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Executive Summary
The report has elaborated the meaning of international financial management and foreign exchange risk as well in accordance to MNCs like HSBC which has its headquarters within the United Kingdom. It has showcased important hazard being faced by the MNCs with respect to foreign exchange when they are expanding the business over their domestic boundaries. The change in the currency has significant impact on both internal and external functioning of MNCs, which has been highlighted in the later part of the report. Moreover, it has provided valuable strategies and recommendations for corporations to overcome these challenges faced by them. 
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[bookmark: _Toc174539725]Introduction 
The process of managing and control the monetary resource of a business enterprise along with the hazards associated with it at an international level is known as international financial management. This technique aids the business corporations to collaborate with foreign partners since it includes the practice of generating income by the process of foreign exchange. With this foreign exchange, comes certain risks as well that the MNCs need to face and highlighting those dangers is the aim of this report. It will include the strategies that big MNCs apply in order to tackle these risks and will take HSBC banks of UK into consideration for exploring the topics deeply. Moreover, it will also elaborate the restrictions in implementation of those strategies and will provide recommendation for the MNCs. 


[bookmark: _Toc174539726]Outlining the concept of foreign exchange risk
Foreign exchange risk is the end result of changes in the value one foreign exchange relative to that of another (Browning et al., 2021). It has an impact on buyers, traders who conduct activities with numerous currencies, and global establishment. There are three most significant classes of exchange risk that exists, which are transaction risk, translation risk and economic risks. Transactional risk arises when a business enterprise has financial responsibilities regarding multiple currencies, which translational risks affects the value of the company’s financial statement in the course of the consolidation of the international subsidiaries. On the other hand, economic risks are those one that influences an organisation’s market cost due to unpredictable shifts in the value of currency (Cherrez, 2022). For MNCs to stay financially stable, it is crucial to realise and manipulate these risks. 


[bookmark: _Toc174539727]Discussing the foreign exchange risk faced by MNCs
Multinational companies within the United Kingdom are involved in certain foreign exchange hazards since they operate with many companies all over the globe at an international level (Della Corte et al., 2022). Their assets, liabilities, earning and cost can all be suffering from changes in foreign exchange which increases those hazards. The different foreign exchange risks, MNCs are liable to, are discussed below:
Transaction Risk
When a MNC conducts monetary transactions within overseas currency, they need to covert the currency into the former country’s domestic currency in adherence to their accounting standards, due to which this type of risk arises for the business (Della Corte et al., 2022). For example, a UK based MNC, HSBC have revenue flow in euros that is needed to translate in to pounds, which is the currency used in the United Kingdom. Profitability of the corporation will fade away if the value of pound arises in respect to that of the euro and decrease the organisation’s sales in pound. Since shift in trade cost can lessen the margins of income, this type of risk is particularly extreme for business that import and export huge quantity of products (Fanelli and Straub, 2020). 
Translation Risk
Translation risk, also known as accounting exposure take place when a multinational corporation converts the financial statements of its foreign country’s subsidies into its domestic currency. As an illustration, MNCs like HSBC that conducts business for the course of sectors, ought to convert its international places subsidiaries like assets, liabilities, sales and prices into pounds for reporting. Moreover, the situation where the underlying financial situations live steady, fluctuations in trade costs will have a great effect on the defined financial position and MNC’s overall performance (Fanelli and Straub, 2020). For instance, the price of overseas assets and income in euros decline if the pound profits cost relative to a foreign exchange price. This could result in reduced suggested profits and asset values and even the company’s investor cost may be impacted by this.
Economic Risk
Exchange price will have a long-term impact on an MNC’s market value and competitive role, which is considered to be economic risk faced by the corporation (Hecht, 2021). This treat is more precise, however global with respect to HSBC bank, which is a renowned MNC of the United Kingdom and it will have a direct impact on the future cash flows and profits. For example, if the value of pound continuously gets strengthen, the UK exports may additionally grow to be more high-priced and less aggressive on an international scale, ensuring a decline in the market share and earnings (Kouvelis and Turcic, 2021). On the other hand, a falling pound may additionally make international goods and services more costly, which would reduce the MNC’s income. 


