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Executive Summary
The report has elaborated on the foreign exchange risks that are associated with international trading by MNCs such as Barclays. It has situated an understanding of the difficulties faced by the institutions such as transaction risks, translation risks and economic risks. It has also represented different strategies to overcome such difficulties. There has also been an elaboration on the obstacles that are present in the implementation process of the strategies. Apart from that, it has also stated some recommendations for the improvement of foreign exchange-related activities.
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[bookmark: _Toc174548272]Introduction
Financial management includes several measures such as budgeting, monetary comprehension and so on. It is to be said that there are potential factors present that differ the domestic level of financial management systems from the international level. Foreign exchange is one of the main factors that contains risk probabilities in international monetary management. This report is going to shed light on the risks associated with the foreign exchange risks that are usually faced by MNCs such as Barclays. It will explain the procedures to overcome such measures and probable difficulties associated with the strategies. It will also recommend some effectual measures aiming for the betterment of the respective aspects.



[bookmark: _Toc174548273]Describing the concept of foreign exchange and its risks
The term foreign exchange refers to the swapping of the price values into different currencies. It is to be said that every economy is different from each other and has different currency values. It involves potential risks as entities especially financial administrations such as Barclays invest significantly in international trading (BBC, 2024). The foreign exchange rate contains risks as the values of the investments can decrease at any time. It is one of the major factors that impact the investors and the individuals invested in the respective international trades.
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Figure1: Foreign exchange
Source: (BBC, 2024)
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Multinational companies associated with international trade always carry potential risks in order to trade internationally. Barclays is one of the renowned organisations that is also present in such measures operating a potential international trade in the global market. It is to be said that the foreign exchange risks mainly arise from the risks due to the fluctuation in the exchange rate. This is one of the major factors that interrupt the managerial measures of the financial aspects of an organisation (Forbes, 2023). There are some types of foreign exchange risks present some of them are listed below.
I. Transaction Risk-
This respective risk refers to the situation that happened at the time of the signing of contracts and the time of the settlements. It is often found that the time contracts are signed is at a lower price and it increases as per the settlement time period. It can happen with any sellers and due the currency fluctuation it will depreciate the current value and revenue generation of the respective entity. For instance, Barclays might sign a contract at a 90days of settlement, if the foreign currency declines the revenue will be lower than the expected value (Forbes, 2023).
II. Translation Risk-
Another risk associated with foreign exchange is the translation risk, it mainly occurs at the time of the financial statements of the foreign companies and is translated into the currency of their parent company. The exchange rate can significantly interrupt the monetary values of the respective organisation as it will generate lesser value according to the currency measures of the parent company. For instance, if Barclays invests in any Europe-based MNC subsidiary based in the UK, they will be required to convert the currency values according to Europe (Barclays, 2024).
III. Economic Risk-
This is one of the common yet mostly identified risks faced by business organisations and institutions. The economic risks denote the situation where the risk arises due to the influence of the change of the exchange rate on the overall economy in which the organisation operates. The risks involve difficulties in pricing strategies, competitive analysis and also in the decision-making process of the investments (Eichengreen and Sussman, 2024). For example, if the currency value of a country decreases it impacts the import and export costs. This relatively impacts the revenue generation of the organisations. 



