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[bookmark: _Toc162798604]Introduction
	International financial management, alternatively regarded as international finance, signifies the management of business finance in the global business environment which means trading and generating money via the exchange of foreign currencies (Madura, Hoque, and Krishnamrti, 2018). When a company engages in foreign currency transactions, it faces the risk of exchange rate fluctuations, which can affect its financial position due to changes in currency value. For a multinational corporation, foreign exchange risk is one of the major financial risks because due to its global presence, the corporation needs to be involved into numerous foreign currency transactions (Salomao and Varela, 2022). International financial management theory offers various strategies for corporations to manage their exposure to foreign exchange risk. This paper discusses and evaluates different strategies with the adoption of which a multinational corporation can manage its foreign exchange risk.
[bookmark: _Toc162798605]Discussion and Analysis
	Exposure to foreign exchange risk refers to the chance of losing money by a company in international trade because of currency fluctuations. It regards the possibility that the investment value might fall because of the fluctuations in the value of the currencies participating. The foreign exchange risk occurs when two parties signed a contract specifically mentioning the date of payment and the amount of payment. If the value of the currency fluctuates between the agreement signing date and the date of payment due, then either of the parties will face a loss. Generally, the company faces three types of foreign exchange exposures, namely economic risk, translation risk, and transaction risk. Economic risk or forecast risk signifies the situation when the market value of a company is at risk due to unavoidable fluctuations in the exchange rate due to fluctuating macroeconomic conditions. Translation risk is faced by an organisation when it has foreign operations and at the end of the financial period, it translates the financial performance of its foreign operations to consolidate the subsidiaries operations with the head offices' financial performance. Lastly, transaction risk occurs when a company enters financial transactions with a foreign country and the exchange rate fluctuates at the time of the settlement of the transaction (Jayashree and Priya, 2019).
	For multinational companies is quite difficult to avoid these exposures; however, with the help of proper strategies, the company can manage those risks and their impact. Some of the strategies used by companies to manage their foreign exchange exposure are forward contracts, currency contracts, swaps, and options. The paper evaluates these strategies as a method to manage the exposure to foreign exchange risks.
[bookmark: _Toc162798606]Forward Contract
	A forward contract signifies a deal between two sides to buy or sell an asset for a specific price at a specific time. A forward contract is utilised to lock a specific price at a specific future date to avoid any kind of volatility in the pricing. The forward contract purchaser moves into the long position, while the contract seller moves into the short position. The long position is benefitted when the asset’s price increases. Alternatively, the short position is benefitted when the underlying asset’s price declines. Multinational corporations often use forward contracts for dealing with foreign exchange exposure. Each forward contract is an over-the-counter customised contract between two parties. A forward agreement is an obligation where the parties must purchase or sell the asset at the maturity date regardless of whether they are benefitted or not. One party will make payment of the agreed price, while another party delivers the underlying asset (Clarke et al., 2013).
	Using forward contracts, companies hedge themselves against the exposure of foreign exchange risks because of the fluctuations in the currency exchange rate. Since the forward contract guarantees the future price, the fluctuations in the price will not affect the company’s performance. Therefore, by fixing the future price, forward contracts help manage foreign exchange exposure. This price guarantee of the forward contract is crucial for industries like oil industry where the companies witness significant price volatility (Shiraya and Takahashi, 2022).
[bookmark: _Toc162798607]Currency Future Contract
	Currency future contract is a type of future contract where two companies agreeing to exchange a specific amount of a specific currency on a future particular date at a fixed price. Currency futures are similar to forward contracts; however, future contracts are more standardised instead of customised. The currency futures may be settled by transfer of the underlying currency, or they may be reversed or settled before maturity. At the time of currency future trading, the currency price is determined via the calculated future sport rate (Nekhili and Sultan, 2022).
