
International Finance & Trade – Lecture Notes – Sessions 1-20

Session 1 & Session 2
Globalization has resulted inswapping of

● Products
● Ideas
● Culture
● Views
● Resources
● International Integration

Source:https://www.economicshelp.org

Factorsresponsible for Globalization and enabling agents are:

● Telecommunication
● Transportation
● Internet
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Source:https://www.economicshelp.org

OCED Defines Globalization as

“The geographic diffusion of industrial and service activities, for example research and
development, sourcing of inputs, production and distribution, and the cross-border
networking of companies, for example through joint ventures and the sharing of assets”

International Monetary Fund (IMF) defines Globalization as

“The process through which an increasingly free flow of ideas, people, goods, services and
capital leads to the integration of economies and societies”
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Source:https://www.weforum.org/agenda/2020/02/countries-manufacturing-trade-exports-ec
onomics/
Why Study International Finance?

• World is inter-connected due to Technology and Finance is international

• Massiveescalation in the volume of international trade

• Cross border capital flows

• Foreign direct investments

Source:
https://www.oecd.org/sdd/its/international-trade-statistics-trends-in-third-quarter-2018.htm

• Devoid of International trade implies no international finance

• genuine revolution in money and capital markets world-wide

• Liberalization, integration and innovation have shaped a massive international
financial market which is tremendously dynamic and complex

• Multilateral discussionsconcerning phased exclusion of trade barriers have made
substantial progress and WTO had emerged as a significant platform

• World trade has developed faster than World GDP
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Source:https://theprint.in/opinion/chinas-trade-with-indias-neighbours-has-grown-stronger-s
ince-2005-delhi-must-catch-up/433327/

Source:https://www.economicshelp.org
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Source:https://www.wto.org/english/news_e/pres20_e/pr862_e.htm

• Almost all countries getting included with the worldwide economy

• Indian economy needs significant amount of foreign capital to augment domestic
savings

• Technology up-gradation in India will necessitate continuing import of foreign
expertise,  hardware and software

• India’s increasing alternative to commercial borrowings and direct and portfolio
investments by non-residents

• The hard work of Indian companies to expand into exports of engineering equipment
and turnkey projects will encompassability to offer long term financing to buyers

• A number of companies mainlythe Indian IT sector have started venturing overseas
for strategic reasons either as partners in joint ventures or by establishing foreign
subsidiaries

• India's growing reliance on international financial markets for

• Debt

• Equity
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• FII investment

Source:https://www.economicshelp.org

Source:https://iasgatewayy.com/foreign-institutional-investor-fii/

• Indian companies are contemplating joint ventures and wholly owned subsidiaries

• For those who are eager to master its complexities the global financial market
provides continual opportunities for ingenious financial management; for the
credulous, it is a minefield
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• Finance managers should understand conceptual practicalities and practical issues of
instruments and markets

Session 3
The Finance Function:

• The finance function in a firm can be expediently divided into two sub-functions viz.
accounting and control and treasury management

• Decisions taken by the treasurer have connotation for the controller and vice versa

Source:https://maaw.info/ControllershipTreasurership.htm
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• Treasury Function: Acquisition and distribution of financial resources so as to reduce the
cost and maximize the return, unswerving with the level of financial risk adequate to the
firm is the core of treasury management

• Accounting and Control: Internal and External Reporting, Control, MIS, etc.

The Emerging Challenges
Five key categories of up-and-coming challenges can be acknowledged

• To keep up-to-date with noteworthy environmental changes and examine their
implications for the firm

• To recognize and investigate the complex interrelationships amid relevant
environmental variables and corporate responses - own and competitive - to the
changes in them

• To be able to acclimatize the finance function to significant changes in the firm's own
strategic posture

• To take in gait past failures and mistakes to reduce their adverse impact

• To design and apply effective solutions to take advantage of the opportunities offered
by the markets and advances in financial theory

Source:https://spendmatters.com/2019/06/05/automation-digitization-global-trade-pose-chal
lenges-for-business-leaders-report-says/
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Session 4
Recent Challenges in Global Financial Markets

• The dazzling feature of the changes during the eighties was integration
• Both the potential borrower and the potential investor have a wide assortment of

choice of markets

• There has been a strong tendency towards functional unification across the various
types of financial institutions within individual markets

• The motivating forces behind spatial and functional integration were liberalization of
cross boundary financial transactions followed by deregulation within the pecuniary
systems of the key industrial nations

