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Exchange rate fluctuations can cause financial losses for multinational companies (MNCs) engaged in international trade. Since exchange rates are volatile, this possibility falls under the category of foreign exchange risk. 
In addition to economic risks, translation and transaction risks must also be considered. Multinational companies must control these risks to ensure cash flow, shareholder value, and profitability. An effective risk management program reduces losses, balances finances, and enhances global competitiveness. Multinational companies (MNCs) can strategically negotiate erratic currency markets and maximise global business efficiency by managing foreign exchange risks. This introduction will serve as the starting point for the discussion.
For emerging markets and low-income countries to be sustainable and cost-effective with regard to public debt, Jonasson, Malik, Chung, and Papaioannou (2024) emphasize the need for robust capacity development, strategic hedging, and policy coordination.



[bookmark: _Toc171445171]Understanding Foreign Exchange Risks
Changes in the value of one currency against another create foreign exchange risk. Companies that do business in foreign countries are exposed to foreign exchange risk because they must convert their local currency into foreign currency to conduct transactions. In case of currency exchange rate changes, a company may make or lose money.
This table clearly shows the kinds of risks MNCs run, along with quick descriptions and shared strategies for controlling each indicator of foreign exchange risk.
	Type of Foreign Exchange Risk
	Description

	Transaction Risk
	Exchange rate changes between the transaction date and the date the foreign money financial obligation is settled create a risk associated with transactions—also referred to as short-term or cash flow risk (CFI Team, 2022). This risk can influence income, international transaction expenses, and cash flows. Hedging techniques help lower transaction risk. Two such techniques are forward contracts and money options.

	Translation Risk
	Globally minded companies mix the financial records of their overseas affiliates or subsidiaries. This process is called accounting risk or translation. Reported financial results, assets, liabilities, financial ratios, and performance indicators all change with exchange rates (CFI Team, 2022). The relationship between asset and liability can also change with exchange rates. Changes in accounting policies and balance sheet hedging help lower translating risk.

	Economic Risk
	Economic risk, sometimes called long-term or strategic risk, is the unexpected exchange rate changes that influence the present value of future cash flows from external investments or operations. It influences multinational companies' value, competitiveness, and market posture in several surroundings (CFI Team, 2022). Reducing economic risk can be done by diversifying activities, matching cash flows, or applying financial derivatives, including currency swaps.


Table 1: Understanding Foreign Exchange Risks (Jankensgård, Alviniussen and Oxelheim, 2020)
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Here are the main IFM theories pertinent to knowledge of foreign exchange markets and their consequences for multinational companies. Every theory offers a different angle on how MNCs might use their knowledge to control currency risk properly and how exchange rates are set.
	Theory
	Description

	Purchasing Power Parity (PPP)
	Purchased power parity (PPP) is a theory that measures relative prices between countries. It is based on the fact that, in the long run, the same quantity of money can buy the same basket of goods in different countries. This theory is used to measure the real exchange rate between two countries. It helps multinational companies forecast long-term exchange rates and modify pricing, maximising pricing methods.

	Interest Rate Parity (IRP)
	The International Reserve Policy (IRP) holds that the interest rates of two countries primarily define their forward exchange rate between their currencies. Multinational companies decide on international financing and investment based on their capacity to predict forward exchange rates.

	International Fisher Effect (IFE)
	The International Finance Corporation (IFE) advises changing nominal interest rates to match expected changes in exchange rates. Based on interest rate variances, it enables multinational companies to forecast changes in exchange rates and modify their financial plans, including hedging and investment. Another advantage is the ability to forecast exchange rates.

	Efficient Market Hypothesis (EMH)
	The EMH holds that asset prices constantly change to represent changes in the market and reflect all the information at hand. Applied to foreign trade markets, exchange rates mirror all pertinent economic data. This makes it difficult for multinational companies to outperform the market with predictive strategies regularly, but it clarifies market efficiency when hedging.


Table 2: Theoretical Framework (Wang, 2020)


[bookmark: _Toc171445173]Hedging Strategies
This table provides an overview of various internal and external hedging strategies available to MNCs to manage their exposure to foreign exchange risks. 
	Hedging Strategy
	Strategy Name
	Description

	Internal Strategies
	Natural Hedging
	Natural hedging is the state of a company's operations whereby revenues and expenses in the same currency naturally line up (Abdel-Khalik, 2013). Natural complexity carries this out. If a company's revenues and costs are in the same foreign currency, it can lower exchange rate risk without resorting to financial instruments.

	
	Leading and Lagging
	Leadership calls for quick payments or receipts of foreign currencies to profit from exchange rates. Money moves are predictable (Abdel-Khalik, 2013). Paying lagging delays or receipts helps offset changing currencies. These techniques reduce transaction risk and manage cash flow.

