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[bookmark: _Toc162084919]Introduction
International Financial Management (“IFM”) is what one needs to make choices and deal with money around the world. IFM is a big part of helping multinational corporations (“MNCs”) deal with tough financial problems, make good use of their resources, and raise the value of their companies as markets become more global (Gautam et al., 2023).
As global companies do business all over the world, they need to be very careful about foreign exchange threats. Exchange rate changes can make it hard for MNCs to compete in foreign markets, make money, and keep their cash flows steady (Bhalla, 2022). MNCs might lose money, have issues with their business, or fail at their plans if they do not know how to handle these risks well.
The main goal of the study is to get a better look at how international companies handle the risks that come with dealing with foreign exchange. The study will collect research ideas, facts, and effects from the real world to help people figure out the best ways to handle foreign money.


[bookmark: _Toc162084920]Understanding Foreign Exchange Risks
Foreign exchange risks are the losses that MNCs could have when they deal with different currencies and the exchange rates change. These risks exist since people do not know what will happen with the exchange rate in the future (Hossain et al., 2023). They can change the tactics MNCs use and how well they do financially.
There are several types of foreign exchange risks
	Transaction Risk
	When the value of the currency changes between the start and end of a trade, the amount of money that comes in from other countries will change in the future (Spjut, 2020).

	Translation Risk
	If the value of the dollar changes, this part talks about how to change the books of a foreign division into the reporting currency of the main company.

	Economic Risk
	When exchange rates change, it can lower the prices of goods and services sold by MNCs around the world (Smith, 2022). This could change their future cash flow and market share.


Various factors influence foreign exchange risks
	Economic Conditions
	It is possible for exchange rates to change based on the flow of cash and customer trust. Some examples of these are interest rates, inflation, and the growth of the economy.

	Market Sentiment
	Exchange rates can change quickly depending on things like what buyers think, what the market expects, and actions that could be risky (Keenan, 2019). The market is not as stable as it used to be.

	Political Stability
	In times of trouble in politics, talks, or government projects, things might not be as clear. There is less chance of capital movement, which can change exchange rates. Buyers are less sure of each other. 
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· Forward Contracts
This is when two people agree to trade currencies at a set rate at a certain date in the future. Put in the current exchange rates to protect MNCs from possible changes in the exchange rates (Cooper et al., 2023). This makes it safer to do business.
· Futures Contracts
People buy futures options on the market, but they work the same way as forward contracts. They make standard deals with businesses around the world so that they can buy and sell currencies soon. This lets them guard against changes in exchange rates clearly and easily.
· Options Contracts
Global businesses can choose to buy or sell currencies at a certain price (strike price) within a certain amount of time with options contracts. They do not need to! When MNCs have choices, they are free and safe from bad changes in the exchange rate. Changes for the better can also help them.
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· Leading and lagging
Leading the flow of foreign currency means speeding it up or slowing it down to take advantage of expected changes in that currency. On the other hand, when people lag, they slow down or speed up the flow of foreign cash to lessen the damage from bad moves.
· Netting
At the end of the month, one should have an equal amount of bills and payables. In turn, this lowers the number of deals and the risks that come with them.
· Currency Diversification
To be currency-flexible, people need to keep their money, bills, and investments in more than one currency. In this way, one can spread the risk of the foreign exchange market across many areas and currencies (Lundstrum, 2021). In general, this means that changes in the exchange rate are not as bad.
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[bookmark: _Toc162084925]Case Studies on FX Risk Management Approaches
Many case studies show how MNCs use foreign exchange risk management techniques in real life (Fleury, 2020). Because Toyota does business all over the world, it uses many financial trade tools, like forward contracts and options, to lower the transaction risks that come up. Check out this case study to learn more about how Toyota handles foreign exchange risk. Cokes FX’s risk management plan tries to keep the company’s cash flows as stable as possible when the value of the dollar changes. 
[bookmark: _Toc162084926]Analysis of Successes and Failures in FX Risk Management
Companies that do business around the world can learn a lot about how to handle foreign exchange risk by looking at what worked and what did not. One company that uses contracts to stay safe from foreign exchange threats is Procter & Gamble. This keeps their earnings stable, even though foreign markets change all the time.
[bookmark: _Toc162084927]Impact of FX Risk Management Strategies 
There have been studies that look at how the way global companies handle foreign exchange risk affects how much money they make. In 2001, Allayannis and Ofek did a study that showed that companies that use options to actively manage their currency risks have better stock returns and less volatile profits than companies that do not protect themselves (Fleury, 2020). These tools might work or not, though, based on the market, how the business changes, and how willing the company is to take risks.
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[bookmark: _Toc162084929]Strengths and Weaknesses of Different FX Risk Management Approaches
The pros and cons of FX risk management depend on the kind of business, the market, and the risk that the business is willing to take. When people hedge their money, they save on both exchange rates and cash flow. Forward contracts try to guess how much it will cost to do business based on a set exchange rate (Dash, 2016). If currencies go up, these things could lock MNCs into bad rates. Plans with a lot of options that cost a lot may not be worth the money. Two ways to make trade and cash flows better are netting and leading or lagging.
[bookmark: _Toc162084930]Impact of External Factors on the Effectiveness of FX Risk Management
Outside things like the economy, the market’s mood, and the government’s safety all have a big effect on how well FX risk management techniques work. In this case, exchange rates can change a lot when the economy is bad. It is hard for big businesses to plan and be ready for changes in currencies because of this. Foreign wars or trade disagreements in other parts of the world can also mess up currency markets, making hedge tactics less useful. 
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[bookmark: _Toc162084932]Emerging Trends in FX Risk Management for MNCs
MNCs are now more likely to use advanced analytics and artificial intelligence (AI) to better measure risk and make decisions when they are managing foreign exchange risk (Krause and Tse, 2016). Because they use big data and prediction models more and more, MNCs can guess how exchange rates will change better and better. This lets them use smart insurance strategies.
[bookmark: _Toc162084933]Recommendations for Improving FX Risk Management Practices
Make a risk management plan that covers all of their threats, their level of comfort with risk, and their business goals. Spend money on the newest technologies and tools for risk management to help with data analysis, forecasting, and making better choices. To keep up with changes in the market, government rules, and the way a business works, one should look over and change the selling methods often. 
[bookmark: _Toc162084934]Areas for Further Research and Development in IFM
What people are looking into is the world’s financial markets and how new technologies like blockchain and digital currencies change them. Corporations from around the world are researching how well different types of hedging, like dynamic hedging and portfolio planning, lower their foreign exchange risks. Find out how FX risk management and business governance work together. 
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What this study looked at was how MNCs handle threats to foreign exchange (FX). For example, it looked at new ideas, real-life examples, and models of how FX risk management works. If MNCs do not want to lose money, stay competitive, and keep growing in global markets, they need to know how to handle their foreign exchange risks well.
When currency markets are unstable, MNCs can deal with them by managing foreign exchange risk well. This will also make their funds more stable and build long-term value for everyone. People need to be open to new experiences and aware of when the market changes if individuals want to be good at handling money in other places.


