
 

1 

 

                       

  

  
                                                           BA BUSINESS MANAGEMENT  
  

  

Module: International Financial Management 

Code: LCBB6002 

Lecturer: Andry  Rakotovololona  

Name: Radu Maimescu 

Student ID: 2131119 

 

 

 

 

 

 

 

 

 

 

 



 

2 

 

 

 

Contents 
Introduction ..................................................................................................................................... 3 

Risk Mitigation Strategies: A Multi-Pronged Approach ............................................................ 3 

Financial Hedging Instruments ............................................................................................... 3 

Operational Hedging Techniques ........................................................................................... 4 

Strategic Risk Management .................................................................................................... 4 

Critical Evaluation and Considerations ...................................................................................... 5 

Cost-Effectiveness and Market Efficiency ............................................................................. 5 

Internal Controls and Risk Management Culture ................................................................... 6 

Conclusion ...................................................................................................................................... 7 

Reference list .................................................................................................................................. 8 

 

 

 

 

 

 

 

 

 

 

 



 

3 

 

Introduction 

Foreign exchange (FX) risk affects international transaction valuation and financial statements of 

multinational corporations. One can control both by this risk. Translation, financial, and 

transactional risks abound. Long-term currency movements affect a company's market value and 

future cash flows; translation risk is created by currency fluctuations between deal execution and 

settlement; and consolidation of the financial statements of foreign subsidiaries depends on 

translation risk. Foreign exchange risk mostly comes in three main forms. These hazards can 

damage profitable multinational companies (MNCs), so altering cash flow and complicating 

financial reporting. Effective management of foreign exchange risk will help to maintain the 

stability of the financial system and accomplish strategic goals in the erratic global market. 

 

Risk Mitigation Strategies: A Multi-Pronged Approach 

Financial Hedging Instruments 

Management of foreign exchange risk calls for financial hedging tools including forwards, futures, 

options, and swaps. Forward contracts between two people to trade currencies at a set rate in the 

future are personalized contracts. Exchange forward-looking currencies. Though they demand 

limited liquidity and a commitment, forwards offer exact hedging. On exchanges, traders deal with 

uniform futures contracts (Ganti, 2020). They lack customizing even if their liquidity and reduced 

counterparty risk allow for Though not required, options holders have the right to exchange money 

at a designated rate prior to their expiring date (Ganti, 2020). Although these are costly, they are 

profitable and flexible. Through cash flow exchange, swaps control currency risk and interest rates. 

Swaps let partners trade cash flows. Setting up a swap, though, is expensive and difficult. 

Every musical tool has advantages and disadvantages. Though their application is limited, forward 

contracts are accurate and reasonably priced (US Bank, 2023). Futures offer less customizing than 

other choices even if they are standardized and liquid. Though they are more flexible, options cost 

more. Despite their complexity, swaps can help to hedge several risks. 

Among multinational companies like General Electric and Toyota, derivatives have helped many 

controls foreign exchange risk (US Bank, 2023). While Toyota uses currencies swaps to steady 

cash flows and guard against currency fluctuations, General Electric uses forwards and options to 
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hedge transaction exposure. Toyota makes use of both tactics. These case studies show how tools 

for financial hedging lower risk related to foreign exchange. 

Operational Hedging Techniques 

Operational hedging in management of foreign exchange is using business operations instead of 

financial instruments. These techniques are thus more successful. Natural hedging matches 

currency flows so lessening of exposure. Revenue and expenses have to be in the same currency 

if one is to reach this aim (Jovanovic, 2014). Leading and trailing payments adjust receipts and 

payments to benefit from changes in exchange rates. One does this by timing receipt and payment 

to suit (Jovanovic, 2014). Transfer pricing sets internal transaction prices between overseas 

companies. This operation helps to lower foreign exchange risk. 

The capacity of operational hedging to include risk management into business processes 

determines its success mostly. Natural hedging lowers risk free-of-cost. The drawback is that it 

calls for a balanced currency flow—which might not be achievable. Leading and lagging payments 

offer flexibility, but only if exchange rates can be forecast (Mieghem, 2011). Though it is highly 

controlled and might lead to compliance problems, transfer pricing could work. Transfer pricing 

could be successful. 

Research indicates that operational hedging finds use in many different sectors. To fight volatility, 

automakers such as BMW apply natural hedging (Mieghem, 2011). This is accomplished by 

localizing manufacturing and sourcing to line local sales plans. Transfer pricing allows Apple and 

other technology corporations more effective management of currency risk. Although studies 

reveal that operational hedging is often used in conjunction with financial hedging to control risk, 

it can be rather successful.  

 

 

Strategic Risk Management 

Strategic risk management in foreign exchange gives local production and sourcing first priority 

along with currency diversification. In order to lower foreign exchange exposure and concentration 

risk. To diversify, business operations have to grow into several areas with different currencies 

based (Iverson, 2013). This approach distributes foreign exchange risk among several currencies, 

so lessening the effect of exchange rates on general performance. This is so as the approach 
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distributes risk among currencies. One further advantage is that companies may profit from 

positive changes in specific areas' currencies. 

