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1. [bookmark: _Toc162291542]Introduction
In the context of International Financial Management (IMF), companies operating in multiple nations which are known as MNCs, have to deal with the challenges of the foreign exchange (FX) risks. This risk is normally present in international trade activities (Sadgrove, 2016). Managing these risks can be a challenge that not only undermines the overall financial condition and business strategies of such organizations but also poses threats to their sustainability. The main objective of this report is to provide a critical analysis of alternative strategies of risk management, which large transnational corporations implement to reduce their exposure to risks. This analysis will explore alternative ways of handling FX fluctuations by leveraging different theoretical frameworks and practical cases. This analysis aims to find appropriate solutions in this regard. However, this report focuses on risk management techniques ranging from traditional hedging methods to new operational tools as a rich source of information for MNCs that aim to enhance their financial positions in the international market.
2. [bookmark: _Toc162291543]Understanding Foreign Exchange Risks
Foreign currency exchange (FX) risk is the kind of risk that is so inherent in international financial activities. Whereby the volatility of global currencies and changes in the exchange rates can hurt MNCs' (Multinational Corporations) financial outcomes (Butler, 2016). Such fluctuations can cause massive financial issues, mainly through unforeseen revenues or costs. FX risk is one of the challenges that MNCs face as they try to protect their global earnings. Therefore, the necessity of proper FX risk management strategies becomes central.
There are three primary types of FX risks:
	1. Transaction Risk
	It arises when the exchange rates change from the time a company commits to an overseas currency transaction and the time it makes a settlement (Boudoukh et al., 2015). An example is an American firm which imports goods from Europe, paying in euros. If the euro strengthens against the dollar before the payment is made, the cost in dollars increases.

	2. Translation Risk
	This occurs when a company conducts the consolidation of financial statements coming in from foreign operations. For example, if a UK subsidiary reports in pounds at the end period, such weakening against the home currencies can lead to a loss of consolidated profit (Wystup, 2017).

	3. Economic Risk
	It refers to persistent changes in exchange rates with a long-term impact on a firm's competitiveness in the markets. For example, a Canadian manufacturer that exports to the US could face the double effect of the strengthened Canadian dollar against the US dollar making its products more expensive and less competitive (Albouy and Dupuy, 2017).


