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Executive summary
Foreign exchange risk significantly impacts the business operations of different multinational companies. Various international finance theories and their implications for foreign exchange risk mitigation have been depicted here. Along with that, several types of foreign exchange risks and their impacts have been widely highlighted in the report. Moreover, the report has deeply discussed the significant measures that can be used by multinational corporations to mitigate their risks related to foreign exchange.
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[bookmark: _Toc1478307934]Introduction
[bookmark: _Int_Go59hrPj][bookmark: _Int_8walsfKx]Multinational corporations have their footprints in various countries of the globe. As their business has a wide presence in different countries, risks related to foreign exchange put the corporations in major challenges. Different economic and financial structure and conditions of different countries impacts companies in diverse ways. Multinational brands face major risks related to their foreign trade due to these challenges. International financial management deals with the aspects of monetary transactions between two or more countries and widely deals with foreign exchange risks of multinational companies. The report will elaborately highlight major international financial management theories and will reflect those in the context of foreign exchange risks of multinational companies. Additionally, it will also deeply discuss the impacts of some main foreign exchange risks in the operations of multinational corporations. The specific report would also cover the mitigating strategies of those risks faced by the corporations.]

















[bookmark: _Toc1612628587][bookmark: _Int_vFJW6HO9]Discussion of international financial management theories
[bookmark: _Int_EZODS62r][bookmark: _Int_47knTOmf]International financial management is primarily focused on financial transactions between two or more nations. Foreign exchange issues and risks related to the economic conditions of different countries are the most emphasised topic of international financial management. Different theories of international management highlight multiple aspects of international finance. Those theories include the international cost of capital approach, exchange rate dynamics, exchange rate target zones, and a few others. In the below, two of those major theories are discussed in the context of international finance.
International cost of capital approach
[bookmark: _Int_kjCqCoX4]International cost of capital simply refers to the rate of return expected by a company while investing in a foreign country. This is one of the principal metrics considered by investors (Steffen, 2020). This approach of international financial management considers risks such as exchange rate risks, and geopolitical risks which have a pivotal influence in global investment. For instance, while investing in the US market a UK-based company must consider the US dollar, pound rate differences, and the geopolitical conditions of the country, these factors would widely impact the cost of investment. This approach covers all these significant factors. Besides considerations of exchange rate fluctuations, this approach considers the factors like inflation and interest rates of the countries while calculating the anticipated return on investment (Steffen, 2020). Regulatory factors, tax laws, and political stabilities are also considered under this approach while investing in a different country. This approach to international finance covers all key areas that impact global investment.
Theory of exchange rate target zones 
This theory of international finance primarily focuses on the role played by the exchange rate expectations in determining the exchange rates of different currency bands (Fanelli and Straub, 2020). This is a monetary policy tool used by the central bank of a country by intervening in the foreign exchange market to prevent the loss of its own currency (Eichenbaum et al., 2021). It has a significant role in international investment as the specific target in the foreign exchange market influences the condition of the currency and affects the export and import rates.
[bookmark: _Toc549371958]Identification and impact of foreign exchange risks
[bookmark: _Toc59037457]Recognising the major foreign exchange risks
There are three kinds of foreign exchange risks that affect the business of multinational companies. Those are elaborated below,
Transaction risk: It is the most common foreign exchange risk, which occurs at the time of transaction. This risk occurs from the possibility of changes in the rates at the time of transaction (Corporatefinanceinstitute, 2024). Delays in the transactions often cause this risk and the difference between the committed value and transacted value affects the entire transaction. This risk elevates the unnecessary cost of the companies trading in multiple countries. More delay in transactions enhances transaction risks.
Economic risk: This is one of the most complex foreign exchange risks that impacts on the entire economic condition of the business. This is a severe risk associated with the macroeconomic conditions of the market where the business is about to invest. Risks that emerged due to geopolitical issues are also covered in this type of risk as economic conditions have a comprehensive impact even on the geopolitical condition of a country (Cuypers et al., 2020). 