[bookmark: _Toc174548275]Discussing several strategies to overcome the risk probabilities
The fluctuation of economic standings can fluctuate due to various aspects regarding the economic standings. In order to mitigate such measures, there are potential strategies present to evaluate the areas for effectual profit. Some of the strategies for improvement can be understood through the following.
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Figure 2: Strategies for balancing foreign exchange risks
Source: (Pilbeam, 2023)
I. Hedging techniques-
The entities can opt for hedging techniques that denote the procedure that focuses on a particular exchange rate for the standard future transaction. The entities must opt for the fixed rate for trading the exact currency options and selling the measures at the specific currency. They must evaluate the exchange principles as well for the effectual interest payment and gaining potential profits (Pilbeam, 2023).
II. Operational improvements-
Entities such as Barclays must conduct efficient operational measures for the determination of the exchange values. They can opt for foreign currency measures according to the assets and liabilities of the entity. They can opt to expand their offering to a diverse product range and opt for an effectual range of products. Entities should be aware of their financing resources according to their operational measures as well (Suranovic, 2023).
III. Evaluation of risk management-
The entities engaging with international trade must be evaluated by risk mitigation measures such as directing the risk agreements and sharing the risk identification aspects. They must assess the impact of such risks and their probable circumstances as well. Apart from that, they must direct risk monitoring measures for frequent monitoring of the values of the exchange rates and their fluctuations (Jeanne and Sandri, 2023).
IV. Consideration of different values-
Organisations must value the other aspects such as the currency estimations and predict further exchange rate fluctuations. They can also opt for insurance to determine the purchases of the foreign exchanges as an effectual protection. For instance, Barclays must opt for the purchase of foreign exchange insurance to mitigate the impact of the risks in their association. Apart from that, they can also make a risk management team to assess the risk probabilities associated with the investment measures (Jeanne and Sandri, 2023).
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The strategies regarding the foreign exchange risks effectually reduce the risk probabilities. In order to evaluate such a process entities faced different challenges as the strategies require expertise and also standardisation in the price levels. Some of the common challenges faced by the entities while implementing the strategies are represented below.
I. Inappropriate forecasting-
The ways the price level can fluctuate cannot be predicted in advance, thus ineffective forecasting leaves the probability of the risks with a lesser impact (Banks, 2023). For instance, the foreign exchange rates significantly fluctuated in the time of the pandemic as the economic standings have been nurtured at that respective time period.
II. Complexity of the operations-
The implementation of the hedging strategies requires expertise and they are also expensive in nature. Although it impacts mostly SMEs, MNCs such as Barclays still face operational complexities in managing, maintaining and monitoring their operations (Langenmayr and Zyska, 2023). 
III. Internal measures-
Another difficulty in the application of those strategies is the internal measures which is one of the common difficulties faced by the entities. For instance, Barclays can face a lack of expertise in the operational aspects. The organisational structure can be interrupted by the internal members such as communication barriers and other complications can happen in the different departments (Oskolkov, 2023). Apart from the operational measures the entities are also affected by the difficult risk tolerance management as well.
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There are some effectual recommendations for the MNCS to uplift their risk management regarding the foreign exchange risks. Some of the effectual recommendations can be understood through the following.
I. Identification of the risk-
The entities often invest only in showing the opportunities and ignoring the probable risk factors from a long-term perspective. The foreign exchange exposures required to be identified by the entities to assess the risk in advance for lower risks.
II. Preferring diversifications-
MNCs such as Barclays are recommended to invest the foreign exchange rates in a diverse context to gain multiple currency values and dominate the risk possibilities. It mainly sheds light on operating effectual management as the actives lead the MNCs to invest effectually and gain potential revenue from it.
III. Regular monitoring-
The entities are suggested to monitor and evaluate the foreign exchange activities on a regular basis so that the entities and asses the performance evaluation. They will also get the opportunity to identify further improvement measures by developing the required areas of the operations as well.
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The report concludes that the foreign exchange measure contains potential risks that can heavily impact business associations. There has been an understanding of the foreign exchange rates and an explanation of the ways different risks are faced by MNCs such as Barclays. It has defined the transaction risk, translation risk and economic risks in the report. Apart from that, it has depicted different effective strategies and evaluated the difficulties faced by the organisations while applying them. It has elaborated the probabilities of the price fluctuations and evaluated its impact towards the business associations. Furthermore, the report has recommended some factors according to the foreign exchange risks to be mitigated for the improvement of the standards of the MNCs.


[bookmark: _Toc174548279]References
Banks, E., (2023). Finance: the basics. Routledge.
Barclays, (2024). Foreign currency. [Online] Available at: https://www.barclays.co.uk/travel/foreign-currency-exchange/ [Accessed 08 August 2024].
BBC, (2024). Foreign money and exchange rates. [Online] Available at: https://www.bbc.co.uk/bitesize/guides/zcdjng8/revision/1 [Accessed 08 August 2024].
Eichengreen, B. and Sussman, N., (2024). The international monetary system in the (very) long run. In Handbook of Cliometrics (pp. 1749-1783). Cham: Springer International Publishing.
Forbes, (2023). How Businesses Can Navigate Currency Exchange Risks With Multicurrency Accounts. [Online] Available at: https://www.forbes.com/councils/forbesbusinesscouncil/2023/12/08/how-businesses-can-navigate-currency-exchange-risks-with-multicurrency-accounts/ [Accessed 08 August 2024].
Jeanne, O. and Sandri, D., (2023). Global financial cycle and liquidity management. Journal of International Economics, 146, p.103736.
Langenmayr, D. and Zyska, L., (2023). Escaping the exchange of information: Tax evasion via citizenship-by-investment. Journal of Public Economics, 221, p.104865.
Oskolkov, A., (2023). Exchange rate policy and heterogeneity in small open economies. Journal of International Economics, 142, p.103750.
Pilbeam, K., (2023). International finance. Bloomsbury Publishing.
Suranovic, S., (2023). International finance: Theory and policy.

Page 2 of 2

image1.jpeg




image2.jpeg




