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In this modern business era, there are various challenges that a multinational company faces while operating business. Among all such challenges, risk generated from the foreign exchange has become quite significant for the companies. To perform successful business in the global economy, it is quite important for the multinational companies to assess all the available exchange rates and understand the impacts of such rate on the strategic decision-making process of such companies. However, any fluctuation or volatility in the exchange rate could affect the overall financial performance of a company and hence, mitigating such risk is of utter importance for the multinational organisations. There are certain International Financial Management (IFM) theories that help the companies getting a proper framework and manage or mitigate the risks properly. In this report, a brief evaluation will be made of how such theories help a company to manage their exposure to foreign exchange risks.
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[bookmark: _Toc171457199][bookmark: _Hlk171883868]Understanding Foreign Exchange Risks
The term foreign exchange risk is widely known as the currency risk and every multinational companies should understand such rate properly and identify all the potential risks associated with it (Ding, Huang and Chen, 2021). When the price of the currency is changing from one country to another, risks are cropped up and a multinational company has to face such risks through following processes:
A multinational company can face foreign exchange risks through transaction exposure. During the export or import process, companies are required to secure future cash flows from an individual and even each transaction could commence exchange rate movement due to this (McDowell, 2021). A multinational company can face foreign exchange risks through translation exposure, where the fluctuated rate of exchange can be reported on the financial statement of a company. A multinational company can face foreign exchange risks through economic exposure, where the exchange rate fluctuation affect the market value and cash flow of a company.  
[bookmark: _Toc171457200][bookmark: _Hlk171883879]International Financial Management (IFM) theories
There are various international financial management theories that help the companies understand exchange rate movement and below, a brief analysis has been made of this:
One of the first theories is Purchasing Power Parity. According to this theory, exchange rate helps to connect the purchasing power of different currencies and under this theory, it has been mentioned that the depreciation chance of currencies with higher inflation rate is broader than the currencies with lower inflation rate (Rabe, and Waddle, 2020). Another theory of IFM is Interest rate parity, where it has been stated that if the rate of interest of two or more country’s currency rate is different, the exchange rate of such country’s currency rate will be changed accordingly. Another important theory in this case is International Fisher Effect, where it has been suggested that the higher nominal interest rates will cause currencies to lose value since they represent anticipated inflation. The last theory is Balance of Payment and under this theory, it has been stated that the exchange rates of currencies are mainly depended on the supply and demand for such currencies and it has been influenced by the capital account balance of a country (Amador et al., 2020). 
[bookmark: _Toc171457201]Strategies for Managing Foreign Exchange Risk
There are various strategies that a multinational company may follow to curb or mitigate adverse currency movements. One of the first strategies is hedging. Hedging is a financial instrument where four elements are there such as forward contract, future contract, option contract and swaps (Arenas-Falótico, and Scudiero, 2023). Forward contract is a piece of agreement enters between two or more parties, where they are coming to a conclusion that, whatever the rate of currency will become in any future date, their transaction will be done with a predetermined rate. For example, A and B has entered into an agreement that they will exchange USD dollar at the price of 75 Indian Rupees. Now, if the rate of Dollar can extend such price, the parties (A and B) have to exchange USD Dollar at the predetermined rate i.e. 75 Indian Rupees. One of the main benefits of this strategy is that it helps to lock the price of the exchange rate and it gives certainties to the future cash flow. Future contract is also similar to the forward contract and it is applied on the trade exchange. One of the main advantages of this process is that it offers less counterparty risks and great form of liquidity. Options contract is a process where the parties are getting different options while transacting something and they are at ease to choose the most suitable option for exchange currency. Under this contract, parties are getting an option to exchange the currency at a predetermined price before certain date and it helps to make the exchange transaction more flexible. Swaps is an agreement where parties are allowed to swap cash flows till a predetermined time in several currencies. It is quite beneficial in long-term exposure. 
Apart from hedging, there is another strategy that companies can follow and that is natural hedging. It helps to offset the currency risks naturally. This strategy has three stages. Diversification of operation is the first stage, where supply chain management and sales operations of different countries are assessed to maintain balance between currency exposures (Alfaro, Calani, and Varela, 2021). Invoicing in home currency is a process where the companies are requested the foreign customers pay money at the rate of home currency of the company and this helps to avoid transaction exposure. Matching revenues and costs is a procedure where revenue and cost of a currency is getting aligned for preventing potential losses. 
Another important strategy to mitigate adverse currency movements is leading and lagging. In this process, time is specified for settlement of transaction and favourable currency movements are recorded through this. Leading helps to accelerate the payment process to deal with adverse currency movement and lagging helps to delays the transaction process (Gupta and Chatterjee, 2020). For managing the transaction exposure in the short-term process, leading and lagging is an effective method. However, to obtain great benefit from this process, the companies need to assess and forecast the rate of exchange movement correctly and lagging could weaken the relationship between the companies and their stakeholders to certain extent. 
Currency diversification is one of the main strategies that the multinational companies are followed to deal with adverse currency movement. According to this strategy, a multinational corporation should maintain a diverse currency portfolio and it will help them to avoid any risks if they follow a single currency portfolio (Qarni and Gulzar, 2021). This strategy suggests that a multinational corporation should spread or widen its investment segments and should hold the cash in multiple currencies. If evaluated properly, it is to be stated that currency diversification helps to reduce overall risk relating to any currency transaction and it further helps to secure the cash flow of the companies. However, to get maximum benefit of this strategy, companies should maintain an active management process and execution of planning is quite important in this case. 
The last strategy in this case is operational strategies. To manage foreign exchange risks, this strategy is quite effective. This strategy suggests that an international company should relocate its business operations in a country from where it can obtain favourable currency environment. Further, this strategy suggests that a multinational corporation can follow an appropriate pricing strategy to protect its margin and this will help the companies to maintain a proper currency movement. Further, it has also been suggested that multinational corporations should develop and maintain a proper supply chain management so that it can replace the distribution sources properly after assessing the currency conditions. One of the main benefits of this strategy is that it helps the companies to adopt a holistic approach for manging economic exposure. It does not want the companies to follow rigid or complicated processes. Rather, it helps the companies to make certain effective changes to the operational processes of a company. However, effectiveness of this strategy is depending on the long-term planning process of the companies and the company management should invest much resources to make this strategy successful.  
[bookmark: _Toc171457202]Conclusion
From this analysis, it has been observed that managing foreign exchange risk is quite important for the multinational companies and it is an important element of the financial strategy of a company. In this report, it has been shown that by following strategies like hedging, natural hedging, operational strategies and currency diversification, a company can avoid or mitigate the currency movement risks and in this report, a brief analysis has been made of how such strategies are helping the companies to secure its future cash flows properly. The evaluation part of this report has assessed the merits and demerits of each strategy and suggests that what techniques can be followed by the companies to obtain maximum effectiveness of such strategies. This report will help to understand foreign exchange risks and different various international financial management theories that help the companies understand exchange rate movement.
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