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[bookmark: _Toc175133182]Introduction: Assignment Purpose
Multinational companies (MNCs) have money, assets, and activities abroad. Global corporations may use personnel and commodities to compete. Amazon, Apple, Toyota, Starbucks, Tesla, Samsung, and Eli Lilly are well-known MNCs. These enterprises expanded internationally by using comparative advantage to optimise production efficiency via workforce specialisation and regional cost advantages. Tesla's China activities show how MNCs benefit from foreign economies (Gupta et al., 2020). Global activities make foreign currency risk management crucial to MNCs' financial performance. Currency fluctuations may affect MNC revenue, cost management, and financial reporting. Apple, with a 2024 market value of USD 3.16 trillion, operates in many currencies, putting it sensitive to exchange rate movements.
This assignment analyses MNCs' foreign currency risk management methods using IFM theories. Due to their global operations and many currencies, MNCs suffer foreign currency risk. This paper examines how MNCs use IFM-based financial and operational solutions to minimise exchange rate swings.
[bookmark: _Toc175133183]Foreign Exchange Risks and Exposure 
A currency exchange rate 
This is the exchange rate between currencies. In the global economy, exchange rates determine how much of one currency is required to buy another. Exchange rates matter to multinational businesses (MNCs) since they operate in several countries with different currencies. For raw material purchases, employee payments, and profit repatriation, these enterprises change currencies. Currency fluctuations effect MNCs' costs of products, services, and investments (Hadian and Adaoglu, 2020). The euro-dollar exchange rate determines the dollar cost of European commodities imported by a U.S. corporation. The corporation will pay less dollars to acquire the equivalent euros with a stronger currency, lowering import costs. 
Forex Risk.
Foreign exchange risk, often known as currency risk, involves financial losses from exchange rate movements. For MNCs, international commerce involves foreign currency risk. Due to interest rates, inflation, political stability, and economic performance, currency values vary regularly, posing these hazards. When currency rates shift negatively, MNC revenues, expenses, and profitability may suffer (Fatica and Gregori, 2020). Transaction vulnerability happens when an MNC is engaged in a prospective financial transaction and the currencies change before the transaction is resolved. A U.K. firm selling products to a U.S. client with payment due in three months in U.S. dollars risks the pound strengthening versus the dollar. The U.K. corporation will earn less pounds when converting dollars if the pound strengthens, cutting its home currency income. If the yen strengthens, Japanese automobiles may cost more abroad, lowering sales and market share (Bae and Taek Ho Kwon, 2022). This may affect the company's profitability and worldwide competitiveness. 
[bookmark: _Toc175133184]Foreign Exchange Exposure's Impact on MNCs
Operational Impact
Foreign currency risk affects MNCs' sourcing, production, and pricing strategies. Countries with their own currencies provide raw resources, components, and services to worldwide MNCs. Exchange rates may greatly affect these inputs' costs and the company's cost structure. If Toyota buys Japanese car parts for its US operations, a weaker yen might lower procurement costs and enhance earnings (Bhattacheryay, 2021). A rising yen might boost procurement costs, margins, and consumer pricing (Bhattacheryay, 2021). If the local currency falls, the company may have to increase prices to remain profitable, limiting product demand. MNCs avoid these risks by stabilising market pricing via price increases, currency clauses, and hedging.
Financial Impact
MNC earnings volatility, cost of capital, and value are heavily influenced by foreign currency exposure. Foreign currency exposure directly impacts earnings volatility. Exchange rates affect an MNC's foreign currency sales and expenses, causing unanticipated profit variations. Apple, which benefits heavily from global markets, may be affected by the dollar. This volatility makes MNC financial projections harder and investor uncertainty, which may affect stock prices. Exchange rates affect loan servicing expenses for MNCs that raise money in many currencies (Abbassi and Bräuning, 2023). If a company issues euros-denominated bonds but earns mostly dollars, a dollar depreciation may boost the debt's effective cost since more dollars are required to pay the bonds. This may increase the company's capital cost, affecting operations and investments. 
Strategic Impact 
Foreign currency risk impacts MNCs' long-term market entry, investment, and sourcing strategies. Prospective markets' stable exchange rates affect market entry decisions. Since earning and repatriating profits is risky, MNCs may avoid volatile local currency markets. Starbucks considers foreign currency risk when entering new markets. High exchange rate volatility may deter the company from entering the market or encourage it to price in a stable currency or hedge well (Liao and Zhang, 2020), which buys parts from several countries, may find that a significant currency increase in one of its primary suppliers boosts costs and diminishes profitability (Tesla, 2024). MNCs may source from many countries to reduce currency reliance.
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· Forward Deals: MNCs need forward contracts to manage currency risk. Two parties sign a forward contract to exchange money at a future rate. MNCs may lock up exchange rates for future transactions, avoiding currency volatility. A U.S. company expecting euros in six months may enter a forward contract to convert them to dollars at the current exchange rate. A predetermined rate protects the company against euro-dollar exchange rate volatility. The fundamental advantage of forward contracts is cash flow predictability and consistency (Zlati, Ionescu and Antohi, 2022). Tesla strategically places production plants in China to take advantage of cheaper labour costs and a strong manufacturing environment. Tesla is exposed to Chinese currency swings yet manufacturing expenses are reduced. 
