to smaller exporters. This highlights a broader governance and
compliance risk, where legal and institutional structures fail to protect SMEs operating
across borders. Addressing this crisis-requires a coordinated response. Governments
and mternational financial institutions must improve access to expott credit insurance
for SMEs, expand digital trade finance platforms, and simplify dispute resolution
procedures for cross-border transactions. Without such intervention, the continuing rise
in export payment defaults will further marginalize SMEs in global trade—
undermining goals of inclusive economic growth and weakening global supply chain
resilience.

Moreover, natural risks like earthquakes, floods, and extreme weather events—
intensified by climate change—pose significant threats to physical infrastructure and
logistics. The 2011 Tohoku earthquake and tsunami in Japan disrupted supply chains
globally, affecting companies like Toyota and Honda. It exposed the vulnerability of
geographically concentrated suppliers and led to strategic diversification efforts. Lastly,
governance, compliance, and ethical risks present a major concern. Fraud, corruption,
or lack of ethical oversight can damage a corporation beyond repair. The collapse of
Wirecard or the bribery investigations involving Siemens serve as reminders that even
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globally respected firms are not immune to ethical failure. These issues often stem from

weak compliance cultures or ineffective internal controls.

What makes risk management even more critical is the interdependence of these
risks. A failure in one area often cascades into others. For example, a regulatory change

(strategic) requiring rapid compliance could strain cash flows (financial), force hasty
operational changes (operational), and even expose the firm to data privacy or
governance risks if handled poorly. In this sense, successful international corporations
are not those that avoid risk altogether, but those that understand the full risk
landscape—its interconnectedness, velocity, and unpredictability—and embed risk
management as a strategic capability throughout the organization.

The table demonstrates the nature of the risk and its types with a wide variety of
factors that cause to exist the risks in international business. These risks are generally
categorized into three key areas: strategic, financial, and operational, each
encompassing specific types of threats that, if unmanaged, can cascade into significant
disruption.

Strategic risks refer to-uncertainties that influence a company’s long-term
positioning, market relevance, and overall viability. These risks are often shaped by
external forces but require internal decision-making and adaptability.

The business environment risk is a significant factor that takes into account
changes in trade volumes, investor attitude, economic penalties, and geopolitical
instability. The risk associated with the regulatory environment, which includes
exposure to quickly changing rules and regulations, is actually connected. Businesses
have to deal with sector-specific laws, tax changes, and international compliance
difficulties that could jeopardize their operating licenses. Companies in the finance and
telecommunications sectors faced significant obstacles as a result of the Russian banks'
separation from SWIFT and the prohibition on technology exports, necessitating quick
strategy changes.

In this scenario, brand and commercial relationship risk also became quite
apparent. Businesses who kept doing business in or with Russia suffered from a
negative reputation in Western markets. Strong public pressure forced major consumer
brands like McDonald's and IKEA to make decisions that, although morally just, came
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at a high financial cost and disrupted Dbusiness  relationships.

The incapacity to react appropriately to new threats or to miscalculate the strategic
ramifications of world events is known as strategic information and decision risk.

Businesses that were overexposed in politically volatile areas did not foresee the scope
or duration of the penalties. Energy companies that had made significant investments
in Russian gas infrastructure, for instance, were forced to quickly look for alternatives
or write down assets.

When a company's structure makes it more difficult for it to be flexible during
emergencies, organizational design risk arises. Important decisions like divestiture,
compliance adjustments, or public communication plans may be postponed due to
decentralized governance or a lack of regional autonomy, which may worsen financial
and reputational losses.
The company's financial stability, susceptibility to market swings, and capacity to
continue operations in the face of disruption are all considered financial risks.
Significant pricing concerns resulted from the sanctions, especially in the form of
interest rate, currency exchange, and energy market volatility. The cost of inputs for
manufacturers in Europe-and Asia that depend on Russian gas or oil skyrocketed.

