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Abstract: The goal of this study at present has been to analyse and critically assess the effects of geopolitical conflicts on companies'
financing decisions. At its core, geopolitical risk is defined as the risks that result from interactions between countries. The major
findings of the report have further shown that with exploration of the complexities of the global investment and trade environment amid
the geopolitical tensions, it is clear that firms that are heavily involved in the international market are facing severe challenges. Rising
power conflicts and changing alliances are also playing a role in this scenario. Hence, the key challenges that these firms face are related
to poor financial and investment choices. Exchange rates, trade policy, investment choices and risk management approaches are just a
few of the key elements that are affected by geopolitical events.

Moreover, the real case scenarios such as; Apple facing poor trade and financing scope in China due to the U.S. and China trade war,
and HSBC facing exchange rate or currency issues against USD are some of the fewer examples that have been incorporated in the
report to make better and clear understanding of geopolitical conflicts creating adverse situations for firms in their financing decisions
and investment scope. Along with this, the responses to shape firms' challenges of geopolitical conflicts, international institutions such
as; IMF, WTO and UN alongside national governments focusing on fiscal and monetary policies and global economic trends related to
cross-border allocation of capital has also been analysed.

Significantly, based on the overall critical discussion, certain recommendations have been drawn as the alternative financial strategy that
firms can adhere to while exposed to geopolitical risks. Contextually, the recommendation of open hedging with currency exposure has
been recommended as it would be safest strategy of investment and financing in context of present geopolitical climate that would
address trade on innovation.
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INTRODUCTION

The present assessment aims to examine and critically discuss the impact of geopolitical conflicts on firms' financing decisions.
Fundamentally, the term geopolitical risk refers to the risks arising from the interactions between countries. It can involve trade
relationships as well as security partnerships, alliances and so on. Thus, it can be stated that geopolitical shocks can cause sudden losses
in the flow of investment in certain industries, which could adversely impact the decisions taken by the firms in the international market.
Contextually, the discussion at present would focus on the ways geopolitical conflicts can influence different economic aspects of firms.
Valuable insights into real-world examples of firms in this context would further enhance the understanding of the discussion area.
Based on that, it would also be possible to analyse the function of government policies, international institutions, as well as trends in

global economic, which would shape firms' responses to geopolitical risk while having alternative financing strategies to be incorporated
for better financing decisions.

GEOPOLITICAL CONFLICTS AND ITS RELEVANCE TO IMPACTING FINANCING DECISIONS

Elections, polarization and inter-state conflicts would have a global and domestic impact on the economy. According to Lu et al., (2020),
geopolitical risk is referred to risks related to threats, actualisation and escalation of negative political events, such as wars, terrorism and
inter-state tensions. Thus, in this context, it can be stated that global economic performance in 2024 would most likely be influenced by
geopolitical events, such as the war in Ukraine, and the ongoing conflict in the Middle East between Israel and Hamas, which could be
observed for being further complicated by the Houthi rocket attacks on vessels in the Red Sea. On the other hand, besides these wars,
there is also a political landscape as elections around the world would also have an impact on the global economy, with at least 64
countries on the ballot (Agyei, 2023). As a result, not only would these choices affect trade and investment patterns, but they can also
bring with them heightened uncertainty and political polarisation. Significantly, based on the viewpoint of (Lee et al., 2021), it can be
said that from a financial market perspective, this geopolitical risk could occur both directly through capital controls and financial
sanctions to the firms and indirectly through heightened volatility, higher risk premiums or asset price increases in the economy.

Geopolitics and capital allocation

Greater tensions are associated with reduced cross-border
allocation of portfolio investment and bank claims.