· Futures Trades: Futures and forward contracts allow MNCs to lock in exchange rates for future transactions, lowering currency risk. Unlike forward contracts, futures are standardised and traded (Li and Wang, 2023). Standardising size and expiration date makes futures contracts more liquid and tradeable. A significant benefit of futures contracts is liquidity. If McDonald's Big Mac is much cheaper in China than in the U.S. after adjusting for the exchange rate, PPP theory suggests the Chinese yuan is undervalued. McDonald's may grow in China in hopes that the yuan would rise, enhancing its profit margins (McDonald and Dan, 2020). Understanding PPP helps McDonald's handle long-term exchange rate volatility by setting pricing plans that reflect the local currency's genuine buying power.
· Swaps: MNCs handle long-term foreign exchange risk via sophisticated currency swaps. Currency swaps swap principal and interest payments. Swaps may reduce risk in long-term investments and foreign currency funding. European companies with dollar bonds may trade with U.S. companies with euro bonds. The European corporate changes dollar debt to euro debt and the U.S. corporation converts euro debt to dollar debt via the exchange (Li and Wang, 2023). Currency swaps manage long-term risk by aligning multi-currency cash flows with company needs. BP, an oil and gas firm, may operate in numerous countries and require finance in various currencies. BP may convert its dollar-denominated debt. 
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Advantage Comparative Theory
 MNCs operate in many currencies because comparative advantage promotes specialisation and trade. Here, countries should produce their most efficient goods and services and trade with others for their less efficient ones. MNCs operate in countries with lower labour costs, greater raw material access, or better tax regimes. Dealing with several currencies and exchange rates helps MNCs optimise global efficiency and competitiveness. Comparative advantage motivates MNCs to develop globally despite the difficulty of regulating foreign currency risks (Rodrigues et al., 2021). Exchange rate fluctuations may erode international enterprises' cost advantages, offsetting specialisation (Aurel Burciu et al., 2023). Comparative advantage may assist MNCs manage currency risk by optimising global supply chains, market positioning, and financial hedging. Effective operations and financial discipline help MNCs handle international trade and currency markets.
 Price Parity
MNCs theoretically use PPP to manage foreign currency risk. PPP theory states that currency exchange rates should reflect price changes over time. Exchange rate modifications should make a basket of products priced in a common currency cost the same in different countries. MNC pricing, market entrance, and exit depend on PPP and national cost competitiveness. MNCs may anticipate currency depreciation if PPP theory reveals overvaluation (Vo and Vo, 2022). This expectation may induce MNCs to delay investments, adjust prices, or hedge currency depreciation. MNCs may expand in undervalued currencies in hopes of higher investment returns. If McDonald's Big Mac is much cheaper in China than in the U.S. after adjusting for the exchange rate, PPP theory suggests the Chinese yuan is undervalued. McDonald's may grow in China in hopes that the yuan would rise, enhancing its profit margins. 
Interest-rate parity 
Interest Rate Parity (IRP) helps MNCs assess interest rates and currency rates and hedge their finances. From IRP theory, the difference in interest rates between two countries should match the projected currency exchange rate change. Having a higher interest rate than another country should cause its currency to decline, offsetting any gains. IRP lets MNCs borrow or invest depending on exchange and interest (Khan and Qureshi, 2022). IRP assumes no capital limitations or transaction charges, which may not be accurate (Khan and Qureshi, 2022). IRP provides important insights into interest rates and exchange rates, but MNCs must consider other factors and utilise several hedging approaches to manage foreign currency risk.
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Cash flows and profitability depend on multinationals managing foreign currency risks. Forward contracts, futures, options, and swaps may reduce currency risk for MNCs. International operations are less unpredictable for MNCs with consistent cash flows. With this flexibility, MNCs may benefit from favourable rate movements and avoid adverse currency fluctuations. An U.K. MNC expecting dollar payments may acquire a currency option to sell dollars at a predetermined rate. This consistency helps currency-exposed companies preserve earnings amid exchange rate volatility.
· Preventing unfavourable movement: Foreign exchange hedging protects MNC revenues and budgets from currency exchange volatility. To mitigate currency fluctuations, MNCs may use forward contracts or options (Hua, Huang and Jiang, 2018).  MNCs use options contracts to manage foreign currency risk, particularly when cash flows are uncertain, despite these constraints.
· Advantageous location: Managing foreign currency risk may reduce exchange rate expenses for MNCs. Currency risk management helps companies maintain regular pricing, profit margins, and global competitiveness. Innovative MNCs may expand their markets without worrying about currency instability (Rodrigues et al., 2021).
· Enhancing Financial Planning: Foreign currency risk management advances MNC financial forecasting. MNCs may improve financial modelling, resource allocation, and investment by minimising currency uncertainty (Zlati, Ionescu and Antohi, 2022). For long-term success, firms must incorporate financial and operational goals when planning. 
Conclusion
Finally, currency swings may impact MNCs, thus they must handle foreign exchange risk. This research examined how MNCs employ forward contracts, options, and currency swaps to stabilise cash flows, prevent currency fluctuation, and gain a competitive edge. With comparative advantage, PPP, and IRP, MNCs invest, operate, and hedge risk. Global currency market trends and dangers are understood by MNCs using IFM theories. For worldwide currency rate volatility protection, companies must utilise these measures. MNC foreign currency risk management must adapt with global finance. This flexibility enables MNCs traverse global marketplaces, maintain financial stability, and compete in the changing global economy.
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