Managing foreign exchange risk depends mostly on local manufacturing and sourcing. Essential 

for risk control, they assist to match income and expenses in the same currency (Mcconnell, 2016). 

To cut their reliance on imported goods and foreign exchange transactions, companies deliberately 

site manufacturing plants and purchase materials from nearby suppliers (Mcconnell, 2016). This 

lessens their need for foreign currencies. The transactional foreign exchange risk connected with 

changes in rates gets less. 

Effective application of these techniques helps multinational companies to be successful. Coca-

Cola divides its income, for example, among several worldwide markets (William, 2012). The 

business lowers its foreign exchange risk since it depends not too much on any one currency. 

BMW deliberately sites its factories in important markets including Germany and the US. To 

control expenses and income in their currencies, the company sources locally. 

 

 

Critical Evaluation and Considerations 

Cost-Effectiveness and Market Efficiency 

There is foreign exchange risk management cost difference among different instruments. since 

several instruments are available. The tools below for financial hedging cost money. Tools call for 

forwards, futures, options, and swaps. Included among these expenses are premiums, fees, and 

margins. Though they are less expensive than other options, forwards and futures could restrict 

flexibility (Eichhorn and Towers, 2018). Though options are more flexible, premium prices can 

make them costly. Though flexible, exchanges call for more complex setup and higher initial costs 

than other transactions (Frömmel, 2023). Two operational hedging strategies are natural and 

transfer pricing. Though they call for a lot of management and stakeholder alignment, these 

strategies could cut direct financial costs. 

Closely linked are market efficiency and the effectiveness of hedging instruments. This 

relationship is also rather crucial. In effective markets, prices and hedging tools are more 

competitive (Eichhorn and Towers, 2018). Efficiency can rise while costs drop. These approaches 

could fail in less efficient markets with higher costs and less liquidity. Low-competition markets 
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could allow this. If the market fails to fairly forecast currency fluctuations, hedging loses 

efficiency. This could limit hedging. 

Multinational companies (MNCs) should weigh the costs and benefits of hedging. Under-hedging 

increases a company's risk of large foreign exchange losses; over-hedging wastes money 

(Frömmel, 2023). Hedging can incur unneeded expenses. Perfect hedging strategies use 

operational and financial techniques catered to the risk profile and market conditions of the 

company. By doing this, one maximizes the hedging technique. 

 

Internal Controls and Risk Management Culture 

To lower foreign exchange risks, multinational companies have to have robust internal controls 

and a well-defined foreign exchange risk management strategy. Effective internal controls 

guarantee a company's ability to spot, assess, track, control foreign exchange risks. Developing 

policies accomplishes this (Cenowski and Mair, 2013). In this regard, "clear delegation of 

responsibilities" refers to consistent regulatory compliance and reporting. 

Management of foreign exchange risk depends critically on employee awareness and training. 

Foreign exchange risk is taught to staff members along with how to minimize it and how to 

document company threats (Campuswise, 2020). Workers get this instruction. Awareness 

campaigns tell staff members about changes in foreign exchange and market policies. It helps 

employees to foresee and handle hazards. 

In foreign exchange risk management, best practice is found in strategic decision-making's risk 

management. This relates to control of forex risk. Unilever and Procter & Gamble track worldwide 

foreign exchange risk using centralized treasury operations (Ahmed et al., 2014). They modify 

their hedging techniques and forecast foreign exchange movements using sophisticated risk 

measuring and scenario analysis. This lets them prevent losses. Note also: These businesses stress 

ongoing development (Ahmed et al., 2014). They review and update their risk management 

strategies to fit changes in the market. 

Employee education and a strong risk management culture can enable multinational companies 

(MNCs) maintain their worldwide operations financially steady by helping them to resist changes 

in foreign exchange rates.  
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Conclusion 

Combining operational strategies and financial hedging tools helps one properly control foreign 

exchange (FX) risk. Financial products with different cost-effectiveness and flexibility are 

forwards, futures, options, and swaps. This qualifies these tools for those with different risk 

profiles. Natural hedging and strategic sourcing operational techniques help to support these 

initiatives. These strategies match business to financial exposure. Multinational companies 

(MNCs) have to control foreign exchange risk using a dynamic, all-encompassing framework. This 

method depends on continuous market monitoring and financial exposure to rapidly change 

policies. This approach lets rapid strategic adjustments as well. Their business plans include 

foreign exchange risk management, and they maximize hedging efficacy with real-time data 

analytics and scenario planning. Excellent models of this dynamic approach are Nestlé and IBM, 

who have accomplished all of these. Given the global economy, one must be fast in adjusting to 

dynamics of foreign exchange markets. Being proactive and encouraging a culture of risk 

awareness and responsiveness helps multinational companies (MNCs) to lower foreign exchange 

(FX) volatility and preserve financial resilience in their worldwide operations. One can achieve 

this by acting early on. 
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