


     


      International Financial Management

                     Assessment 1 

                  Module code: LCBB6002
                   Student name:  Penka Murdzheva
                   Student ID:2122606




Contents
Introduction	3
Main Body	4
Models and Theories of International Financial Management.	4
Techniques Related to International Financing.	4
Meaning of Foreign Exchange Risk and Their Types.	5
Adoption of Strategies by Multinational Corporations as a Safeguard for Foreign Exchange Risk.	6
Conclusion	8
Referencing	9



[bookmark: _Toc162823473]Introduction
International financing is a part of international economics that monitors economic relations and monetary policy between two countries. In international financing, the organisation focuses on the macroeconomic factors that have an impact on the international economy such as foreign direct investment, inflation, exchange rate, etc (Bandy, 2018). Due to globalisation, communication among countries has become very easy which fosters international relations among different countries. Now, organisations or governments can ask for help not only from the inside of the country but also from other countries considering currency value and exchange rate in order to face economic depression. So, international financing has become very popular because of the blessing of globalisation. The report aims to evaluate different strategies taken by Multinational Corporations to alleviate foreign exchange risks. To make the report successful, it introduces different models and theories of international financial management and techniques related to international financing first. Then the report includes the meaning of foreign exchange risks and their types. At last, the report evaluates different strategies adopted by multinational corporations to mitigate foreign exchange risks.
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International financial management refers to the collection of funds from different international sources like the World Bank, capital market, foreign direct investment, etc. When the financing is done through different international sources it is called international financing which is very risky and dangerous for organisations (Bekaert & Hodrick, 2018). International financial management follows different models and theories that cover different areas like interest rates, exchange rates, currency crises, and balance payments which are discussed below:
Interest rate: The interest rate for national and international financing is different as international financing charges a higher interest rate. If the organisation has to pay high interest for financing, the cost of financing becomes higher which is a threat for the organisation (Eun et al., 2024). So, the organisation has to figure out those sources which offer fair interest rates for financing.
Exchange rate: The exchange rate is a rate at which currency value is measured and exchanged between two countries. If the exchange rate is lower, currency value becomes also lower which is why organisations get a lower amount of money even though the same amount of money is given by the financial institutions to the organisations that are asked (Jones et al., 2022).
Currency crises: According to Madura & Fox (2023), currency crises refer to the reduction in the currency in a country. If a currency crisis occurs in a country, organisations don’t get enough sources to collect funds as per their requirements. So, currency crises are also considered to manage funds from international financial sources.
Balance payments: International financial management considers balance payment because if the balance payment is not ensured organisations have to a lot of money to the financial institutions which increases the cost of financing (Moshirian, 2002). So, a balance payment is needed for international financing so that organisations get benefit by taking financing from international sources.         
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An organisation can assemble financial requirements by using different techniques and methods. But, it is important to assemble financial requirements from the right place at the right time. If the right methods are not chosen by multinational organisations, they will face a threat to operating activities in an effective and efficient manner (Bandy, 2018). The techniques of international financing are,
Letter of Credit: A letter of credit is a technique of collecting short-term funds by selling goods. Here, the bank of buyers provides a guarantee to the suppliers to pay the money after the shipment of products (Bekaert & Hodrick, 2018). As a result, the financing of funds by selling goods in an international market is protected by a letter of credit.
Export credit agencies: Export credit agencies are such governmental institutions which provide loans, insurance and guarantees to exporters and importers. As a result, both exporters and importers can apply for loans and insurance to collect funds from these agencies (Eun et al., 2024). Besides, both parties can also take guarantees for international financing which makes international financing easier.
Foreign direct investment or equity financing: Foreign direct investment or equity financing is a technique where different investors invest in multinational corporations to buy shares. Jones et al. (2022) stated that when a multinational gets foreign direct investments from different investors, the capital amount of the funds is raised. So, foreign direct investment is a technique of international financing,
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The exchange rate of all currencies can go up or down on a daily basis. If the exchange rate is in the favour of organisations, it get benefits from the exchange rate whereas a poor exchange rate brings risks and threats for organisations (Madura & Fox, 2023). Exchange rate risk may be defined as a risk for multinational organisations if the operational activities of an organisation hampers due to the change in the value of currencies. Different types of exchange rate risks can occur which are discussed below:
Transaction exposure: Transactional exposure increases risk due to a transaction between an importer and an exporter. The exchange rate risks for a transaction occur when the transaction is made some days ago but the payment will be given in future (Moshirian, 2002). As the exchange rate changes every day, the exchange rate may become lower at the time of the payment which increases in exchange rate risk.
Economic exposure: Economic exposure is another reason for foreign exchange risks where international economic factors have an impact on the exchange rate. If the economic conditions are reduced in a country, the exchange rate of that country reduces which also increases the exchange rate risks for an organisation (SIDDAIAH, 2015). Because of the lower exchange rate, the cash flow of the organisation is reduced.            
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Financing is important for organisations to mitigate the liquidity crisis of organisations. So, national and international financial sources are considered by multinational corporations to meet financial needs (Bandy, 2018). However, international financing is very risky due to the fluctuation of interest and exchange rates. So, organisations come up with different strategies to stay safe in the market. The strategies considered by multinational corporations to mitigate foreign exchange risks are stated below:
Hedging through foreign exchange forward contracts: A forward exchange contract is an agreement to buy or sell currencies at a fixed rate in future. So, a foreign exchange contract is made, and both parties agree to buy and sell currencies in the future date but at the current currency price. According to Bekaert & Hodrick (2018), the lower exchange rate in future doesn’t impact today’s transactions. As a result, multinational corporations don’t have to worry about exchange rates because no matter what exchange rate is fixed in future, they will get the opportunity to exchange currency at today’s rate in future. So, multinational corporations made foreign exchange contracts to mitigate foreign exchange risks.
Hedging through foreign exchange option contracts: An option contract is also an agreement to buy and sell currency at a future date but at today’s exchange rate. But, there is no obligation in the option contract to buy and sell currencies at a future date. So, multinational organisations don’t have to sell or buy currencies in future if they don’t want to. If the currency rate becomes lower in future, multinational corporations can go through the contract to get the same rate as before. But if the rate becomes higher, multinational corporations can sell the currency in the market at a higher price (Eun et al., 2024). So, there is a win-win situation for multinational corporations as they don’t have to face losses due to lower exchange rates. By entering into an option contract, foreign exchange risks can be mitigated.
Transaction in the national market: When an organisation makes transactions in the local market, it has to make payments in the same currency in which it operates business activities. So, transactions in the national market don’t make payments in different countries which is why there is no need to exchange foreign currencies (Jones et al., 2022). Since foreign currencies are not transacted, the risk of foreign exchange is zero. So, by making transactions in the national market, multinational corporations can mitigate foreign exchange risks.
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Globalisation has made the world very small and now people, organisations and governments can easily make a strong connection with other countries so that they can help others and ask for help in times of danger. Sometimes, organisations face issues in managing finances to meet the daily requirements of liquidity. So, financing is needed from inside or outside of the country. However, international financing brings some risks like higher interest rate risks, foreign exchange risks, etc. The report aimed to evaluate different strategies taken by Multinational Corporations to alleviate foreign exchange risks. The report consisted of an introduction to different models of international financial management and techniques related to international financing. The report also included the meaning of foreign exchange risks, their types and different strategies adopted by multinational corporations to mitigate foreign exchange risks.
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