In a similar ' way, businesses that operated internationally experienced currency
losses as a result of quickly declining or  frozen  assets.
The misuse or over-reliance on swaps, structured investments, or derivatives to hedge
exposures is a risk associated with complex financial products. Pre-sanction contracts
that some companies had with Russian financial instruments or commodities either
defaulted or became illiquid. Once regarded as reliable hedges, these instruments
become liabilities.
Risk to cash flow became crucial, particularly for businesses that experienced sudden,
significant market losses. Companies who sourced inputs from sanctioned firms or
exported to Russia experienced sudden drops in revenue and were forced to pay for the
expense of switching suppliers or ceasing operations. For those without substantial
reserves or credit lines, liquidity difficulties resulted.

As a result of many sanctioned Russian companies losing their legal ability to
fulfill contracts, counterparty risk also increased. Western businesses had to reevaluate
the dependability of their alliances and frequently had to renegotiate or litigate under
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new legal terms, which resulted in expensive transactions and lengthy delays.

Even though it was less obvious, retirement commitment risk emerged among

businesses that had defined-benefit pension plans connected to overseas operations. The
ability to fulfill long-term debts was put at risk by currency devaluation and frozen

assets, especially in unstable areas.

Counterparty risk also rose as a result of numerous sanctioned Russian companies
losing their legal capacity to perform contracts. This led to costly transactions and long
delays as Western companies had to reconsider the reliability of their alliances and often
had to  renegotiate  or  litigate . under new  legal  parameters.
Retirement commitment risk surfaced among companies with defined-benefit pension
plans linked to foreign operations, despite the fact that it was less evident. Currency
depreciation and frozen assets threatened the capacity to pay off long-term loans,
particularly in unstable regions.

As cyberattacks increased, many of which were thought to be retaliatory or state-
sponsored, information management and processing risk became crucial. Businesses
without robust I T infrastructure, safe data management, or efficient response strategies
were at risk of breaches, which made-operations even more difficult and eroded client
confidence. v
Despite being unaffected by sanctions, natural risk is inextricably linked to this
environment. Disasters brought on by climate change, such droughts and floods in other
areas, made supply interruptions worse. Even small localized shocks had repercussions
for multinational corporations.
Lastly, the risk associated with ethics, governance, and compliance increased. To make
sure they weren't breaking intricate, constantly changing sanctions, businesses had to
promptly examine their activities. Non-compliance posed serious legal and reputational
consequences, leading to internal investigations, changes to policies, and occasionally
the resignation of executives.

Graph 4 and graph 5. Global and the United States case and global cybercrime
losses in the financial sector.
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Number of cases of data violation due to cyber attacks in financial services industry in
the United States from 2019 to 2023
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Global Cybercrime Losses in the Financial Sector (2018-2024)
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The graphs show the consistent and accelerating increase in global financial losses
caused by cybercrime in the financial sector between 2018 and 2024, emphasizing the
growing exposure of international banking and trade systems to digital threats. In 2018,
global cybercrime-related losses were estimated at around $0.45 trillion, primarily
stemming from phishing, data theft, and ransomware incidents targeting financial
institutions. By 2020, this figure had nearly doubled to $0.85 trillion, coinciding with
the rapid expansion of online transactions during the COVID-19 pandemic, which
created new vulnerabilities in digital payment systems and remote financial operations.
The upward trend continued sharply through 2022, reaching $1.2 trillion, as the
adoption of fintech solutions and cloud-based banking services expanded faster than
cybersecurity infrastructure. By 2024, losses surpassed $1.8 trillion, according to IMF
and World Bank estimates, marking a fourfold increase compared to 2018. This
escalation reflects both the sophistication of cybercriminal networks and the
dependence of modern finance on interconnected digital systems. The data suggests
that despite significant investment in cybersecurity technologies and regulatory
reforms, the financial industry remains at high risk due to the global nature of cyber
threats and the asymmetry between attackers and defenders. Overall, the trend
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underlines the critical importance of integrating financial risk management with digital
resilience strategies, as cyber risk has become one of the most systemic and potentially