• Assets in a variety of currencies become more substitutable

• Deregulation involved action on two fronts

• Discarding the segmentation of the markets for financial services

Source:https://www.oecd-ilibrary.org/sites/04b94da4-en/index.html?itemId=/content/compon
ent/04b94da4-en
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• permitting foreign financial institutions to enter the national markets and compete on
an equal grip with the domestic institutions

• This is a piece of largelythe trend towards securitization and disintermediation
• There is a race on to come up with ever more complex and often esoteric products

which, it is sometimes said, the bankers themselves do not fully understand

• The unstable pace of deregulation and innovation has given rise to serious concerns
about the viability and stability of the system

• turbulencedue to local financial crisis reverberates throughout the global financial
system making the policy makers' task awfully difficult

Source:https://www.oecd-ilibrary.org/sites/04b94da4-en/index.html?itemId=/content/compon
ent/04b94da4-en
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Session 5 & Session 6
International Monetary System

A Brief History of the International Monetary System

• Pre 1875 Bi-metallism – Gold and Silver
• 1875-1914:  Classical Gold Standard
• 1915-1944:  Interwar Period
• 1945-1972:  Bretton Woods System
• 1973-Present:  Flexible (Hybrid) System

The Intrinsic Value of Money and Exchange Rates

• Currently money of the majority countries has veto intrinsic value (if you liquefy a
quarter, you do not get $.25 value of metal). But in the past many countries have
backed their currency with precious commodities (gold or silver)—if the U.S. treasury
minted gold coins that had 1/35th ounces of gold and sold them for $1.00, then a
dollar would have ainherent value.

• When a country’s currency has severalinherentvalues, then the exchange rate
sandwiched between the two countries is preset. If U.S. minted $1.00 coin that
contain 1/35th ounces of gold and Great Britain minted £1.00 coin that include 4/35th
ounces of gold, then it ought to be the case that £1 = $4 (else people might make
anlimitless profit buying gold in one country and advertising it in another)

Source:https://www.winton.com/longer-view/history-of-modern-international-monetary-syste
m
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What sort of Exchange Rate structure is In Practice these days?

A variety of exchange rate regime are followed these days

– 28% IMF members follow fixed peg policy
– 14% IMF members follow free float policy
– 26% IMF members follow managed float system
– 22% IMF members have no legal tender of their own
– the residual countries use less supple systems such as pegged measures, or

adjustable pegs
Countries with pegged exchange rate system peg the worth of its currency to that of
an additional major currency

Countries adopting currency board entrustconverting their domestic currency on
requirement into another currency atpreset exchange rate

Alternative Exchange Rate Systems: People operate currencies for two primary
reasons

● To buy and sell goods and services
● To buy and sell financial assets

✔ Fixed Exchange Rate: There are two types of exchange rate regimes in international financial
system: a) Fixed [value of currency is pegged comparative to one currency]and b) Floating
exchange rate regime. Anchor currency is the base currency against which the currency is
pegged

Source:
https://www.winton.com/longer-view/history-of-modern-international-monetary-system
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✔ The Classical Gold Standard(1875-1914):
• Nations predetermined the value of their own currency in terms of  Gold

• Gold was unreservedly transferable amid countries

• Advantage of Gold System: Turbulence in Price Levels would be counterbalanced by
the price-specie-flow mechanism.Balance of trade symmetry for all countries – By
Price – specie automatic adjustment mechanism. Value of exports ought to equal
value of imports. Flow of gold used to make up difference

• Collapse of Gold Standard: The gold standard worked fine from 1870s till 1914
[World War 1]. It was Abandoned in 1914 and failed resumption after WWI and
leading to Great Depression in 1929 due to excessive printing of money by
Governments and Inflation

• Interwar Period: Periods of grave chaos ex: German hyperinflation. Britain and US
approve a type of gold standard (but tried to discontinue the group adjustment
apparatus from working).Countries like UK, Canada, Sweden, Austria and Japan got
off gold I 1931 and were plagued by Inflation and Depression. US pulled out of gold
exchange standard in 1933.France derelict the gold standard in 1936

Source:https://www.winton.com/longer-view/history-of-modern-international-monetary-syste
m
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Source:https://www.winton.com/longer-view/history-of-modern-international-monetary-syste
m

Source:https://www.winton.com/longer-view/history-of-modern-international-monetary-syste
m
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Session 7 & 8
BALANCE OF PAYMENTS (BOP)
The balance of payments (BOP) accounts are those accounts which record all transactions
between the residents of a country and residents of all foreign nations.The BOP is determined
by country's exports and imports of goods, services and financial capital, and also financial
transfers.It reflects all spending and liabilities to foreigners and all spending and obligations
received from foreigners. BOP is one of the key indicators of a country's eminence in
international trade

