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[bookmark: _Toc169370451]Abstract
This dissertation assesses exchange rate risk management for MNEs and the huge potential impacts that exchange rate volatility presents to numerous international firms. The primary questions addressed are: What are the risks that MNEs have to deal with in exchange rate management? That is how these risks affect the performance of MNE? How can MNEs adopt efficient risk management measures? The study review the current literature and draw from current enterprise practices to establish that transaction, translation and economic risks are the major sources which heavily influence MNE’s financial viability and competitive advantage. Possible solutions that include hedging, natural hedging, diversification, and leveraging on advanced technology is also explored as a way of avoiding or dealing with these risks. The study emphasizes that MNEs need to adopt strong risk management solutions, adhere to legal requirements, and create long-term cooperation. In terms of method, the study is therefore embedded in the qualitative research tradition, with analysis based on theoretical and empirical sources. The analysis affirms that organisational risk managements should take a multiple method when addressing exchange rate risks. The areas that require future research include real-time applications of the advanced risk management, sector-based analysis and the impact of technologies. This paper has provided a holistic view with strategies that will help MNEs in managing the exchange rate risk and maintain steady growth and profitability.
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Chapter 1: Introduction
[bookmark: _Toc169370453]Research Background
Exchange rate risk refers to the unavoidable risk related to foreign investment which is faced by the organisations operating at various international locations. The main cause of the exchange rate risk is the fluctuations in the local currency of a company as compared to the currency of the foreign location in which a company is also operating. The risks of exchange rate are not avoidable completely but there are some techniques which can mitigate the risk. The aim of this dissertation is to investigate the management of exchange rate risks that are mainly encountered by the multinational enterprises (MNEs). The main kinds of risks that multinational enterprises are exposed to are transaction exposure, economic and operating exposure and translation exposure that are generally caused by the volatility of currency (He, Wang and Yu, 2023). The market has become highly competitive and globalisation as well as international transactions of the businesses have become very common. Therefore, the risks of exchange rate not only affect the businesses and multinational companies that operate in the international locations but also highly impacts the small as well as medium sized businesses. This dissertation will analyse the kinds of risks faced by MNEs and will also state some measures to mitigate these risks. The transaction exposure is a kind of risk that arises from the impact of the fluctuations of the exchange rate on the obligations of the company related to receiving and making payments in foreign currency. These risks are easily mitigated because they have a nature of extremely short term and medium term. The translation exposure is another kind of risk arising from the fluctuations in a currency on the consolidated financial statements of a company specially when the company has some foreign subsidiaries. The best example of the multinational enterprises facing translation exposure risks are Amazon, Google and Tesco and other companies as they have to face this exposure for a particularly longer term because of its nature. The last kind of risk that is generally faced by the organisations operating at different international locations are economic exposure or operating exposure (Han, 2021). This is a risk which is comparatively lesser than the other two but is one of the most significant risks. The reason behind generation of this risk is the unexpected fluctuations in the currency on the future cash flows as well as market value of the company because of which it has a longer impact. This impact is substantial because the changes in the exchange rate is unanticipated and highly affects the competitive position of the company even if it is not operating as well as selling the products overseas. For example, a manufacturing furniture company based in U.S., sells the furniture to local customers and takes imports from Europe and Asia at a cheaper price because the value of dollar is quite high as compared to the other two countries and that is why the company has gained competitive position in the market.
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Figure 1: Financial Instruments Risks
(Source: Statista, 2024)
The above figure illustrates a bar graph, which shows the focal financial risks according to the respondents’ perception. These findings depict clients’ perception of risks based on the following questions, where mean options show the following findings: the most significant financial risk is the debt with 79% of respondents followed by inflation at 70%, economic downturn and asset bubble bursts at 69% respectively. Regarding inadequate public infrastructures and services 53% of them have considered it as risk while regarding unemployment only 40% have said that it is a risk. Deficiencies in an essential utility (38%), no employment chance (37%), persistent medical issues (35%), and problems with a vital supply chain (33%) are also considered critical. These findings suggest the existence of myriad financial risks that affect global economies.
The major foreign exchange risks that are faced by the multinational organisations are risks related to financial instruments. In 2023, the major risk of financial instruments all over the world was debt. Almost 40% of international organisations and private businesses were highly concerned with the risk of inflation. Around 29% businesses stated that these risks also impact the overall processes as well as infrastructure (Statista, 2024). It is quite important to properly understand the risks related to foreign exchange. The exchange rate risk is the kind of risk which highly impacts the financial position as well as performance of a business because of the changes in the currencies. This research will focus on managing the risks of exchange rate. The measurement as well as management of the exchange rate risks are highly important to reduce the vulnerabilities of the multinational organisations from major movements in the exchange rates. This analysis helps the organisations to mitigate the risks which can adversely affect the value of their assets and their profit margins as well. Some effective strategies of risk management will also be described in the literature review section of the desert station to manage the risks of exchange rate for the multinational companies. The evaluation of geopolitical events and global economic factors which impact the exchange rate risks will also be done so that multinational companies do not face any kind of exchange rate risk and if they face then they have mitigation strategies. The section of research methodology will also describe various methods that are going to be used in the research to conduct it properly and generate more reliable as well as accurate outcomes. The limitations and recommendations related to the research will also be discussed in this dissertation.
[bookmark: _Toc169370454]Research Aim
The aim of this research is to evaluate the management of exchange rates risks faced by Multinational Enterprises
[bookmark: _Toc169370455]Research Objectives
Objectives:
· To analyse the risks faced by MNEs in managing the exchange rates.
· To examine the impact of risks of exchange rates on the performance of MNEs.
· To create effective risk management strategies for MNEs to manage their exchange rates risks.
[bookmark: _Toc169370456]Research Questions
· What are the risks faced by MNEs in managing the exchange rates?
· Examine the impact of risks of exchange rates on the performance of MNEs.
· What are the effective risk management strategies for MNEs to manage their exchange rates risks?
[bookmark: _Toc169370457]Justification of the Research
The multinational enterprises have to operate in international locations with diverse markets all across the world that exposes them to different kinds of risks including the fluctuations within the exchange rates. The risks related to exchange rate arise from the changes in the value of the currencies that are related to each other and impact the profitability, financial stability and the competitiveness of the multinational enterprises. Effective maintenance of the risks of exchange rate is highly essential for the multinational enterprises to minimise the potential losses that an organisation can face and also ensure sustainability within their operations. The aim of this research is to analyse the mitigation strategies that a multinational enterprise can use to minimise the risks of exchange rate and manage its effectiveness as well. The justification of the research is based on its activities, research objectives as well as the research methodologies. The findings that are going to be obtained from this research will offer valuable insights about the practices as well as strategies that the multinational enterprises can use to mitigate the exchange rate risks. This information obtained from the findings is also beneficial for the business managers and other financial executives working in the multinational forms to develop effective strategies of risk management. This research is going to contribute in providing a proper knowledge on the management of exchange rate risks by providing a complete analysis on various kinds of strategies that can be employed by the multinational companies. This research will also assist in determining gaps in the existing literature and will also suggest different areas for conducting future research. The fluctuations in the exchange rate significantly impact the entire global economy in which the company and its subsidiaries are performing. Proper understanding on the management of exchange rate risks for the MNEs helps in formulating proper policies to promote growth as well as economic stability. The research findings will also be used by the managers of the companies to improve their practises of risk management and enhance the entire competitiveness in the international market. The objectives of this research show the justification and accuracy in the research because these objectives involve a proper analysis on different kinds of exchange rates risks and their management. These will also examine the influence of these risks on the overall performance of MNEs. Effective strategies such as hedging strategies of risk management and foreign debt management are also going to be created in this research for MNEs to manage the risks of foreign exchange (Kim et al, 2020). The evaluation of global economic factors as well as geopolitical events and their influence on the exchange rate risks for MNEs will also be done. The use of qualitative data will help in analysing relevant information from the topic and data collection through secondary methods will also maintain its authenticity. Therefore, the aim of this research highly justifies the need of analysing risk management strategies for the multinational enterprises for the risks faced by them related to foreign exchange.
[bookmark: _Toc169370458]Research Significance
A crucial aspect in the operations as well as processes of the multinational enterprises is their risk management strategy. The management of risks related to exchange rate has long term implications on the financial performance as well as strategic processes of decision making of the company. This research is highly important for multinational enterprises to understand the kinds of risks impacting their financial performance and create robust risk management strategies. This analysis is highly important to examine the effectiveness of their existing methods of managing risks and also identify different improvement areas that are constantly impacting their performance such as foreign direct investment (Lily et al, 2020). These strategies will basically help the multinational enterprises to create the best practices related to the management of international finances and their performances. The significance of this research also includes the achievement of all the research objectives and contribute towards providing critical knowledge on the management of exchange rate risks for the multinational enterprises. The findings obtained from this research will not only improve the academic understanding of the readers but will also provide some practical recommendations to the multinational companies to improve their existing strategies of managing exchange rate risks and improve their overall processes as well as operations. This research will help MNEs to reduce the complex factors of the global markets that affect their performance and improve their ways to handle the risks of foreign exchange. Therefore, it is essential for MNEs to minimise foreign exchange risks to gain competitive advantage in the international business environment.