Response to a one-standard-deviation increase in the geopolitical distance
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Figure 1: Geopolitics and Capital Allocation

(Source: imf.org, 2024)

On the other hand, if the market research conducted by the IMF is considered, then, it could be found that geopolitics as well as
fragmentation has emerged as severe financial stability threats for firms across the world (Fania et al., 2020). Significantly, in this
accordance, it is to be seen that rising tensions can certainly trigger a cross-border outflow of capital alongside increased uncertainty that
can be risky for macro-financial stability in the market. In recent years, there can be observed a heightened focus on the economic and
financial fragmentation of the world due to geopolitical tensions. Specifically, the tensions between the United States and China, and the
invasion of Ukraine have made investment funds to be highly sensitive and tend to decrease cross-border allocation to portfolio
investments as well as claims of banks. Henceforth, with the given example of geopolitical risks in the present world economy context, it
is evident that financial fragmentation would have a significant impact (Yu & Wang, 2023). This instability is further seen to be fuelled
by increased funding costs, reduced profitability, and reduced private-sector lending. As a result, firms' financing decisions are most
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likely to be impacted severely. In this significance, the discussion would further critically evolve through analysing the impact of
geopolitical conflicts on firms' financing decisions as follows.

CRITICAL DISCUSSION ON THE IMPACT OF GEOPOLITICAL CONFLICT ON FINANCING DECISIONS OF FIRMS

Discussion on Influences of Conflicts

At the very first stage, it would be necessary to focus on the way geopolitical conflicts would influence exchange rates, trade policies as
well as investment decisions and risk management strategies (Zhao et al., 2024). This is certainly because; the aforementioned aspects
are directly related to any firm's major financing decisions in the market.

i Exchange Rates

According to Goes & Bekkers, (2022), risk premiums are most likely to be affected by geopolitical events, such as conditional variances
in government spending, revenue growth, and monetary policy, which in turn could affect the first-and second-order moment of the
exchange rate. Moreover, in this context, it is further to be observed that exogenous events would be attributable to inducing volatility of
the exchange rate. On the other hand, the viewpoint of Camanho et al., (2022) considering the theoretical underpinning of *'Portfolio
Balance Theory' has reflected that unforeseen circumstances would result in a significant difference between the forecast rate and the
actual rate, and the initial response might exceed the long-term response of the exchange rate.

Figure 2: Portfolio Balance Approach
(Source: analystprep.com, 2024)

Significantly, it is to be observed that this view has been consistent with the "Overshooting Theory™. This theoretical approach
introduced by economist Rldiger Dornbusch has exhibited that the exchange rate would be reacting strongly to the change within the
monetary policy until the prices of the good reach a new equilibrium. Thus, in this accordance, it can be comprehended that with
geopolitical risks, the currency market (Forex) is likely to have a positive influence by leading to new policies and regulations to be
placed and with changing outlook on currency exchange rate there can also be fostering economic growth. However, the contradictory
vision of (Ritchie et al., 2021) has shown that geopolitical shocks or conflicts always result in dilemmas and often lead to increased
uncertainty in the long run. Thus, having a positive influence of geopolitical conflicts on exchange rates would be nearly impossible
considering the geographic and political climates of the economies. Therefore, with this uncertainty, it is evident that investors would
become highly sensitive and cautious causing a negative influence on exchange rates and rapid depreciation.

ii. Trade Policies

Another major aspect of a firm's financing decision is trade policies. It can be seen that trade policy is also increasingly influenced by
geopolitical conflicts. According to Alsagr & Van Hemmen, (2021), trade restrictions due to geopolitical tensions might disrupt trade
and cause supply chain issues even in countries. Therefore, it can be seen that trade restrictions could also influence commodity prices
and cause shortages of essential commaodities like oil and gas, which can affect industrial production around the world. According to Lu
& Liu, (2024), as democracy works as a stabilising force against geopolitical shocks, thus, geopolitical distances would not have any
negative influence on international trade policy.
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Figure 3: Transmission Channel of Geopolitical Tension
(Source: imf.org, 2024)

However, in reality, some of the key worries of policymakers and practitioners about the negative consequences of trade restrictions
have been swept aside. For example, it would be common to assume that technology would remain in the hands of domestic firms, thus
reducing trade gains to "static" gains. This assumption can make it impossible to deal with one of the biggest long-term effects of
ongoing geopolitical conflicts or declining globalisation (Zhang et al., 2023). That is also in terms of reduced technology and knowledge
spillover that might occur through trade.

iii. Investment Decisions

On the contrary, in the context of the impact of geopolitical conflicts on firms' financing decisions, it can be seen that geopolitical shifts
are observed to be profoundly influencing global investment patterns by affecting the decisions of MNCs and individual investors in the
same manner (Khoo, 2021). Geopolitical events are observed to be a growing concern for global corporations and individual investors
alike, as they directly affect the stability, profitability and risk profiles of investment opportunities. In this context, it can be depicted
further that sanctions, trade wars and regulatory changes could all have an impact on market access and the overall investment
environment (Gozgor et al., 2022). Moreover, new economic powers and regional trade arrangements might also open up new
investment opportunities or can change the competitive environment in ways that necessitate strategic changes.

