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MNCs are exposed to several risks as they expand their business internationally, one of the most significant ones being the risk of foreign exchange. Currency changes can have a big effect on the cash flows, profitability, and competitiveness of an MNC (Boubaker and Larbi, 2022). For long-term growth and shareholder value, this risk must be effectively managed. Insights from well-established IFM theories are incorporated into this research as it explores the several approaches MNCs have taken to reduce foreign exchange risk.
Theories of international financial management, or IFM, offer a solid framework for comprehending and reducing this risk. Exchange rate dynamics, policy pre-announcement, currency crises, game theory, intertemporal optimising model, open economy endogenous growth, national income accounting, new open economy, and exchange rate target zones are some of the primary theories of international finance (Teece, 2017). In order to manage foreign exchange exposure, MNCs have developed a variety of tactics. This research examines these strategies, evaluating their efficacy via a critical lens based on known IFM concepts. 
[bookmark: _Toc165225535]Understanding Foreign Exchange Risk
The fluctuation of exchange values between different currencies is the source of foreign exchange risk. MNCs are exposed to possible losses if the value of their home currency appreciates in relation to the transaction currency. MNCs must take into account three primary forms of foreign exchange risk:
· Risk of Transaction: This is the risk of unanticipated changes in currency values between the agreed upon transaction and its settlement. For example, if an MNC commits to paying for raw materials in USD in three months, there could be a transaction risk if the USD depreciates before the payment deadline (Teece, 2017).
· Translation Risk: For the purpose of consolidated reporting, foreign subsidiary financial statements must be translated into the home currency. This presents a risk. Exchange rate fluctuations may have an effect on the reported value of the MNC's equity, liabilities, and assets through affecting the company's overall financial performance (Teece, 2017).
· Economic Risk: This more general risk relates to the possible effect of exchange rate changes on the long-term profitability and competitiveness of a multinational corporation. For instance, an MNC's exports may become more expensive due to a notable increase in the value of the home currency, which could result in a drop in the amount of sales in overseas markets (Teece, 2017).
Foreign Exchange Risk Management Strategies:
Multinational corporations utilise an array of tactics to mitigate their exposure to foreign exchange risk. This is a critical assessment of a few well-known methods According to Taskinsoy (2019), they are exposure netting, currency forward contracts, currency options, financial translation methods, and natural hedges. Their descriptions are provided as follows:
Exposure Netting: This tactic entails balancing exposures across various currency pairs. By attempting to net these exposures, an MNC with a USD receivable and a EUR payable can lower its overall foreign exchange risk. However, disparities in transaction quantities and currencies could make netting impossible in certain situations.
Currency Forward Contracts: They reduce transaction risk by fixing the currency rate for a future transaction. The MNC commits to buying or selling a certain quantity of foreign currency on a prearranged date at a certain rate. Forward contracts have a cost (forward premium or discount) and might not be flexible if exchange rates improve in the positive direction even if they provide protection.
Currency Options: Options contracts offer the right, but not the responsibility, to purchase or sell a predetermined quantity of foreign currency by a given date (expiry date) at a predetermined price (strike price). This enables multinational corporations (MNCs) to protect themselves against possible losses and profit from any positive currency fluctuations. But whether or not they are exercised, options have an initial premium cost.
Monetary Translation Methods: The reported impact of exchange rate variations might be affected by the accounting method selected for translating the financial statements of overseas subsidiaries. The temporal method and the current rate method are the two primary approaches. 
Natural Hedges: This tactic uses the MNC's organic cash flow patterns to reduce foreign exchange risk. For example, an MNC can use this natural hedge to partially offset the risk of a EUR depreciation if its subsidiary exports in USD and purchases raw materials in EUR. But depending only on natural hedges cannot always offer enough security, particularly in situations when there are cash flow mismatches.
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Each strategy's effectiveness is contingent upon a number of variables, such as the extent and volatility of anticipated currency swings, the length and scope of the transaction, and the MNC's tolerance for risk (Alfaro, Calani and Varela, 2021). This is a critical assessment of the tactics that were covered:
Exposure Netting: This tactic provides a straightforward and affordable means of controlling foreign exchange risk. For example, Apple Inc makes money in USD, EUR, and CNY, among other currencies. Apple may try to net its payables and receivables in various currencies to lessen transaction risk and lower its overall foreign exchange exposure. Nevertheless, the availability of offsetting exposures limits the usefulness of netting. Netting would be less effective in reducing risk if Apple's USD receivables continuously exceeded its EUR payables (Canepa, 2022).