[bookmark: _Toc169370459]Research Rationale
The management of exchange rate risk is a very important component for the overall success and financial gains of the (MNEs) multinational enterprises operating in international markets. The expansion of the operations of multinational organisations internationally makes their exposure with the fluctuations in the currency rates significantly influences their financial performance, value creation and competitive abilities. Hence, proper understanding about the nature of different kinds of exchange rate risks helps the multinational companies to develop effective risk management strategies and gain sustainability as well as long term profitability and success. This research has an aim to investigate all the important problems faced by the multinational enterprises at the time of evaluating the risks of exchange rate and for creating strategies for managing all these risks. The objectives of this research include examination of different types of risks and their nature to develop important insights and minimise the challenges related to foreign exchange risks. Proper analysis on the impact of fluctuations of exchange rate on the financial performance indicators like shareholder value, profitability and revenue of the company helps them to create robust strategies. The analysis of various information in this research will properly identify the impact of the foreign exchange risks on the competitive financial position of the multinational companies and their management of political risk and international tasks (Ali et al, 2021). This research has an objective to develop actionable and practical strategies for the companies to mitigate the risks of foreign exchange. These strategies also include financial analysis, operational strategies and hedging techniques for mitigating the influence of fluctuations of the exchange rate on the overall financial performance of the international companies. The valuation of different global economic factors as well as geopolitical events provides a wider analysis on the factors of the macroeconomic environment in which the multinational enterprises are operating. These external environment factors include inflation, interest rates and other geopolitical events as well. Proper understanding about these factors and their influence on the company's performance helps in creating proper strategies of risk mitigation.
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[bookmark: _Toc169370461]Exchange Rates Risks
An exchange rate is an important component of international finance and plays a considerable role in the economic operations of countries and MNEs. They show the relationship between two currencies in terms of conversion and are vital in international business and commerce activities. Exchange rates are likely to change because of the speculation in the foreign exchange markets, difference in inflation, relative interest rate and other economic factors. Auboin and Ruta (2013) give a synthesis of the literature on exchange rates and trade with emphasis on how volatility affects trade. They talk about how exchange rates can be volatile and affect the trade costs thus becoming a factor that influences exporters and importers’ decisions. It is widely established that some firms manage exchange rate risk, while others may decide to take it as a part of the risk strategy due to factors such as the size of the firm and structure of the market.
In assessing theoretical frameworks for exchange rates in the context of risk, Obstfeld and Rogoff (2003) provide a comprehensive exploration of the subject. It stresses that exchange rates depend upon the relative risk factors of countries and political steadiness and economical outcomes of the countries are these vital risk factors. Their work focuses on the field of exchange rate indicating that they are not only supply and demand prices, but also bear relation to the macroeconomic policies and conditions. Mouna and Anis (2016) discuss exchange rate risk and its impact on financial stock returns during the financial crises. By applying the framework of AGARCH-M, they examine how those interrelated risks operate and influence the financial markets. Based on their research they found that exchange risk affect stock return in a great deal especially during the period of economic turmoil hence the need to manage exchange risks as a way of achieving financial stability.
Williamson (2009) gives a descriptive background to exchange rate economics where the author takes his readers through a variety of models and theories that are used to understand exchange rates. He highlights the fact that while the main previous models derive from the interest differentials and economic fundamentals, recent theories use some elements of behavioral finance to explain the sometimes ‘irrational behaviour’ of clients. Williamson’s analysis shows that exchange rate determination is a very definite phenomenon and in order to model it one needs to include many factors into equation. Arvi et al. (2023), for instance, analyse the Covid factor influencing exchange risks for MNEs’ in emerging market economies. MVaR model is used by Their study to quantify conceivable losses in the course of the pandemic disaster. They establish that the pandemic affected the exchange risk in one way or another and that this resulted to heightened risks for the MNEs. Their research raises awareness on effective risk management techniques that can be applied to minimize the effect of such global volatilities on Exchange rate risks.
Avdjiev et al. (2019) examine the dependence on the exchange rate of the US dollar as a global shock. They noted that due to the fact that most of the world addresses its financial needs through US dollars, it can be posited that an up or down movement of the dollar can affect investment and exportation around the world. Their work demonstrates that usually a stronger dollar is viewed as a sign of tighter financial conditions internationally, these will have more impact on EMs. This shows how global financial markets are linked and the importance of the US dollar exchange rate in world economical balance. In the papers by De Grauwe and Grimaldi (2018), the authors attempt to explain movements in the exchange rates which is in the behavioral finance line of thought. They put forward a system whereby the agents have several forecasting rules and they alternately employ each of them depending on the returns it yields. This model can produce many types of dynamic behavior such as formation of bubbles and crashes of the foreign exchanges, which actually exist in the market. This they recommend about the psychological and behavioral matters that affect players within the foreign exchange marketplace.
Thus, it can be concluded that exchange rates are one of the pillars of the global financial system that are determined by numerous factors including sound macroeconomic fundamentals but also behavioral factors. Hence, theoretical literature demonstrates that the exchange rate behaviour is predetermined with unpredictable patterns and is a significant concern for firms and organizations involved in the international markets. This awareness is vital to enabling MNEs avoid the volatility associated with exchange rates as they formulate their strategies.
[bookmark: _Toc169370462]Exchange Rates management risks for MNEs
The effective management of exchange rates risks is essential for the Multinational Enterprises. The turnover in the markets of global foreign exchange reached to $7.5 trillion per day in 2022 (Drehmann and Sushko, 2022). This means the market has become highly volatile that increases the need of managing risks. Managing risks of exchange rate for MNEs based in the United Kingdom is needed because of volatility as well as impact of the fluctuations of currency on the operations competitiveness of the companies in international markets. Exchange rate risk management is essential for MNEs of the UK specifically due to the influence of fluctuations of currency on their profitability. The fluctuations in the foreign exchange rates significantly impacts the foreign expenses and foreign revenues of the company into the base currency (Khan, 2014). For example, when the rate of pounds strengthens against the currencies, the profits generated in the foreign currencies show less worth of pounds that reduce the profitability of the company. On the other hand, the weaker value of pounds has the potential to improve the profitability by enhancing the value of pounds of foreign earnings.
Furthermore, the fluctuations in the exchange rates are important to manage the cost structure of MNEs of the UK. These fluctuations impact the cost structure, such as costs related to labour, inputs and raw materials that are purchased in the foreign currencies, of the companies operating abroad. A stronger value of the currencies can decrease the import costs and a weaker value of the currencies can enhance the costs of import (Taarup-Esbensen, 2018). This affects the overall competitiveness of the MNEs operating in global markets and either decreases or increases the costs. The volatility in the exchange rates can provide some uncertainties in the cash flows for the MNEs operating in various sectors of the United Kingdom that impacts the economic growth of the country as well (Morina et al, 2020). Fluctuations taking place in the rates of exchange highly impacts the amount as well as timing over both cash outflows and inflows. This creates challenges for the organisations to strategically plan their investments, payments of dividends and repayments of debts. This kind of uncertainty also enhances the foreign exchange risk for multinational enterprises especially for those companies that significantly have international operations and processes.
The importance of managing exchange rate risks for multinational firms also lies in different kinds of mitigation strategies. Properly understanding the concepts of exchange rate risks provides some management strategies so that all these risks are properly mitigated, and these international companies can work with more profitability and improve the overall brand reputation in both the local as well as international markets. The fluctuations in the exchange rate risks are mitigated by different strategies such as diversification and natural hedging strategies (Bergman and Rosén, 2021). These strategies are essential to maintain the profitability of the multinational companies because one of the major impacts of exchange rate risks on the multinational company is the effect on profitability. The depreciation within the local currency against the currency of the base country of the international organisations which operate in different countries faces decreasing profits. The fluctuations within the rates of foreign currency affects the sourcing costs, production costs and selling costs of the international businesses. The cost structure as well as supplier relationships highly impact the competitiveness of the organisations in the global markets.
The volatility within the rates of foreign exchange leads to extreme uncertainty in the cash flows for multinational companies. The major challenges involved in this volatility are the strategic planning related to repayments, debts and investments. The understanding of Exchange rate risk management helps the company to manage the volatility of exchange risk that leads to uncertainty in the profitability of MNEs. The companies also have to translate their financial statements into the foreign currencies for the foreign subsidiaries. Stronger base country currency makes the exports quite expensive and weaker base country currency make the imports expensive. The usage of financial instruments by multinational companies such as options, swaps and forward contracts to hedge the risks of exchange rate has increased because of the increasing risks. The hedging instruments forecast exchange rate volatility that enhance the costs for the company and finances as well as the financial position of the companies get impacted from this (You and Liu, 2020). Therefore, effective management of the risks related to exchange rate is highly crucial for multinational businesses operating in the United Kingdom and having subsidiaries and branches in other countries. The management related to exchange rate risks ensure stability in the operations of the companies at both national and international regions.