On the other hand, it can be observed that geopolitical tensions are most likely to influence the equity investment decisions of firms. As
geopolitical conflicts are observed to be directly linked to political connections as well as corporate investments, thus, with the
moderation of the political connection for firms with increased political expenditure, could be seen in decreasing capital expenditures
(Alsagr & Hemmen, 2020). Moreover, in this addition, it can be stated that with the uncertainty created by the geopolitical conflicts,
there would be weights on the equity markets and investors would be more risk-averse. As a result, it can lead towards lower prices of
stocks, specifically in the short term. It is known that the equity market treats geopolitical conflicts as a Beta factor or systematic risk.
These systematic risks are further observed to be creating higher marker volatility due to which investors tend to become more risk-
averse and further refrain from making any investments. In turn, in other words, due to geopolitical conflicts, it becomes tough or
challenging for the firms to gain equity investment. This further makes the firms rely more upon debt financing (Abbas et al., 2023).
However, on the bigger picture, it is also not easier for firms to secure or rely upon debt financing investment solely during geopolitical
conflicts. This is because; geopolitical conflicts threaten the financial stability of a financial channel, therefore, related consequences
such as; imposed financial restrictions, increased uncertainty alongside cross-border credits and outflows of investments are most likely
to be triggered.
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Tensions and bank performance

Banks experience higher funding costs after an increase in
geopolitical tensions, especially in emerging economies.

Response of banks’ funding costs to a one-standard-deviation increase in
geopolitical distance with foreign lenders
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Figure 4: Geopolitical Tensions and Bank Performance
(Source: imf.org, 2024)

Thus, as a result, these escalations of the tensions could give rise to bank's rollover risk and funding costs of debt capital to the firms
(Salisu et al., 2022). In this regard, if debt capital sanctioned by banks to the firms is considered, then, it can be found that with
geopolitical tensions, the bank faces the challenges of higher funding costs to the firms. The reason behind this could be the increasing
risk premiums needed by investors while firms in emerging economies would have a lower scope of international risk diversification for
higher debt cost and leverage risks.

iv. Risk Management Strategies

According to Algahtani & Klein, (2021), risk management during times of geopolitical uncertainty would be critical. Companies need to
carry out thorough risk analysis and scenario planning to identify potential risks and mitigate them. This is certainly because; for firms
geopolitical conflicts could emerge as a persistent threat that might have a significant impact on the investment portfolio. Significantly,
in the context of geopolitical investment risks, two prompt issues could be a risk of capital control and client-led demands for
divestment. However, on the other hand, Anguelov, (2021) has identified that geopolitical conflicts do always not impose threats on
firms in making investment decisions for the financing of capital. The occurrence of geopolitical conflicts is also observed to develop
risk management mechanisms among firms to fight against volatility and market fluctuations or uncertainties (Hemrit, 2022). Therefore,
it can be stated that geopolitical shocks strengthen the insights of the firms regarding their financing or investment decisions as the two
most popular risk management strategies that firms across the world focus on diversification in the portfolio management of the
investments and assets allocation.

One of the most important ways that portfolio management can help in managing geopolitical risks is by diversifying the investment
portfolio. In this accordance, it is to be seen that by diversifying the investments across asset classes, geographies, and industries, firms
would gain the scope to reduce exposure to any one geopolitical risk (Adebayo et al., 2022). For instance, if a firm's only investment is
affected by a political event in a particular country, other investments made by the firm across different regions or nations may not be
affected, which in turn can certainly reduce the overall impact on the portfolio. Thus, by unveiling firms' uncertainties and
vulnerabilities, geopolitical conflicts indirectly provide a solidified and strategic vision to mitigate the risks.

