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The report is aiming to display International financial management theories and evaluate different strategies used by MNCs for supervising their exposure to foreign exchange rate.

[bookmark: _Toc175485530]Introduction
International Financial Management is the management of finance on an international level and include trading and earnings through the exchange of foreign currency and dealing with customers, lenders, suppliers, profit and non-profit organisations, government organizations and other stakeholders internationally. IFM objective is to help Multinational Corporations, but also small firms to increase their profit using appropriate investment decisions. IFM promotes the safe investments and good returns in the business.  The funds should be utilized in a way that let the enterprises to operate without any disruption, and it led to raised turnover and related grow in profit (Borad, 2022). The commonly stated goal of MNCs is to maximize its value and the shareholder wealth. MNCs continue to expand their operations internationally and they must be managed properly to have comparative advantages, also to manage successfully their exposure of risk, especially in developing countries, which currency economies and values are volatile. The international conditions are not constant and their changes cause change in opportunities and risks (Madura, J., Hoque, A. and Krishnamrti, C., 2018).
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Figure 1:  Goals-of-International-Financial-management (Borad, 2022)
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International Financial management theories present a framework of conceptions and analytical tools to analyse, understand and make informed decisions about financial activities, corporate finance and investment. Using IFM theories can improve risk management, the strategic planning and financial performance to create value in competitive markets and to reach sustainable growing (Bora, K., no date). 
There are two categories of theories: economic related and business related.
[bookmark: _Toc175485532]Economic Theories
Theory of absolute and comparative advantage 
The absolute advantage is focused on specialization, which leads to better use of resources, increasing in production efficiency and the world totals of products will be higher compared with no specialisation. It is focus on specialization. If one country is better in production on a specific product, she can exchange her product for a product, better produced in another country. On this way the both of the countries can specialise in their product and to increase their volume of manufacture. This theory is extended to comparative advantage. The developed country has technology advantage, compare with developing countries, where the cost of labour is cheaper. As these different advantages can not be transported easily the companies is necessary to specialise in goods, that can be produced with their relative advantage. For example, China is specialised in clothes and lower technology equipment and EU and US are bigger producers in aircraft and higher technology systems and equipment.
Theory of Imperfect market: 
This theory express that the production factors are static and this provide motivation to seek out overseas opportunities.
If the market was perfect the production factors will be mobile and transferable without restrictions, which will remove the comparative advantage in cost and will generate equality in cost and return. The market for various products are imperfect and the companies usually take advantage of foreign country’s assets.
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Product Cycle Theory 
When the company mature, and there is a lack of information or resources, it accepts opportunities worldwide.
The company first launched in the local market for the local demand. When the product became successful the firm can decide to explore the external market and demand for its product and start to sell via internet, to export the product, or import resources. 
The product cycle theory explains the stages in product life and they are: 
Introduction – developing and introduce to the market 
Growth – attracting more buyers and expand internationally
Mature – reaching the peak and stabilizing
Decline – decreasing in demanding and possibility of removing from the market
(Open.lib.umn.edu, 2024)
Global strategy
For respected brand names is necessary to keep their attractiveness and to expand on the foreign market. This will increase their sales and profit.
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The exchange rate is considered as the worth of one currency in relation to another.
The currency is managed by Central banks as they set up interest rates, manage foreign currency reserves and issuing new currency. The currency on the open market is managed by monetary authority to weak or strength the exchange rate in case of very quick raise or fall in the market price.
Exchange rate movements and the exposure to currency risk should be monitor regularly by the companies, and hedging strategies according to the risk tolerance and businesses objectives to be used. Clear standards for currency risk management guarantee accountability and stability (Raxer, T. et al., 2024).
Strategies, employed by MNCs for managing their exposure to foreign exchange rate are:
Financial hedging
These financial instruments are used to prevent currency risk and let MNCs to keep exchange rates for transactions in future, and decreasing mitigating and uncertainty from movements in currency.