[bookmark: _Toc169370463]Impact of Exchange Rates on MNEs
Exchange rates are highly essential in maintaining the profitability as well as operational efficiency of the multinational companies of the United Kingdom. Exchange rates affect the costs related to exports as well as imports, the value of foreign investments and competitiveness in the global markets. The global economic factors highly affect the exchange rates which causes fluctuations and provides risks to the multinational enterprises. There is a relationship between interest rates, a global economic factor, as well as exchange rates as per (Keynes, 1936), as per Keynesian economics suggests that interest rates, set by a country's central bank, influence the flow of capital between countries. Higher interest rates attract foreign capital, leading to an appreciation of the domestic currency. Dress rates are the important determinant of the exchange rates because higher rates of interest attract foreign investors who are looking for higher return on investments that leads to enhancing the demand for the currency of the country and appreciation in the value. The Bank of England enhanced the interest rate to 5.25% because of the inflation of the United Kingdom and this rate is the highest in 15 years (The Economic Times 2023). The increase in rates of interest strengthened the value of (GBP) British Pound against various currencies such as (EUR) Euro and (USD) US Dollar. On the other hand, lower rates of interest appreciate the value of the currency and the investors look for higher returns somewhere else. For the multinational firms of the United Kingdom, interest rates in the main markets such as the Eurozone and US significantly impact their operations and affect their investment decisions, borrowing costs and competitiveness in the markets where they export products and services.
Inflation rates are one of the major factors of the global economy that plays a crucial role in fluctuating the exchange rates. Countries which have significantly lower rates of inflation experience appreciation within the currency value because the buying power of the currency enhances as compared to other countries. The Consumer Prices Index of the United Kingdom has increased in April 2023 by 1.2% that has enhanced the overall inflation of the country (The Office for National Statistics, 2023). Because of this reason, the value of the currency of British pounds used within the countries has enhanced. The companies which have higher rates of inflation see depreciation in the value of the currency which impacts the operations of the multinational enterprises operating under those areas. The multinational enterprises of the United Kingdom face inflation rates that impact their competitiveness regarding exports as well as the prices of imported services and products that further affects their performance and profitability. The economic indicators of the country such as employment rates, consumer spending and gross domestic product growth influence the rates of exchange. Strong performance of the economy is because of the increase in gross domestic product along with strong consumer spending and lower rates of unemployment. This is quite essential to attract the foreign investors and bring appreciations within the value of the currency. Weakness in the economic indicators provides depreciation within the value of the currency (Eun and Resnick, 2018). The multinational businesses operating in the UK have to monitor the economic indicators effectively in the important markets to assess the conditions of the market and create informed decisions for their businesses.
Political stability as well as economic performance are the crucial factors which impact exchange rates. Countries such as the United Kingdom, the United States and Europe have stable governments and strong performance of the economy which are highly essential to attract more foreign investors and bring appreciation in the value of their currency. On the contrary, instability in the political environment and uncertainty in the economy leads to depreciation in the value of the currency because investors do not look for the countries which have an uncertain economic environment (Hill and Hult, 2019). The international businesses of the United Kingdom have to properly research the economic developments in the markets in which they are operating so that operational impacts get decreased and their investment decisions do not get affected (Zhou et al, 2020). The debt taken by the government of the country highly impacts the rates of exchange. Countries in which government debt has higher levels struggle to attract the foreign investments and their currency is also less valued as compared to countries which have less debt. The appreciation in the value of any country’s currency is based on lower levels of debt taken by the government. The proper analysis of debt levels of government in the key markets are essential for the international firms of the United Kingdom to create the investment decisions and strategies for managing exchange rates risks (Auboin and Ruta, 2013). Therefore, global economic factors are essential to be considered by the MNEs because these bring fluctuations in exchange rates that impact the profitability and competitiveness of the MNEs.
[bookmark: _Toc169370464]Geopolitical Events influencing Exchange Rate
Geopolitical events are important in shaping the strategies for managing the exchange rates for the multinational enterprises of the United Kingdom. These events have a crucial influence on the currencies’ value that affects the operations, profitability and investments of MNEs. One of the major geopolitical events in the United Kingdom that has impacted the operations of MNEs in the UK is Brexit (Salisu, Cuñado and Gupta, 2022). The United Kingdom has voted to exit the European Union in 2016 that has brought volatility in the worth of the British Pound. Brexit has also caused some uncertainties in negotiations, economic relationships and trade agreements between the European Union as well as the United Kingdom which has impacted the exchange rate as well. The outcomes of this decision of the United Kingdom have made the value of British pounds extremely lowest. This decline in the pound had significantly impacted the operations as well as investments of the multinational enterprises of the United Kingdom which are working in different countries. Another geopolitical event that has taken place was trade wars, specially between the US and China that has impacted the rates of foreign currencies (Lessard, 2019). This has also imposed various trade barriers as well as tariffs for the enterprises and has disrupted supply chains that has further enhanced costs for operating and provided currency fluctuations. The volatility in the currency of the US dollars and Chinese Yuan has posed trade negotiations and tariffs that have fluctuated the exchange rate and exposure of multinational enterprises of the United Kingdom in these markets.
The political environment of the United Kingdom is very unstable and not only in this country but the major economies of the world face political instability that highly impacts the rates of exchange. The major events leading to instability in the political environment are elections, geopolitical stresses and changes in the state or government. These events bring uncertainty in the industries as well as markets and affect the overall value of almost every kind of currency. The general elections of the United Kingdom and negotiations with the European Union has provided volatility in the exchange rate of the British Pound. This uncertainty has provided negative outcomes and led to fluctuation of the currency against major countries which has impacted the entire operations and profitability of the enterprises operating in the industries of the United Kingdom. Natural disasters as well as pandemics such as Covid- 19 are also the major geopolitical events that directly impact the exchange rates and provide risks of exchange rates to MNEs. The major impacts of these events on the international enterprises are disruption in supply chains, impact on the economic activity and changes in the investors and all of these directly impacts the values of currencies. Corona virus pandemic has declined the value of British Pound against different currencies such as the EUR and the USD (Feng et al, 2021). Pandemic has had an economic impact including travel restrictions as well as lockdowns which have declined the activities as well as confidence of investors towards the economy of the United Kingdom and brought depreciation in the value of the British Pound.
The monetary policies, changes in the interest rates and fluctuations in the inflation as well as recession also impacts the rates of exchange for the country and provide exchange rate risks to all the organisations operating within the country. Monetary policy changes by the Bank of England impacts the foreign exchange rates. The decisions related to interest rates and other programmes affects the confidence of investors towards the organisations of the country and also changes inflation and recession measures. The decision of the Bank of England to cut the rates of interest with respect to the impact of the coronavirus pandemic on the economy has depreciated the value of the British Pound (Arvi, Manakyan and Khazeh, 2023). The lower rates of interest have decreased the attractiveness of investors as well towards the United Kingdom and its businesses and declined the overall economic value of the country. The relationship between interest rates and exchange rates is a critical aspect of international finance, influencing global trade, investment, and economic stability. 
[bookmark: _Toc169370465]Exchange Rates Risks affecting performance of MNEs
The overall performance of the multinational enterprises is highly affected by the risks of exchange rates, and these are the crucial concerns for the enterprises operating under the industries of the United Kingdom. The United Kingdom is positioned as one of the leading countries in the world regarding top businesses and for the profitable as well as stable economy. Fluctuations within the rates of foreign exchange significantly investigates the affects the competitiveness of the multinational enterprises and impacts their financial position in the market as well Warren, Seetanah and Sookia, (2023). The four major kinds of exchange rate risks impacting Multinational Enterprises (MNEs) are transaction exposure, translation exposure, economic exposure, and strategic exposure, as discussed by scholars such as Jeff Madura, and Alan Shapiro (Shapiro, 2014). Transaction exposure affects a company's cash flows and profitability due to currency fluctuations in financial obligations. Translation exposure impacts reported earnings and equity when consolidating financial statements from foreign subsidiaries. Economic exposure influences long-term cash flows and market value by altering competitive dynamics and operating costs Strategic exposure affects long-term planning and investment decisions based on anticipated currency movements. Understanding and managing these risks is essential for MNEs to enhance financial stability and competitive positioning in the global market. These risks directly and indirectly provide a negative impact on the profitability of the organisations which have operations in different countries because of the subsidiaries and their branches.
