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[bookmark: _Toc153808473]Introduction
In International Financial Management (IFM), management of the exposure to foreign exchange risks is considered one of the most important tasks. Multinational Corporations (MNC) based in UK adopt different strategies to manage foreign exchange risks and the strategies are influenced by factors such as risk tolerance, nature of business and industry dynamics. Multiple strategies are often used at the same time to minimize the foreign exchange risk. 
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GBP (Pound Sterling) faced increasing volatility against US Dollar since the start of Russian invasion of Ukraine and highlights the importance of foreign exchange risk management by the Multinational Corporations based in UK. 
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[bookmark: _Toc153808475]a. Currency forwards and futures:
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Description: Multinational Corporations can lock in an exchange rate for a transaction in a future date by using forward and future contracts. These contracts warrant hedging against risk from changes in the currency exchange rate (Dornbusch, 2021). Example: Multinational Corporations based in UK may use currency forwards and futures that are traded on the foreign exchange market to manage their risks. Rolls Royce, a British luxury car manufacturer, uses forward contracts to counterweight the company’s revenue exposure that arises from its sales in the American market in US Dollar. 
Pros: Forwards and futures are effective in hedging for known currency exposures and locking in rates for future transactions. They are particularly useful for managing short term transaction alignments. 
Cons: The downside of futures and forwards is they limit upside if exchange rates move favourably. They also expose companies to credit risks as they will require working capital to offset adverse rate movements (Blanchard, 2021). 
[bookmark: _Toc153808476] b. Currency Options:
Description: Apart from forwards and futures contracts, option contracts such as Put and Call options are also used by MNCs and option contracts offer more flexibility if the exchange rate moves in a favourable direction. Example: UK MNCs such as BP Plc use option contracts to insure itself against negative exposure. For example, BP bought put options in 2003 to limit its downside if the British pound depreciated below $1.48. 
Pros: The benefit of currency options is they allow companies to participate in positive currency fluctuations while also limiting the downside. This provides flexibility which is lacking in forward and future contracts. 
Cons: Companies need to pay an option premium to purchase options and the transaction cost is also generally higher and hence reduces cost effectiveness for the MNCs. They also require significant expertise to value and time option purchase optimally.  
[bookmark: _Toc153808477]c. Risk Sharing Agreements:
Description: MNCs can formulate risk sharing agreements with its suppliers and customers in the contract terms. Example: Diaego which is a British multinational alcoholic beverage company puts negotiated price escalation clauses in the contracts with their overseas vendors. This ensures Diaego’s profit margin is protected if the GBP declines. Similar contractual protections can be put in place if foreign currencies held in overseas territories by the UK companies fall in value. 
Pros: This strategy allows MNCs to include exchange rate variability in the contracts with suppliers or customers and doesn’t require them to bear full exposure. It also reduces cash flow uncertainty for the organization. 
Cons: MNC may be exposed to counterparty risk in such contracts. Counterparties overseas may not have the financial capacity or corporate stability to honour the agreements if the currencies fluctuate too much. From time to time, contracts may require renegotiations. 
[bookmark: _Toc153808478]d. Currency Diversification:
Description: UK MNCs operate in many different countries and one way they can manage their exposure to foreign currency risks is by maintaining a globally diversified portfolio of currencies. This will diversify the firm’s existing currency portfolio and firm wide exposure to foreign exchange risks will be managed (Dornbusch et al., 2021). Example: MNCs such as Procter & Gamble hold foreign currency cash assets in their portfolio. They work as a hedge against imported input costs. Studies have shown many UK MNCs follow currency diversification strategy and almost a third of UK firm holdings are in non-sterling currencies. 
Pros: This strategy works as a natural hedge against Foreign Exchange swings and transaction obligations. 
Cons: This strategy adds to the complexity in currency accounting, forwards overlay and cash flow coordination. The company still incurs gains/losses albeit with a lower net exposure. 