Furthermore, contextually if the recent geopolitical conflict of the Russian invasion is considered while focusing on the U.S. and China
equity markets, it can be found that both financial markets have exhibited better hedge against the geopolitical threats (Dutta & Dutta,
2022). Interestingly, in this accordance, it is further seen that both countries have robust defences and are far from the areas that have
been affected by the recent Russian incursion. As a result, investors are most likely to feel comfortable investing in the equity markets of
both countries. From this significance, the scope of asset allocation to markets and specific sectors that are investment-resilient in nature
can be considered. In addition, portfolio managers of firms are subjected to having a clear vision of adjusting asset allocation based on
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geopolitical risks. For example, firms making sound financing decisions can look at the potential effect of different geopolitical events
on different asset classes and use this information to make strategic choices, which is also for increasing or reducing exposure
(Moradlou et al., 2021). Moreover, in this accordance, the influence of geopolitical risks is indirectly highly influential in building up
risk resilience mechanisms for firms against heightened geopolitical tension. Portfolio managers in this context are observed to reduce
their allocations to riskier or more volatile assets and increase their allocations to safer assets, such as government bonds or defensive
stocks.

EXAMINING CASE SCENARIOS OF FIRMS BEING AFFECTED BY GEOPOLITICAL TENSIONS AND THEIR
CONSEQUENCES

In significance with the discussion above, it is seen that the critical discussion has focused on certain recent geopolitical conflicts or
events and majorly emphasised how geopolitical conflicts have influenced the financing decisions of firms in general (Ratten, 2023).
Now, following the discussion, the evaluation and examination of the impact of geopolitical conflicts or tensions on firms can be
understood with more clarity based on case studies of firms operating in different regions and being affected by geopolitical events.

Investing countries tend to allocate a smaller
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Figure 5: Geopolitical Tensions and Fragmentation of Global Finance
(Source: imf.org, 2024)

One of the significant examples of a firm facing geopolitical tension and getting affected by it is Apple under the geopolitical tension
between the U.S. and China trade war. It can be found that Apple Inc. has been a significant drag on relative performance in the last few
quarters (Flouros et al., 2022). This is certainly because; it has seen modest earnings growth but a significant expansion in its P/E ratio.
However, the existing geopolitical tensions U.S. and China have exposed Apple to equity market vulnerabilities specifically in the
context of securing equity investment capital financing. With the Chinese government blocking employees from using the iPhone, the
new product introduction of the iPhone in China market of Apple has been declining with lower growth. Therefore, raising equity capital
in the China market has been highly tough and challenging for this firm. Additionally, with disrupted supply chain of Apple in the
Chinese market affected Apple's investment decisions (Agaton, 2022). With evident relatively lower EPS growth, Apple's investment
has further been heavily aided by share buybacks. That means if a company has slower EPS growth while having a higher P/E ratio for
that level of growth, there would not be excellent performance of long-term share price with more equity financing scope. To be more
specific, it is known that because EPS is so commonly used by stock pickers, a high EPS would certainly draw in investors and push up
stock prices. On the other hand, a low or declining EPS would mean that a company is more likely to pass some of its profits on to
shareholders in the form of dividends. Thus, for a company with a low EPS, there can be a poor scope of equity capital financing (Sohag
et al., 2022). Thus, as the alternative solution to fight back against the lower equity scope, Apple has been observed to take advantage of
the lower interest rate financing scope in the investing climate and lock income scope from issuing bonds.
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Figure 6: HSBC Activities
(Source: fastbull.com, 2024)

On the other hand, considering the financial service firm or bank from the UK, which is HSBC Holdings Plc, it can be stated that this
organisation has further been exposed to the exchange rate threat of Russia-Ukraine geopolitical conflict (Tosun & Eshraghi, 2022).
Contextually, it can be seen that HSBC is exposed to a wide range of macro-prudential and geopolitical risks. Moreover, considering the
current economic recession of the UK and Brexit's impact on this financial service firm, it could be seen that if one or more eurozone
countries exit the euro area due to the economic crisis, it could lead to significant losses as other European banks would also come under
distress. As a result, the negative impact of geopolitical risks has created an adverse impact on the foreign exchange rate. That has
further resulted in a falling GBP rate against the U.S. Dollar in the international financial market (Pandey et al., 2023). In turn, HSBC
has faced significant challenges in terms of its lending process and rates to its customers, specifically to other European countries.
Therefore, from this example, it can be comprehended that with adverse impact of geopolitical conflicts on exchange rates imposes
significant threat to firms. These threats can further be seen in terms of changing cost of supplies that would be purchased from other
nations and also in terms of the reduced attractiveness of products and services to overseas customers (Khudaykulova et al., 2022).
Henceforth, with these threats, gradually in long run the firm would have lower profitability and market exposure.