destabilizing threats to international business operations in the modern era.
Transaction exposure, or the degree of uncertainty encountered by businesses

engaged in international commerce as a result of currency swings in the global market,
is another significant line of hazards included in the table. Although there are steps to
mitigate the risks, such as entering into futures and option contracts, a high degree of
exchange rate exposure can result in massive losses. Futures and option contracts assist
companies and enterprises in avoiding significant losses due to fluctuating exchange
rates. Financial, operational, and contractual hedges can all reduce the risk associated
with foreign exchange transactions. The most popular contractual hedges are those
found in the forward, money, futures, and options markets. Financial and operational
hedges use swaps, leads, and lags in terms of payments and risk-sharing arrangements.

Translation exposure, sometimes referred to as accounting exposure, assesses how
an exchange rate change may affect a company's reported financial statements,
including its cash flow, income, and balance sheets. The business is considered exposed
if its foreign currency-assets-and liabilities are converted using the current exchange
rate. Net exposure is the term used to describe the difference between exposed assets
and liabilities in accounting. Foreign currency appreciation results in exchange profits,
while foreign currency depreciation results in exchange losses if exposed assets
outweigh exposed liabilities. Foreign currency appreciation causes exchange losses,
while foreign currency depreciation produces exchange profits if exposed assets are
less than exposed liabilities

Graph 5. International Trade 2024 sanctions.

160

asmssaees




ILMIY YANGILIKLAR VA INTELLEKTUAL ®
TADQIQOTLAR JURNALI
1-Jild. 2-Son. OKTYABR. 2025-yil : .

GLOBALSCHOLARS

SCIENTIFIC PUHBLISHING

U.S. Sanctions Lists by Year
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The Gibson Dunn year-end update on international trade in 2024 provides a
detailed overview of evolving trade policies, sanctions, export controls, and investment
restrictions primarily in-the United States,. the European Union, and the United
Kingdom. Across-2024, governments increasingly employed trade tools, including
blocking sanctions; export' restrictions, and  foreign ‘investment. regulations, as
instruments of geopolitical strategy and economic leverage.

A central finding is the continued escalation of U.S. sanctions and trade controls.
The Biden administration expanded the use of OFAC blocking sanctions, adding an
unprecedented number of entities—especially linked to Russia—to its restricted lists.
This surge included additions across Russia's financial, energy, and defense sectors.
These measures were complemented by intensified expansion of export controls on
critical technologies, most notably semiconductors and artificial intelligence (AI),
targeting countries like China. The update also outlines the anticipated trajectory under
a returning Trump administration, which is expected to rely more heavily on tariff-
based measures over other trade tools. In parallel, the report highlights the growing use
of secondary sanctions—targeting foreign institutions that facilitate dealings with
entities under U.S. sanctions. This shift increases compliance exposure for non-U.S.
banks and trading firms that may conduct business in dollar-denominated transactions
or clear payments through U.S. correspondent banks. Europe and the UK also engaged
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in trade measures in 2024. The EU and UK deployed sanctions, export controls, and
foreign investment regulations to align with strategic objectives, particularly

concerning Russia and China. The article notes that multilateral coordination on trade
restrictions remains variable, and shifting alliances could lead to trade friction even

among traditional partners. From a compliance perspective, the report warns that
companies must remain vigilant to evolving regulatory expectations. In 2024, U.S.
enforcement through OFAC resulted in civil penalties of approximately USD 48.8
million across 12 cases—marking a normalization of enforcement after a record year
prior. It is also noted that judicial and legislative developments (e.g., expanded statute
of limitations, Supreme Court rulings) are reshaping the regulatory environment and
may challenge governmental authority in future trade compliance actions. In general,
the update underscores a pivotal transition: trade policy is becoming a more prominent
tool of statecraft, and private firms must adapt rapidly. The layered use of sanctions,
export controls, and investment restrictions introduces heightened complexity to global
trade operations. Firms engaged in international business must monitor geopolitical
shifts, re-examine supply chains, strengthen compliance systems, and-anticipate policy
changes to avoid regulatory and financial risk.

