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In the realm of International Financial Management (IFM), multinational companies (MNCs) are faced with an inherent risk associated with their exposure and operations across multiple countries and regions (Bekaert and Hodrick, 2013). These risks stem from fluctuations in exchange rates that can result in a significant impact to a company’s financial performance in the global market. The types of risks can vary and be transactional risks, translational risks, or long-term economic risks. 
· Transactional risks – This is the simplest form of risk, which is transactional, and it emerges when the value of a company’s foreign currency transactions changes throughout the period of the initiation of the transaction and the completion of it (Ganti, 2022) E.g., if an Italian company enters a contract to buy machinery from a US manufacturer with payments due in US dollars within 3 months. If the US dollar appreciates against the Euro during these 3 months, then the machinery’s cost in EUR will increase, which results in a transaction risk. 
· Economic risks – this type of risk refers to vulnerability of a company’s cash flows and market value when there are significant fluctuations in exchange rates (ACCA, 2012). In a scenario where a UK company plans to expand product in the US economy, it may anticipate and forecast profits based on the current exchange rate between GBP and USD. However, if the US dollar appreciates and gains strength against GBP, the company’s forecasted profits would diminish when converted back to GBP. 
· Translational risks – this type of risks is related to the accounting of a company during the activity of converting financial statements of its foreign subsidiaries into the parent’s company currency. E.g. If a Japanese company with a subsidiary in France has to convert euro-denominated assets and liabilities into Japanese yen for reporting purposes and during that time the yen appreciates against the euro, there is a translated value of the subsidiary’s assets and profits will decline. 
The purpose of this essay is to outline different strategies deployed by multinational companies (MNCs) in order to manage and their exposure to foreign exchange risks and ensure mitigation and minimization of such risks. The essay will further evaluate the various strategies and approaches adopted by MNCs to managing their exposure to foreign exchange fluctuations and risks, drawing upon IFM theories to analyse their effectiveness, practicality, and applicability. 
[bookmark: _Toc162803212]2) Strategies for managing exposure to foreign exchange risks 
[bookmark: _Toc162803213]2.1) Hedging 
Hedging entails the use of financial instruments to offset any potential losses that can result from adverse exchange rate movements (Fidelity, 2023). Hedging is a risk management strategy employed by companies to mitigate the uncertainty associated with foreign exchange exposure and ensure more predictability in terms of cash flows. Multinational companies can deploy several hedging techniques such as: 
[bookmark: _Toc162803214]A) Forward Contract:
A forward contract is a contractual agreement to either buy or sell an asset at a pre-specified price on a specific date in the future irrespective of volatility in valuation or pricing (Ko, 2014). This enables companies to lock in a price in the future and therefore hedge against potential losses, which is particularly important, especially in industries that commonly experience significant volatility (CFI Team, 2022). A tangible example would be Toyota which is often impacted by either appreciations or depreciations of the Japanese yen against the US dollar or the euro, which impacts its profitability due to US-denominated exports (Li and Ma, 2007). Toyota often uses forward contracts to hedge against the Yen and lock-in favourable exchange rates for future transactions (Stewart and Raman, 2007).
This can be highly beneficial in terms of ensuring certainty within exchange rates for future transactions, a customized and tailored offering that meets the specific needs of the company, as well as the simplicity of the approach, since forward contracts are easily accessible to a wide range of companies and simple to execute. However, the risks involved with this approach are the lack of flexibility once the company enters into such contract, which Is legally binding, and the parties involved are obligated to execute the transaction at the predetermined exchange rate, regardless of subsequent market movements. Furthermore, there is an opportunity cost risk associated with this option. By locking in exchange rate through forward contracts, companies forego the opportunity to benefit from favourable exchange rate movements (Islam and Chakraborti, 2015)
. If exchange rates move in their favour, companies may incur opportunity cost by being locked into a less favourable and less advantageous position in terms of rates (Das, 2023)
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Multinational companies can purchase currency options, which provides them the right, but not the obligation, to buy or sell currencies at predetermined rates. This provides flexibility in managing exchange rate risks. In this situation if a company expects to receive payments in different currency in few months’ time, they can purchase a currency call option allowing them to buy another currency at a specified exchange rate (Yates, 2020). This minimizes losses in scenario where their local currency as they would be able to exercise the option to buy the other currency at the agreed-upon rate (TheGlobalTreasurer, 2007)
The benefits of leveraging options is that they provide greater flexibility compared to forward contracts in terms of providing the holder with the choice on whether to exercise the option or let it expire. They also involve less risk, because they provide downside protection by limiting the risk to the premium paid for the option (Smistad and Pustylnick, 2012). However, the risks involved include a limited time horizon where companies need to carefully manage their position to ensure that they align with the hedging objectives and the time horizon. Failure to do so can result in the expiration of the option without the realization of its full potential (Triantis, 2005)
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Currency swaps are another method for multinational companies to manage currency fluctuations and volatility by entering an agreement to exchange cash flows denominated in different currencies at a mutually pre-determined. In this situation the 2 companies doing business abroad can engage in currency swaps, which can be particularly useful in hedging exchange rate and interest rate risks at more favourable terms and conditions than borrowing money from a local bank from the respective country (Rauen, 2023).
This strategy benefits companies by providing access to foreign currencies without the need for direct borrowing or lending in foreign markets. Swaps offer flexibility in terms of the swap agreement to meet the specific requirements of the companies doing the agreement. And they are also a cost efficient option compared to other methods. Swapping cash flows with a counterparty may result in a lower transaction costs and financing expenses compared to alternative methods. However, there are also risks associated with currency swaps such as the risk of the counterparty defaults on its obligations under the swap agreement. 
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Another strategy that multinational companies can leverage to reduce cost associated with foreign currency fluctuations is to establish foreign subsidiaries as part of their global expansion strategy. This not only provides competitive advantage in terms of gaining a foothold in new markets, accessing local resources, expanding of customer base, but it also serves as a strategic move to mitigate foreign exchange risks and optimize cost structures. Another benefit of operations across multiple countries is that it spreads the exposure to exchange rate fluctuations. By conducting business in multiple countries with different currency denominations, multinational companies are better able to mitigate the impact of adverse movements in any single currency. For example, if a multinational retailer operates stores in US, Europe and Asia, it is able to generate revenues in US dollars, euros and yen. This allows the company to be diversified and it reduces reliance on any single currency, which enhances their strength and resilience to currency volatility. 
[bookmark: _Toc162803218]3) Conclusion 
In conclusion, multinational companies face complex risks related to foreign exchanges, which necessitates the adoption of diverse set of strategies and methods to manage their exposure effectively and minimize risks. By deploying methods such as hedging, operational, financial, and strategic planning approaches, multinational companies can mitigate the risks, challenges, and potential adverse effects of fluctuations in exchange rates and enhance their resilience in the global market and even capitalize on related opportunities. The effectiveness of these strategies does vary and depends on various factors and criteria such as a business’ risk tolerance, the dynamics of the market, and other rules and regulations, which highlights the importance of continuous evaluating and assessing which strategy may be best dependent on the circumstances. 
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