Ch.1 Foreign exchange risk: The risk that foreign currency profits may evaporate in dollar terms due to unanticipated unfavorable exchange rate movements. Political Risk: Sovereign governments have the right to regulate the movement of goods, capital, and people across their borders. These laws sometimes change in unexpected ways. Multilateral agreements may reduce political risk. Market imperfections: Legal restrictions on movement of goods, people and money, transactions costs, shipping costs, tax arbitrage. GATT a multilateral agreement among member countries has reduced many barriers to trade. The North American Free Trade Agreement (NAFTA) calls for phasing out impediments to trade between Canada, Mexico and the United States over a 15-year period. MNE A firm that has incorporated on one country and has production and sales operations in other countries. [CH 2] Bimetallism: Before 1875: A “double standard” in the sense that both gold and silver were used as money. Gresham’s Law implied that it would be the least valuable metal that would tend to circulate. Classical Gold Standard: 1875-1914: During this period in most major countries: Gold alone was assured of unrestricted coinage. There was two-way convertibility between gold and national currencies at a stable ratio. Gold could be freely exported or imported. The exchange rate between two country’s currencies would be determined by their relative gold contents. For example, if the dollar is pegged to gold at U.S.$30 = 1 ounce of gold, and the British pound is pegged to gold at £6 = 1 ounce of gold, it must be the case that the exchange rate is determined by the relative gold contents: $30 = £6, $5 = £1. Misalignment of exchange rates and international imbalances of payment were automatically corrected by the price-specie-flow mechanism. Interwar Period: 1915-1944. Bretton Woods System: 1945-1972: The goal was exchange rate stability without the gold standard. IMF and the World Bank created. the U.S. dollar was pegged to gold at $35 per ounce and other currencies were pegged to the U.S. dollar. The Bretton Woods system was a dollar-based gold exchange standard. The Flexible Exchange Rate Regime: 1973-Present: Flexible exchange rates were declared acceptable to the IMF members. Flexible exchange rates (Louvre Accord of 1987): Easier external adjustments. National policy autonomy.Arguments against flexible exchange rates: Exchange rate uncertainty may hamper international trade. No safeguards to prevent crises. [CH3] The Balance of Payments is the statistical record of a country’s international transactions over a certain period of time presented in the form of double-entry bookkeeping. Current Account: Includes all imports and exports of goods and services. Includes unilateral transfers of foreign aid. The capital account measures the difference between Canadian sales of assets to foreigners and Canadian purchases of foreign assets. Two main categories: Foreign direct investment, Portfolio investment. The official reserve account: gold, foreign currencies, SDRs, reserve positions in the IMF. BCA + BKA + BRA = 0 BCA = balance on current account BKA = balance on capital account BRA = balance on the reserves account































[bookmark: _GoBack][CH 6] International Banks do everything domestic banks do and: Arrange trade financing. Arrange foreign exchange. Offer hedging services for foreign currency receivables and payables through forward and option contracts. Offer investment banking services (where allowed). Reason for international banking: Low Marginal Costs, Knowledge advantage, Home nation information services, Prestige, Regulatory advantage, and wholesale defensive strategy. Retail defensive strategy, transactions costs, growth, and risk reduction. Correspondent Bank: A correspondent banking relationship exists when two banks maintain deposits with each other. Correspondent banking allows a bank’s MNC client to conduct business worldwide through his local bank or its correspondents. Representative Offices: A representative office is a small service facility staffed by parent bank personnel that is designed to assist MNC clients of the parent bank in dealings with the bank’s correspondents. Representative offices also assist with information about local business customs, and credit evaluation of the MNC’s local customers. Foreign Branches: A foreign branch bank operates like a local bank, but is legally part of the parent. Branch Banks are the most popular way for Canadian banks to expand overseas. Subsidiary and Affiliate Banks: A subsidiary bank is a locally incorporated bank wholly or partly owned by a foreign parent. An affiliate bank is one that is partly owned but not controlled by the parent. Edge Act Banks In the U.S., Edge Act banks are federally chartered subsidiaries of U.S. banks that are physically located in the U.S. that are allowed to engage in a full range of international banking activities. Offshore Banking Centers: is a country whose banking system is organized to permit external accounts beyond the normal scope of local economic activity. The host country usually grants complete freedom from host-country governmental banking regulations. The IMF recognizes as major offshore banking centers. Offshore Financial Centers: purpose: deferral of taxable income on foreign-source income, preferably indefinitely. Bank capital adequacy refers to the amount of equity capital and other securities a bank holds as reserves. Eurocurrency is a time deposit in an international bank located in a country different than the country that issued the currency. LIBOR the London Interbank Offered Rate///PIBOR the Paris Interbank Offered Rate///SIBOR the Singapore Interbank Offered Rate. EURIBOR the rate at which interbank time deposits of € are offered by one prime bank to another. Forward Rate Agreements can be used to: Hedge assets that a bank currently owns against interest rate risk. Speculate on the future course of interest rates. Euronotes are short-term notes underwritten by a group of international investment banks or international commercial banks. 1980’s Latin American Debt: Some of the largest banks in the world were endangered when loans to sovereign governments of some less-developed countries. Debt-for-Equity Swaps As part of debt rescheduling agreements among the bank lending syndicates and the debtor nations, creditor banks would sell their loans for U.S. dollars at discounts from face value to MNCs desiring to make equity investment in subsidiaries or local firms in the LDCs. A LDC central bank would buy the bank debt from a MNC at a smaller discount than the MNC paid, but in local currency. The MNC would use the local currency to make  pre-approved new investment in the LDC that was economically or socially beneficial to the LDC. 
[ CH 7] Foreign bond: one offered by a foreign borrower to investors in a national market and denominated in that nation's currency. Eurobond: one denominated in a particular currency but sold to investors in national capital markets other than the country that issued the denominating currency. AND usually a bearer bond. 모두포함 [80% 유로본드]. Bearer bond is which mere possession is an evidence of the ownership. Global bond is a very large international bond offering by a single borrower that is simultaneously sold in several national bond markets. Eurobond can be denominated by any currency. Shelf registration is when an issuer allows preregistration of securities issue and then shelve the securities for later sale. Withholding taxes are taxes on interest paid by nonresidents. Straight-fixed rate bonds are bonds with fixed coupon payments in regular intervals and with designated maturity dates. Floating rate notes are bonds with coupon payments indexed to some reference rates. Equity-related bonds are type of convertible bonds. Floating-rate notes(FRN) are medium-term bonds with coupon payments indexed to some reference rate similar to LIBOR
[CH 8] Primary equity market: the process by which the firm issues its first publicly traded shares. American Depository Receipts: Foreign stocks often trade on U.S. exchanges as ADRs. And It is a receipt that represents the number of foreign shares that are deposited at a U.S. bank. And The bank serves as a transfer agent for the ADRs. ADVANTAGES OF ADR ADRs are denominated in U.S. dollars, trade on U.S. exchanges and can be bought through any broker. Dividends are paid in U.S. dollars. Most underlying stocks are bearer securities, the ADRs are registered.


