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1. INTRODUCTION

In the field of International Financial Management (IFM), multinational corporations (MNCs) face a complex terrain of hazards, with foreign exchange risk standing out as a major challenge. Exchange rate variations can have a significant impact on multinational firms' financial performance, influencing revenues, costs, and profitability throughout their global operations. As a result, multinational corporations employ a variety of foreign currency risk management strategies based on IFM theories and practices.
Political parties' relationships have a significant impact on human decision-making. According to Pompian (2017), how investors think and feel effects their investment decisions, which are subconsciously influenced by previous experiences and personal views to the point that even knowledgeable investors deviate from logic and reason. Bollen et al. (2011) discovered that Twitter mood predicts future stock market movements. Gilbert and Karahalios (2010) discovered that the level of dread indicated in blog entries on the Live Journal predicts price drops.According to behavioural finance, various behavioural biases influence investment decision-making, causing investors to deviate from rationality and make irrational investments.
The purpose of this essay is to assess the various tactics often used by multinational corporations to manage foreign exchange risk. By examining these tactics through the lens of IFM theories, we can obtain insight into their effectiveness, limitations, and applicability in various circumstances. Each option, from natural hedging to financial derivatives and treasury management techniques, has its own set of advantages and disadvantages, emphasising the complexities of managing foreign exchange risk in a globalised business environment.

2. MAIN BODY
· IFM THEORIES
International Financial Management (IFM) refers to the theories and principles that drive financial decisions in international commercial operations. These theories assist firms, investors, and financial managers in understanding and navigating the intricacies of global financial markets, currency exchange rates, and cross-border transactions. Exchange rate theories have evolved with the shift from fixed to variable rates. Traditional theories for fixed exchange rates focused on the real sector, such as the elasticity and absorption approaches. Despite fluctuating exchange rates, the monetary system nevertheless has a substantial impact on exchange. A variety of things influence the currency rate. Various hypotheses have been established to predict currency exchange rates using these properties. (Branson 2013).
According to PPP theory, exchange rates across currencies should adjust over time to equalise their buying power. It indicates that variations in exchange rates reflect differences in relative price levels between countries. PPP theory has applications in projecting exchange rates and understanding inflation differentials (Krugman and Obstfeld, 2009).
Regarding the IRP theory, interest rate differentials across nations should equal the projected change in exchange rates over a particular time period. It contributes to the understanding of the relationship between interest rates and exchange rates and guides decisions in the foreign exchange market, particularly in the context of forward contracts and interest rate swaps (Branson 2013).
The IFE theory holds that nominal interest rate differences between nations are equivalent to the expected change in the spot exchange rate between respective currencies. It emphasises the role of nominal interest rates, real interest rates, and inflation rates in determining exchange rate changes (Coppock and Poitras, 2010).
The international CAPM extends the traditional CAPM by accounting for currency risk in overseas investment choices. It adds exchange rate risk into asset pricing models, taking into account exchange rate volatility, nation risk premiums, and currency-asset correlations. (Clower et al, 2014).
The BOP theory investigates the relationship between a country's balance of payments and its currency rate. It examines how trade balances, capital flows, and official reserves influence exchange rate changes. BOP theory aids in determining the long-term sustainability of current account deficits or surpluses, as well as informing policy decisions on currency interventions and trade policies (Bigman, 2012).
The Mundell-Fleming model combines monetary and fiscal policy with exchange rate dynamics in an open economy. It illustrates how changes in monetary, fiscal, and exchange rate regimes affect interest rates, output, and exchange rates on a global scale. The model sheds light on the usefulness of policy tools in managing macroeconomic variables in an interconnected society (Branson 2013).
These IFM theories give frameworks for analysing and understanding a wide range of international finance issues, such as exchange rate determination, capital flows, risk management, and corporate financing decisions. Businesses and financial practitioners can use these theories to make more informed decisions in an increasingly interconnected and dynamic global financial environment.