The risk of transaction exposure generates when potential losses and potential gains are faced by the multinational businesses because of the fluctuations in the rates of exchange at the times of settling different transactions. For the MNE based in the United Kingdom, a strong value of pound can reduce the value of foreign sales when it is converted back to the base value whereas the weaker value of pound enhances the costs related to imports. The trade in products deficit has broadened by £1.4 billion to £49.9 billion in 2023. The trade in services has shown a surplus by £4.8 billion to £34.9 billion (Office for National Statistics, 2023). The trade deficit of the products has impacted the exchange rate and enhanced the costs of products import. For instance, a clothing retailer of the United Kingdom imports products from China. If the value of British pound decreases and the Chinese Yuan remains same then the costs related to import the garments will enhance that will reduce the profit margins of the UK based retailer unless they accordingly adjust the prices
Translation exposure risk happens when the financial statements of foreign subsidiaries are consolidated by MNEs into the currency of the parent company. The fluctuations in exchange rate can either provide losses or provide gains to the MNEs when they face translation exposure risk and this impacts their financial health. Brexit has depreciated the value of the pound and provided significant losses for the multinational enterprises operating with foreign countries and based in the United Kingdom. There is an example of translation risk faced by the United Kingdom based pharmaceutical firm that has its subsidiary companies in the Eurozone. This company has seen the decrease in the value of profits obtained from euros when translated into the currency of the UK, that is the pound if the value of the pound string as compared to the euro. Economic exposure is the risk that happens when the fluctuations within the rates of exchange impact the competitive performance of the multinational businesses in the international market. A stronger value of the pound makes the exports of the United Kingdom more expensive and leads to decreased competitiveness and this the major cause of exchange rate volatility (Umoru, Akpoviroro and Effiong, 2023). The weaker value of the pound provides benefits to exporters but also enhances the overall cost of imports. The volatility of exchange rate is an important concern for the exporters of the UK because it provides them challenges and affects their profitability as well as overall performance. The depreciation within the value of the British Pound enhances the costs related to imported components for the UK based international companies and hence, this offsets the advantages of higher revenues from exports. One of the major kinds of exchange rate risks that impact the overall performance of MNEs based in the UK is the strategic exposure risk. The changes in the exchange rate impacts the decisions made by MNEs for their strategies as well. The major decisions that are impacted by strategic exposure risk are pricing strategies, sourcing of various inputs and location of the manufacturing facilities (Eiteman, Stonehill and Moffett, 2016). Multinational businesses have to consider all these factors for mitigating the associated risk obtained from the volatility of the rates of foreign exchange. When a technology company based in the UK has to choose components for sourcing from different countries then they will choose them in a way so that their exposure risk related to exchange rate can decrease. Therefore, the risks of exchange rate highly impact the competitiveness as well as the performance of MNEs of the UK because these risks are quite complex and require effective strategies of risk management.
[bookmark: _Toc169370466]Strategies for MNEs to manage Exchange Rates Risks
The management of risks related to exchange rate is a significant concern faced by the multinational companies located in the United Kingdom because of the uncertainty in the markets of currency and changes in the foreign exchange rates. Fluctuations in the rates of exchange and sovereign risks impacts the overall profitability and competitiveness as well as cash flows of the companies of the United Kingdom in the international market (Della Corte et al, 2022). The effective management of these risks requires various strategies for the multinational enterprises to be employed within their business to improve their stability as well as protect them against the movements of the currencies. One of the important strategies that multinational enterprises can use is natural hedging strategy. This strategy includes matching costs as well as revenues in the similar currency. For example, the UK based organisation which exports products to another country and incurs expenses in dollars for all the raw materials (Khan, 2016). The company can invoice all the exports in dollars and by this way they can hedge the exposure of currency naturally because any fluctuations in the exchange rate will provide a balanced influence on both the revenues as well as the costs.
[bookmark: _Toc169370467]Literature Gap
Scholars and researchers have discussed extensively the different forms of exchange rate risks and their consequences on MNEs in the review of the literature. However, there are some gaps that have been identified and remained untouched to some extent. First, although the previous literatures offer a broad yet profound qualititative/quantitative analysis of the impacts of exchange rate volatility and misalignments on trade and financial performance, there is a paucity of cogent investigation into the real- life implementation of sophisticated risk mitigation techniques for different economic environments, especially the emerging markets. Most of the works like that of Auboin and Ruta (2013) and Obstfeld and Rogoff (2003) strengthened the theory and general effects but fail to explicate the strategic issues and measures in the fluctuating markets. Furthermore, the literature also focuses on the concepts of hedging and natural hedging, although more research has been conducted to investigate the actual efficiency of these strategies based on industries and markets. For instance, even though the effects of hedging on stock returns, particularly in the course of emergent crises were illuminated by Williamson (2009) and Mouna and Anis (2016), the exact consequences and the best practice for MNEs in different sectors remain unanalysed. An emphasis is on sector-specific research that would offer relevant information for the particular industries and their risk environments and processes.
The two areas, however, present another significant gap in the literature by having a very narrow focus on the incorporation of technological advancements in exchange rate risk management. It is recognized that application of advanced analytics and artificial intelligence in forecasting and managing of risks is possible, as noted by Della Corte et al. (2022), however, the literature lacks empirical research on organistional realisation of these technologies. Filling this research gap can offer MNEs useful recommendations for the application of technology for stronger risk management. Moreover, while researchers have examined how factors including the most recent economic shock like Covid-19 affect exchange rate risks, there is a knowledge gap on how such shocks affect the risks and/or how exchange rate risk management has advanced over time . These investigations could help to provide important information about the possibilities of MNEs when long-term economic instability is concerned.
Also, the regulatory and compliance issues of exchange risk management are typically discussed but not critically reviewed in the literature. Contractor et al. (2020) mentioned regulation briefly, although, to the presently identified gap, there are no broad studies that would explain the varied regulatory issues MNEs encounter in various geographic locations and how the aforementioned influence their risk management framework. It is crucial to enhance one’s knowledge of the interconnections between regulations and risks management to create consistent, legal, and efficient strategies. In conclusion, although the existing literature has established a rich body of knowledge, filling these gaps through appropriate empirical studies, the analysis of risks at the sector level, and the application of the advanced technologies will greatly contribute to the effective assessment and management of exchange rate risks for MNEs.

[bookmark: _Toc169370468]Chapter 3: Research Methodology
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Figure 1: Research Onion
(Source: Saunders et al, 2009)
This research methodology has been carried out by the “Research Onion” method. The research onion is a conceptual process created by Saunders. This framework helps the researchers to understand about different stages or layers required in conducting research effectively. Research methodology is an effective stage for ensuring the overall success and positive outcomes from the research. Each layer in the research onion shows various aspects within the processes of research and also provide assumptions to collect as well as analyse data. The description of stages of the research onion are described as follows:
[bookmark: _Toc169370469]Research Philosophy
Research philosophy is the first layer in the research onion. This stage shows the beliefs of researchers regarding the acquisition of knowledge for the purpose of conducting research study and about the nature of knowledge as well. Research philosophy is the base of the research study because it states the set of beliefs on which the research is built on. The two points of views used for describing research philosophy are ontology and epistemology. Ontology is how and what we understand means what the nature of knowledge is and how we will understand this nature (Al-Ababneh, 2020). Epistemology states how to obtain knowledge and understand various processes in the research. Basically, research philosophy is highly essential to generate assumptions and create the foundation of a research study. The major research philosophies that are used within a research study are positivism, pragmatism and interpretivism. The researchers understand the knowledge that is going to be understood objectively and do not include personal opinions and viewpoints in the positivism research philosophy. The entire knowledge obtained from this method is based on observation and measurement and is not based on the reasonings provided by human beings. The second type of research philosophy is the interpretivism philosophy that focuses on the impact that cultural as well as social factors have on individuals. This philosophy highly emphasises on ideas and thoughts of people and the researchers also generate the holistic opinions of the participants as well as their meanings, thoughts and actions (Bryman and Bell, 2015). Pragmatism is another kind of research philosophy that describes the significance of using the potential tools for investigating a study. The aim of pragmatism philosophy is to conduct the research from a practical opinion where knowledge is constantly interpreted and questioned and is not at all fixed.
For the purpose of this research, the researchers have utilised interpretivism research philosophy. Interpretivism philosophy of research is essential to understand the phenomena from the opinions of people who are actually experiencing those situations (Creswell, 2013). It is dependent on the context provided by the individuals and suits well with qualitative research (Newman and Gough, 2020). The topic of the research is quite complex because the researchers have actually analysed the multinational enterprises and hence, this philosophy will help the researchers to study the behavior, experiences and beliefs through analysing the data related to the exchange rate risks faced by the multinational companies. The study focuses on shaping the entire process of research by helping the researchers to recognize biases, perspectives and experiences related to the study. Therefore, the interpretivism research philosophy is effective to generate positive outcomes from the research.
[bookmark: _Toc169370470]Research Approach
Research approach refers to the processes that are utilised by the researchers in the research to conduct it effectively and generate positive as well as accurate outcomes. Inductive, abductive and deductive are the three kinds of research approaches that are widely used in conducting a research study (Zawacki-Richter et al, 2020). It is important for clearly identifying the research approaches because it helps the researchers to inform their decisions for collecting and analysing data as well. Research approach basically describes all the processes needed for systematically collecting the data, organising the data and also analysing the information that is relevant with the topic of the research. Abductive approach is a research approach that gives the explanations regarding the observations that are generated through using both inductive approaches as well as deductive approaches. Deductive approach of research starts with creation of a theory and then the testing of different observations as well as the data that has been collected for conducting the study (Thomas, 2003). Inductive research approach is a kind of research approach that develops different theories that are based on specific observations as well as data.
