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1.0	Introduction
[bookmark: _Hlk162806482]In the age of globalisation, Business organisations have been able to run their business operations across geographical boundaries. In the process of running business operations across geographical boundaries, business organisations face several challenges. One of these challenges is fluctuations in exchange rates (Hill, 2022). Fluctuations in exchange rates severely affect the profitability and cash flows of business organisations and in many cases, appear as one of the key factors that determine the success and failure of business operations. These fluctuations in exchange rates are also referred to as the potential loss arising from movements in currency exchange rates (Shapiro and Hanouna, 2019). These fluctuations require multinational corporations to take necessary strategies and proactive management measures. In this report, the focus will be to evaluate the different strategies that multinational corporations adopt in managing their exposure to foreign exchange risks. To serve the focus, the report initially provides an understanding of the risks associated with the fluctuation of foreign exchange rates. The report concludes with an evaluation and analysis of different strategies for dealing with the fluctuation of foreign exchange rates.


2.0	Risks Associated with Foreign Exchange Rate
Foreign currency rates complicate multinational firms' daily operations. To fix the issues, multinational firms must prepare for foreign exchange risk management (Shapiro and Hanouna, 2019). These risks work as obstacles for multinational corporations. These obstacles jeopardise capital flows, financial stability, and MNC profitability (Geyer et al., 2019). The risks foreign exchange rate fluctuations bring for multinational corporations can be categorised as short-term risks and long-term risks.
2.1	Long-Term Risk: Multinational corporations face long-term foreign currency rate concerns. These risks pose long-term structural and strategic issues for global businesses (Shapiro and Hanouna, 2019). Long-term risks threaten multinationals' profitability, capital allocation, and strategic goals. Volatility affects multinational firms' profitability, market share, and long-term investments. Particularly in competitive or low-margin areas. Foreign government meddling, instability, and regulatory changes contribute (Geyer et al., 2019). Currency restrictions, expropriation, nationalisation, and trade obstacles make multinational firms' operations, investments, and profits unclear (Daniels et al., 2019). Capital flows, interest rate differentials, and macroeconomic dynamics affect exchange rate volatility. Thus, MNCs must manage capital investment and financial stability. Blockchain, digital currencies, and fintech raise foreign currency risks for MNCs (Geyer et al., 2019). These dangers might alter global financial markets. This trend offers MNCs with foreign exchange management opportunities and challenges.
2.2	Short-Term Risk: Short-term risks of the fluctuations of foreign exchange rates are the risks that affect multinational corporations for a short time. The fluctuations endanger MNC performance and financial viability (Daniels et al., 2019). When transferring international currencies, MNCs risk revenue loss from exchange rate movements. Accounting exposure, or translation exposure, impacts foreign subsidiaries' declared income, assets, and liabilities when financial statements are converted to the parent company's reporting currency (Opie and Riddiough, 2020). Exchange rate fluctuations affect MNCs' operational and economic vulnerabilities, cash flows, competitiveness, and global product and service demand. This applies especially to MNCs with long-term investments and operations in several countries. Short-term credit-risk foreign currency operations threaten MNCs (Geyer et al., 2019). Currency swaps and forward contracts are especially susceptible to counterparty defaults and financial difficulties, making hedging difficult.
3.0	Strategies for Managing Foreign Exchange Risk
To manage the level of exposure to foreign exchange rates, different multi-national corporations take different strategies. The following are the strategies that multinational corporations usually adopt.
3.1	Operational Hedging: By modifying business procedures, operational hedging reduces foreign currency (FX) risk for multinational corporations (MNCs). This method decreases currency fluctuations' influence on the company's finances and operations (Opie and Riddiough, 2020). Lead and Lag show operational hedging. This technique uses meticulous foreign currency payments and receipts to take advantage of advantageous exchange rates. MNCs can mitigate foreign exchange volatility by deliberately sequencing transactions to maximise income or decrease spending. Centralised buying reduces operational risks for multinationals (Gabaix and Maggiori, 2015). Centralised subsidiary or regional procurement enhances single-currency payment terms and economies of scale. Streamlining procurement may decrease exchange rate volatility, currency translation expenses, and payment stages for multinationals. Controlling risk and improving efficiency are benefits. Multinationals also hedge via transfer pricing. Multinational subsidiaries establish internal product and service prices via transfer pricing. Presale exchange rates or pricing approaches may assist multinational enterprises weather currency volatility. This method controls operational profitability and performance to improve financial predictability (Kouri, 2019). Operational hedging may not reduce FX risk unless management oversees decision-making and implementation. Operational hedging requires complex global subsidiary and division coordination (Geyer et al., 2019). Regional dispersion, business size, industry, and foreign exchange risk exposure impact operational hedging performance (Eiteman et al., 2016). Before employing operational hedging, multinational organisations must assess its potential to increase financial stability and decrease risk.