The impact of unforeseen currency swings on a company's future cash flows,
overseas investments, and earnings is the next category of foreign exchange exposure,
known as economic risk. Due to its long-term and wide-ranging consequences,
economic exposure—also known as operating exposure—can significantly affect a
company's market value. Multinational corporations with many subsidiaries abroad and
a high volume of foreign exchange transactions are clearly at higher risk, but as
globalization has increased, economic exposure has become a source of increased risk
for all businesses and consumers.

In addition to this, economic exposure is managed through two fundamental
strategies: operational strategies and currency risk-mitigation methods. Operational
strategies consist of diversification of production facilities and markets, flexibility in
sourcing raw materials, and diversification of financing sources. Currency risk-
mitigation strategies include currency swaps, risk-sharing agreements, and back-to-
back loans.
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Political risk is the possibility that a company may lose money as a result of
political developments in the foreign country where it operates. Government activities

and political upheaval in the country can all influence a company's operations and
profits, making it more expensive, difficult, or even impossible to achieve its original

goals. Conflicts and unrest, changes in regime or government, changes in international
policies or relations between countries, as well as changes that occur in a country's
policies, business laws or investment regulations are the examples of the political risks
in international business. Hedging methods and obtaining political risk insurance are
two ways that businesses can mitigate the effect of foreign business hazards.

Solutions and recommendations

In the globalized financial environment, companies that engage in international
business operations face a complex range of financial and political risks that can
significantly affect their profitability, liquidity, and long-term stability. Exporting goods
and providing services to foreign markets offer great growth opportunities but also
expose businesses to risks that are far more challenging than those encountered in
domestic markets.- These. risks: include currency volatility, political instability,
differences in legal systems;-and difficulties in recovering payments from foreign
buyers. Managing these risks effectively 1s a crucial aspect of international financial
management and working capital management, which aim to ensure sustainable growth
and protect firms from potential financial losses.

Foreign accounts receivable present additional challenges to businesses since
collecting overdue payments from companies based in other countries can be
complicated by unfamiliar legal systems, geographical distance, and high transaction
costs. Many exporters operate on an open account basis, where goods are shipped
before payment is made. While this approach can help attract buyers, it exposes sellers
to a considerable risk of non-payment. To mitigate this exposure, firms can request full
or partial payment in advance, although this may reduce their competitiveness,
especially in markets where competitors offer credit facilities. An alternative is to
improve cash flow through forfaiting, a process in which a financial institution
purchases foreign accounts receivable at a discount and without recourse. The forfaiter
assumes all credit and political risks, allowing exporters to receive immediate cash.
However, forfaiting is usually available only for larger transactions (typically above
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$250,000) in major currencies and tends to be relatively costly due to its risk-transfer
nature.

Another major financial risk management tool is the letter of credit, one of the
most secure and widely used instruments in international trade. An LC is a written
commitment by the buyer’s bank guaranteeing payment to the exporter upon fulfillment
of specific conditions, such as the presentation of shipping and insurance documents.
This arrangement protects both the buyer and seller by ensuring that funds are only
released once contractual terms are met. To further enhance security, exporters may use
a letter of credit, which adds a guarantee from a reputable bank in the exporter’s
country, thereby reducing the risk of political or transfer-related disruptions. However,
letters of credit are costly, time-consuming, and depend on precise documentation. If,
for instance, goods are sent by air when the LC specifies sea freight, the bank may
legally refuse payment.