Inductive research has been used by the researchers to conduct this research methodology. Inductive research approach includes specific observations regarding the phenomenon and then creates theories and generalisations. This approach is highly beneficial to conduct secondary research and the related processes because it includes proper analysis of the information and data relevant with the research topic (Newman and Gough, 2020). Inductive research helps the researchers for exploring a phenomenon in depth with the help of reviewing existing data and also help in generating new theory on the basis of the data. Inductive approach provides proper understanding about the topic of the research because it examines a variety of perspectives as well as sources. Inductive research helps in developing concepts and theories that are relied on the themes and patterns identified in the literature. This approach has provided flexibility to the researchers to involve new ideas and insights within their study. Researchers have also saved time to collect data and with this approach they have focused more on interpreting and analysing the data effectively. Therefore, an inductive approach is helpful to conduct this study because it has helped in saving the time of the researchers and providing positive outcomes of the study.
[bookmark: _Toc169370471]Research Strategy
Research strategy refers to the entire plan of different methods as well as strategies used to carry out the research study. Selecting the type of data is the first and foremost research strategy that is needed to be considered. Quantitative, mixed and quantitative are the three types of data that are generally used to conduct the research study. Qualitative data shows all the information that do not contain any number and only contain non numerical information and data (Pandey and Pandey, 2021). Quantitative data includes only numerical data and numerical information related to the research topic. Mixed method basically uses both quantitative along with qualitative data in conducting the research. Research strategy also involves the usage of case study, exploratory and descriptive research kinds. Case study approach in host the detailed description regarding the topics of the research to generate insights and outcomes (Kumar, 2014). Exploratory approach in the research methodology investigates all the research questions in depth and generally has qualitative nature. Descriptive research explains the current phenomena by showing different characteristics of the phenomenon and population.
For the purpose of completing this research the researchers have utilised qualitative data. Qualitative data is essential to bring accuracy as well as reliability in the research processes because it allows the researchers to understand all the expressions in depth and generate deep knowledge from the data. Qualitative research provides detailed as well as rich data that is essential to generate insights. Qualitative research is also very flexible and permits the researchers to apply their own approach on the basis of the generated findings. This flexibility is highly important while conducting the research by using secondary data because in this data the researchers utilise existing sources as well as sets of data and hence adaptability and flexibility are needed. Qualitative method has helped the researchers to interpret all the information effectively and generate meaningful conclusions from the information. Along with the qualitative research method the researchers have used exploratory research for conducting this study. Exploratory research has enhanced the familiarity of the researchers with the research topic and provided broad understanding that has saved time for the researchers to conduct the study as well (Thambinathan and Kinsella, 2021). Exploratory research is also useful to generate new ideas and this has held researchers to use new perspectives while conducting this research. Exploratory research has also informed the design for all the research methodologies that are going to be used within the research study. Hence both qualitative as well as exploratory research approaches are beneficial for this study because these have provided a deep understanding on the topic.
[bookmark: _Toc169370472]Research Choices
Research choices is another stage within the research onion. This layer decides different kinds of data types such as quantitative and qualitative that are going to be used in the research methods. The three kinds of research choices are multi method, mixed method and mono method. Using mixed methods within the research states that the researchers have used both qualitative as well as quantitative methods of research in the study (Priya, 2021). Mono method is the approach in which only one kind of data either quantitative or qualitative, is used for conducting the entire research study. Multi method is a type of research choice in which a variety of approaches are used and these approaches are either quantitative or qualitative or both or one or more qualitative and quantitative approaches. This research requires proper analysis of the online databases, and the use of qualitative research has been done. Therefore, it is quite important to select the method which brings clarity in the processes and helps the researchers to conduct the entire research with more effectiveness.
For this research study, the mono-method has been used by the researchers. This approach is used because it is easy to analyse the resources obtained from online sources through a qualitative approach. The use of a single method of research has simplified the entire process and made it easier for the researchers to understand, collect and analyse the data. Researchers have also ensured the reliability and consistency of collected data which has improved the validity of the findings and also enhanced the quality of the outcomes (Jahja, Ramalu and Razimi, 2021). Mono method used in the research is a cost effective method as compared to the use of multiple methods because it needs fewer resources and consumes less time. This is advantageous for the researchers because they have to face limited time constraints and budgets constraints. The researchers have highly focused on bringing analysis on the aspect of the research study so that detailed findings and in depth outcomes have been analysed and drawn from the study.
[bookmark: _Toc169370473]Time Horizon
The stage of time horizon in the research onion describes the points in time taken by the researchers to gather the data. Cross sectional time horizons and longitudinal time horizons are the two kinds of time horizons proposed by Saunders in the research onion. The cross sesh null method describes the collection of data at a single point from the sample population and specific group or from the journals as well as databases. This method basically provides the population at a particular point of time. This method is used for understanding the existing characteristics and state of the population or situation used within the study. In this method, researchers prefer to gather data from a sample population at a specific time by using observations, interviews or surveys. This method is also useful for analysing numerical data and not mainly qualitative data. Longitudinal method includes data collection over a longer time (Nayak and Singh, 2021). That allows researchers to observe all the developments and changes taken place over a period of time. This approach is helpful to understand the changes in variables and development in the trends that are going to impact the research study. Researchers basically collect the data from the same sources repeatedly in this method to understand the changes in the data over different periods.
The longitudinal time horizon has been used by researchers within this study that has involved the collection as well as analysis of information over a longer period. This method has helped the researchers to analyse all the changes occurring within the information over time. The researchers have also obtained valuable insights that they have applied in the research to maintain its validity and reliability (Suri, 2020). Consistent tracking over the changes in the data have helped the researcher to decide any changes or areas of improvements within the research study. This method also provides valuable evidence to the researchers and also analyse complex information available in the data. Therefore, this approach has helped in drawing valuable outcomes from the research study.
[bookmark: _Toc169370474]Techniques and Procedures
Techniques and procedures aimed at research onion describes the way of collecting data as well as analysing the data and the strategies of sampling. Data collection process includes a primary method and a secondary method to collect data for the research study (Nayak and Singh, 2021). Primary data is the first hand data collected by the researchers through surveys, observations or interviews by directly asking questions from the sample population. Secondary data is the method through which data is collected from some online databases, journals, articles and other published sources that are actually collected by some other researchers and then used by the researchers for conducting the study. Sampling is a technique to find the human participants or the actual group of people for conducting the research study (Creswell and Creswell, 2018). In this research, there are no human participants involved because all the data has been collected through a secondary method. Data analysis refers to the process of analysing the collected data properly and examining all the necessary information from the data. For analysing qualitative data thematic analysis method is used and for examining quantitative data SPSS method is used,
The researchers have used the secondary method for collecting data in this research because it is cost efficient and also takes less time. The researchers have collected the information from online websites, journals, books, articles, libraries and other published sources. All these data have been made easily available for the researchers and also provided proper outcomes for this study. This research has been performed by using qualitative research methods and that is the reason behind selecting thematic analysis for analysing the qualitative data (Pandey and Pandey, 2021). The researchers have used thematic analysis because it is appropriate and also provides accurate results. Thematic analysis method basically creates themes on the basis of the topics and ideas used within the research study. Because of this the researchers have easily identified the themes and analysed the data and also explored some new perspectives related to the research study.
Research Reliability and Validity: Research reliability is the method that describes the consistency within the research findings. Reliability in the research conducted through secondary methods ensures the trustworthiness as well as accuracy of the data collected from different online sources. Reliability of a research includes credibility of the online sources such as academic journals, established databases and government publications that have been used by the researchers as well in this research. The consistency of the information has also been maintained by the researchers and all the processes such as sources documenting and methodology have also shown proper transparency. Research validity states the accuracy of the research study and also shows the proper evaluation of the concepts used within the study (Flake et al, 2022). Validity is essential in the secondary research because it ensures the information and findings generated from the sources are relevant and reliable with the research objectives. There are different aspects to ensure that the secondary research is valid and these aspects have been used by the researchers to maintain the validity of the research. All the sources that are selected by the researchers are current as well as relevant with the research topic. The research methodology has also stated the way through which data has been collected and analysed and also outlined appropriate ways to fulfil the research objectives. The reliability as well as credibility of the sources have been maintained by the researchers and accuracy as well as unbiasedness of the sources have also been considered. Hence, reliability as well as validity of the research have been maintained by the researchers.
Ethical Considerations: This research has been conducted by using qualitative methods along with the secondary data collection method. This means that non- numerical data have been collected and analysed through online databases and other online sources. To maintain the integrity of the research, it is quite important to carefully consider all the ethical principles and protect the institutions and individuals involved in conducting this entire research. As there are no human participants involved for surveys and interviews but there are the researchers and other individuals involved to maintain the process of research and hence researchers have taken care of maintaining the confidentiality as well as privacy of their information. The confidentiality of the sources from which data is extracted have also been maintained and the sensitive information has not been disclosed without the permission of the entities and the owners of the sources. The researchers have also obtained informed consent from the source providers for sharing data and performing the secondary analysis within this research (Suri, 2020). The reliability of the information has also been verified by the researchers and they have ensured that the entire data is represented accurately and conclusions are also drawn on the basis of valid proof. All the sources have been properly cited and referenced so that plagiarism is avoided and the original creators and authors are acknowledged. The procedures in methods used within conducting the secondary research has provided transparency because others can also verify all the findings because of the available information. All the collected data has been stored in a cloud based storage that is encrypted and password protected. Only researchers and top management executives have the authority to use the storage. Hence, the researchers have conducted the entire research carefully following all the ethical rules and regulations.


