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Introduction to the Module

The starting point for understanding any financial market is that, on a large
scale, firms and governments have to turn to institutions (such as banks) and
markets (such as bond markets) to finance their core operations. Even if a
government or firm currently has no need to borrow or obtain new capital
funds, it operates on financial markets to manage its old financial liabilities
(such as its outstanding bonds which are traded on markets) or to invest
currently surplus funds. At the same time, banks and other financial
institutions essentially operate on financial markets as their main business
activity.

The fundamental fact underlying this module is that such large players’
financial operations take place on financial markets that are international in
character. That is especially true now that, since the 1970s, economies have
experienced a fast pace of globalisation. For centuries firms” and
governments’ financial operations have generally involved an international
dimension, but modern globalisation has been accompanied by changes in
both its scale and its character.

What do we mean by saying that today “financial markets...are international
in character’? When firms and governments, or banks, arrange finance or
rearrange it, how do international matters come into play? We can list three
dimensions:

¢ Much borrowing and lending occurs on markets that have no national
home (such as eurodollar — or, more generally, eurocurrency —
markets).

e National capital, credit, and money markets are highly integrated with
other countries’ (for example, variations in the price index or in market
returns in the stock markets of Tokyo, London, Frankfurt and New
York exhibit significant correlation).

¢ Animportant element in the costs of financing and the returns on
financial assets is exchange rate movement. Firms, banks and investors
of all types, including individuals, have to take account of possible
exchange rate movements in calculating the expected yield of their
investments or costs of borrowing; that means they have to take
account of foreign exchange markets.

In this module we give much attention to the third item listed, the great role
that exchange rate variations have in financial markets, and the foreign
exchange dealing and risk management techniques that relate to that.

We first put that in context by studying how the processes of foreign
exchange markets and exchange rates are themselves conditioned by
government policies towards them — their ‘exchange rate regimes’. And,
since exchange rate regimes have evolved over time, we study the main
historical episodes. By looking at how exchange rates and foreign exchange
markets operate under different exchange rate regimes, your study deals
with the question: how did we get to where we are now?



Specimen Examination

You will study a variety of theories throughout the module, which seek to
explain the ways in which finance is handled internationally. One question
we want you to keep in mind throughout your study of is: ‘Is the theory
true?” Whatever your answer, your next step should be to consider the
related, but different question ‘Is the theory useful?’

The Module Authors

Laurence Harris is Professor of Economics in the University of London and
is a member of CeFiMS in the Department of Financial and Management
Studies, SOAS, University of London. He has previously taught at several
universities including London School of Economics; University of California
Berkeley; Harvard University; Birkbeck, University of London; the Open
University; University of Zimbabwe. He has published nine books and
eighty articles. Books include Monetary Theory; New Perspectives on the
Financial System; City of Capital and Peculiarities of the British Economy.

Additional material for this edition of the module has been written by
Norman Williams, who graduated with an MA in Economics from the
University of Manchester and worked in a variety of research and advisory
roles at the Bank of England, specifically in the areas of monetary policy,
financial markets and banking regulation. He then moved to H.M. Treasury
where he worked on exchange rate policy and implementation, the strategic
management of the official reserves and government borrowing. Thereafter,
Norman worked for a large global investment bank focusing on European
economic and investment research and advice. He is now a full-time
academic specialising in banking and finance.

Parts of this module have also been updated by Zeynep Kacmaz. Dr
Kacmaz is a researcher and lecturer in the fields of International Business
and Banking and Finance. She is currently working as associate lecturer at
the University of Bradford and also tutors on the Centre for Financial and
Management Studies distance learning programmes. Zeynep gained a PhD
in Banking from Marmara University, Turkey.

The current version of this module has been updated by Alessandra Dal
Colle. Dr Dal Colle is currently credit risk manager in a major European
bank. She has also worked in designing stock and derivatives exchanges and
in research departments of banking institutions. She has spent a research
period at the United Nations UNU-WIDER centre in Helsinki working on
finance and development, and has been lecturing and tutoring in banking and
finance for over 15 years. Alessandra holds an MPhil in Economics from the
University of Cambridge (UK) and a PhD in economics and finance from SOAS.



Study Resources

This study guide is your central learning resource as it structures your
learning unit by unit. Each unit should be studied within a week. It is
designed in the expectation that studying the unit and the associated core
readings will require 15 to 20 hours during the week, but this will vary
according to your background knowledge and experience of studying.

Key text

David K Eiteman, Arthur I Stonehill and Michael H Moffett (2016)
Multinational Business Finance, 14th Edition.

This is a widely used and authoritative coverage of contemporary
international finance, which aims to explain and illustrate the unique
features of global markets. It uses real-life cases to illustrate current industry
practices, allows you to test yourself with review questions and exercises,
and provides appendices throughout the text which add advanced material
on the basic topics covered in the chapter.

Module readings

In your module readings, you are provided with access to a selection of academic
articles and extracts from books, which you are expected to read as part of your
study of this module. You will note from reading them that the topics covered in
these articles often vary widely from the study guide. The module readings
articles are often more technical or adopt a more in-depth approach. This should
not put you off, as many were written with an academic audience in mind. These
articles were selected so that the central arguments and concepts could be
understood and appreciated at a level appropriate to this module.