In markets facing foreign exchange shortages or tight currency regulations,
countertrade—the exchange of goods or services instead of monetary payment—can
offer a practical alternative. This: method allows firms to preserve foreign currency
reserves and access restricted markets. Nevertheless, countertrade involves complex
negotiations, potential valuation disagreements, and. logistical complications,
particularly in deals involving multiple parties. The value of goods received in return
may also fluctuate, affecting the transaction’s profitability.

Exporters also use export credit insurance to protect themselves from the risk of
non-payment caused by both commercial and political factors. Commercial risks
include insolvency or delayed payment by the buyer, while political risks involve war,
revolution, or currency inconvertibility. Export credit insurance, often provided by
institutions such as Euler Hermes or government-backed export credit agencies,
typically covers 80-90% of the transaction’s value. Although premium costs can be
significant, this protection enhances financial security and enables exporters to use
insured receivables as collateral for bank financing. Similarly, export factoring serves
as a valuable liquidity management tool, allowing firms to sell their receivables to a
factor who assumes responsibility for collection and credit risk management. While this
improves cash flow predictability, it is generally more expensive than credit insurance
and not always available in developing economies.
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Beyond credit risks, foreign exchange risk remains one of the most pervasive

threats in international trade. Firms that buy from suppliers or sell to customers in

foreign currencies face potential losses when exchange rates fluctuate. For instance, if
a company has to make a payment in euros at a future date, a strengthening of the euro

will make the payment more expensive in terms of the domestic currency. Conversely,
if an exporter receives payment in a foreign currency that depreciates, the value of
earnings will fall when converted. Companies can manage such risks using hedging
instruments like forward contracts, futures, options, and swaps, all of which lock in
exchange rates or provide protection against adverse movements. Larger multinational
corporations such as Toyota, IBM, and Nestl¢ rely heavily on these derivative
instruments, while smaller firms may practice natural hedging, balancing revenues and
expenses in the same currency.

Despite the wide range of available financial tools, the foundation of effective
financial risk management remains the same: extending credit only to creditworthy
customers. A robust credit evaluation process—including financial analysis,
verification of credit history, and consultation with international credit agencies—is
essential before entering any foreign market. Exporters must also ensure that payment
1s denominated in @ convertible currency and that the. transaction complies with
exchange control and import licensing regulations in the buyer’s country. Moreover,
exporters should use banks in both countries to control the remittance process and
ensure that shipping documents are released only after payment or acceptance of
negotiable instruments such as bills of exchange or promissory notes.

The 2008 Global Financial Crisis serves as a critical lesson in the importance of
proactive risk management. During the crisis, companies that relied heavily on short-
term financing or failed to hedge their currency exposure faced severe liquidity
shortages and, in many cases, bankruptcy. In contrast, firms that maintained diversified
funding sources, practiced prudent working capital management, and implemented
comprehensive hedging strategies were able to withstand the financial shock. This
event underscored the value of having a strong risk governance framework that
integrates liquidity management, credit assessment, and foreign exchange control
mechanisms.
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In the ultimate terms, the management of financial risk in international business is

not just about avoiding losses—it is about creating resilience and competitive

advantage. Tools such as letters of credit, forfaiting, export credit insurance,
countertrade, and hedging instruments form part of a broader strategy that ensures

stability in global operations. Effective financial risk management also enhances access
to capital, improves investor confidence, and supports long-term growth in international
markets. In a world characterized by geopolitical uncertainty and rapid financial
innovation, firms that prioritize strategic risk management and sound financial
governance are far more likely to sustain profitability and global competitiveness over
time.

Conclusion

In summary, financial risk management has become an indispensable pillar of
international business operations. This study has explored the multifaceted nature of
financial risk in global markets, emphasizing that exposure to exchange rate volatility,
political instability, interest rate fluctuations, and foreign credit risk can significantly
threaten corporate- financial - stability. “Companies . that = engage ~in cross-border
transactions oftenface “heightened -uncertainty, particularly ‘in relation to foreign
accounts receivable and bad debts arising from delayed or non-payment by foreign
clients. Such risks are exacerbated by differences in legal systems, the complexity of
international trade regulations, and currency convertibility restrictions.