On the other hand, the example of U.S. and UK-based oil and energy firms such as; Shell, BP as well as Chevron and ExxonMobil has
reflected that geopolitical shocks could have positive influence on the financing decisions of the firms. Shell, BP, Chevron and
ExxonMobil, as well as Total Energies, have paid out a total of $200 billion in dividends to shareholders since the Ukraine crisis began.
Moreover, it has also been seen that after making record profits in 2022 due to rising energy prices, the five biggest fossil fuel
companies were able to pay out an all-time high of $111 billion in dividends in 2023 (An et al., 2020). Furthermore, it can be stated that
Russia has been one of the world’s largest producers of fossil fuels, and the war cut off their supply. Moreover, at the core of this
bonanza for fossil fuel producers is observed to be conflict. The Russian invasion of Ukraine caused wholesale gas prices to spike,
resulting in record profits for the oil and gas industry. Thus, from these case scenarios, it can be stated that if geopolitical risk on cash
dividends might be insignificant however, in factual terms firm's dividend payout would not be impacted by it. Based on the
observations, this can be due to geopolitical threats appearing to influence corporate investment more than geopolitical acts would do.
This may be because action is seen as a solution to uncertainty (Elsayed & Helmi, 2021). Thus, dividends, another cash-generating
activity for companies, do not seem to be affected by shifts in geopolitical risk. This implies that there is only finite halves of a
geopolitical event.
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Geopolitical risks remain elevated, especially since Russia’s invasion of International military disputes have almost tripled in the past decade ..

Ukraine.
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Figure 7: Global Geopolitical Tension
(Source: imf.org, 2024)

However, if the Merger and Acquisition example of Intel Corporation is considered, then, it could be found that geopolitical tensions
have adversely affected this U.S. technology company's investing activities. Intel, a US-based chipmaker with a long-standing presence
in China, has announced that it had reached an agreement with Tower Semiconductor to end its plans to merge with this Israeli
chipmaker (Tampubolon, 2022). Significantly, it is to be found that this agreement came after China's anti-trust authorities failed to
make a ruling on the deal before Intel and Tower Semiconductor agreed on a timeline. Therefore, this stoppage in the M&A between the
firms is primarily to be considered as a risk diversification strategy to secure their investments through mutual agreement. Moreover, in
this accordance, it can be comprehended that geopolitical fragility could also make firms more vulnerable to shocks. That is also by
reducing the extent to which portfolio diversification of cross-border exposures could be taken into account in risk management
strategies (Yazdanparast & Alhenawi, 2022). In addition to the macro-financial stability implications of different firms from different
regions discussed above, it can be interpreted that financial fragmentation could also increase capital flow volatility in the long term by
reducing the ability to diversify international risk exposures. On the other hand, geopolitical risks can also create a negative impact on
firms' capital structure by lowering the debt level. This is because; the number of available loans decreases and borrowing costs rise. As
a result, banks and other financial institutions would react to increased geopolitical tensions by decreasing lending and increasing loan
interest rates to firms. With increasing interest rates and borrowing costs, the investment potentiality and attraction could decrease while
increasing the leverage risks (Kalantzakos, 2020). Thus, in the long term, geopolitical conflicts are observed to have adverse effects on a
firm's financing and investment decisions in choosing appropriate financing strategies.

ROLE OF GOVERNMENT POLICIES, INTERNATIONAL INSTITUTIONS AND GLOBAL ECONOMIC TRENDS TO
SHAPE FIRM'S RESPONSE TO GEOPOLITICAL RISKS

Following the discussion above, it is now essential to identify and assess the role of government policies as well as international
institutions and global economic trends (Luo & Van Assche, 2023). This is certainly because; their roles and responses would further be
attributable to shape firms' responses to geopolitical risks and their severe impacts.