[bookmark: _Toc169370475]Chapter 4: Analysis and Findings
[bookmark: _Toc169370476]Theme 1: The Risks of Exchange Rate Management for MNEs
The volatility within the exchange rate is a crucial risk faced by MNEs. The nature of movements in currency is quite unpredictable and leads to financial losses. For instance, the stronger currency of an organisation in the home location can minimise the number of foreign profits and revenues whereas the weaker currency in the home location can enhance import costs. The fluctuations in the exchange rate directly influences the profitability as well as financial stability of MNEs (Kellard et al, 2022). Transaction exposure is a major risk that is identified in the research study which arises from the difference in time between agreement as well as settlement of the transactions of MNEs in foreign currencies. This difference in time can create financial losses and financial gains for the companies because of fluctuations in exchange rates. This research has identified the significance of management of the transaction exposure to minimise adverse negative financial influences on the companies. It has been identified that multinational enterprises must create strategies to indulge in transactions for mitigating these kinds of risks that reduce profitability because the amount of local currency increases before they receive payment.
The research study has also identified that accounting exposure or translation exposure is also a significant risk encountered by MNEs (Nobanee et al, 2022). This risk enhances the need for converting financial statements of the foreign companies into the statements of the reporting currency of the parent companies. This conversion affects the equity as well as earnings of the companies that they have actually reported. The fluctuations within exchange rates brings variability for the organisations in their consolidated financial statements that impacts their financial position in the industry. The companies whose profits reduces when the local currency of the subsidiary company reduces its value then the need for management of the translation exposure enhances for the head company. This research has also stated operating exposure or economic exposure risk which is termed as the long term risk for an MNE that affects its competitive position and market value. In this research it has been stated that the appreciation within the currency of an MNE makes its products expensive as compared to the competitors that leads to increase its market share. On the other hand, depreciation within the currency can improve competitiveness but it is a possibility that profit margins can decrease because of increasing costs. This states the significance of strategic planning for mitigating the long term influences of exchange rate fluctuations on the future cash flows as well as competitive strategies of MNEs.
There is an example of Unilever, a multinational retail chain of the United Kingdom, that faces the challenge of managing exchange rate. The company operates in the consumer goods industry of the United Kingdom and has a global presence and is one of the most well-known and established companies of the world. The international presence of Unilever exposes the company to different kinds of exchange rate risks such as transaction exposure and economic exposure that are needed to be managed with the help of combining in external as well as internal hedging strategies (Kpoku, 2021). This research has also involved an example of British Petroleum which is a leading multinational gas and oil company of the United Kingdom. The company operates globally which provides exchange rate risks to the financial performance especially in the global pricing of oil in the currency of US. The company has to focus on using different kinds of financial instruments as well as strategies for managing the exposure towards currency risks.
The risks for exchange rate management within MNEs also involve different kinds of challenges. This research has described various challenges faced by multinational enterprises of the United Kingdom in managing the risks of exchange rate. The major risk is forecasting accuracy or accurate prediction of the changes within exchange rates. This is a challenging task for the organisations the prediction of exchange rate changes is based on different influencing factors. These influencing factors involve political events in which the companies operate and its subsidies operating as well as the economic growth of the countries (Homaifar, 2003). This leads to incorrect forecasts and hedging decisions also become unoptimized because of these factors. Incorrect forecasts highly impact the profitability as well as operations of the multinational enterprises and impacts their financial position and market share in the industry. Multinational enterprises have to use hedging strategies for minimising the effects of fluctuating exchange rate risks on their operations as well as working capital. The costs related with hedging instruments enhance their financial costs and expenditures. The costs of hedging instruments include forward contracts and options premiums that minimises profit margins. If an MNE frequently uses hedging strategies then they become financially unstable and their financial position in the industry gets deteriorated. One of the significant risks that multinational enterprises of the United Kingdom have to face is the risk of regulatory issues and compliance. Different countries have different regulations as per their policies of foreign exchange, hedging activities and transactions. It is quite important for the multinational companies to properly comply with all the regulations of foreign exchange set by the government of the particular country (Contractor et al, 2020). If an organisation is operating in the United Kingdom and its subsidiary is based in Canada then the company has to stay compliant with the policies, regulations and laws of both the United Kingdom as well as Canada. Proper compliance with these laws minimises complexities for the organisations and also reduces their operational burdens which is essential for managing the risks of exchange rate. The complexity within the operations of multinational enterprises is also a major reason for exchange rate risks for them. Implementing as well as managing the hedging strategies needed for minimising exchange rate risks are not simple but are quite complex. These strategies need expertise within the employees of the organisations and also require proper software and systems. Multinational enterprises have to create proper strategies and provide training to the workforce to improve their skills in the field of exchange rate management and exchange risks. Skilled personnel are needed to effectively implement as well as monitor the activities of hedging. Hence, it is important to analyse the kinds of exchange rate risks faced by MNEs.
[bookmark: _Toc169370477]Theme 2: Exchange Rate Risks Impact on MNEs Performance
Exchange rate risks exert a profound influence on the performance of Multinational Enterprises (MNEs), impacting various facets of their operations, financial health, and competitive positioning. This section delves into the intricate dynamics through which exchange rate fluctuations reverberate across the performance landscape of MNEs (Marshall, 2000).
At the core of this theme lies the recognition that exchange rate volatility poses multifaceted challenges to MNEs' performance metrics. Fluctuations in exchange rates can directly affect key financial indicators such as revenues, costs, and profitability, thereby shaping the overall financial health of MNEs. The unpredictability inherent in exchange rate movements amplifies the complexity of managing financial resources and forecasting future cash flows. This unpredictability undermines the stability of financial planning and budgeting processes within MNEs, rendering them susceptible to adverse financial impacts.
Moreover, exchange rate risks extend beyond immediate financial repercussions to permeate strategic decision-making processes within MNEs. The strategic imperative of maintaining competitive pricing in global markets necessitates a nuanced understanding of how exchange rate fluctuations can influence product demand, market share, and competitive positioning. For instance, a strengthening of the domestic currency may render MNEs' products relatively more expensive in foreign markets, potentially eroding their market share and competitiveness. Conversely, a depreciation of the domestic currency may confer a competitive advantage by making MNEs' products more attractively priced in foreign markets, albeit at the potential cost of reduced profit margins.
Furthermore, exchange rate risks manifest in operational complexities that impede MNEs' ability to execute their strategic objectives effectively. The need to navigate diverse regulatory frameworks governing foreign exchange transactions across multiple jurisdictions adds layers of operational intricacy. Compliance with regulatory requirements entails meticulous adherence to legal provisions, administrative procedures, and reporting obligations, imposing administrative burdens on MNEs. Failure to comply with regulatory mandates not only exposes MNEs to legal sanctions but also undermines their reputation and credibility in the global marketplace.
In addition to regulatory compliance, MNEs grapple with the logistical challenges of implementing and managing hedging strategies to mitigate exchange rate risks. The complexity inherent in hedging activities necessitates specialized expertise, sophisticated financial instruments, and robust risk management frameworks. MNEs must allocate substantial resources towards acquiring, developing, and retaining talent with expertise in exchange rate management, thereby augmenting their operational costs.
The cumulative impact of these exchange rate-related challenges extends beyond the financial realm to affect broader organizational performance indicators. Disruptions in supply chains, procurement processes, and production schedules induced by exchange rate fluctuations can impair operational efficiency and disrupt business continuity. These disruptions reverberate across the value chain, compromising product quality, delivery timelines, and customer satisfaction levels, thereby eroding MNEs' competitive advantage and market positioning.
Furthermore, exchange rate risks have implications for MNEs' investment decisions, capital allocation strategies, and shareholder value creation initiatives. Uncertainty surrounding future exchange rate movements can deter MNEs from pursuing investment opportunities in foreign markets or undertaking cross-border mergers and acquisitions. The perceived riskiness associated with exchange rate volatility may constrain MNEs' access to capital markets, impeding their ability to raise funds for expansionary endeavors or strategic investments.
In conclusion, exchange rate risks exert a pervasive influence on the performance trajectory of MNEs, shaping their financial resilience, strategic agility, and operational effectiveness. Effectively managing these risks necessitates a holistic approach encompassing financial risk management, regulatory compliance, operational optimization, and strategic foresight. By proactively addressing exchange rate risks, MNEs can enhance their capacity to withstand external shocks, capitalize on emerging opportunities, and sustain long-term value creation for stakeholders.

[bookmark: _Toc169370478]
Chapter 5: Discussion
The chapter focusing on the discussion presents a comprehensive review of the exchange rate risk management of MNEs. It starts with the explanation of the different forms of exposures that MNEs come across in managing exchange rates comprising the transaction exposure, translation exposure, and the economic exposure. After this, the role of these risks to affect the profitability and productivity of MNEs is studied. The chapter then looks at what can be done to manage the above risks which includes hedging and strategic plans. Lastly, it comes to the final chapters with end of study findings that discuss the notion that exchange risk management practices play a vital role in maintaining MNEs’ international operations.