	Multinational companies widely use the currency future contracts to hedge themselves from the exposure of foreign exchange risk. Generally, a company purchases currency future contract when it knows that the foreign currency will be needed at a future date, but it does not want to buy the currency at the present date. This currency future contract guarantees a specific exchange price for the specific future date at which currencies can be bought at the maturity date. Therefore, with the help of the currency future, the company will be able to hedge its position against any potential future volatilities in the exchange rate. If the future exchange rate increases, the company will buy the currency at the pre-determined future rate; however, if the future exchange rate declines, the company will not exercise the future contract; instead, will buy the currency at the prevailing rate (Chance and Brooks, 2021).
[bookmark: _Toc162798608]Options
	Options are highly favored hedging tools due to their exceptional flexibility and ability to mitigate foreign exchange risks for multinational companies effectively. Options are hedging contracts where the holder of an option gets the right to sell or buy an asset when the price of the asset reaches the strike price before or at the maturity date. Options have value only when the strike price is reached (at-the-money option) or surpassed (in-the-money option); before the strike price being reached, options do not have any intrinsic value (out of the money) (Bartram, 2019). Companies can hedge against foreign exchange exposure using two sets of options: call option and put option. The call option gives the option holder a right to purchase the assets and the put option provides the option holder a right to sell the assets. When a company buys put or call options, its risks are limited; however, when the company sells put or call options, its risks are potentially unlimited (Halkos and Tsirivis, 2019).
	Using options for hedging enables companies to benefit from opposite movements in exchange rates, providing a means to mitigate adverse price fluctuations and protect their positions. When a company forecasts a rise in the value of an underlying asset (bullish sentiment), it can safeguard against potential price declines by purchasing a call option or selling a put option. The purchase of call option will provide the company with the right to buy the asset at a pre-determined price that is lower than the present market value, before the ending date. Alternatively, the sale of the put option obliges the company to purchase the asset at a pre-determined price that is higher than the present market price, in case the option is exercised (Yang, 2023). Similarly, when the company is bearish on an underlying asset, which means it is expected the value of an asset will decline, then the company can protect itself from potential price fluctuation by purchasing a put option or selling a call option. Purchase of the put option will grant the company the right to sell the asset at a pre-determined price that is greater than the present market price, before the ending date. Alternatively, the sale of the call option obliges the company to sell the asset at a pre-determined price that is lower than the present market price, in case the option is exercised (Thanekar and Shaikh, 2021).
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[bookmark: _Toc162798609]Currency swaps
Cross-currency swaps are utilised by market participants for hedging currency exposure or speculating on currency movements within a defined timeframe. This involves two parties simultaneously lending and borrowing equivalent amounts in various currencies for a certain time frame. It includes exchanging interest payments in one currency for those in another, with rates being fixed, floating(variable), or both. Additionally, there’s an exchange of principals in the two currencies at the contract’s initiation and ending, based on prevailing spot rate.
The two main types of cross-currency swaps are the cross-currency basis swaps and the cross-currency coupon swaps. In a cross-currency coupon swap, a company buys a currency swap and simultaneously pays fixed while collecting variable interest payments. This provides flexibility for companies to supervise their foreign exchange and interest rate risks but exposes them to both interest rate and currency fluctuations. Cross-currency basis swap involves buying a currency swap and paying variable interest in a certain currency while collecting variable interest in a different currency. While it shares similar currency risk with standard swaps, it enables companies to leverage prevailing interest rate differentials. The main risk for firms is interest rate fluctuations rather than currency movements (Papaioannou, 2006).
[bookmark: _Toc162798610]Conclusion
	In international finance management, multinational corporations face foreign exchange risk that affects their financial performance. To mitigate this risk, companies adopt various hedging strategies including forward contract, currency future contract, swaps, and options. In forward contract and currency future contract, the company fixed a pre-determined price of the asset on a particular future date. The difference is that the exercise of a forward contract is obligatory, while with a future contract, the company can decide whether to exercise the contract. Since a future price is already decided at present, the company is protected from any unpredicted foreign exchange fluctuation. In the case of options, the company has two choices: call or put. Considering the nature of the asset, that is, bullish or bearish, the company decided whether to purchase or sell the call or put option to protect itself from the exposure of foreign exchange fluctuation.
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