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[bookmark: _5gdiugfqv9ix]Introduction 
The utmost concern of the study is to impart information about the concept of foreign exchange risk which impacts the financial performance and the exchange rates between the currencies. Then the study also imparts information about the description of the multinational corporation. Further, this study also imparts information about the foreign exchange risk which is being faced by the multinational corporation along with the strategy adopted to minimise the risk. It also highlights the information about International financial management and its theory. International financial management refers to deal in the financial management of a global business. 
[bookmark: _jgzv399mnnqw]What is foreign exchange risk? 
The concept of foreign exchange risk also termed as the exchange rate risk leads to creating financial impact due to the fluctuation in exchange rate. In simple, it refers to the risk which creates an adverse impact on the financial performance and the position of the business due to changes in the exchange rate between currencies. These risks are categorised into three types namely transaction risk, translation risk, and economic risk (Corporate Finance Institute, 2023). Basically, this risk is being faced by the firm in the business environment while conducting business at the international level and it is required to manage such risk (Maitha, 2020).
[bookmark: _2tagonkzjk2x]What are Multinational Corporations?
A multinational corporation refers to those companies which conduct their business in a selected few countries around the world. This corporation makes the use of establishing a warehouse and a distribution channel which enables them to do so. Although this company established its business at the global level it provides the main focus on the domestic market (BDC, 2023). The multinational corporation meets their need for profit maximisation with the help of their capital principles and with the extent of the ideologies of producing violation of human rights in the merging economics. This corporation makes use of different strategies to increase shareholder returns by taking an active part in society (BDC, 2023).
[bookmark: _8dge1c3galoz]What are the foreign exchange risks faced by Multinational corporations 
There are three different types of foreign exchange risk which are faced by the Multinational corporation and those are stated below.
Transaction risk: The transactional risk refers to the risk faced by the multinational corporation by incurring future gains or losses in respect of foreign currency denomination while executing transactions. With the fluctuation in the exchange rate at the moment of transaction and the moment of settlement. This risk is mainly measured in currency by currency (Kantox, 2021).
Economic risk: This risk is influenced by the condition of macroeconomics and leads to a crate adverse impact on the investment made by multinational corporations domestically or internationally. This risk includes several other risks namely fluctuation in the exchange rate, shift in the government policy, and instability in the political situation. This risk is mainly difficult to foresee and leads to change in the world business environment (Market Business News, 2020).
Translation risk: This risk also referred to as translation exposure is faced by the headquarters of multinational companies while conducting business in any jurisdiction of foreign countries. This risk leads to denote the financial performance of the company in its domestic currency. Multinational corporations face this risk at a higher level when they hold large amounts of assets, equity, and liability in foreign currency (Adams and Verdelhan, 2021).
[bookmark: _dd1umt84goyr]The strategy adopted by Multinational corporations against such risk 
The strategies that multinational corporations consider to provide limitations to the foreign exchange risk are listed below.
Established a forward contract with the foreign exchange service provider or with the banks: This strategy refers to the direct method of limiting the Transaction risk as this provides the surety that a multinational corporation is entitled to receive predetermined payment in the same currency irrespective of the fluctuation in the exchange rate. Through this strategy, the corporation is able to contact foreign exchange service providers to make negotiations at a 60-day forward rate (Tipalti, 2023). Both the exporter and the importer finalise the price at which sales are to be done and the terms of making a payment with commitment from the bank (Luo, 2022).
Accept the payment of foreign currency digitally as an advance: Through this strategy, the multinational corporation can enable small international transactions to establish a new relationship with the importers of different nations which helps in eliminating the economic risk. This transaction enables one to make the full payment and reduces the foreign exchange risk. Some multinational corporations may baulk because they consider advance cash as the least desirable payment method. This helps in managing the risk of foreign exchange rates through the promotion of digital transactions (Adrian and Mancini-Griffoli, 2021).