4. [bookmark: _Toc162291544]Literature Review on FX Risk Management Strategies
The existing literature on foreign exchange (FX) risk management strategies covers a range of ways of preventing the negative effects of currency fluctuation on multinational companies (MNCs). Karmakar and Mukherjee (2017), have studied hedging techniques, operational modifications, and financial devices which are the main tools to mitigate FX risks. Different hedging tools including forward contracts, options, and swaps are widely discussed utilities in fixing exchange rates and consequently offer certainty in cash flows. On the other hand, Eun, Resnick, and Chuluun (2021) highlight the significance of operational strategies such as currency risk sharing and invoicing in hard currencies. However, it helps to smooth out and reduce the impact of currency fluctuations on the trading partners.
In addition to these practical approaches, Albouy and Dupuy (2017), provide the conceptual understanding of FX risk mitigation. According to Albouy and Dupuy (2017), the Economic Exposure Theory explores the effect of exchange rate movements on the value of a company. They also argue that managing economic exposure encompasses more than just regular contractual or forward hedging. However, it involves strategic financial planning and operational adjustments. According to Shapiro, Hanouna, and Sarin (2024), the Purchasing Power Parity (PPP) and Interest Rate Parity (IRP) Theories help explain and forecast currency movements. However, these are immensely important for effective hedging and management operations. Additionally, Madura, Hoque, and Krishnamurti (2018), stated that the Transaction Cost Economics (TCE) theory brings insights into the decision-making process for the internalization of FX risk management practices or outsourcing through financial instruments. On the other hand, the Diversification Strategy suggested by the Portfolio Theory presents that the MNCs can lower their total risk exposure by investing in different currencies and markets. However, according to Boudoukh et al. (2015), the theoretical frameworks add considerably to the strategic planning and implementation of FX risk management practices and serve MNCs as the guiding instruments through the complexities of international finance.
5. [bookmark: _Toc162291545]Strategies for Managing Foreign Exchange Risks
To reduce the negative impact of foreign exchange (FX) risks, multinational corporations (MNCs) employ diverse strategies (Eiteman, Stonehill, and Moffett, 2016). These strategies include financial instruments and operational modifications, each with benefits and limitations.
· Hedging Strategies: Hedging is the main approach for the mitigation of the transactional as well as the economic FX risks. MNCs frequently deploy forward contracts, options, futures, and swaps for currency risk hedging (Butler, 2016). For example, forward contracts enable companies to fix future exchange rates hence cutting down on uncertainties. In addition to hedging to safeguard against adverse movements, it also suggests that companies may not take full advantage of the favorable shift in foreign exchange rates (Albouy and Dupuy, 2017). Hedging, especially with options, might be a costly affair and therefore, needs to be compared to the probable benefits.
· Diversification: Geographical and currency diversification lessens the risks of a company occurring in a particular country or currency by spreading the investments among different countries and currencies. An MNC's ability to operate in several countries and work with several currencies can potentially shield it from losses in one region with gains in another (Shapiro, Hanouna, and Sarin, 2024). Such a strategy contains a built-in natural hedge against the currency risk, yet its efficiency depends on the market correlation. However, diversification in highly correlated markets does not offer full protection.
· Currency Risk Sharing: This method implies the renegotiation of agreements to make currency risk a shared responsibility that is spread between the buyer and the seller (Eun, Resnick, and Chuluun, 2021). It is an inclusive approach that may be used to suppress the negative impacts of currency fluctuation without having to use financial hedge instruments directly. Nevertheless, the currency risk-sharing implementation entails an excellent relationship between two parties which is quite difficult to negotiate and administer (Wystup, 2017).
· Operational Strategies: Management strategies, such as risk management practices in the company's operational processes, include leading and lagging payables and receivables, pricing adjustments, and selecting invoice currencies (Butler, 2016). These tactics allow firms to move swiftly in the face of currency changes, reshaping their activities to mitigate risk exposure. While operational strategies provide flexibility and can be cost-effective, they need an in-depth knowledge of the global operations and only partly mitigate the FX risk.
· Critical Analysis of Strategies: In determining the effectiveness of FX risk management strategies, it is important to consider different company variables such as their size, industry class, and global exposure (Eun, Resnick, and Chuluun, 2021). Hedging provides the benefit of having the right coverage against unstable FX movements. But the price is always a matter that needs to be balanced against the overall positives. Diversification and currency risk sharing are rather strategic and long-term in nature, although financial hedging may be more comprehensive in terms of protecting an investor (Madura, Hoque, and Krishnamurti, 2018). The ensemble of strategies, adapted to the particularities of a single MNC, is, usually, what achieves better control of the associated risks, finding the right balance between the benefits and the costs of exchange rate-based negative effects on financial performance


6. [bookmark: _Toc162291546]Empirical Evidence
Multinational companies (MNCs) usually demonstrate the upcoming trends in managing FX risks through effective and applicable materials in the real world. For example, Airbus SE, which is based in Europe and engages in the aircraft-building business, uses a blend of currency hedging instruments, such as options and forwards, to minimize currency risk, especially against the USD/EUR exchange rate. This might have a substantial influence on its proceeds and costs via the global supply chain and customer base (Shapiro, Hanouna, and Sarin, 2024). Netflix, for instance, very uses a natural strategy of protecting against unnecessary risks by increasing its investment in non-U.S. production of content. Thus, this operational strategy not only widens the range of its content offering but also avoids having too much currency risk from earnings generated outside the U.S. (Eiteman, Stonehill, and Moffett, 2016). These examples, therefore, demonstrate the crucial nature of an FX risk management strategy. However, it needs to be tailored to every business’s unique operational and financial contexts.


7. [bookmark: _Toc162291547]Conclusion
The review of the literature and empirical evidence discloses a range of different and intricate FX risk management strategies utilized by MNCs. Hedging through financial instruments is the direct solution but at a price that requires cautious thinking. Diversification and currency risk sharing are seen as a strategic extension of the risk mitigation approach which would help in fostering long-term resilience against FX volatility. Operational strategies, integrated within the daily business practices, ensure adaptation and immediate reaction to currency fluctuations.
MNCs are advised to opt for a holistic strategy that combines financial hedging with operational and strategic measures. Customizing these methods to businesses and exposure levels is significant. Consistently examining and fine-tuning the strategy choices in line with market shifts can make it more potent and stable financially.
The importance of the efficient management of FX risks cannot be underestimated for MNCs operating in the international trade arena. The employment of a combination of different methods, based on both theory and practice in the field, is the best method of countering the unpredictability of currency markets. Through skillfully addressing these risks, MNCs may secure their assets and maintain stable growth and profitability in the global environment.
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