 
[image: Text

Description automatically generated]

Title of report: Assessment 1

Course: BA Business Management

Module name: International Financial Management

Module Code: LCBB6002

Lecturer name: Ms Zainab Atta

Student name: Krasimir Iliev

Student ID: 2123464

Submission Date: 02/04/2024


Table of Contents
Introduction	3
Understanding Financial Risk	3
Strategies for managing foreign risks	4
Financial Hedging	4
Operational Strategies	5
Strategies approaches	5
Foreign exchange rates	6
Conclusion	7
References	8










[bookmark: _Toc162446849]Introduction
The current state of the business financial system is crucial in shaping the future of many businesses in an efficient and effective manner. Multinational corporations (MNCs) enter the market to grasp emerging problems and challenges while offering effective and efficient administration of foreign exchange rates. This study will describe the strategies that MNCS has devised and implemented to counter the obstacles, with a particular emphasis on the efficient and successful estimation of the theoretical framework.  Also, this statement will illustrate the models which are employed for estimating the results of the learning through various methods of finance and foreign business. This report will illustrate the financial structure and capital structure of the organization efficiently. In addition, the financial risks increases due to several operation of the organization in several nations, and thus this report will outline the management of the fiscal risk of the MNCs efficiently.
[bookmark: _Toc162446850]Understanding Financial Risk
Foreign exchange also known as currency risk or forex risk, primarily illustrates the potential monetary risk or hazard that arises from adverse activities in the exchange rates of multinational corporations. Furthermore, it has been observed that the organization primarily addresses the three significant categories of risk that are outlined below:
Transaction Exposure: This mostly acquires while international businesses have several contractual and currency flows in various countries, and perversely the differences in the switch rate can formulate impact on the worth of the financial cash flow and also on the additional money flows (Salomao and Varela, 2022).
Translation Exposure: The risk that multinational corporations (MNCs) face due to exchange rate fluctuations that affect the assessment of their unfamiliar currency assets, revenues, liability, and operating cost when they are translate into the reporting exchange for fiscal reporting purposes is referred to as accounting exposure.
Economic Exposure: It is known as the operating exposures, because of changes in the exchange rates affecting the cash value and flows of their future operating competitive position, cash flows and firm value. Unlike the translation exposure, which impacts the valuation of the existing liabilities and assets, and financial exposure pertains to the outcome of exchange rate fluctuations on the market competitiveness and future cash flows (Fragouli and Nicolaidou, 2020).
[bookmark: _Toc162446851]Strategies for managing foreign risks
Managing foreign exchange risks includes using several strategies to alleviate the impact of the currency fluctuations on fiscal performance, business operations and the cash flows. The follows are described below:
[bookmark: _Toc162446852]Financial Hedging
Forward Contracts: A forward contract is the bond between the two parties to trade a specific amount of money at a fixed exchange rate on the future date, and this facilitates the business to lock in a particular exchange rate, and thus hedging against the poor currency movements (Dang et al., 2020). 
Future contracts: This are related to forward the contracts but are operated on the exchanges with standardized terms, and making them easily tradable and more liquid, and also provide the same purpose as the forward contracts in hedging against the financial risks.
Options contracts: This provides the possessor the correct but not the compulsion to buy or sell a particular amount of money at fixed prices in the stipulated time. This facilitates suppleness to enclose against the adverse currency movements while promoting from the positive ones (Cespa et al., 2022).
Currency swaps: This include exchanging cash flows denominated in various monetary for a fixed period, and this facilitates to enclose against the monetary risk which is associated with the investments and debt obligations by successfully transforming one currency into the another one.
Money market hedge: This includes lending or borrowing in different currencies to match the currency outflows and inflows, and thus enclosing against the currency risk, and this strategy is mainly helpful for short-term enclosing needs (Cavusgil et al., 2020).
[bookmark: _Toc162446853]Operational Strategies
Natural hedging: This includes structuring operations in a way that the inherent currency exposures are counteract by matching the currency outflows and inflows, and by supporting the currency of the revenues with that of expenses, or by differentiating the revenue streams across the various currency zones, and business can naturally enclose their currency risk without the need for the fiscal instruments (Bernoth and Herwartz, 2021).
