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[bookmark: _Toc162901340]Introduction
In this report, the main discussion is based on the understanding of International financial management and its related theories or models that various organisations apply to increase wealth. Applying such financing techniques or methods to international business can help businesses explore new opportunities and manage business challenges. This report further includes a discussion on exchange rate risk and foreign exchange risk within the market or international market. Along with this, discussion on different techniques and strategies that multinational corporations often adopt in managing and exploring the application of foreign exchange rates. 
[bookmark: _thas0s69fokp][bookmark: _Toc162901341]International Financial Management (IFM)
Primarily understanding financial management, it helps the business to make effective decisions based on the business financial information from the financial statement and based on that manages, controls and plans the finances in such a manner that appropriate resources can be utilised effectively (Osadchy and Akhmetshin, 2015). This also helps to manage, acquire and receive funds for business in investment purposes, project development and so on. Similarly, International financial management or  IFM is the art of managing finance or money in a global area. The objective of this IFM is to manage international financial activities in a  Global context and also maximise the wealth of the stakeholder or shareholder of the business and profit maximisation in the international business environment. This international financial management is popular in performing international trade and dealing with money internationally in exchange for foreign currency (Parashar, 2016). This process is also known as international trading for finance as it opens up an opportunity for organisations to connect internationally. It helps connect suppliers, businesses, customers, and lenders all across the world. This platform is also used by Multinational corporations, governments and non-profit organisations for collecting funds and promoting business products and services internationally. This process is also known as International Finance. This IFM includes different tax laws, regulations and currency exchange rates (Kelkar, 2024). The scope of IFM for businesses in foreign countries includes licensing, Exporting, franchising, subsidiaries and acquisition and strategic alliance. However, there are some scopes of IFM for external forces are the Financial exchange market, balance of payment, International financial system and currency convertibility (Gleason, 2021)
[bookmark: _x8r2qw8twk9x][bookmark: _Toc162901342]International Financial Management Theories/ Models
[bookmark: _bkqi6oick2el][bookmark: _Toc162901343]Interest rate parity
In International Financial Management theories, “Interest rate parity ” is the exchange rate theory that determines the exchange rate and interest rate change or relationship between the two countries and this theory was developed by Keynes. Accounting to this theory, the relationship between the “spot exchange rate ” and the “ expected spot rate” or forward rate of two currencies is based on the interest rate. This theory discusses the parity between two exchange rates that is the forward exchange rate and the spot exchange rate of the home country and divided by the interest rate of the foreign country. According to the above information, if both hold at the same level of interest rate then this would not determine any profit from any borrowing or exchanging money into foreign currency (CFI, 2024).  However, this application will help to understand whether the IRP situation occurs between the exchange rate and interest rate and, if not true then the exchange rate would cause a profitable situation.
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The International fisher effect or IFE was developed by Irving Fisher. According to this theory of the international financial market, it states the difference between the nominal interest rate of the two countries which is directly proportional to changes in the exchange rate of the two countries' currency at any given time. This theory is used to predict the spot and future currency movement based on the current and future nominal interest rates. As per Fisher the change in the inflation does not change the real interest rate because the real interest rate is the nominal rate minus the inflation. This theory assumes that with the higher interest rate the country will have a higher inflation rate and thus this devalues the currency of that country. This IFE is mostly relevant for the long-run effect of change in the nominal interest rate on the movement in the exchange rate (CFI, 2023)
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In this exchange rate theory of International financial management or international finance, the Purchasing price parity is the price at which the exchange is possible. In this exchange rate theory, the rate of exchange of products or services has to be equalised by converting them into the country where the purchases have been made. For example, to purchase an electronic product from NewYork which sells for $ 30 and in London is £ 23. Using the Purchasing price party which compares the value of two of the same electronic in terms of each country’s currency to understand the differences or parity. This cross-comparison of the product price based on the country applies the PPP exchange rate to determine the selling price of nearly identical products price difference around the world. Here, to purchase a product or service from a foreign country, a home country person must convert the currency to compare and purchase the product and price (Callen, 2018).
[bookmark: _xknhluecpika][bookmark: _Toc162901346]“Exchange rate risk ” or  “Foreign Exchange risk”
“Exchange rate risk ” is a risk that arises from unexpected changes in the exchange rate between the two currencies. In other term exchange rate risk is also known as foreign exchange risk or currency risk. This risk is relevant on the international ground as the change in the exchange rate between the two currencies can impact the financial performance of a company. The foreign exchange risk covers three types of risk which include transaction risk, economic risk and translation risk. Transaction risk is the risk that occurs between the company when the financial transaction is made between jurisdiction and change occurs before transaction settlement in the exchange rate. When the fall in the currency happens before settlement then the expected receipt will show for the change price or the fall price. Economic risk is the forecasted risk which is unavoidable for the market and this can impact the exchange rate for the unavoidable fluctuation in the global economy. This can impact the local business products sold to (importer) or foreign countries products at low prices based on the unexpected change in the currency rate. Lastly, Translation risk is higher for those companies that have a greater portion of assets, liabilities and equity in foreign countries. Hence the financial loss will be translated in the form of domestic currency (CFI, 2023a). Foreign exchange risk is faced by multinational corporations, export and import businesses and Investors making foreign investments (Shapiro and Hanouna, 2019).
[bookmark: _7van5fg8m4vj][bookmark: _Toc162901347]Different strategies adopted by the multinational corporations
To manage the financial exchange risk, various multinational corporations adopt different strategies to overcome the challenges of operating business across foreign countries are
[bookmark: _504rqfi88hab][bookmark: _Toc162901348]Transactional exposure using a Natural hedging strategy
This strategy is used to match the foreign currency receipt with the expenses. This helps to reduce the financial risk in the normal operation of an institution. This mitigates the risk of investing in an asset that has low or negatively correlated performance with each other. This loss will offset the counter position from the investment (Saravanakumar, 2024).
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This strategy is used by MNCs to lock the future exchange rate for future transactions as in agreement form. This agreement protects the adverse currency movement and it limits the profit from any favourable fluctuation from an increasing rate.
[bookmark: _97mzyg4ln4rj][bookmark: _Toc162901350]Operational hedging in economic exposure
This operational hedging involves managing cost and pricing to mitigate the effect of Currency fluctuation. This hedging optimises the production using local supplies and adjusting pricing strategy with minimum exposure (Ainsworth, 2019).
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This hedging tool involves two parties where the initial amount of currency is exchanged and then a small interest rate is sent back and then swap the initial amount. This is a tool of financial hedging which helps investors to protect against the unfavourable risk involved in the exchange rate. In simple terms, this manages the adverse effect of interest movement in the market and achieves the desired balance between the fixed and the variable debt rate and thus this helps both the parties to encounter benefits (ACCA, 2024).
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Based on the above discussion on international financial management, its different theories or models and different types of strategies that are applied by the multinational corporation to manage and mitigate the challenges in the foreign exchange risk.  International financial management is a global aspect of managing wealth, finance, acquiring funds and gaining profit from the financial market. There are various risks involved in the financial market due to inflation, economic fluctuation and others due to which exchange rate and so impacts the interest rate. Thus, to mitigate the negative impact or to limit the financial risk and fluctuation caused to the home and foreign countries and their currencies due to the exchange rate risk and inflation, various MNCs adopted strategies like Natural hedging strategy, financial hedging swaps, operational hedging and transaction exposure in forward contracts.
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