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[bookmark: _Toc150446097]Introduction 
The scope of international financial management has inclusion of capital markets which helps individuals and businesses earn more money and help their ideas come true. Sound financial management is imperative for the firm to survive and grow in the volatile market conditions. (Arnold, 2012). The aim of this report is to outline the evaluation of financial management theories on companies. The overview is going to cover a brief introduction to international financial management theories. The last question is to evaluate the different strategies used by multinational corporations to manage foreign exchange risk relating to the theories of international financial management. 
[bookmark: _Toc150446098]“International Financial Management (IFM) theories”
The interest rate parity is the theory that provides a strong relationship between both the interest rates and the current currency’s exchange rate. It also follows the practice of maintaining a consistent rate of interest across all the different channels. The Mundell-Fleming model lays down an argument that an economy is not capable of maintaining a fixed economic policy and an independent monetary policy (Al-Lozi, 2023). The optimum currency area theory guides the companies that there are specific areas that have boundaries based on national boundaries that can create benefits for the modern currency. 
[bookmark: _Toc150446099]“Foreign exchange risk to multinational corporations” 
Foreign exchange risk represents the overall losses that international financial management can incur due to fluctuations in the currency. According to Horvathova and Mokrisova (2020), fluctuations in the currency can negatively impact the company’s operations in short, medium and long-term competitiveness based on the products and services. For several companies, this type of risk can undergo changes in the supply costs that have been purchased from a different country and change the product’s attractiveness to overseas customers. There are three types of foreign exchange risk that includes transaction risk, translation risk and economic risk. Economic risk is that risk where the market value of the company is usually impacted due to fluctuations in the exchange rate. This type of risk can usually be created due to conditions in the macroeconomic environment. 
[bookmark: _Toc150446100]“Evaluate the different strategies that multinational corporations often adopt in managing their exposure to foreign exchange risks.”  
One of the most effective ways through which foreign exchange risk can be managed is foreign exchange trading also known as Hedging. As opined by Jin et al. (2021), one of the benefits of foreign exchange trading is that it helps in the reduction of margins and increasing liquidity. Companies such as JP Morgan and MoneyCorp use hedging to prevent the negative impacts of foreign exchange risk. This can also be related to the theory of interest rate parity that establishes the relationship between interest rates and currency exchange. As an example, Money Corp follows foreign exchange risk management in protecting the higher levels of fluctuations in the currency and protecting the profits (Moneycorp, 2023). On the contrary, Morton (2020) stated the disadvantages of foreign exchange trading where the market brings unregulated profits. Despite leveraging identifying opportunities for profits, this can also create losses for the company. 
This can be challenging for multinational corporations since adhering to strategies of foreign exchange trading and hedging can create a disadvantage for multinational companies such as JP Morgan and Money Corp. 
Another strategy which is followed by companies to reduce the foreign exchange risk is using forward foreign exchange contracts. According to Abankwa and Blenman (2021), a forward exchange contract is used as a hedge against the risk that it provides protection based on both parties from either unexpected or adverse movements in the currencies. Relative to the Mundell fleming theory, the domestic interest rate is fixed in both the domestic and foreign markets which can be managed by the nominal exchange theory. Supporting the above statement, Atrill (2011) stated that financial management guides managers in carrying out tasks based on strategic management and risk management. As an example, Unilever’s management team is strongly focused on making use of forward foreign exchange in order to reduce the volatility of foreign exchange risk (Unilever, 2023). Similarly, GSK uses third-party risk management to manage the risks related to foreign exchange risk (Gsk, 2023). 
Contrary to the above statement, Ilzetzki et al. (2022) stated the disadvantages of forward foreign exchange contracts since they cannot provide benefits to the company based on the exchange rates since the rate itself is fixed. This can be challenging for multinational companies such as Unilever and GSK since it may not produce opportunities for the companies to adapt to opportunities based on foreign exchange. 
Another strategy that the company can avoid foreign exchange risk is using the foreign currency option where the purchaser is given the option to either buy or sell a fixed amount of foreign exchange units for a particular period. As per the opinion of Bottasso et al. (2023), currency options are beneficial for investors in giving them the right to either buy or sell a particular currency for a specified amount before the date of expiry at the strike price. This can be related to the Optimum Currency Area theory which strongly suggests that larger and less dependent countries need to adjust to exchange rate volatiles in terms of aggregate efficiency in the economy and providing values to the monetary policy. As an example, Tesco uses an efficient risk management process by holding regular meetings with the Executive Committee and the board (Tesco, 2023). It involves using several strategies such as currency swaps and currency options to hedge themselves from higher exposure to transactions. Another example is Amazon where the company is responsible for using derivative financial instruments in order to hedge the risk fluctuations of the foreign exchange rates.  
Contrary to the above statement, Aigner and Dhaliwal (2021) stated the disadvantages of currency options which include higher risk and lower liquidity. Due to liquidity being low, it cannot be easy to either buy or sell the options. This can be disadvantageous for Tesco and Amazon which increases their risks of foreign investment and does not have enough liquidity. As an example, the rise in global inflation rates has negatively impacted the multinational companies that have affected both the suppliers and the customers. This includes providing products at a higher price to the customers and purchasing raw materials at a higher price. This can reduce the company’s brand image in the global markets. 
To mitigate the exposure to economic risks, companies adopt strategies related to the management of currency flows, swaps in currencies and agreements of risk sharing. Currency risk sharing is the process where the currency is being hedged in order to strike a deal between two parties who have agreed to share the risk related to fluctuations in the exchange rate. As per the statement of Adrian et al. (2022), entering into a currency risk-sharing agreement allows two or more parties who mutually hedge against each other in order to mitigate any possible losses. 
This can help the companies to prevent themselves from any unpredictable losses. This can be related to the Mint Parity theory where the exchange rates are related to the same standards. Supporting the above statement, Arnold (2012) stated that several businesses do not involve a conflict based on the objectives of each shareholder. 
This helps reduce the risk of returns on foreign exchanges when multinational companies deal in transactions on a global basis. As an example, Barclays Bank forms an FX group treasury policy by taking the treasury into consideration and maximisation of its effectiveness across the entire organisation (Barclayscorporate, 2023). This can help the company to manage several risks aligned with the foreign exchange market. Similarly, PepsiCo mitigates their inherent risks in international currency that involves using derivatives which specifically include forward contracts to outsource purchases from local suppliers. However, Ilinka and Tayachi (2020) stated that currency risk-sharing agreement has several risks such as exchange rate risks, counterparty risks and liquidity risks. This can be disadvantageous for multinational companies since exchange rate risks and interest rate risks can increase the prices of the foreign goods imported which might reduce the ability of the company to earn higher profits. 
The last strategy is the currency swap process which can be used to hedge the foreign exchange risks in the international market. The process involves swapping cash flows in the foreign currency with either domestic or a pre-determined date. The main purpose of currency swaps is to reduce the overall currency-related risks in order to achieve lower costs of financing or gaining access to foreign currency. This is beneficial for multinational companies since it can protect the companies from higher volatility of foreign exchange risks. However, currency swaps can have interest rates and higher liquidity risks.  
[bookmark: _Toc150446101]Conclusion 
[bookmark: _GoBack]Foreign exchange trading, currency risk sharing and currency swaps were considered to be some of the most effective strategies for multinational companies to gain protection from higher risks of foreign exchange. Concluding the findings from this report, it can be deduced that the interest rate parity theory and the optimum currency area theory are relatable to the strategies adopted by companies to counter the challenges of foreign exchange. Forward contracts, hedging and currency swaps have been used by several multinational companies to protect themselves from higher volatility of foreign exchange. 
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