Optional reading

You are provided with access to all the reading essential for this module,
and we do not expect you to undertake extra reading on your own, partly
because not all students have ready access to good libraries or bookshops.
However, the reference section of each unit lists academic articles, book
chapters or web-based sources that you can choose to read if you wish to
further investigate a particular topic. Many of these readings can be accessed
on the Internet, but it is important to note that they will not be assessed in
examination or assignments.

Although not required, we think that you will enrich your study of this
module by looking at such articles. Indeed, you are encouraged to choose
your own additional reading on topics related to global finance. You can do
this through searching the Internet and by making use of the online
academic journals through the Online Library.

You are also recommended to browse through your key text for additional
coverage of the topics studied in this module.



Specimen Examination

Module Overview

Unit 1

1.1
1.2
1.3
1.4
1.5
1.6

Unit 2

2.1
2.2
2.3
24
2.5

Unit 3

3.1
3.2
33
3.4
35
3.6
3.7

Unit 4

4.1
4.2
4.3
44

Unit 5

5.1
5.2
53
54
55

Unit 6

6.1
6.2
6.3
6.4
6.5
6.6

The International Context of Finance

Exchange Rate Regimes

Fixed and Floating Exchange Rates

Exchange Rate Regimes — a Bipolar Future?

Recent Examples of Hard Pegs and Intermediate Regimes
A New Bretton Woods System?

Conclusion

The Markets for Foreign Exchange

A Global Twenty-Four-Hour Market
Mechanics of the Foreign Exchange Market
Hedging Techniques

Market Microstructure

Conclusion

Exchange Rates and Prices

Introduction

The Balance of Payments

A Standard for Measuring Economies

Purchasing Power Parity Theory

The Big Mac Measures

Empirical Evidence — Short-Run Deviations from Purchasing Power Parity
Conclusion

Exchange Rates and Interest Rates

Introduction

Interest Rates and Exchange Rates
Interest Rate Parity

Conclusion

Managing Foreign Exchange Exposure

Introduction

Types of Risk Exposures and Their Management
Financial Firms' Management of Currency Exposure
Empirical Studies on Currency Hedging

Conclusion

International Corporate Finance and Project Finance

Introduction

Corporate Finance — Going International
Corporate Finance — International Equity Markets
International Bond Issues

How Diversification Affects Firms' Financial Needs
More Reading and a Conclusion



Unit 7 Capital Structure and Cost of Capital in International Financing

7.1 Introduction

7.2 How International Financing Affects Firms' Costs
7.3 Does Localisation Matter?

7.4 Conclusion

Unit 8 Tax Policies of Multinationals

8.1 Introduction

8.2 International Tax Environment
8.3 Tax Arbitrage

8.4 Conclusion

Learning Outcomes

When you have completed your study of this module you will be able to:

explain the nature of an exchange rate regime, and assess the future
evolution of such regimes

identify and discuss drivers of the growth of the global foreign
exchange market

explain the nature of exchange rate quotations

discuss the foreign exchange market microstructure

interpret balance of payments accounts

use purchasing power parity measures of gross domestic product (GDP)
explain the law of one price

assess the uses of absolute purchasing power parity and relative
purchasing power parity

explain how firms can use currency derivatives to manage risks
through hedging

discuss what determines whether firms do use currency derivatives
for hedging

discuss models and empirical evidence on the difference between the
beta coefficient of multinational enterprises as compared with
domestic firms

outline evidence on the connection between agency costs and the
capital structure of multinational enterprises

explain the main features of ‘third generation” models of currency crises
discuss the effects of regulatory regimes on firms’ choice of stock
exchange for their foreign listings

explain the differences and relative merits of project finance compared
to corporate finance as methods of raising international finance
compare them with the main features of first and second generation
models.



	Finance in the Global Market
	Module Introduction and Overview
	Contents
	1 Introduction to the Module
	2 The Module Authors
	3 Study Resources
	 Key text
	Module readings
	Optional reading

	4 Module Overview
	5 Learning Outcomes


<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles false

  /AutoRotatePages /All

  /Binding /Left

  /CalGrayProfile (Gray Gamma 2.2)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Warning

  /CompatibilityLevel 1.5

  /CompressObjects /All

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.1000

  /ColorConversionStrategy /LeaveColorUnchanged

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams true

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo false

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments false

  /PreserveOverprintSettings false

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Preserve

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 150

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth 8

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 2.00000

  /EncodeColorImages true

  /ColorImageFilter /FlateEncode

  /AutoFilterColorImages false

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 150

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth 8

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 2.00000

  /EncodeGrayImages true

  /GrayImageFilter /FlateEncode

  /AutoFilterGrayImages false

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile (None)

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<





    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>







    /HUN <>

    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)

    /JPN <>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>





    /SKY <>



    /SUO <>

    /SVE <>

    /TUR <>



    /ENU (Use these settings to create high quality Adobe PDF documents suitable for a delightful viewing experience and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 7.0 and later.)

  >>

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [595.276 841.890]

>> setpagedevice