Translational risk: This kind of risk occurs with a business due to the gap of proper interpretation of their financial results shown in the domestic currency to its global branches which have different currencies. Translational risk rises when a business has many assets and liabilities in foreign exchange. Changes in the exchange rates between the currencies in which the company reports and in which the company has its assets can significantly impact its balance sheet and a massive misinterpretation takes place (Djemo, 2022)
[bookmark: _Toc1708602965]Impacts of foreign exchange risks
Transaction risk: Businesses of multinational companies face significant impacts of transaction risks in their operations. As the delay of transaction creates this risk, multinational companies face huge financial losses due to the change in exchange rates. A business that mostly operates in future settlements gets exposed due to these risks (Corporatefinanceinstitute, 2024). To avoid this and for fast completion of transactions, companies require huge foreign liquidities, which also puts financial pressure on the company. 
[bookmark: _Int_3BhGqmsH][bookmark: _Int_KuvtXLpG]Economic risk: Inevitable exposure to exchange rate alterations damages the market value of a company heavily. Economic conditions such as inflation rate, interest rate decisions of the central bank of such country, internal political conditions, and geopolitical tensions harm the overall economy which brings multiple negative impacts for business. Foreign exchange fluctuations during 2008 Global financial crisis and the worldwide detrimental impact of this on every business is an instance of such risk.
Translation risk 
Misunderstanding and misinterpretation of financial results can cause huge damage to the reputation of the business both in the domestic country and the foreign branches of that country (Dvorsky et al., 2022). As the difference of currency between the reporting and maintaining of assets causes these transactions major discrepancies can heavily damage the stock price of the company and the stakeholders get entirely mispleaded. 
[bookmark: _Toc1232505694]Evaluation of mitigating strategies for risks
Businesses use different risk mitigation techniques to avoid exposure to foreign exchange risks. Along with the multinational corporations, the role of central banks of different countries is also pivotal in the implementation of these measures.  In the below some of the major risk-mitigating strategies have been described
Transaction risk: To mitigate their exposure to transaction risk, companies can avoid future contracts and future deals. As the root cause of this risk is delaying payment and the fluctuations in the foreign currency market can create massive differences between contracted and actual rates, options and forward contracts are effective tools to prevent such a risk. Along with this, the companies can use a currency invoicing process by billing in the favorable currency of the business to curtail the risk (Eduardsen and Marinova, 2020)
. Dealing only in home currency can also put the company in an advantageous position to mitigate such risk.  In this regard, the role of the central bank is also noteworthy to prevent the drastic fall of their domestic currency by implementing the exchange rate targeting process. This would also indirectly mitigate the risk exposure of the businesses (Hill, 2023). 
Economic risk: Economic conditions, political stability, and internal factors such as geopolitical tensions impact the business of multinational companies (Garrett, 2024). To avoid a direct impact of negative economic scenarios in the country business should diversify its portfolio and operational area. Various products and availability in multiple countries can prevent the business from being influenced by economic shock in a particular country. The major retail brand of the UK Next plc has more shops in the UK which exposes them to a massive economic risk, the company has expanded in different countries of Europe, and Asia, which has diversified their operational area and mitigated risk. 
Translation risk: This type of risk is faced by the companies due to the difference between the currencies in which they keep their records and the currency of their financial reporting. massive misunderstanding due to this may harm the overall reputation of the company (Garrett, 2024). Multinational companies should use a uniform currency in their financial reporting both for their domestic and international branches. This eradicates the chance of miscommunication and severe damage to the value of the company. 






[bookmark: _Toc491127617]Conclusion 
[bookmark: _Int_w2HNxVKs][bookmark: _Int_4Jgvp89s]International financial management has a pivotal role for multinational companies in their foreign exchange management. International finance also advocates some theories and approaches that play a role in the risk mitigation process. The report has depicted various theories of international financial management and their role in the management of foreign exchange exposures. In the report, major foreign exchange risks faced by the multinational companies have been identified and their multi-layered role in the multinational companies have been depicted. The report has deeply discussed mitigating techniques for those risks, and how measures like forward contracts can eradicate the risk of transaction. Moreover, the report has analysed the role of central banks of different countries in preventing foreign exchange risks besides the business. 
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