



1. Introduction
In the modern globalized world, corporations have business operations spread across different countries. They sell goods and services, source supplies and raw materials, invest in other corporations, etc. across borders. These corporations have functional currencies other than their counterparts. This exposes companies to different foreign exchange risks such as transaction risks, translation risks, and economic risks (Jacque, 2013).  Fluctuations in exchange rates may have a significant impact on the earnings and performance of a business. Therefore, corporations employ several foreign risk management techniques to navigate the challenges presented by foreign exchange risk. This report aims to examine various techniques and strategies that corporations across the world use to protect themselves from any adverse movements in the currency and keep potential losses at a minimum.
2. Foreign exchange risk management
Foreign exchange risk may be defined as financial losses that a company may incur due to an unfavorable exchange rate fluctuation (Hodrick, 2014). These fluctuations are generally caused by macroeconomic factors; government policies etc. Various strategies are used by companies to manage risks arising as a result of fluctuations in currency rates. 
2.1. Forward Exchange Contract
A forward contract is a commonly used derivative instrument by multinational corporations especially when they are involved in international trade or have assets and liabilities valued in foreign currencies (Jacque, 2013). It is a financial agreement in which a corporation agrees to buy or sell a certain amount of foreign exchange at a predetermined price on a specific future date. They enable corporations to lock in an exchange rate for future transactions, protecting them from any adverse fluctuations in the currency rate.  These contracts can be tailored according to the requirements of a business. Businesses can select contract size, currency, maturity date, and other details that fit with their risk management plans to meet their unique requirements. These contracts are transparent exchange rates are known in advance. Multinational corporations engaging in regular international trades can save additional costs related to converting currencies at the existing rates by locking in the exchange rate. 
2.2.  Currency Options
Currency options also called forex options, provide corporations with the right to buy or sell a specified amount of foreign currency at a predetermined exchange rate within a specified period (Saunders et al., 2021). This method offers a good mechanism for multinational corporations to protect themselves against unfavorable movements in foreign currency.  Derivatives on underlying currency pairs comprise currency options. Companies can hedge against foreign exchange risk by purchasing call options or put options.  
Put options: Put options provide companies with the right to sell a particular amount of foreign currency at a specified strike rate within a given period (expiration date) (Labuszewski, n.d.). These are used to protect companies against depreciation in the currency. Companies can exercise the put option and sell at a more attractive value if the currency weakens more than the strike price. 
Call Options: Cal options provide companies with the right to buy a particular amount of foreign currency at a specified strike rate within a given period (Chance & Brooks, 2021). Companies use call options to protect themselves against the appreciation of the currency. Companies can exercise the call option and buy at a more attractive value if the currency strengthens more than the strike price. 
The currency options can be used to hedge against the expected as well as unexpected currency fluctuations. When it comes to when to exercise the option, currency options offer flexibility. The currency options can be exercised at any time during the specified period. A company can opt not to exercise the option if the change in the foreign exchange is favorable for the firm. In this case, the loss would be limited to the premium paid to buy the options only. On the contrary, if the changes in the currency rates are unfavorable, companies can exercise the options to keep the losses at a minimum. 
However, there is a cost of premium involved in buying currency options, which depends on the expiration date, strike rate, etc. 
2.3. Currency Swaps
Currency swaps (also called cross-currency swap contract) is another hedging technique used by corporations to safeguard themselves against foreign exchange risk exposure.  It is an arrangement between two parties to exchange principal and interest payments in different currencies over a specified period (Ranaldo, 2023). Principal amounts and interests in one currency are exchanged for the principal and interest in another currency. Two companies enter into a contract to swap cash flows at predetermined exchange rates and dates for different currencies. The corresponding principal amounts are exchanged at the spot rate at the start of the contract. Every side pays periodic interest payments in their respective currencies throughout the contract (Miciuła, 2015). The principal amounts are repaid at the expiration of the swap at either the pre-arranged rate or the current spot rate.  
Currency swaps offer flexibility to the companies as they can agree on the swap terms on their mutual understanding. Through currency swaps, multinational corporations may acquire foreign currency without borrowing from financial institutions. However, the creditworthiness of the counterparty should be considered before entering a contract to prevent the risk of defaults. 
2.4. Natural Hedging
Natural hedging, also called matching or netting, is a foreign exchange risk management technique used by businesses operating in different countries.  It does not require the use of derivatives and takes advantage of the operational structure of the company. It involves matching the currency denomination of revenue streams with the currency denomination of expenses, or vice versa (Alfaro et al., 2021). A company enjoys a natural hedge in its foreign exchange risk exposure if its expenses are incurred in the same currency where its sales are generated. For instance, an oil producer that operates refining facilities in the United States has some inherent protection against the price of crude oil, which is expressed in US dollars. 
Natural hedging is a cost-effective technique of hedging against risk as it doesn’t involve sophisticated financial products such as forwards or derivatives. It arises from the normal operating procedures of a business. Through revenue and cost matching, the corporation naturally hedges against any adverse currency fluctuations. However, it may not be as flexible as other financial hedge techniques. It requires corporations to change their business procedures. 

2.5. Netting
Netting is a process that involves balancing several payments that need to be transferred between two or more parties to arrive at a net amount. The cash flows (payables and receivables) denominated in different currencies are consolidated into a net amount, rather them settling individually (Ito et al., 2016). A corporation may be carrying out different transactions such as sales, acquisitions, etc. in different currencies and among its several subsidiaries or segments. Netting matches transactions between the different business units, and subsidiaries of the same corporation into a single payment. Thus, the overall impact of exposure to different countries is minimized. It is a cost-effective method of managing currency risk exposure as it does away with the need for separate currency conversions for all the transactions and other administrative expenses. However, it requires a centralized, robust, and integrated financial management system to effectively track several transactions. 

3. Operational Strategies
In addition to traditional hedging techniques, corporations also use operational strategies to mitigate their exposure to foreign exchange currency risk. They include changes in the operational activities and structures rather than financial transactions to naturally reduce exposure to fluctuations in foreign currencies. 
3.1. Geographic Location Decisions:
Businesses prefer to establish their manufacturing plants or suppliers in nations with advantageous exchange rates. They also diversify their activities throughout several geographical areas to minimize reliance on a single currency. These strategies aid in reducing risks associated with currency exchange fluctuations.
3.2.  Leading and Lagging Strategies
Leading and Lagging Strategies involve shifting the timing of the payments or collections to take future currency predictions into account (Acca, n.d.). In leading when a business anticipates a currency depreciation shortly, it attempts to collect foreign currency receivables as soon as possible.  Similarly, if it anticipates appreciation in the currency, it will make payments before due dates. In contrast, lagging means the company will postpone the collection of receivables in foreign currency if there is an indication that the value of the currency will rise, and the business will put off currency payables to a future date. Leading and lagging usually involve adjusting credit terms. It is simple, cost-effective, and doesn't involve any third-party or financial derivatives.  However, changes in currencies are difficult to predict and the company may not always have control over the payment terms as a win for one party means a loss for another party. 
4. Conclusion
The management of risk due to movements in the foreign exchange is crucial for corporations, particularly for multinational corporations that are engaged in international operations. While favorable movements could be beneficial, any adverse fluctuations in the currency could have a significant impact on the profit margins. Corporations should explore different techniques, (hedging, operational strategies, or a combination of both) and their pros and cons before deciding upon the most appropriate method to reduce exposure to risks caused by movement in foreign exchange.
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