BOP consists of

✔ The Current Account
✔ The Capital Account
✔ Official Reserves Account
✔ Errors and Omissions

Source:https://www.economicshelp.org/macroeconomics/bop/

Current Account
✔ Comprises of all imports and exports of goods and services
✔ Comprises of unilateral transfers of foreign aid
✔ If debits exceed credits, then a country is running a trade deficit
✔ If credits exceed debits, then a country is running a trade surplus

Current Account
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✔ Export & Import of Merchandise & Services
✔ Income Account: Accounts chiefly for investment proceeds from dividends and

interest on credit and outflow on foreign taxes
✔ Transfer payment(includes both Grants which is received or given as well as

Private Transfer

Capital Account
✔ Foreign Investment(FDI, FII)
✔ Banking Capital (NRI Deposits)
✔ Short term credit
✔ External Commercial Borrowings(ECB)

If foreign ownership of domestic financial assets amplifies more swiftly than domestic
ownership of foreign assets in a given financial year, then the domestic country has a capital
account surplus. On the other hand, if domestic ownership of foreign financial assets has
amplifiedmore rapidly than foreign ownership of domestic assets, then the domestic country
has a capital account deficit.It gives a synopsis of the net surge of both private and public
investment into afinancial system

Source:https://www.economicshelp.org/macroeconomics/bop/
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Standard Components of BOP

Source:https://www.jagranjosh.com/general-knowledge/balance-of-payment-bop-144853122
9-1

Net errors and omissions
• This is the finalconstituent of the balance of payments and chiefly exists to correct

any possible error made in accounting for the three former accounts. They are often
referred to as "balancing items".

Balance of Payments Adjustment
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• The BOP is the addition accounting of a country’s transactions with the rest of the
world. Sporadically, nations run into imbalances and ought to therefore adjust. The
adjustment procedure operates in a different way for flexible and fixed exchange rate
regimes

BOP adjustment: Flexible regime
• Case 1: Impact on BOP Surplus

• Currency appreciates, which reduces foreign demand for Indian goods and services.
Appreciation also increases imports from the US. Both the decline in exports and  the
increase in imports cause the current account surplus to fall

• Appreciation of the rupee also makes US financial assets cheapest to Indian residents,
leading to an outflow of capital account surplus to shrink

• These current and capital account developments help eliminate the BOP surplus

Source:https://pib.gov.in/PressReleasePage.aspx?PRID=1698184

Session 9 & 10
Impact on BOP Deficit

• Deficit caused by excess Indian purchases of goods and excess investments in foreign
assets

• Adjustment works through the exchange rate: The Indian rupee depreciates, which
increase foreign demand for Indian goods and services. Depreciation also reduces
imports from abroad. Both the increase in exports and the fall in imports helps
improve the current account

• Depreciation also makes Indian financial assets cheaper to US residents, leading to an
inflow of capital. This helps the capital account
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• These current and capital account developments help eliminate the BOP deficit

BOP adjustment: fixed-rate regime
• Requires heavy government involvement and BOP deficits are much troublesome

than BOP surpluses

• Government simply sells currency which it can print freely, and then “ sterilizes” to
prevent domestic inflation. Sterilization means that the central bank sells government
bonds to mop up the excess local currency

• Government must use its foreign exchange reserves to buy up the local currency.
Problem: foreign reserves are exhaustible.

• When this happens, government can try to use monetary policy to increase demand
for its currency: raise domestic interest rates to keep and attract capital inflows

• But high interest rates have damaging effects: chokes off investment and cause
problems in banking system

Source:https://think.ing.com/articles/em-sovereigns-debt-sustainability-remains-a-concern-b
ut-will-only-become-acute-for-some
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Source:https://think.ing.com/articles/em-sovereigns-debt-sustainability-remains-a-concern-b
ut-will-only-become-acute-for-some

Source:https://blogs.worldbank.org/peoplemove/data-release-remittances-low-and-middle-in
come-countries-track-reach-551-billion-2019
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Source:https://blogs.worldbank.org/peoplemove/data-release-remittances-low-and-middle-in
come-countries-track-reach-551-billion-2019

 Estimates and Projections of Remittance Flows to Low- and Middle-Income Regions

Source:https://blogs.worldbank.org/peoplemove/data-release-remittances-low-and-middle-in
come-countries-track-reach-551-billion-2019
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Session 11 & Session 12: Trading Blocks and WTO

❖ The Organization of the Petroleum Exporting Countries (OPEC) comprises of a group of
oil-rich countries which control 40+ percent of the world’s oil supply.