[bookmark: _Toc169370479]What are the risks faced by MNEs in managing the exchange rates?
Managing exchange-rate has several risks for MNEs risking their financial stability and operation efficiency in a number of ways. Transaction exposure, translation exposure and economic exposure are the main risks of international operations that present individual difficulties.
Transaction exposure is a form of foreign exchange exposure due to the time gap between signing for a contract and the ultimate payment. This risk is more apparent for MNEs with substantial cross-border sales because exchange rate volatility from the time a contract is entered into until its fulfilment can result in profit or loss (Nobanee et al. , 2022). For instance, if a UK-based MNE has a contract for selling products to a US company and in the process of making he payment, the Forex or pound strengthen against the US dollar, means that MNE will be receiving less pounds which in turn affect the company revenues and profitability (Kpoku, 2021). Accounting exposure, also known as translation exposure, is the vulnerability of a company’s balance sheet to changes in foreign exchange rates that occurs when the financial statements of subsidiary companies are translated into the parent company’s domestic currency. This risk is even higher for MNEs that have spread their operations internationally on a large scale. Generally, exchange rates cause variability in the depreciation of assets or hyperinflation of value, affecting the conveyed revenues, and expenses in the firms’ financial statements (Nobanee et al. , 2022). For instance, a UK pharmaceutical company that has operations in the Eurozone will realize less profit and lower financial performance denominated in Britons Pound because the Pound is stronger than the euro (Office for National Statistics, 2023).
Economic exposure which is also known as operating exposure is a possibility of realisation of value and future cash flows of the business being adversely affected due to exchange rate movements. This is a long-term risk that ultimately compromises the competitive status of MNEs in the international business arena. If the home currency gains more strength, exports cost becomes high, thus, less demand from the foreign market and less revenue; on the other hand, if the currency weakens it contributes to competitiveness though it leads to high import costs (Han, 2021). For instance, a furniture maker from the UK that sources the raw materials from Europe and this firm uses the pound, will experience high costs if the pound lowers its price relative to the euro and this will affect their profit and competitiveness in the market (Warren, Seetanah, & Sookia, 2023). Another major issue with MNEs in exchange rate risk management is forecasting, which is again not easy for any organization. It is nearly impossible to anticipate the changes in exchange rate because of the underlying factors that determine them and they include; political factors, economic factors and market sentiments (Homaifar, 2003). Incorrect estimations may result in the wrong hedges being utilized, making a negative effect on the organization’s profits and solvency.
Furthermore, the regulatory and compliance risks remain as the major issues to be implemented. Legal requirements of foreign exchange transactions vary from one country to another and this is an issue that MNEs have to deal with. Legal consequences include fines also negatively impacting on the reputation of the MNE in the areas where it appears compliance failures have been witnessed, meaning compliance with regulatory requirements in all operating areas must be well understood by the management (Contractor et al. , 2020). The operational complexity added by hedging implementation and the management of hedging strategies further complicates the process. Hedging is not easily done because it needs special financial derivatives, individuals, and strategies on risk management. The costs include the cost of options that are used in hedging, costs of forward contracts, and many others which when incurred can significantly tilt the balance of the MNE if not well financed (Della Corte et al., 2022).
From this analysis, it can be argued that managing exchange rates is a complex realm of risk, which MNEs have to consider. They include transaction exposure which concerns future cash flows, translation exposure referring to the value of a firm’s foreign investments and economic exposure, which impacts on the current operations of an organization. The approaches to managing such risks are accurate forecasting, regulatory compliance, and efficient hedging. Recognising and managing these risks are imperative in order to ensure the continuous operations of the MNE and to build competitive advantage in the global environment.
[bookmark: _Toc169370480]What are the impacts of risks of exchange rates on the performance of MNEs?
Exchange rate risks are critically influential on the performance of the MNEs as they directly influence multiple fields of a firm’s financial structure, productivity, and competitiveness. These effects arise from two factors which are the fluctuations that are synonymous with currencies since they are unpredictable and volatile in most circumstances and their ability to affect the operating revenues, costs, and of course the financial health of an organization. Unpredictable is one of the most evident implications on the financial characteristics of MNEs. Fluctuations in the foreign exchange have a direct impact on factors that structural the revenue, profitability and in turn the earnings of companies. For example, transaction exposure can result in significant loss of money since between the time a deal is negotiated and the time it is paid, the currency may shift in the wrong direction (Nobanee et al., 2022). Somewhere, a stronger home currency has the effect of decreasing profitability due to the lower ‘value’ of such revenues on conversion back to the home currency. On the other hand, a relatively weak home currency can also lead to a rise in the price of the imported goods hence narrowing down the profit (Office for National Statistics, 2023).
To elaborate, translation exposure increases a number of complications with financial reporting. This risk is influences the consolidated financial statements of MNE that have their subsidiaries outside their home country. These are normally measured in a single currency, but changes in what is commonly referred to as exchange rates implies that different balances and costs recorded in different currencies vary hence affecting the reported assets; liabilities and earnings. For instance, a higher British pound against the euro will show lower reported profits of a UK-based firm that operates in the Eurozone and could lead to its sales and other profits to be taxed and regulated in unfavourable ways for its sales and other profits to be seen as impoverished by the associated and global stakeholders (Han, 2021). Operating exposure which also known as the economic exposure truly reflects on the long term market value and cash flows of the MNEs. This exposure is as a result of shifts in the competitiveness of an MNE because of the exchange rates. A home currency is made stronger in foreign markets hence making the exports to be expensive hence the market share is lost and this leads to low revenues. However, a weaker home currency may be effective in enhancing competitiveness in the export markets, in the process of increasing the cost of imported goods and services to a firm or nation hence altering the cost structure of operations and profitability as noted by Warren et al. (2023).
Another important outcome is operational disruptions. Fluctuations in the exchange rates can cause certain risks in supply chain management, procurement and delivery schedules and production schedules. The reviewed concerns give room for inconsistency which may lead to lack of time conveniences, cost implausibility’s and hence vary the quality of products and services formed to customers. It is stated that such disruptions can actually damage the brand image of the firm and reduce the amount of trust and satisfaction customers have with the MNE, thus fading out the competitive advantage the MNE has in the marketplace (Kpoku, 2021). Exchange rate risk also influences strategic decision making in MNEs. Movement in the currency affects the decisions in the areas of price, procurement, investments, and growth. For instance, the contracts’ exchange rate risk might dissuade MNEs from investing in specific markets or engaging in cross-border M&As because of perceived financial risks (Della Cotte et al., 2022). Furthermore, regulatory control from one state to another would also pose an even bigger challenge since MNEs would be expected to operate within foreign laws while being in a constant odyssey with regards to the foreign exchange regulation (Contractor et al., 2020).
Hnece, exchange rate risks affect MNEs in a complex way that concerns financial reports, internal functioning, and management choices. Therefore, the effective management of these risks is inevitable for MNEs in order to minimize the volatility of the market and increase competitive advantage. Effective risk management acquires strategic hedges, accurate forecast and sound planning as pertinent instruments of managing the unfavourable impacts of exchange rate volatilities on MNEs performance.
[bookmark: _Toc169370481]What are the effective risk management strategies for MNEs to manage their exchange rates risks?
Exchange rate risks pose a significant challenge for MNEs hence the need to adopt key risk management techniques that help in managing the issue of volatility. It is established that exchange risks cannot be handled well by the use of a single money instrument, strategic approach, or working mode, but need a holistic approach that incorporates several forms, moves, and changes as illustrated below. Hedging, which is an important strategy used by MNEs, is one such method that helps the companies operate efficiently. Hedging is a process of minimising currency risk through contractual arrangements for future purchases of foreign exchange or using options and swaps instruments. Thus, forward contracts help to minimize the risk associated with exchange rate fluctuations by fixing exchange rates for future transactions for MNEs (Nobanee et al. , 2022). It allows for the ability to purchase the desired currencies at better rates and avoid major losses while the swap helps to handle long-term volatilities by exchanging cash flows.
Besides, natural hedging is another related and efficient approach available to MNEs. This entails equalizing revenues and expenses in the same currency so that fluctuation in the rate of exchange do not affect the company. For instance, if a UK-based MNE has considerable current income in the US, it should strive to have expenditure in US dollars to avoid exposure to exchange risk (Kellard et al. , 2022). This not only decreases the usage of financial hedging instruments but also synchronizes operational and financial transactions most appropriately thus improving the process of risk management. Expansion of business activities and sources of income security is also necessary. Through operations across countries and markets, MNE avoid exchange rate risks for their major currencies as they gain exposure to other currencies. This diversification helps to mitigate the consequences of unfavorable trends in any specific currency or market, and contributes to more stable revenue (Della Corte et al. , 2022). Also, MNEs should consider procuring raw materials and inputs from different regions because currency fluctuations could have an impact on the firm’s costs.