	
	Pricing Strategies
	Price changes entail matching values to changes in the value of money. To offset exchange rate losses, a company might, for example, increase product prices in a nation with a weak currency value or cut prices to gain a competitive edge in a strong currency. The business can opt for either.

	External Strategies
	Forward Contracts
	Forward contracts involve a contract between two parties to exchange a certain currency at a specific rate. This arrangement tracks the exchange rate (Folger, 2022). A fixed exchange rate is chosen to forecast cash flows and prevent changes in the value of money.

	
	Futures Contracts
	Though forward contracts are similar, futures contracts are traded on exchanges. Exchanges do not forward contracts. Standardised futures contracts give openness and liquidity (Phung, 2019). Futures are used by multinational companies (MNCs) to set exchange rates for future investments or transactions, preventing currency fluctuations.

	
	Options Contracts
	Options buyers have the right but not the obligation to purchase or sell a certain amount of currency at a specific rate within a set period. Consumers are not obliged to use this right (Hargrave, 2022). Still, the buyer is not obliged to exercise this statutory right. They also let participants hedge against value loss and profit from positive changes in the exchange rate.

	
	Swaps
	For those in another currency, currency swaps trade principal and interest payments on loans in one currency (Tamplin, 2024). Swaps help multinational companies (MNCs) control cash flows in many currencies, hedge long-term exposures, leverage market borrowing rates, and control money flow.


Table3: Hedging Strategies (Author)
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The similarities and differences between internal and external hedging strategies emphasise the need for multinational corporations (MNCs) to consider several factors. Natural hedging and pricing adjustments inside strategies help to lower foreign exchange risks without financial instruments (Trafimow, 2022). These methods could be helpful in daily operations. Toyota uses natural hedging since it produces and markets vehicles in the same currencies. This reduces the company's transaction risk. Internal strategies, however, might not totally eliminate financial risk and may be less flexible in erratic markets.
Forward contracts and options provide outside means for exact exchange rate hedging. These strategies force one to consider expenses and complexity. Apple uses options contracts to hedge world sales currency risk, for example. Apple hides like this (Savitz, 2022). Although they call for knowledge and monitoring, external strategies reduce risk better in volatile surroundings.
Comparative research shows that a mixed internal and external strategy results in better risk control. Natural hedging and currency swaps help Airbus retain operational flexibility, reducing translation risk (Trafimow, 2022). One expects results. Multinational corporations (MNCs) choose internal or external strategies depending on their operational structure, risk tolerance, and market environment. This emphasises the importance of achieving results using a customised, all-around strategy.

[bookmark: _Toc171445175]Evaluation of Risk Management Strategies
A comprehensive cost-benefit analysis covering both immediate and long-term effects will enable one to assess how different approaches to risk management impact the financial situation of multinational corporations. This clarifies the effects of risk-reducing strategies.
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Hedging strategies incur costs. These expenses include natural hedging opportunity costs, options premiums, and forward contract transaction fees. Among the many benefits are lessening cash flow volatility, more consistent earnings, and protection of profitability from changes in currency values (O’Mahony, 2021). Studies of multinational corporations like Procter & Gamble found that effective hedging strategies can reduce earnings volatility, generating more consistent financial performance (Zhang, 2020). However, too aggressive hedging or poorly timed strategies can pay off benefits that are not commensurate with their costs.
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Since hedging strategies affect shareholder value, cash flow, and income, they change the business's financial state. On the other hand, over- or under-hedging can lead to losses or ignore opportunities. Although not hedging can cost opportunities, hedging can help to stop currency losses (Jardine, Zhang and Shi, 2022). One should avoid these situations. Robust risk management strategies enable multinational corporations (MNCs) to have more consistent financial performance over time than their counterparts more sensitive to currencies (Jardine, Zhang and Shi, 2022). These models let MNCs maintain continuous financial performance.
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Strategic alignment of hedging policies with corporate goals, market positioning, and competitive advantages will define long-term success. Nestlé uses forward contracts and natural hedging to control currency risk over time (Toader et al., 2023). This approach allows them to apply all strategies. Since short-term elements are so essential, one should be able to adjust hedging positions to match new market conditions and risk levels. This promises a quick and financially solid response to unexpected events.
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Multinational corporations (MNCs) have to set and implement a foreign exchange risk control system to reduce volatility and protect financial performance since MNCs supervise international trade. Natural hedging is an internal strategy used in operations that promotes External approaches that lower risk like forward contracts and options. A combined approach, including internal and external strategy, maximises results in risk management.

Global companies should follow these guidelines:
· Consider combining natural hedging with financial instruments to increase even more flexibility.
· If you will apply proactive strategic changes, you must remain current with world economic events.
· Regular reviews ensure that hedging strategies meet changing corporate needs.
· Make sure your employees grasp foreign exchange risks and hedging techniques most of the time.
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