Source: https://www.cfr.org/backgrounder/opec-changing-world

Source: https://twitter.com/CNN/status/825365069865299968/photo/1
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Source: https://unctad.org/system/files/non-official-document/indcourse2012_ISS_en.pdf
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World Trade Organization (WTO) Structure

Source: https://www.weforum.org/agenda/2016/12/world-trade-organization-wto-explained/

Source: https://www.weforum.org/agenda/2016/12/world-trade-organization-wto-explained/

24



Source: https://www.cfr.org/backgrounder/whats-next-wto

Source: http://www.fao.org/3/w7814e/W7814E04.htm
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Session 13

Patent filings through PCT, 2015-2019

Source: https://fas.org/sgp/crs/row/RL34292.pdf
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Source: https://www.civilsdaily.com/the-world-trade-organisation-wto-and-india/

Session 14

Source: https://www.civilsdaily.com/the-world-trade-organisation-wto-and-india/
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Source: https://www.civilsdaily.com/the-world-trade-organisation-wto-and-india/
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Session 15 & Session 16: Foreign Exchange Market

Source:
https://efinancemanagement.com/international-financial-management/foreign-exchange

❖ Participants in Foreign Exchange Market are as follows:

Source: https://theinvestorsbook.com/foreign-exchange-market.html
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❖ Characteristics of  Foreign Exchange Market are as follows:

Source: https://theinvestorsbook.com/foreign-exchange-market.html

Source: https://www.imarcgroup.com/foreign-exchange-market
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Session 17

❖ Functions of Foreign Exchange Market are as follows:

Source: https://theinvestorsbook.com/foreign-exchange-market.html

❖ Advantages of Foreign Exchange Market are as follows:

Source: https://theinvestorsbook.com/foreign-exchange-market.html
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❖ Disadvantages of Foreign Exchange Market are as follows:

Source: https://theinvestorsbook.com/foreign-exchange-market.html

❖ Geographical Distribution of Global Foreign Exchange Market Turnover:

Source: https://www.wita.org/atp-research/international-foreign-exchange-market/
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Source: https://www.wita.org/atp-research/international-foreign-exchange-market/
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Session 18

❖ Role of Foreign Exchange Market

Source: https://financialyard.com/functions-of-foreign-exchange-market/

❖ A Portfolio Investor Trying to Benefit from Exchange Rate Movements

Source:
https://courses.lumenlearning.com/wm-macroeconomics/chapter/the-foreign-exchange-marke
t/
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❖ The Demand and Supply Line-ups in Foreign Exchange Markets

Source:
https://courses.lumenlearning.com/wm-macroeconomics/chapter/the-foreign-exchange-marke
t/

❖ Circular Flow of Income
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Source:
https://saylordotorg.github.io/text_macroeconomics-theory-through-applications/s08-04-link
ages-across-markets.html

Session 19

❖ SAP Treasury and Risk Management Analyzer

Source:
https://blogs.sap.com/2020/07/09/treasury-and-risk-management-leading-digital-treasury/
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❖ Designing an Effective Forex Risk Management Policy from an Organization’s
Perspective
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Source:
https://www.gbm.hsbc.com/insights/markets/designing-an-effective-fx-risk-management-polic
y

❖ Economic vs Transaction vs Translation Exposure
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Source: https://brainly.in/question/14386823

Session 20

❖ Role of Risk Oversight Committee in a Organization

Source:
https://www.gbm.hsbc.com/insights/markets/designing-an-effective-fx-risk-management-polic
y
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❖ Transaction vs Translation Exposure – Forex Managemnt

Source: https://www.educba.com/transaction-exposure/

❖ Strategies for Managing Economic Exposure

Source:
https://efinancemanagement.com/international-financial-management/economic-exposure
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❖ Natural Currency Hedge Explained with an Example

Source: https://www.toptal.com/finance/interim-cfos/foreign-exchange-risk
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Chapter: Foreign Equity Market

❖ Stock Market Capitalization around the World

Source: https://seekingalpha.com/article/3110096-keep-a-close-eye-on-international-equity

❖ The World of International Financial Markets
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Source:
https://ebrary.net/7295/economics/world_finance_world_economy_international_economic_r
elations_system

❖ Why Overseas Investment is Catching up?

Source:
https://www.businesstoday.in/bt-insight/analysis/bt-insight-investment-in-international-stocks
-gains-momentum-should-you-take-a-plunge/story/412245.html

❖ Capital Asset Pricing Model (CAPM)
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Source:
https://medium.com/python-data/capm-analysis-calculating-stock-beta-as-a-regression-in-pyt
hon-c82d189db536
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