Another consideration that MNEs have to factor in is exchange rates and how they fit into the MNE’s overall strategic blueprint. The key indicators include making assessments by conducting the scenario analyses and stress tests to estimate the impacts of the currency movements on organizational performance and subsequent decisions based on those findings (Obstfeld Rogoff, 2003). For instance, to assess the potential sales opportunities in foreign countries or assets/ investments, MNEs can compare how exchange rate could possibly behave in the future, to guarantee that their strategies will not be greatly affected by the fluctuating currency values. Exchange rate risk therefore remains an interesting area primed for technological improvement. Advanced analytics, AI, and risk management software should be used for tracking the exchange rates, and projecting possible future trends, MNEs should use it in managing hedge accounting. These technologies for real-time data analysis and decision-making about competitive conditions and potential issues to be addressed, or threats to be overcome, that MNEs face, can be addressed quickly (Morina et al., 2020).
The other important factor that the managers focus on in the control of exchange rate risks is compliance to regulatory requirements. This means that MNEs should always be on the lookout for these Regulations in countries of operation and conform to the foreign exchange Regulations. This include compliance checking, employee awareness and sensitisation on laws and regulations as well as engaging with the regulators on the finer details of the legal systems (Contractor et al., 2020). Non-compliance to such regulations attracts legal consequences that hadviously lead to a loss of reputation adding to the financial risks of the MNE. A dynamic exchange rate management requires MNEs to strengthen their strategic relationships with commercial banks, currency specialists, and regulatory agencies to gain insights and support in its implementation. These partnerships provide expertise, market and regulatory knowledge and help the MNE to act with minimal exposure to such risks, preventing the volatility of currencies from affecting the MNE’s operations negatively (Bergman & Rosén, 2021).
​​​​​​​​​​​​In general, it can be stated that there should be the coordinated approach based on the financial tools, effective strategic and operational solutions, and the support of the technologies. By applying the strategic and systematic risk management MNEs can manage the impacts of the exchange rates to their businesses besides managing to have a good financial strength as it compares to its counter parts in global market. These strategies guarantee that MNEs increase their market reach in the international market subsequent to achieving long-term financial sustainability.
[bookmark: _Toc169370482]Conclusion
Thus, it is clear that exchange rate risk management is important for the stability and the effectiveness of MNEs given the rise in the globalization process. The global FDI leads to the emergence of different risks affecting MNEs, commonly known as transaction, translation, and economic risks that have extensive effects on businesses’ performance and market standing. These risks necessitate important management strategies like hedging, natural hedging, diversification, and using new technologies in the management of the firm. Besides, compliance with the laws and developing partnership relations contribute to mitigating the impact of these fluctuations for the MNEs. In other words, with the right approach to dealing with exchange rate risks, MNEs have the ability to survive and show good profits in the long run if they adopt the right risk management framework.




[bookmark: _Toc169370483]Chapter 6: Conclusion
In this dissertation, the researcher delved deep into the challenges faced by multinational companies (MNEs) when dealing with exchange rate fluctuations. By combining theoretical insights with real-world data, the study aimed to uncover the complexities surrounding exchange rate risks and their impact on MNEs' performance. This concluding chapter summarizes the main findings, ties together the overarching argument, and suggests directions for future research and practical applications.
The study found that exchange rate risks come in various forms, such as transaction exposure, translation exposure, and operating exposure. These risks can significantly affect MNEs' financial stability, competitiveness, and operational efficiency. Drawing from existing research, the study confirmed the multifaceted nature of these risks and how they play out in the real world for MNEs.
One interesting discovery was the importance of strategic planning in managing exchange rate risks, particularly regarding operational exposure. Contrary to common belief, the study revealed instances where a decrease in the exchange rate actually benefited MNEs by making their exports more competitive. This unexpected finding highlights the need for strategic foresight in leveraging exchange rate fluctuations to gain a competitive edge.
Furthermore, the study shed light on the challenges MNEs face in complying with different regulatory frameworks across countries. Navigating these regulations adds complexity to exchange rate management and requires MNEs to proactively ensure compliance to avoid legal risks and protect their reputation.
Another key insight was the complexity of implementing hedging strategies to mitigate exchange rate risks. While hedging can protect MNEs from currency fluctuations, relying too heavily on hedging instruments can also erode profit margins and financial stability. This finding emphasizes the importance of carefully weighing the costs and benefits of hedging decisions.
By addressing these objectives, the study contributes to both the general understanding of exchange rate management and the specific field of international business. By integrating theoretical insights with empirical evidence, the study enriches our understanding of how exchange rate dynamics impact MNEs' performance.
Looking ahead, there are several areas that warrant further exploration. Future research could delve deeper into the factors driving exchange rate fluctuations and how they affect different industries and regions. Longitudinal studies tracking changes in exchange rate management practices over time could provide valuable insights into emerging trends and best practices. Additionally, investigating alternative risk mitigation strategies, such as natural hedging and diversification, could offer new perspectives on managing exchange rate risks effectively.
In conclusion, this dissertation provides a comprehensive examination of exchange rate management challenges facing MNEs. By combining theoretical insights with real-world data, the study advances our understanding of how exchange rate fluctuations impact MNEs' performance and offers practical implications for navigating these challenges in an increasingly volatile global market.
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Chapter 7: Recommendations 
Based on the findings and analysis presented in the dissertation, several recommendations emerge to assist multinational enterprises (MNEs) in navigating the complexities of exchange rate management more effectively. These recommendations are aimed at enhancing MNEs' resilience, strategic agility, and operational efficiency in the face of exchange rate volatility.
1. Develop Robust Risk Management Frameworks: MNEs should prioritize the development of robust risk management frameworks to identify, assess, and mitigate exchange rate risks comprehensively. This entails conducting regular risk assessments, integrating risk management into strategic planning processes, and establishing clear accountability structures for managing exchange rate risks across organizational levels.
2. Adopt a Balanced Hedging Strategy: While hedging can serve as a valuable tool for mitigating exchange rate risks, MNEs should adopt a balanced approach to hedging that aligns with their risk tolerance, financial objectives, and market dynamics. This involves diversifying hedging instruments, optimizing hedging ratios, and periodically reassessing hedging strategies in response to changing market conditions.
3. Enhance Regulatory Compliance: Given the diverse regulatory frameworks governing foreign exchange transactions, MNEs should prioritize compliance by staying abreast of regulatory developments, conducting regular compliance audits, and investing in training programs to ensure employees understand and adhere to regulatory requirements.
4. Leverage Technological Solutions: MNEs should leverage technological solutions, such as advanced analytics, artificial intelligence, and risk management software, to enhance their capacity to analyze exchange rate data, forecast currency movements, and optimize hedging strategies. Additionally, investing in training programs to enhance employees' digital literacy and technical skills can facilitate the effective utilization of technological solutions.
5. Strengthen Strategic Partnerships: Collaborating with financial institutions, currency experts, and regulatory authorities can provide MNEs with access to specialized expertise, market insights, and regulatory guidance needed to navigate exchange rate risks effectively. By forging strategic partnerships, MNEs can enhance their capacity to anticipate, assess, and respond to exchange rate fluctuations proactively.
6. Integrate Exchange Rate Considerations into Strategic Decision-Making: MNEs should integrate exchange rate considerations into strategic decision-making processes across functional areas, including pricing, sourcing, investment, and expansion strategies. This entails conducting scenario analyses, stress testing, and sensitivity analysis to assess the impact of exchange rate fluctuations on key performance indicators and inform strategic decision-making.
7. Invest in Talent Development: Given the complexity of exchange rate management, MNEs should invest in talent development initiatives to equip employees with the requisite knowledge, skills, and competencies to manage exchange rate risks effectively. This involves providing training programs, professional development opportunities, and mentorship initiatives to cultivate a cadre of exchange rate management experts within the organization.
8. Promote Organizational Learning and Knowledge Sharing: Establishing mechanisms for organizational learning and knowledge sharing can facilitate the dissemination of best practices, lessons learned, and emerging trends in exchange rate management across the organization. This can involve creating communities of practice, organizing workshops, and fostering a culture of continuous improvement and innovation in exchange rate management.
9. Monitor and Evaluate Performance Metrics: MNEs should establish key performance indicators (KPIs) and metrics to monitor the effectiveness of exchange rate management strategies, assess performance against predetermined targets, and identify areas for improvement. Regular performance reviews and post-implementation evaluations can provide valuable insights into the efficacy of exchange rate management initiatives and inform future decision-making.
10. Stay Agile and Adaptive: In a rapidly evolving global market environment, MNEs must remain agile and adaptive to navigate unforeseen challenges and capitalize on emerging opportunities. This entails fostering a culture of innovation, flexibility, and resilience that enables MNEs to respond swiftly and effectively to changes in exchange rate dynamics, regulatory environments, and competitive landscapes.
By implementing these recommendations, MNEs can enhance their capacity to manage exchange rate risks proactively, mitigate potential adverse impacts on financial performance, and capitalize on opportunities for value creation in an increasingly interconnected and dynamic global marketplace.
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