Currency forward contracts: Forward contracts offer security and defence against unfavourable fluctuations in exchange rates. Consider the following scenario: in six months, the German automaker BMW (BMW.DE) expects to make a sizable purchase of parts valued in USD. BMW might sign up for a forward contract to purchase USD at a fixed exchange rate in six months to protect against any potential increase in the value of the currency. This strategy shields BMW's profit margins from unanticipated currency movements and assures the exchange rate. However, in the event that exchange rates rise in your favour, forwards might be costly and lack flexibility. BMW would forfeit any possible benefits by using the forward contract to lock in a higher exchange rate in the event that the USD depreciates against the EUR during the next six months (Pons et al., 2021).
Currency Options: MNCs can take advantage of favourable fluctuations in exchange rates and enjoy flexibility through options contracts. Using the BMW example again, the business might think about buying USD call options as an alternative to a forward contract. With these options, BMW would have the option—but not the duty—to purchase USD by the expiration date at a fixed strike price (Sodhi and Tang, 2012). By using this strategy, BMW may protect itself from possible losses in the event that the USD appreciates against the EUR while still reaping the benefits if the USD declines. On the other hand, one disadvantage of options may be their initial premium cost. The premium charge raises the total cost of hedging regardless of whether BMW executes the options. 
Monetary Translation Methods: Cash flows are not immediately impacted by the translation method selection, but it does have an impact on reported financial performance. Use the international food and beverage corporation Nestle (NESN.SW), based in Switzerland, as an example. Swiss Francs (CHF) are used by Nestle to generate its consolidated financial statements. Nestle can choose to translate the US subsidiary's financial statements using either the temporal technique or the current rate method. The US subsidiary's assets and liabilities would be translated using the current rate technique at the exchange rate in effect on the balance sheet date, giving the most recent view of the company's financial situation. On the other hand, the temporal approach can potentially smooth out variations in reported values by translating monetary assets and liabilities at the current rate and non-monetary assets and liabilities at historical rates (Meier et al., 2023).
Natural Hedges: Although they might not always completely offset exposure, natural hedges can be an affordable method of risk management. Imagine a US-based oil and gas business that conducts drilling activities in Canada. The business incurs exploration and production expenses in Canadian dollars (CAD) and gets revenue from oil sales denominated in US dollars (USD). Given that USD revenue can be used to offset CAD expenses, this natural hedging helps reduce the risk of a CAD depreciation to some extent. However, the natural hedge might not provide enough protection if there are large fluctuations in oil prices or if the company has an unanticipated increase in its production costs. This idea is supported by empirical data from Gooy et al. (2023), which shows that companies with larger natural hedges typically participate in fewer formal hedging operations. 
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There are prospective routes for research according to Javaid et al. (2022) including:
· The influence of novel financial instruments and technological innovations on techniques for managing foreign currency risk.
· The efficacy of integrated risk management strategies that combine other financial risks that multinational corporations face with foreign exchange risk.
· The impact of political unrest and regulatory modifications on multinational corporations' foreign exchange risk management strategies.
· The influence of regulatory changes and political instability on MNCs' foreign exchange risk management practices.
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Multinational businesses (MNCs) functioning in a globalised environment have a perpetual difficulty due to the constantly fluctuating foreign exchange market. Foreign currency risk that is not controlled can seriously impair profitability, warp financial statements, and interfere with strategic goals.  Using well-established International Financial Management (IFM) concepts as a guide, this paper has examined a range of risk management tactics available to multinational corporations.
The best strategy for managing foreign exchange risk is not a one-size-fits-all proposition. It relies on the particulars of each MNC, such as the expected size and volatility of currency movements, the volumes and duration of transactions, and the company's general risk tolerance. MNCs may increase their long-term growth and financial stability by handling foreign exchange risk well. MNCs are better equipped to sail the shifting tides of the global economy with greater confidence and resilience when they have a comprehensive risk management framework that integrates several tactics catered to their unique needs.
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