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[bookmark: _Toc154356405]Introduction
International financial management (IFM) can be defined as the strategic management of financial activities across national borders (Ayadi et al., 2022). The companies that operates business in multiple countries across national borders are called multinational corporations (MNCs) which frequently face challenges regarding the management of foreign exchange risks. The fluctuation occurs in the exchange rate of foreign currency results in the occurrence of foreign exchange risks which can have significant impact on the overall financial performance of the MNCs. These MNCs adopt different strategies to manage their exposure towards these risks. This report will be analysing the risks and the strategies adopted by the MNCs to manage their exposures towards the foreign exchange risks. 


[bookmark: _Toc154356406]Foreign exchange risks
The complicated landscape of international financial management exposes various types of foreign exchange risks which must be navigated by the multinational corporations for managing their finance effectively (Della Corte et al., 2022). Currency risk in the global market include transaction risk, translation risk and economic risk. MNCs must understand these risks for developing effective and suitable strategies to tackle this risks in the global market. 
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Figure01: Foreign exchange risks (Candian and De Leo, 2023).

· Transaction risk: This risk occur due to the impact of fluctuation of exchange rate on the value of future cash flows (Candian and De Leo, 2023). Businesses that are involved in international trade encounter transaction risk due to the impact of currency movements occur in-between the time of agreeing the transaction and the time of settling down the transaction. 
· Translation risk: The switch of financial statements from one currency to another currency might lead to the occurrence of translation risk. MNCs running subsidiaries in different countries often face translation risk while assembling overall financial results (Alonso-Monsalve et al., 2020). 
· Economic risk: This can also be called as operating exposure which basically arises due to the impact of fluctuations of exchange rate on the future operating cash flow of the company. This risk has no direct connection with specific transactions but there are potential long term impact of the risk on the competitiveness as well as the profitability of the company. 
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There are different types of strategies that are adopted by the multinational corporations for managing the foreign exchange risks. Such as 
[bookmark: _Toc154356408]Hedging strategies
This is one of the fundamental aspects of managing risks in the context of international financial management. Hedging strategies are commonly adopted by MNCs for mitigating the negative impact of fluctuations in the foreign exchange rate (Alfaro et al., 2021). There are some primary instruments of hedging strategy including 
· Forward contracts: This is basically a customized agreement between two or more parties agreeing to sell or buy any specific asset in the future at a pre-determined price. Forward contracts are used by MNCs for securing specific exchange rates for transaction that will be happening in the future (Saeed et al., 2020). This is used for safeguarding the exchange rate against any potential unwanted shifts in the currency values in the future when the contract matures. This strategy helps firms in predicting cost of international transactions as well as the potential revenue stream. But such contracts are very inflexible since the terms and conditions are not changeable once the agreement is made. 
· Future contracts: This contracts are called the standardised exchange-traded contracts where there are certain contract amount along with maturity period (Shin and Pyo, 2019). Clearinghouse enable trading helps to minimize the default risks arise from counterparty. There are liquidity in the future contracts which makes these contracts popular. There are also flexibility in entering and exiting positions. These contracts are suitable for MNCs that emphasizes on managing their short-term currency risks. But the flexibility of terms and conditions of future contracts are less than the forward contracts. 
· Options contracts: The buyer involved in this agreement can have the right instead of the obligation of purchasing or selling certain amount of money at certain price at a particular date (Bai and Kavussanos, 2022). The options are being valued depending on their versatility allowing the holders to take effective actions to depend any changes both the positive and negative in the exchange rate of currency. This contract allows the holders to make profit when there is a positive change while safeguarding any kinds of negative movement. The cost of the options are the premium that is paid for such flexibility. 
· Swaps: The swaps of currency basically involves the exchange of both the principle amount and the interest payments amongst various currencies. This strategy is more effective to manage the debt obligations of foreign currency as well as for hedging the long-term exposures (SenGupta et al., 2019). This strategy is widely used by MNCs to lower the exchange rate as well as the interest rates prevalent in different currency markets across the world. 
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This is one of the most significant and crucial strategies adopted by multinational corporations for reducing the exchange risks associated with the exchange of foreign currency (Garratt and Zimmerman, 2020). Diversification strategy is widely used in corporate operations involving financing across multiple countries over many currencies. The outcome of volatility of exchange rate due to the reliance of a firm on particular currency can be mitigated by the application of this strategy. For instance, if a multinational company operates business in multiple countries and experiences decrease in the currency value of a particular country while having increase in the currency value of other countries then the impact of the decrease in the currency of the particular country can be neutralized. This tactics might include bringing change in the source of materials, production sites, sales market as well as the finance sources (Alfaro et al., 2021). Achieving a natural equilibrium is the core goal of diversification which enables the firms in balancing the losses in one sector with the gains in other sectors. This strategy helps in ensuring consistent cash flow and profit for the MNCs. 
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This is a collective strategy that involves a mutual agreement between different parties engaged in international trade for managing their risks associated with the change of exchange rate (Amit et al., 2022). The price of products and services included in the contract are modified frequently aligning with the shifts in currency values. For example, if one of the parties encounters disadvantages due to the change of currency rate then the other parties involved in the contract will be equally or proportionately distributing the financial impact among themselves for limiting the risks on one side shoulder. This strategy basically forms a collaborative relationship amongst the parties for sustaining a long term partnership. 
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This is another significant and effective strategy to manage the currency risks by maintaining equilibrium in the receivables and payables. Netting strategy can be applied both internally and externally across the subsidiaries of MNCs (Garratt and Zimmerman, 2020). If a multinational company has both account receivable and account payables in euros it can apply the netting method for netting the euro-denominated transactions against one another for lowing its exposures to the exchange rate fluctuations of euros. The application of netting method helps in reducing the cost of converting the currencies into another currency. The management of transactions into various currencies can be easily streamlined through the adoption of netting which also helps in enhancing efficiency as well as cost-effectiveness of financial management. 
[bookmark: _Toc154356412]Matching
This is a financial strategy allowing a multinational corporation to align its cash flows with the same currency of other subsidiaries of the firm. The theme of the strategy is to synchronize the cash inflows and outflows of the corporation in the same currency for minimizing the overall risks associated with the exchange rate (Avdjiev et al., 2019). For instance, if one of the subsidiaries of a multinational corporation receives revenues in euros while another subsidiary of the firm also incurs expenses in euro then the MNC can align both of the transactions for reducing the requirements of converting the currencies to minimize currency risks. The adverse impact of variability of the exchange rate of euro over the entire corporation can be significantly reduced by the adoption of matching strategy. This strategy enables the MNC in effectively managing its exposure to the currency risks. It also helps in ensuring that there is a minimal effect of currency exchange rate on the overall financial performance of the corporation. 
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This can also be called as operational hedging which is basically a strategic approach used to manage the risks associated with the foreign exchange by making operational decisions (Boudoukh et al., 2019). Under this method, MNCs make decisions to purchase the raw materials and other inputs from countries with the same currency region in which the products or services of the firms are sold. This is very helpful for the multinational corporations for aligning their expenditure framework with their income stream in the same currency. This helps in countering the effects of fluctuations of the currency rate. 
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This is very crucial for multinational corporations to manage currency risks by the adoption of suitable strategies. Firms can adopt any of the strategies according to their need and consequences. Specific risk profiles of the company, characteristics of the company’s foreign activities as well as the status of market have impact on the selection of specific strategy to manage the currency risks in the international market. A deep understanding of the complexity of international market is also required for managing currency risks. 
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