[bookmark: _Toc153808479]e. Natural Hedging:
Description: Natural hedging is when a company matches its currency revenues with currency costs. If a company based in UK generates its revenues in US Dollars but also incurs all its expenses in US Dollars, it can be considered a natural hedge against fluctuations in the GBP/USD exchange rate. Example: If a British pharmaceutical company exports its drugs to the United States, it will receive revenue in US Dollars. If the same pharmaceutical company also pays its expenses in US Dollars, then this will be categorised as natural hedging strategy. 
Pros: Natural hedging is a simpler foreign exchange risk management strategy as it aligns both the revenue and expenses under the same currency. Natural hedging strategy doesn’t require use of financial instruments and costs of these instruments. 
Cons: MNCs may face challenges to align revenue and costs in the same currency due to supply chain deficiency, business strategy and local regulations. This strategy may also limit flexibility of the organization in managing its foreign exchange risk (Eun et al., 2024). 
[bookmark: _Toc153808480]f. Leading and Lagging:
Leading and Lagging strategy requires an MNC to adjust the timing of receipts and payments to manage foreign exposure risk. An MNC may try to hasten the receipt of foreign currency or delay the payment of foreign currency liabilities if they adopt leading and lagging strategy (Madura & Fox, 2023). Example: A multinational retailer based in UK can negotiate with its foreign suppliers to extend the payment date of its liabilities or hasten collections of receivables from foreign customers to manage its cash flows with foreign exchange rate predictions. 
Pros: Leading and Lagging strategy is an effective strategy in cash flow management for the short term. Prediction of a favourable exchange rate movement can also be capitalized by MNCs by using Leading and Lagging strategy. 
Cons: Negotiations with suppliers and customers can be difficult and may damage relationship between the organization and them. Also, an organization without substantial bargaining power will not be able to successfully implement this strategy (SIDDAIAH, 2015).
[bookmark: _Toc153808481]g. Cross Currency Swaps:
Description: MNCs based in UK can swap interest payments and principal from one currency to by using cross currency swaps. This strategy is effective in lowering the cost of foreign capital. Example: Shell Plc, a British Multinational oil and gas company, can use cross currency swaps to achieve the goal of lowering the borrowing costs of foreign capital and also to manage foreign exchange risk. 
Pros: Cross currency swaps allow MNCs to borrow at a lower cost in their preferred currencies. This strategy is effective when the organization’s currency of its cash flows is different from the currency of financing sources. MNCs can also ensure certainty of cash flow by using this strategy. These strategies can also be used to manage foreign exchange risk arising from capital investments and acquisition in foreign countries. This will facilitate companies to reduce foreign exchange risk in their foreign debt.  
Cons: MNCs may face counterparty risk and require working capital as a result of using this strategy. Deploying this strategy requires significant expertise to structure optimally and understand embedded risks like fixing conversion rates. This strategy can also result in on-going fair value adjustments affecting earnings and causing the organizations earnings to become volatile (Williamson, 2020). 
[bookmark: _Toc153808482]h. Local Financing:
Description: MNCs can also choose to use the local capital market instead of the foreign capital market to raise debt and equity financing which will offset exposure to overseas assets. Example: If Barclays issues a bond in local denominated currency, this can be considered a strategy of local financing to manage foreign exchange risk. 
Pros: Raising capital and loans in local currency protects parent company’s financial statements and debt capacity.  
Cons: This can be more expensive than centralized financing in UK based parent’s currency. This also likely going to relinquish some control over overseas subsidiaries’ capital budgeting and management.  
[bookmark: _Toc153808483]Conclusion
In practice. MNCs based in UK use a combination of these strategies to create a robust risk management framework to shield against foreign exchange risks. The effectiveness of these strategies depends on the specific circumstances of the company, risk tolerance of the company and the nature of the MNC’s overseas operations. MNCs also regularly review and adjust their strategies in response to changes in market conditions, global economic factors, geopolitical changes and business dynamics. The dynamic nature of the international foreign exchange market requires a proactive and adaptive approach by the MNCs to successfully manage risk against foreign exchange volatility. 
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