IJ]NRD2405097

International Journal of Novel Research and Development (www.ijnrd.org)



http://www.ijrti.org/

© 2024 IJNRD | Volume 9, Issue 5 May 2024| ISSN: 2456-4184 | INRD.ORG

i Government Policies

In context of government policies to help firms across different regions against adverse impacts of geopolitical conflicts, it can be seen
that the focus has been on reformation of fiscal and monetary policies and international trade restrictions (Mattera & Soto, 2022). It is to
be seen that fiscal policy of government would depend upon ability to increase taxes and issue debt secured by future tax revenue. On
the other hand, it is also found that monetary policy has been providing government with major authority to issue “money”, which could
be an irrevocable debt of state. That is further to be used as the payment instrument. These powers would therefore reinforce each other
against geopolitical risks. That means, the obligation of paying tax with money could sustain demand for money, which can further
encourage its usability as a form of payment. Thus, it is evident that stable monetary system would strengthen tax base (Bazilian et al.,
2020). Additionally, money issuance would support fiscal revenues through the form of seignior age and might become helpful in terms
of preventing technical government default and helping firms fight against geopolitical threats. For example; if the geopolitical conflicts
between China and USA are considered then it could be found that USA's tariffs and export controls and imposing a 15% tariff on
Chinese imports have been major government initiatives to restrict international trade between two countries amidst the geopolitical
conflicts (Li et al., 2021). As a result, with higher tariffs on Chinese products, the flow of money in the USA economy due to consumer's
preferences of buying relatively less expensive goods in domestic markets has increased. Therefore, the international trade restrictions
and reformation of fiscal and monetary policies against geopolitical shocks are subject to prevent economies and governments from
facing technical debts (Mitsas et al., 2022). As with higher local and domestic market demand, firms would be able to invest more in
their domestic market which would further keep circulation of money in the economy even during the period of global economic
distress.

ii. International Institutions

On the other hand, it can be observed that to shape firms' response to geopolitical tensions, international institutions such as; *'IMF or
International Monetary Fund", ""WTO or World Trade Organisation' and ""UN or United Nations" has addressed the geopolitical
tensions (Hoekman et al., 2023). IMF has addressed that better understanding and transparency between geopolitical risks and more
traditional ones concerning credit, interest rate as well as market, liquidity would be feasible in preventing potentially destabilising
fallout from any sort of geopolitical events. Therefore, in this context, firms' policymakers are required to strengthen crisis preparedness.
Moreover, IMF has identified that in the context of geopolitical uncertainty, international regulators and standard-setters, including the
“Financial Stability Board” and the “Basel Committee on Banking Supervision” are required to continue to advocate for common
financial rules and standards (Andresen & Sturm, 2024). That would further help the firms in avoiding rise in financial fragmentation.

On the other hand, by considering the recent geopolitical conflicts between U.S. and China as well as Russia and Ukraine, WTO has
outlined that progress is being made to recover the international trade based on resilient supply and multilateral trading framework
(Borzenko & Panfilova, 2023). As these are vital for improving consumer livelihood and welfare, thus, firms would be able to operate in
stable and predictable business environment. In addition to this, UN agencies further encourage national level banks and financial
institutions to hold adequate capital and liquidity buffers to help the firms in the period of geopolitical crisis. The global financial safety
net must be adequately resourced through substantial international reserves held by states, bilateral and regional financing arrangements,
alongside precautionary lines of credit from global financial institutions. The main reason behind this is that comprehensive efforts
would be helpful for firms to strengthen engagement and address geopolitical tensions while avoiding economic and financial instability
(Bronckers, 2020). It would further help in having the capacity to gain investment and financing decisions adequately in the market.

iii. Global Economic Trends

Furthermore, in response to the geopolitical threats, it is seen that global financial integration has increased significantly in the run-up. In
turn, global economic trends have been observed in terms of cross-border capital flows (Le Pere, 2020). Considering the contemporary
economic environment, it could be found that even during the declining capital account restrictions, cross-border capital flows have
surged in advanced economies as well as emerging markets and developing economies. However, this trend reversed at the initiation of
global financial crisis, when, cross-border flow of capital to many countries decreased. But, with capital flow relative to the output being
good below the precise peak, this trend of cross-border capital flows has slowed down (Wapmuk & Ali, 2022).
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Figure 8: Global Financial Integration Development
(Source: imf.org, 2024)