· EXCHANGE RISK
Exchange rate risk is defined as the possible financial loss or gain resulting from currency exchange rate movements. It impacts businesses, investors, and individuals who conduct international transactions or make investments in foreign currencies. Understanding exchange rate risk is critical for managing financial exposures properly.
Exchange rate risk, also known as currency risk or foreign exchange risk, results from the volatility of exchange prices in the foreign exchange market. It has an influence on companies involved in cross-border commerce, investment, borrowing, or lending since exchange rate fluctuations can alter the value of assets, liabilities, revenues, and expenses denominated in foreign currencies (Papaioannou, 2006).
Transaction risk derives from the impact of exchange rate variations on future cash flows associated with specific transactions denominated in foreign currencies. It has an impact on businesses who import, export, or offer services on a global scale.
Translation risk, also known as accounting risk, arises from the consequences of exchange rate fluctuations on the financial statements of multinational corporations (MNCs) with international subsidiaries or operations. 
Economic exposure, also known as operating exposure, is the impact of exchange rate fluctuations on a company's competitiveness, cash flows, and market value. It assesses the long-term effects of exchange rate variations on a company's overall business operations and competitiveness.
Contingent risk is defined as the exposure to future losses or benefits from foreign-currency-denominated liabilities or assets. It comprises options, forward contracts, and other financial products that have unpredictable outcomes based on future exchange rate fluctuations (Papaioannou, 2006).
After identifying and evaluating exchange rate risks, enterprises must determine whether to hedge them. Hedging is a financial method that investors should understand and use because of the advantages it offers. As an investment, it protects an individual's finances from being exposed to a risky situation that may result in a loss of value. However, hedging does not guarantee that the investments will not lose any value. Rather, if this occurs, the losses will be offset by gains from another investment (Allayannis, G., Ihrig, J., and Weston, J. 2001). Here are some common hedging tactics for managing currency risk.
A forward contract is a financial instrument that enables parties to fix an exchange rate for a future transaction. In the context of foreign exchange risk management, corporations can utilise forward contracts to hedge against adverse currency fluctuations by agreeing to buy or sell a particular quantity of currency at a predetermined rate on a future date.
Options contracts give the holder the right, but not the responsibility, to buy (call option) or sell (put option) a certain amount of currency at a fixed price (strike price) within a set time frame (expiration date). Companies can utilise options to hedge against unfavourable currency rate changes while maintaining flexibility. Natural hedging is matching foreign currency revenues and expenses to mitigate the impact of exchange rate volatility. Companies that conduct both export and import operations in the same currency might automatically hedge their risk by aligning cash flows. Portfolio diversification is having assets and liabilities in several currencies to mitigate foreign exchange risk. Companies can diversify their currency exposure by purchasing assets denominated in other currencies or utilising multicurrency financing arrangements.
Companies can use these hedging measures to lessen the impact of exchange rate changes on their financial performance, reduce uncertainty, and protect themselves from potential losses caused by adverse movements in foreign exchange rates. Companies must carefully consider their exposure, risk tolerance, and market conditions before deciding on and implementing hedging methods. Furthermore, continuous monitoring and adjustment of hedging positions is required to ensure effectiveness and adaptability in the face of changing market conditions.

· EVALUATION 
Exchange rate risk presents substantial obstacles and opportunities for organisations, investors, and individuals conducting foreign transactions or investments.




Exchange rate risk effects strategic decision-making in global marketplaces. Pricing strategies, sourcing decisions, investment planning, and capital allocation are all topics that must be carefully considered. Effective risk management solutions are critical for mitigating any negative consequences on business operations and financial results. Businesses and investors use a variety of risk management measures to reduce the impact of exchange rate volatility. These solutions include hedging via financial derivatives (such as forward contracts, options, and swaps), diversifying currency exposures, natural hedging through operational adjustments, and centralised treasury management. Changes in exchange rates can have an impact on global market competitiveness. Exchange rate fluctuations can have an impact on a company's pricing, cost structures, market share, and export/import competitiveness. Companies must adjust their strategy to maintain or improve their competitive positions in reaction to currency volatility. Individuals and institutional investors who have exposure to overseas assets or investments must consider exchange rate risk when making investment decisions. Currency fluctuations can affect the returns and volatility of overseas investments, altering asset allocation, portfolio diversification, and risk-adjusted returns. (Papaioannou, 2006).

3. CONCLUSION
To summarise, managing exchange rate risk is an important component of financial management for enterprises, investors, and financial institutions functioning in the global market. Currency exchange rate fluctuations can have a substantial influence on financial performance, cash flows, and competitiveness, underscoring the need for efficient hedging methods. As a result, effective exchange rate risk management necessitates a thorough awareness of the organization's exposure, a rigorous assessment of market conditions, and continuous monitoring and adjustment of hedging positions. By using a proactive and adaptable strategy to managing exchange rate risk, organisations may traverse the complexity of global finance more effectively and sustainably, ensuring long-term financial stability and success.
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