3.2	Transactional Hedging: Multinational enterprises hedge short-term FX risk via financial instruments (Eiteman et al., 2016). Forwards are used to hedge future foreign currency transactions at pre-set exchange rates (Kouri, 2019). Forward contracts help MNCs forecast foreign currency rates and cash flows, decreasing FX market volatility and boosting financial risk management. Using money market hedges is effective. Currency swaps secure future exchange rates (Eiteman et al., 2016). convert rate swaps allow multinational companies to convert currencies at a set rate for a certain duration, reducing the influence of exchange rate fluctuations on the transaction price. MNCs can hedge individual FX transactions without currency delivery. Short-term FX risk management becomes more flexible and efficient (Eiteman et al., 2016). Transactional hedging helps multinational companies with short-term predictability and risk minimization. To protect foreign capital flows and exchange rate volatility, MNCs deploy forward contracts and money market hedging (Hill, 2022). Budgeting and strategy reduce financial risks and variations for international companies. Global companies confront transactional hedging issues. Limited by original hedging contract costs. Financial instruments to hedge FX risk may cost MNCs premiums or fees, altering cost structure and profitability. Transactional hedges may miss exchange rate gains. Forward contracts and money market hedges may restrict MNC market gains.
3.3	Financial Hedging Instruments: Financial hedging instruments help MNCs manage FX risk. Currency options let holders purchase or sell foreign currencies at a set date and price without commitment. Market circumstances may allow multinational corporations to execute currency options to manage foreign exchange risk. This flexibility lets multinationals profit from good currency rate movements and avoid negative ones. FMCGs may decrease FX risk using currency futures (Manconi et al., 2018). These contracts are exchange-traded standardised agreements to purchase or sell foreign currency at a future price. MNCs benefit from currency futures price transparency, liquidity, and FX risk management. Despite their flexibility and strategic importance, financial hedging strategies have limitations that MNCs should consider. A drawback is that options and futures cost more than forwards. Premiums or fees for options or futures contracts increase multinational corporations' hedging expenses. Financial hedging may complicate international risk management (Geyer et al., 2019). Understanding and using option pricing and futures contract specifications takes competence. This confronts MNCs with little financial market resources or experience. Financial hedging products increase counterparty risk since foreign corporations exchange options and futures contracts. Counterparty risk—the counterparty's likely failure to perform—can create losses or upset multinational corporations' hedging strategy.
3.4	Currency Invoicing: Currency invoicing directly minimises MNC FX risk. Denominating contracts in a currency that reduces currency fluctuations achieves this. If MNCs have better control over intra-company invoicing between subsidiaries, this method works. Invoicing transactions in subsidiaries' operational currencies or the least FX-risk currency reduces MNC exchange rate risk (Alexandridis et al., 2021). A U.S. MNC with a European subsidiary may invoice euro transactions to mitigate dollar-euro FX risk. This streamlines operations and saves administrative burden by removing currency translation and simplifying transaction processing (Manconi et al., 2018). Currency invoicing is complicated but reduces foreign exchange risk. Market dynamics and consumer preferences may make currency invoicing challenging for MNCs (Eiteman et al., 2016). Regardless of the international corporation's choice, clients can invoice in their home currency or U.S. dollars. Multinational enterprises' invoicing alternatives may be limited by legislation or regional currency dominance. This limitation raises foreign exchange risk (Boz et al., 2020). Currency invoicing may also impact multinational companies' (MNCs)' transfer pricing strategies. As a consequence, pricing strategies can have an impact on internal prices for items and services traded between subsidiaries (Gabaix and Maggiori, 2015). As a result, transfer pricing affects multinational corporations' profitability and tax allocations by transaction currency.


4.0	Conclusion
To a great extent, multinational cooperations are affected by the fluctuations of the foreign exchange rate.  These currency rate fluctuations affect profitability, capital flows, and financial health. Foreign exchange risk mitigation measures of multinational corporations are important in managing the fluctuations. In this case, using currency invoicing, and financial, operational, and transactional hedging is recommended. Each strategy has merits and downsides. So, it is important to use a specific FX risk framework. Financial hedging addresses long-term foreign exchange concerns. On the other hand, operational and transactional hedging handles daily currency movements. Currency invoicing decreases foreign exchange risk. With that being said, market dynamics and transfer costs may hinder implementation. In an age of globalisation, multinational organisations may improve their financial performance and FX risk management by knowing these strategies and their ramifications.
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