[bookmark: _Toc162084936]References
Bhalla, V. K. (2022) International financial management: Texts and cases. New Delhi, India: Anmol Publications.
Cooper, I., Sampaio Mello, A. and Sloan School of Management (2023) Forward contracts: Pricing, default risk and optimal use. Legare Street Press.
Dash, J. W. (2016) Quantitative finance and risk management: A physicist’s approach second edition. World Scientific Publishing Company.
Fleury, G. (2020) Make It Move It Forex Trading: Reversal Time Pattern Trading & FX Risk Management. You are trading blind without this! Independently Published.
Gautam, A., Jaiswal, T. and Keshari, A. (2023) International financial management. Delhi, India: PHI Learning.
Hossain, A. T., Masum, A.-A. and Saadi, S. (2023) “The impact of geopolitical risks on foreign exchange markets: Evidence from the Russia-Ukraine war,” Finance research letters, (104750), p. 104750. doi: 10.1016/j.frl.2023.104750.
Keenan, M. J. S. (2019) Advanced positioning, flow, and sentiment analysis in commodity markets: Bridging fundamental and technical analysis. Nashville, TN: John Wiley & Sons. doi: 10.1002/9781119603849.
Krause, T. A. and Tse, Y. (2016) “Risk management and firm value: recent theory and evidence,” International Journal of Accounting and Information Management, 24(1), pp. 56–81. doi: 10.1108/ijaim-05-2015-0027.
Lundstrum, L. L. (2021) “Emerging market diversification benefits: Stock funds versus currency funds,” The Journal of Wealth Management, 24(2), pp. 82–91. doi: 10.3905/jwm.2021.1.140.
Saunders, A. C. and Cornett, M. (2019) Financial institutions management: A risk management approach. New York, NY: McGraw-Hill.
Smith, V. K. (2022) The economics of environmental risk: Information, perception and valuation. Cheltenham, England: Edward Elgar Publishing.
Spjut, R. J. (2020) Transaction risk: A legal guide to contractual management strategies. American Bar Association.


2