The research further identified that export credit risk, liquidity challenges, and
irrecoverable debts remain among the most significant threats to exporters. To mitigate
these, international businesses rely on tools such as letters of credit, forfaiting,
countertrading, export credit insurance, and factoring. Among these, factoring—the
sale of receivables to a third party (the factor)—stands out as a highly effective strategy

to reduce exposure to bad debts and improve working capital management. In export
factoring, a financial institution assumes the responsibility for collecting payments
from foreign buyers and bears the risk of non-payment (“non-recourse” factoring). This
mechanism not only accelerates cash flow but also provides protection against
insolvency, delays, and political risks that could otherwise lead to substantial financial
losses.
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Additionally, the role of working capital management remains central to sound

financial risk control. Effective management of receivables, payables, and inventory

enhances liquidity and ensures business continuity during economic shocks. The

lessons of the 2008 Global Financial Crisis highlighted that companies with diversified

risk portfolios, robust cash flow systems, and proper hedging strategies were better able

to withstand global disruptions. These findings reaffirm the importance of

diversification, hedging, and dynamic risk assessment as key pillars of corporate
resilience (Brigham & Ehrhardt, 2019; IMF, 2024).

It is equally important to emphasize that risk management extends beyond
financial instruments—it requires a strategic organizational culture of vigilance,
transparency, and adaptability. The integration of artificial intelligence (Al) and data
analytics into financial decision-making enables firms to detect anomalies, forecast
risks, and adjust operations in real time. However, this must be balanced with ethical
governance, data protection, and regulatory compliance to maintain market integrity
and investor confidence.

In essence, comprehensive financial risk-management transforms uncertainty into
a manageable variable—allowing businesses to secure profitability, attract investment,
and sustain business growth. Firms that combine technological innovation, financial
discipline, and proactive governance can turn global challenges into opportunities,
ensuring long-term success in volatile markets.

Practical recommendations for mitigating international financial risks:

1. Diversification:

Spread financial exposure, investments and it can be opening branches in different
countries to overcome economic risk, and sectors to reduce vulnerability to regional
downturns and market-specific shocks.

2. Hedging: Employ futures, forwards, and options contracts to stabilize
revenues against fluctuations in exchange rates, interest rates, and commodity prices.
These can reduce the risk of a transaction but they may have their own base risks.

3. Factoring and Forfaiting:
Utilize export factoring to transfer the risk of bad debts to financial intermediaries and
ensure timely cash flow. Forfaiting can also convert receivables into liquid funds,
reducing credit exposure for long-term export contracts.
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4. Export Credit Insurance:
Protect accounts receivable against commercial and political risks, including
insolvency, non-payment, and currency inconvertibility.

5. Financial instrument (Letters of Credit):
Secure payment guarantees through banks, ensuring that funds are released only when
contract conditions are met, thus minimizing default risk.

6. Continuous Risk Monitoring:
Leverage Al-driven analytical tools for early detection of financial vulnerabilities,
currency shocks, and geopolitical disruptions.

7. Regulatory Compliance and Governance:
Align risk management practices with international standards such as Basel III, [FRS
9, and ISO 31000, while maintaining transparency and accountability across financial
operations.

It has to be mentioned that financial risk management is not merely a defensive
mechanism but a strategic enabler of sustainable global growth. By integrating
advanced risk mitigation tools such as factoring, hedging, and insurance, and fostering
a culture of data-driven decision-making, international firms can-effectively shield
themselves from uncertainty while enhancing financial. agility. In. today’s volatile
global economy, risk cannot be eliminated—but it can be anticipated, measured, and
transformed into opportunity through disciplined, informed, and ethical financial
governance.
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