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[bookmark: _Toc162118001]Introduction:
	The report is prepared to demonstrate critical evaluation of the different strategies adopted by the multinational corporations in managing their exposures to the foreign exchange risk. For this purpose, extensive research is conducted by interrogating relevant literature review. The identified strategies are discussed by critically analysing the points, and supporting the claim by gathering empirical evidence.  Also, the insights into the foreign exchange risk are gained by reviewing several journal papers and citing the real word examples of risk management. 
[bookmark: _Toc162118002]Discussion:
[bookmark: _Toc162118003]Reviewing the literature on the strategies adopted by the corporation in managing the exposure to foreign exchange risk:
Multinational corporation (MNC) is the cross-border organization that establishes branches or subsidiaries in other countries through foreign direct investment. Due to the foreign investment requirement, such corporations must invest inevitably and they recover large amount of foreign exchange funds worldwide, pay and receive large amount of foreign exchange and have huge foreign exchange debt (Gaur et al., 2019). Hence, foreign exchange risks are crucial to the operation of the MNC. In this aspect, it is required by the MNC to manage their risk exposure to the fluctuation of the foreign currencies. 
Foreign exchange risk can be described as the risks linked to any unexpected changes in the exchange rate of different currencies, and it turn impacts the liabilities and assets of the firm. The movement in the rate of exchange is uncertain and unpredictable. There are three types of exchange rate exposures faced by the MNCs which includes transaction exposure, translation exposure, and economic exposure. The organizational cash flow, profitability, and the company’s ability to competitively priced its product is significantly affected by the foreign exchange risk (Hecht and Lampenius, 2023). 
The exposure to foreign exchange risk is managed by the implementation of financial hedging and multiple sourcing strategies. Substantial evidences are provided by the literature on the derivative instruments of foreign exchange for managing the risk exposure either related to the structure of risk management program of foreign exchange, and derivate hedging strategies (Jebran and Iqbal, 2016). Further, it is illustrated by a study that risk reduction resulting from future movements in the market variables is the objective of risk management or hedging. 
Several ways of minimizing the transaction risks related to the foreign exchange have been created through the trade development and market. Internal hedging technique and instrument refers to the strategy that is about exploiting the opportunities that cancel out open account exposure to several currencies without the involvement of financial market or financial intermediaries. MNC mainly carries out the internal hedging strategy to hedge their exposure to the uncertain or adverse movement of the foreign currencies (Shapiro and Hanouna, 2019). It is found by a study that the operations of internal hedging are centralized in the treasury department, where any hedging operations are negotiated by the individual subsidiaries. Although there are several methods of internal hedging such as matching, pricing policy, invoicing, leading and lagging.
The literature also cites external hedging strategies as the technique to minimize the exposure to the foreign exchange risk. external hedging is defined as the procedure of accessing the financial markets to minimize the transaction exposure without or with the contract of financial intermediary. The treasury of the company decides on using the financial instruments, when offsetting the transaction exposure internally cannot be done on the satisfactorily level (Butler, 2016). Hence, MNCs favour the financial market for hedging or minimizing the transaction exposure. The alternatives of external hedging can be categorized into numerous ways that can be categorized as non-derivatives and derivatives hedging (Belderbos et al.,  2014). 