[bookmark: _Toc174539728]Determining the strategies implemented by MNCs
Global operations of MNCs such as HSBC, experience certain foreign exchange risk, and they use certain techniques for addressing those risks (Noja et al., 2021). The strategies being implemented by the corporations are listed on the points below:
Financial Hedging
MNCs adopt financial hedging process to mitigate the risk they are facing due to foreign exchange risk, with the help of subsidiaries like swap contract and forward contract. In an effort to guarantee that its sales in pounds is predictable even during the situation of modification in the currency, HSBC may additionally input a forward agreement properly to fasten in the exchange price if it anticipates receiving income in euros (Noja et al., 2021). HSBC can improve the foreign exchange inflows and outflows and lower transaction threat with the help of currency swap, which entails swapping cash flows in exceptional currencies. 
Operational Diversification
An additional tactical approach to reduce financial risk is diversification. HSBC lessens its reliance on market or foreign money by dispersing its operations, property and profits stream amongst a number of countries and currencies. Since favourable situations in a single market or foreign exchange usual offset poor fluctuations, this method aids the business enterprise in managing long-term financial risks (Sukenti, 2023). For example, HSBC’s high international presence ensure that losses within a specified region may be offset by favour in any other within the circumstance that the pound appreciates and UK exports less aggressively. 
Planning Strategically and Adaptability 
The management of financial and foreign exchange risk demands for strategic making plans and operational adaptability. Based on the long-term foreign money patterns, HSBC may also change its pricing strategy, flow its production facilities, or modify its funding plans (Sukenti, 2023). To reduce the want to export from the United Kingdom, HSBC may spend money on local manufacturing centres in major worldwide markets, if it is far expected that the value of the pound might appreciate and made UK exports less aggressive. With the implementation of this strategy, MNC like HSBC can withstand currency shifts in the market and preserve its competitiveness.
 



[bookmark: _Toc174539729]Highlighting the issues faced by MNC in adaptation of these tactics
MNCs like HSBC face some restrictions while setting up foreign exchange risk strategies into practical operation (Seabrooke and Tsingou, 2021). These tactics have their own set of issues which can make control over risk tougher, even though they are vital for decreasing risks. 
Cost and Complexity of Hedging
Applying economic tools like swaps, options and contracts for hedging can be costly and complex process. HSBC is an international bank, and it take complex technologies and understanding to manipulate a massive portfolio of hedging contracts over the usage of more than one currency. Inadequate execution of hedging can bring about below or over hedging, which may have unanticipated monetary outcomes (Seabrooke and Tsingou, 2021).  
Concerns with Regulation and Compliance
Narrowing the regulatory perspective is other issue faced by MNC while implementing strategies while overcoming financial risks. National laws governing foreign exchange transactions and hedging strategies vary, which offers challenges for a multinational corporation like HSBC. It may be difficult to comply with these requirements, and it would make it greater difficult for the business to put in for a few risks manage technique successfully. 


[bookmark: _Toc174539730]Recommendations to MNCs
There are certain recommendations suggested for MNCs to improve their ways to tackle the issues they are facing in the adaptation of strategies for mitigating foreign exchange risks (Velez, 2024).
Boosting the Usage of Multiple Currency Accounts
HSBC can appoint multi-foreign currency extra often to be able to reduce the operational problems associated with natural hedging. By keeping accounts in several currencies, the commercial enterprise can lessen the frequency of foreign money conversions, with a view to incur the transaction costs and reduce its vulnerability to adjustments in trade quotes. Multi-currency debts supply managers of cash flow more flexibility, that is especially useful for groups with a worldwide operation. 
Improving Training and Internal Communication
Aligning risk management procedures at some point of the enterprise demands for effective inner communication and education (Velez, 2024). Regular education applications can be evolved through HSBC to guarantee that workforce members, regardless of their position, realise the corporation’s foreign money hazard management strategies and their component in placing them into exercise. Fostering an environment of open communication at some point of departments also can assist in early detection of foreign money troubles and guarantee that all corporations are running toward the equal risk management targets. 


[bookmark: _Toc174539731]Conclusion 
The aforementioned report has explored the concept of foreign exchange risks that many MNCs face while operating their business on a global level. For better elaboration of the framework, the report has taken HSBC bank as an example and explained the significant risks they are liable to which included transaction risks, translation risk and economic risk. Moreover, the report has also highlighted certain strategies being applied by the MNCs for overcoming these hazards which consists of tactics like financial hedging tool and diversification of operation. While implementing these strategies, MNCs like HSBC faces few challenges as well that has been highlighted in the report along with steps to tackle those situations. The last phase of the report has provided recommendations for the MNCs on how they could improve their financial management practice and reduce the risk of foreign exchange. 
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