The Forward contracts 
This contract is a foreign exchange agreement to sell or buy a exchange at a determined time in future. Usually these contracts are for 30, 60, 90, 180 and 360 days between large enterprises and a commercial bank and they are for big amount of money. The bank can request a deposit, called compensating balance. For example, if a UK company needs 220 000 leva in 60 days to purchase its delivery from Bulgaria on spot rate of 2.2 leva for a pound, it will cost 100 000 pounds. But if the spot rate change after 2 months on two leva the UK company will loose 10 000 in pounds. The forward rate can be premium, when the foreign currency is more expensive than the given rate spot and discount, when it is opposite (Madura, J., Hoque, A. and Krishnamrti, C., 2018).
Currency futures contracts
It is standardized contract with standard volume of a specific currency for exchanging at a settled future date. Future contract is similar to forward contract, but differ on the way of trading, also its price is determined by the active trading. This contract is between person and person, and losses for the seller are gain for the buyer, or opposite (Madura, J., Hoque, A. and Krishnamrti, C., 2018).
Currency options contracts
This type of contract gives the rights, but not an obligation for exchanging money on a determined rate. It differs from forward and future contract as it gives an option purchaser do not fulfilled the contract. There two types of option contracts: American, which allows exchange on any date before settled date and European, which allows exchange only at the exercise date (Madura, J., Hoque, A. and Krishnamrti, C., 2018).
Currency swaps contracts
This is agreement for exchanging currency cash flows between two parties (Foreign Exchange Risk Management & Risk Mitigation Techniques, 2022)
Natural Hedging
Matching revenues and expenses
The natural hedging matches cash inflows and cash outflows in the same currency and in this way will reduce the variations in exposure to exchange rate. Align in revenue and expenses in the same currency will reduce the potential impact in profiting.
Netting
This strategy diverse operations through different currencies and across different countries. It will reduce the dependence on one currency and its fluctuations.
(Faster Capital, 2024)
Operational Strategies
Diversification
The diversification spread the markets, the production capabilities, and financial sources in different currencies in aim the risks to be balanced (Hargrave, M.,2023)
Companies spread their operations in different countries and currencies, which cause reducing in concentration risk.
Leading and Lagging
Changes in the timing of receiving and payments making the exchange rates favourable.
Internal Strategies
Invoicing in local currency 
In this strategy is used billing with the home currency of the enterprise to be avoid exchange rate risk
Risk Sharing Agreement 
This is agreement between businesses they to share the problem with fluctuations in exchange rate.
(Hargrave, M.,2023)
Strategic Planning
Budgeting and Forecasting 
Potential movement in exchange rate are included in financial planning and budgeting.
Performance Benchmarks 
This strategy set up benchmarks, which are used for evaluation the hedging strategies effectiveness.
These strategies help MNCs mitigate the impact of exchange rate volatility on their operations and financial performance.
Purpose of economic exposure management is to lower the impact of changes in exchange rates to the cash flows of the firm, and helps to companies preserve as much foreign profit as they can when profits in foreign currencies are converted to the domestic currency (Hargrave, M.,2023)
Currency risk management protect profit margins and increase the predictability and stability in cash flow. Exchange rate risk can be a translation or transaction risk.
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International monetary management with its theories and strategies is essential for Multinational Companies, which have a head office or have foreign subsidiaries, but it is also important for small and medium size organizations. Any part of small and medium size enterprises is focused on specific marketplace, where there is not competition with large companies, a part of them has subsidiaries in foreign countries and big fragment of SMEs access overseas via exports. The economic characteristics have effect to the pricing policies and production costs and knowledge in IFM methods and practices are crucial for all companies as they are affected from the exchange rate. Even small firms, which operate local and do not have any international businesses also need this knowledge for recognizing how the foreign interest rate, exchange rate movements, inflation and labour costs can affect their foreign competitors. The financial managers should be ready to manage as well with regulatory, environmental, and ethical constraints in aim to maximise their company’s value.
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