Netting: It includes consolidating the payables and receivables denominated in various currencies and also offsetting them to lessen the exposure to the currency risk, and by aggregating the transaction across the transactions and subsidiaries, the business can efficiently lessen the need for the external enclosing and lower transaction costs.
Leading and Lagging: This includes the deliberately timing payments and the receipts in expectation of future currency movements, and leading includes accelerating receipts and payments in currencies expected to appreciate, while lagging includes delaying the receipts or payments in currencies supposed to depreciate, and thus alleviating the currency risk (Akomea-Frimpong et al., 2021).
Pricing Strategy adjustments: This includes flexibly adjusting the product prices in answer to the money exchange to uphold the competitiveness and defend the profit limits. The business may decrease or increase prices in international market to offset the affect the currency movements on the revenues and costs.
[bookmark: _Toc162446854]Strategies approaches
Strategic Planning: To reduce reliance on a single currency, an international business can implement strategy such as developing and differentiating their geographic area. They can also enter the market with fixed exchange rates and even currencies, which will effectively mitigate their risk (Cespa et al., 2022).
Comparing centralized versus decentralized treasury administration, this multinational corporation has determined whether it can sustain its forex risks and offers all of its subsidiaries the means to maintain and manage their exposure. Centralized management can assist the business in reaching economies of scale and effectively managing risk. Consequently, the decentralized approach, on the other hand, might assist the organization in quickly responding to local situations.
Effective use of imitative for speculation: According to Cavusgil et al. (2020), the company can effectively use imitation for the assumption and major goals of the multinational company by using enclosing approaches. This approach primarily involves forex assumption and achieving from variable exchange rates, so it is not appropriate and risky for the MNCs to sustain the risk-averse business. This indicates that the approach is ineffective in confronting the company with the danger-reluctant.
[bookmark: _Toc162446855]Foreign exchange rates
Foreign exchange strategies includes a huge range of approaches intends at maximizing fiscal outcomes and alleviating risks in the currency markets, and these strategies influence several methods, which includes trading techniques, like swing trading, day trading, and trend following, that are modified to a particular risk tolerances and objectives. Effective execution of such strategies needs a deep understanding of the international fiscal events, and interest rate gap, and the capability to implement to the developing market situation (Bernoth and Herwartz, 2021).
Economic hedging strategies play an important role in managing the currency risk for MNCs, and forward options and contracts are commonly employed to secure the exchange rates, and facilitating certainty and lessening ambiguity in transactions including multiple currencies. The money market and the currency swaps encloses further and helps in offsetting and hedging the risks which is associated with fluctuations of the currency during the economic transactions.
Operational strategies are important to currency risk management, and leading, netting, diversification and lagging payments are among the operational strategies used to naturally enclose against the currency risk. While lagging and leading payments aid to strategically time transactions on the basis of currency expectations, and operating in various markets spread threats, as increases in one currency can offset the losses in another (Akomea-Frimpong et al., 2021).
Hence, foreign exchange strategies include a inclusive approach to navigating the currency markets, and including both operational and financial tactics. Such strategies intend to maximize fiscal outcomes while successfully managing and alleviating the currency related threats inherent in the foreign business operations.
[bookmark: _Toc162446856]Conclusion
This report outlined the plans which are followed and developed by the MNCS to contradict the challenges and also will focus on the estimation of the theoretical structure efficiently and effectively. Foreign exchange strategies includes a huge range of approaches intends at maximizing fiscal outcomes and alleviating risks in the currency markets, and these strategies influence several methods, which includes trading techniques, like swing trading, day trading, and trend following, that are modified to a particular risk tolerances and objectives.
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