On the other hand, it can be stated that in the landscape of dynamic global trade, the trend of shifting alliances alongside evolving trade
agreements is observed to be reshaping patterns in international trade and economy. Initiatives such as; ""Comprehensive and
Progressive Agreement for Trans-Pacific Partnership (CPTPP)" and the "*African Continental Free Trade Area (AfCFTA)" seem to
be creating new trade blocs (Bokona, 2023). These initiatives are further observed to be signalling the way multinational firms are being
able to engage and strategically reflect realignment in cross-border economic landscape. For example; if CPTPP initiative is considered,
then, it could be found that CPTPP has been transforming global trade and investment patterns of Chinese firms across other Asian
regions. That could also be seen based on the formation of a large free-trade area (Suleman, 2021). That has further accounted for
significant share of global GDP while directing and prompting firms to re-strategise for new growth opportunities in member markets.

RECOMMENDED ALTERNATIVE FINANCIAL STRATEGIES TO REDUCE RISK EXPOSURE

Significantly, based on the overall discussion above, it is certain that firms are most likely to be impacted by geopolitical risks in context
of poor investment exposure as well as risk in foreign investment and exchange rate. These risks are further subjected to make the firms
suffer from lack of proper financing decisions in international market (Kartal et al., 2024). Thus, considering the geopolitical tensions
faced by the firms as a whole, following are some of the recommended alternative financial strategies that can be used alongside the
policies of government and financial institutions to mitigate or reduce the risk exposures;

Forward contracts

You can utilise forward contracts to lock in an exchange rate for a
future transaction date. This way, you hedge against unfavourable
exchange rate movements by agreeing on a fixed rate in advance.

Virtual or multi-currency accounts
You can create virtual currency accounts or open multi-currency

accounts to manage currency risk by avoiding unnecessary conversions
and conversion costs.

Hedging strategies
You can leverage various financial instruments such as options, futures,
or exchange-traded funds designed to mitigate currency exposure.

Figure 9: Global Financial Integration Development
(Source: skydo.com, 2024)

Hedging Currency Exposure: Firms having foreign market exposure can consider hedging their currency exposure while being exposed
to geopolitical risks. With currency swap forward contracts, hedging the currency exposure would allow them to lock in the price they
pay for the currency (Zakaria, 2023). Therefore, even in the future, market faces volatility or fluctuations, the firm will gain the same
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currency value. Thus, currency hedging would seek to decrease the exposure of foreign exchange risk by retaining original exposure of
equity.

Open Hedge Funding: This financing strategy would contain no limits on the issuance of shares. Thus, firms would get the scope of
funds continuously issuing new shares and redeeming existing shares with the investors (Liu, 2023). Thus, by gaining exposure to stocks
of defence sectors at present, firms at present can hedge against geopolitical threats.

CONCLUSION

In navigating the intricacies of the global investment and trade landscape amidst the geopolitical conflicts, it is evident that firms that
majorly operate in international market are subjected to be impacted severally. The interplay of rising power conflicts as well as shifting
alliances is also responsible in this context. As a result, the major challenges that the firms are facing are in context of poor financing
and investment decisions. The exchange rates, trade policies alongside investment decisions and risk management strategies are some of
the major factors that are being influenced by geopolitical events. Thus, the firms irrespective of their sizes and operational activities are
likely to be impacted by geopolitical risks, specifically in the context of ensuring the financing decisions. Since the currencies of
affected countries tend to depreciate in line with events as investor uncertainty increases due to geopolitical risks, it's clear that
companies' financing choices in terms of investments, exchange rates and policies would be negatively impacted. However, contrarily, it
is seen that as global economic and business environment is changing continuously. The geopolitical shifts fostering the innovation
scope for the firms further underscore the complexity and dynamism of global economic trends. Henceforth, considering the cross-
border capital allocation and scope of asset allocation and diversifying funding channels, firms can consider hedging openly specifically
focusing on hedging currency exposure.
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