Derivatives market-Derivatives are used by MNC to reduce the foreign exchange risk by involving either in operational hedging or currency hedging. It is found thar using the foreign currency derivatives impacts the firm’s value owing to the reduction of expenses, revenue, and cash flow fluctuations. It is found by the study the study that the use of foreign currency derivatives is likely to impact the firm value, and hence derivatives contract is used by MNCs to deal with the foreign currency risks.   Other study found that the use of complicated derivatives does not bring any considerable benefits, and consequently, the firms resort to mor simpler instruments. The financial managers in certain situation finds it dispensable to authorize the use of some financial instruments to hedge the transactional exposed risk is limited. The limitation on the use of financial instruments is of the low level or limited given the diversity and nature of operating activities (Raghu and Palaniappan, 2014)
Forward contract is one of the complicated financial instruments that facilitates transfer of risks. It is considered as the most reliable informational source for the decisions related to risk management. A literature evaluated the availability of various alternatives to the Indian corporates and found that most of the corporates makes use of options and forward to hedge the exposure to the foreign currency. It is because the costs are denominated in Indian currency, and there is absence of rupee future exchange and verges on foreign debt. The empirical evidence suggest that Cipla hedge the exposure to foreign currency by relying on forward contract (Basanna and Vittala, 2019). The use of forward contract by Cipla has resulted in the favourable growth of exchange gain and exchange exposure. Another company such as Cadila has international operations hedged the exposure to the foreign currency using currency swaps and forward contracts.  A remarkable exchange flow growth was witnessed by the company, and suffered exchange loss received from foreign exports owing to foreign currencies depreciation. Another empirical evidence suggesting the use of different financial instruments such as currency swap, options and forward contract is Dr Reddys Lab, that operates internationally (Basanna and Vittala, 2019). The usual motivation for using the strategy of currency swap is the desirable cash flow replacement from the undesirable one. Such hedging strategy is basically designed to reduce the uncertainty and costs about payable and accounts receivable. Future contracts are like the forward contracts and is identified as the convenient way of hedging transactions, with lesser costs. However, the costs incurred does not exceed the benefits derived from using future contracts for hedging the risk exposure. 
[bookmark: _Toc162118004]Evaluation of different strategies adopted by multinational corporation in managing their exposure to foreign exchange risk:
The application of different strategies of hedging used by the MNC can also be explained using the case scenario of real-world example. For this, the chosen MNC is Next Plc, which operates in different countries, and is exposed to foreign exchange risks, and any adverse movement in the rate of exchange might adversely impact the profit. The principal exposure of the foreign currency of the group results from unexpected movement in the foreign currency in which the business transacts. 
 It is found that the exposure to the uncertain movement in the foreign currency is managed by Next plc by entering foreign exchange contract that comprise of options and forward contract, and majority of which are used to hedge the risks resulting from the merchandise of the group. The financial instruments are denominated usually in Euros and US dollars. For the hedging relationship, a hedge ratio of 1:1 is established by the group, as the underlying foreign exchange contract risks, which are identical to the component of hedged risk (Nextplc.co.uk, 2023). The effectiveness of hedge method is tested by using the hypothetical method of derivatives. 
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Foreign exchange derivatives fair value:
(Source: Nextplc.co.uk 2023)
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In increase in equity or profit:
[bookmark: _Hlk162117308](Source: Nextplc.co.uk 2023)

	The income statement of Next plc is impacted by the movement in the foreign exchange, for the derivatives that are not designated hedges. Depending on the nature and proportion of foreign exchange derivatives, the weakening and strengthening of pound sterling might fail to produce symmetrical results. The principal exposure of group to foreign currency are to the Euro and US Dollar. The hypothetical sensitivity of the group is illustrated in the table below which demonstrates a closing equity and reported profit to a 10% decrease or increase in the Euro/Sterling exchange rate and US Dollar/Sterling (Nextplc.co.uk, 2023). 
From the above discussion, it is understood that Next Plc hedges the exposure to the foreign exchange risks relates to currency such as Euro and US Dollar using alternative hedging strategies such as forward and options. It is also evident that the company gained on equity and profit using different strategies to manage the foreign currency exposure. 
[bookmark: _Toc162118005]Conclusion:
	The paper examines and evaluate the review of literature on the application of different strategies to manage the foreign exchange exposure by the MNC. It is suggested by the findings of review of literature that MNC uses a combination of alternative strategies to manage the foreign currency exposure. The main financial instruments used by the MNC to hedge the foreign exchange risk includes derivative contract, currency swap, and forward and future contract. It is also empirically evident that MNCs whose relies on different hedging strategies for managing its exposure to uncertain currency movements. From the overall discussion, the conclusion remark can be made regarding the usage of the strategies to deal with currency movement risk that MNC minimizes their risk exposure by hedging the adverse impact of the currency movement.
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Total foreign exchange derivatives (31.6) 345
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Sterling strengthens by 10%
US Dollar (20.9) (21) (51.4) (52.1)
Euro - - (1.5) 4.6
Sterling weakens by 10%
US Dollar 14.0 (08) 58.6 69.2
Euro - - 18 (5:6)





