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This paper aims to provide an overview of international finance, analyse various strategies used by multinational firms to manage their exposure to foreign currency risks, and define foreign exchange threats.
Global finance, often known as international macroeconomics, is the study of the exchange of money among two or more countries. It covers subjects including currency exchange rates and foreign direct investment. International finance examines the economic ties between several countries rather than focussing just on one or two markets. International finance research is conducted by major institutions such as the International Finance Corp. (IFC) and the National Bureau of Economic Research (NBER) (Kagan, 2024).

Currencies exchange rates are established internationally on the foreign exchange market, often known as the forex market, FX market, or currencies market. It is a global over the counter (OTC) industry. In these markets, one can trade, buy, sell, and speculate on the relative exchange values of various currency pairs. The foreign currency markets are made up of banks, investors, retail forex dealers, monetary authorities, investment companies, business companies and retail forex dealers (Ganti, 2024).
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Managing foreign exchange risk can be challenging for a variety of reasons; each one must be considered in order to properly lower the risk. FX exposures sometimes appear undetected on the balance sheet of a company. Intercompany transactions, for example, reveal a foreign exchange risk exposure if a corporation actively maintains its bank accounts in the countries where it does business. When a business trades in several currencies, it's critical to consider and control external as well as internal elements that might result in foreign exchange risk.

Handling the challenges posed by foreign exchange risk requires a knowledge of the company's financial flows, including where the money is coming from, where it is going, and in which currencies. We could come to the conclusion that it's time to investigate what can be discovered by looking more closely at the coming and going of cash flows as well as anything that seems to be concerning on the balance sheet. Understanding the company's cash flows and liquidity position is the first stage in currency hedging (Babati, 2024).
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Foreign exchange risk is the danger that a firm might lose money on international trade as a result of currency fluctuations. Exchange rate risk, also known as foreign exchange risk, currency risk, or FX risk, is the possibility that changes in the relative values of the currencies involved might cause the value of an investment to decrease. Every company involved in foreign trade is affected, as are investors. 
There is a risk associated when an agreement involving two parties specifies the exact prices of goods or services together with the delivery dates. If a currency's value fluctuates between the time the contract is signed and the delivery date, one of the parties might lose money. 
The three main types of foreign currency risk, or foreign exchange exposure, are transaction risk, translation risk, and economic risk. The fourth type of risk is jurisdiction risk, which arises from unforeseen changes to the laws of the country where the exporter does trade. This is less common and mostly observed in unstable countries (Rauen, 2023).

One of the simplest ways to reduce the risks associated with currency rate fluctuations is to quote price and insist on payment in US dollars. Thus, the buyer is left in charge of managing the risk and the currency exchange. However, using this tactic might result in you missing out on chances to export to competitors that are willing to sell in their counterparties' local currencies to appease their foreign clients. If a foreign buyer's currency devalues dramatically against the US dollar, it may become difficult for him to satisfy agreed-upon commitments and result in non-payment. Credit insurance for exports may provide compensation for failure to pay losses; but, if export opportunities are lost due to a "payment in U.S. dollars only" policy, this kind of "what-if" insurance is meaningless. For US exporters hoping to grow abroad and stay competitive, selling in foreign currencies could be a smart option if foreign exchange risk is properly hedged or operated.

Currency risk is the chance that one currency's value might change relative to another, negatively impacting the overall return on an investment. In other words, changes in the exchange rate between the two currencies might have a detrimental effect on the returns on a foreign investment vehicle. Investors can choose to assume the risk and hope for the best, or they can utilise hedging strategies to lessen or remove the risk.

Forecast risk, also known as economic risk, manifests when an inevitable exposure to currency fluctuations has a negative effect on a company's market value. Changes in the macroeconomic factors such as government regulations, political stability, and currency rates can affect the relative costs of inputs and outputs. Relative price swings can have a detrimental effect on a company's valuation, future cash flows, and long-term position in the marketplace. Transactional exposure is the risk that the exchange rate will change between the agreement date and the following transaction periods when the agreement is fulfilled. 
There's a good risk that the final settlement rate and the rate on the day you agreed would change significantly. Consider the scenario in which you sell shares on a foreign stock exchange on day X. When you get your payments a few days later, you can receive far less than you anticipated if the exchange rate moves against you. 

Businesses that have both domestic headquarters and foreign subsidiaries are vulnerable to this risk. Interpretation risk, also known as financial risk, appears when the subsidiary's financial statements, such as the balance sheet, must be integrated into the parent company's financial accounts. Performance variations in a subsidiary are impacted by changes in the exchange rate. Translation risk will be higher if a significant portion of the parent company's ownership, obligations, or assets are held in foreign countries.
Certain individuals seek to mitigate risk while capitalising on arbitrage opportunities and economic opportunities presented by exchange rate volatility. Others engage in it as a means of protecting themselves against the adverse consequences of fluctuations in exchange rates. Gaining insight into the "why" can assist you in developing the most effective policies and suitable solutions to manage your foreign exchange risks. 
To understand why controlling foreign exchange risk is essential: To find out how exposed you are, list the risks and their respective quantities. Create a policy based on your objectives and decide which exchange risk management strategies to use. Implement and execute your strategy, monitor its performance often, and make any required adjustments.
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In the 1800s, British economist David Ricardo created the concept of comparative advantage. It argues that countries may benefit from trade if they focus on producing what they excel in and import inferior commodities from other countries. This theory's central claim is that opportunity expenses, or the costs involved with forgoing alternative benefits, differ according to a country. If they focus on their advantages, they can operate more efficiently. As demonstrated by Ricardo's research, international trade benefits countries even when their economies are able to manufacture things more effectively than others (Montevirgen).

The theory states that even if one nation can manufacture everything more cheaply than the other, both nations can trade in a way that benefits both. This idea holds that relative efficiency matters. 
Establishing comprehensive risk management policies and guidelines that outline the objectives, strategies, and protocols for managing foreign exchange risk is advised for businesses. 
Periodic reporting and monitoring. It is critical to regularly track and evaluate your exposure to FX risk. Businesses should monitor shifts in the market, regularly assess their risk profiles, and set up processes for precise and prompt risk reporting. Continuous Education and Training. Keeping up with developments in international currencies market movements, automated risk management techniques, and laws is vital. Ongoing education and training may help businesses become more adept at managing risk and adapt to shifting market conditions (Mackinlay).
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Value-based pricing is a type of price optimisation in which the customer determines the value of the item or service. The cost of manufacturing is not taken into consideration. It all boils down to the buyer's perception of an item's value. 
The greatest products for this type of price are those that are unique and luxurious. Many businesses, including technology, fashion, jewellery, art, and cosmetics, adopt value-based pricing. Think of labels like Chanel Beauty, Apple, Starbucks, Louis Vuitton, Gucci, and Balenciaga. Each of these companies bases its pricing on their estimation of the worth that their goods have to their clients. Value-based pricing enables you to set higher price points depending on the perceived value of your products. If other companies in your sector think your brand is worth more than theirs, you could raise your prices for the goods and services you provide.
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Multinational companies (MNCs) use different strategies to manage currency risk, but the main two are operational and financial. Operational strategies involve various strategic decisions regarding production, procurement and sales to minimize the exchange rate, while financial strategies involve holding assets in multiple currencies to spread risk. Each strategy has its advantages and challenges, but the right combination of them helps multinational companies (MNCs) manage their currency risk.
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