The strategy of matching foreign currency receipt with expenditure: Through this strategy, multinational corporations are able to foreign bank accounts which promote transactions and eliminate currency conversion fees which reduces translation risk. This helps in assessing the effort and the cost of maintaining bank accounts in the foreign currency and records the gain and losses which leads to the currency conversions in the financial statement (Tipalti, 2023).
[bookmark: _sreu11oeg5ac]International Financial Management 
The term international financial management indicates the financial aspect related to international trade. International financial management includes managing foreign investment and the currency exchange rate. It also provides a description of the way in which the financial systems of different countries interact. Through this management system, the multinational corporation is able to interact with the conditions of the local market and become aware of its financial regulations to conduct the business. With this management system, the corporation is able to prepare a statement related to the balance of payment which provides information about the transactions done between different corporations in the country (FreshBooks, 2023).
[bookmark: _tgh0n4w2ah38]Theories Related to International Financial Management  
Mundell-Fleming model: This theory of International Financial Management also referred to as the IS-LM model states the assumption of fixing the price level which helps in showing the interaction between the goods market and the money market. This indicates that the adjustment related to the macroeconomics occurs only through the change in the exchange rate (Kari, 2015). The main advantage of the Mundell-Fleming model is that it provides a vast scope of application which helps in understanding the choice under fixed and variable rates of exchange and how this rate impacts the efficiency of the economic policies (50minutes, 2023). The disadvantage of the Mundell-Fleming model it needs attention to eliminate the assumption related to the free movement of capital which leads to rendering the foreign exchange rate intervention. Monetary authority is required to set the intervention rule which helps in seeking a moderate exchange rate system (Mendoza, 2019). This theory leads to the promotion of foreign exchange service providers as it helps in supplying foreign exchange when the government pay attention to the major receipt of the foreign exchange. It helps in stabilising the disorderly market with the intervention of the central bank by raising awareness more frequently. This helps in managing the risk of foreign exchange rates through the promotion of digital transactions. This theory helps in the promotion of international trade and allows it to anticipate eliminating customs duty and the promotion of digital currencies. This theory enables Multinational corporations can borrow or make the lending activity freely from the international capital market due to the prevailing rate of interest by matching foreign currency receipt with expenditure (IMF, 2023).
The optimum currency area: This theory helps in characterising the international monetary system with the multiplicity of the different countries. At the time of the monetary union, this theory states that some of the countries need to maintain their own gold link. This provides the practical need for stabilising policies of the economics with the need for separate currency. (Europa, 2023). The main benefit of this theory is that it provides feasibility to the union in exceeding the cost and helps in stating the measure which leads to equilibrium in the rate of exchange. The limitation of this theory is that each member of the nation fails to pursue independent stability, growth and related policies on the special condition. The promotion of having separate currency fails to eliminate the risk of poverty, inflation, unemployment, and deficit in the balance of payment (Aahana, 2018). It leads to the formation of the currency union which helps in gaining the resources related to the banks and the foreign exchange dealing which leads to the reallocation of the resources as well. This theory promotes the strategy of digital payment which is a promotion of the macroeconomics shock in which the cost of economics is adjusted with respect to changes in wages and price level which helps in the mobility of the factors. This theory promotes the concept of receiving predetermined payments in the same currency irrespective of the fluctuation in the exchange rate. This theory creates the sense of providing attention towards fluctuation in the exchange rate, shift in government policy, and instability in the political situation.  (Tipalti, 2023).
Conclusion 
With the competition of this study, the information concluded about the concept of foreign exchange risk which creates an adverse impact on the financial performance and the position of the business due to changes in the exchange rate between currencies. It also provides information about multinational corporation that makes the use of establishing a warehouse and a distribution channel which enables them to conduct business smoothly. It also provided information about the strategy of foreign exchange service providers to reduce the impact of foreign exchange risk. It imparts information related to the theories of international finance management. 
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