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TOPIC: The Impact of Exchange Rate Fluctuations on the Financial Performance of International Businesses



[bookmark: _Toc241861858]INTRODUCTION 
This research will study the effect of foreign exchange rate fluctuations on the financial performance of international business. The research will analyse the impact of appreciation and depreciation of currency on important financial measures such as receipts, profitability, operating costs and firm value. It will also look at strategies through which international businesses hedge foreign exchange exposure financially and operationally.
 Research Aim 
The aim of this research is to critically examine the impact of exchange rate fluctuations on the financial performance of international businesses and evaluate how foreign exchange risk management practices may reduce the financial consequences of currency volatility.
Research Objectives
1. To examine the relationship between exchange rate fluctuations and the financial performance of international businesses.
2. To identify how exchange rate movements affect profitability, revenues, costs and firm value.
3. To investigate whether the level of international exposure influences the financial effects of exchange rate fluctuations.
Research Questions
1. What impact do exchange rate fluctuations have on the financial performance of international businesses?
2. How do exchange rate movements affect profitability, revenues, costs and firm value?
3. To what extent can foreign exchange risk management and hedging reduce the financial impact of exchange rate fluctuations?

[bookmark: _Toc241861859]Justification of the Research
International businesses need to deal with exchange rate risk as companies working across different borders regularly earn income, incur expenses, hold assets and undertake liabilities in different currencies. Changes in exchange rates may change the value in domestic currency of an international revenue and expense and ultimately a firm’s profitability and value (Dominguez and Tesar, 2006).
Foreign exchange risks exposed to international business include transaction, translation and economic risk, which is the subject of the research. (Chou et al. , 2017) shows that the effect of exchange rate fluctuation is highly dependent upon the currency concerned and that foreign sales are an important determinant of firms' economic exposure. Thus, it is important for financial planning and risk management to understand exchange rate exposure. The research also has practical value in ensuring that effective management of currency risk will help businesses protect cash flows, profitability and investment capacity.
[bookmark: _Toc241861860]Literature Review
Within international finance, there has been considerable interest in the relationship between exchange rates and corporate financial performance. In theory, exchange rate movements can affect businesses by influencing their foreign revenues, their production costs, their imports, exports, and the value of their foreign assets and liabilities. Firms from eight countries were used by (Dominguez and Tesar , 2006) and the authors found that a sizeable proportion of firms were affected by exchange rate movements. However, the exposure, both in direction and magnitude, varied across firms and over time.
The involvement in international activity seems to have a strong impact on that exposure.
 According to Doidge, Griffin and Williamson (2006), firms with high international sales experience economically significant differences in firm value associated with exchange rates. The research shows that businesses with large foreign activities may be increasingly sensitive to currency fluctuations.  (Likewise, Fraser and Pantzalis , 2004) found US multinationals to have foreign exchange exposure. Also, they showed that firm-specific exchange rate estimates reveal exposure more effectively than standard exchange rate indices do. 
As per the exchange rate movements, it may have a different impact on the financial performance of the companies depending on the case. ( Allayannis and Ihrig , 2001) reported that depreciation of dollar can generate positive impact on multinational corporations via foreign sales; however, it produces a negative effect through foreign production. This means that the impact of currency movements cannot automatically be seen as positive or negative. The effect depends on the geographic and operational characteristics of different businesses.
Risk management is the second major theme in the literature. According to (Bartram, Brown and Minton, 2010), operational and financial hedging reduce corporate firm foreign exchange exposure, and the role of foreign debt and foreign currency derivatives is important. Crabb (2002) likewise found that MNCs can reduce exchange rate exposure with use of foreign currency derivatives. (Nookhwun, Pattararangrong and Rungcharoenkitkul , 2025) have done more recent work showing that changes in exchange rates can significantly affect the profits, liquidity, investment and employment of firms, and that financial hedging only cushions the impact, though it does not provide complete protection.
The literature shows an important link between exchange rates and business outcome, but there is also considerable variation according to firm size, foreign sales, production structure, currency exposure and hedging behaviour. Further research synthesising evidence on how these factors affect performance will be warranted.
[bookmark: _Toc241861861] Methodology
This research will use secondary research with quantitative and comparative approaches.
 We will not collect primary data. The researcher will collect secondary data from published company annual reports, financial databases, World Bank data base, International Monetary Fund’s (IMF) data base, central-bank exchange rate statistics, and credible peer-reviewed studies.
The study will restrict itself to the publicly listed multinational companies with considerable global operations. Indicators such as revenue growth and return on assets (ROA), return on equity (ROE), and operating profit margin and net profit will assess financial performance. The shifts in the rate of exchange of the major currencies, relevant to the chosen companies, will be compared with shifts into the financial indicators for a particular period such as, 2019-2025.
To investigate the correlation between exchange rate changes and financial performance, descriptive statistics, correlation analysis, and regression analysis will be performed on overwhelming secondary observations.  Documentary analysis of annual reports will also identify firms’ reporting of foreign exchange exposure and hedging. By comparing the companies and the periods, the study will assess whether differences in international exposure and risk-management practices are associated with differences in profitability.
The secondary research method is appropriate because trustworthy historical financial and exchange rate data are publicly available and useful for longitudinal research. It is less costly and time-consuming than primary research. Nonetheless, the differences in corporate reporting practices, the difficulty in isolating exchange rates from other macroeconomic factors and the fact that the same relationships may not hold in the future, can limit the effectiveness of this approach.
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