ANNA ADARSH COLLEGE FOR WOMEN (AUTONOMOUS)
CHENNAI - 600 040
End Semester Examinations November-2025 – ANSWER KEY

	Programme : M.Com
	Batch : 2024-2025
	Semester :III

	Course Title : International Financial Management
	Course Code :

	Duration : 3 Hours
	      Maximum Marks :75

	SECTION - A 


	Q.No
	QUESTION WITH ANSWER

	1
	List two components of the Balance of Payments (BOP).
Answer: The two main components of the Balance of Payments are:
Current Account: Records trade in goods and services, income, and current transfers.
Capital and Financial Account: Records capital transfers, transactions in non-produced, non-financial assets, and financial assets and liabilities.


	2
	Outline the nature and scope of International Financial Management.
Answer: The nature of International Financial Management encompasses managing financial operations in an international context, dealing with foreign exchange risks, political risks, and differing accounting standards. Its scope includes international capital budgeting, working capital management, financing decisions, and risk management strategies to ensure financial efficiency and profitability in global operations.

	3
	Define the Spot Market in Forex.
Answer: A segment in which currencies are traded for immediate delivery at the current exchange rate.

	4
	Examine the role of an “Authorized Person” under FEMA?
Answer: Only designated entities (e.g. authorized dealers, money‑changers, offshore banking units) may legally conduct foreign exchange transactions under FEMA regulations.

	5
	Define International Portfolio Investment.
Answer: Investment in a variety of foreign financial assets—such as stocks, bonds, and cash equivalents—without taking managerial control over the issuing company. 

	6
	How do exchange‑rate fluctuations affect decisions made under International Capital Budgeting?
Answer: Currency volatility alters expected cash inflows or costs in domestic terms, impacting NPV or IRR estimates and thus project viability.

	7
	Give one primary function of international banks in trade finance.
Answer: They issue letters of credit and handle documentary collections to reduce payment risk and bridge payment gaps in international trade 

	8
	Summarize why Basel capital adequacy norms are essential for controlling international banks.
Answer: They ensure banks hold minimum risk‑weighted capital (8% or more) to absorb shocks and limit contagion from international operations

	9
	Name two short‑term instruments traded in international financial markets.
Answer: Examples include Commercial Paper (CP) and Certificates of Deposit (CDs). 

	10
	Interpret Why do corporations’ issue commercial paper instead of borrowing from banks?
Answer: CP enables large firms to raise short‑term funds quickly at lower rates, bypassing bank intermediaries. 

	11
	Define the International Monetary System.
Answer: The International Monetary System is a set of rules, institutions, and agreements that govern international financial relations, including exchange rates, international payments, and capital flows.

	12
	How can a persistent current account deficit contribute to a sovereign debt crisis?
Answer: It forces reliance on external borrowing, increasing foreign‑currency debt while eroding investor confidence and creditworthiness.

	SECTION – B 


	13
	Analyze how international fund flows are recorded in the Balance of Payments. Explain how different exchange rate regimes influence these flows and currency volatility.

ANSWER

1. Balance of Payments Framework :
· Transactions are recorded in current account (trade in goods/services, income transfers) and capital + financial account (FDI, portfolio flows, bank loans).
· FDI inflows show as a credit in the financial sub‑account; dividend repatriation later enters the current account as debit. Similarly, short‑term capital inflows appear in the financial account. → BOP identity: Current + Capital/Financial + Balancing item ≈ 0 ensures consistency. 
2. Exchange‑rate Regime Effects :
· Under fixed regimes, capital inflows can cause foreign reserves build-up; authorities must sterilise these inflows to avoid monetary expansion, requiring active management of money supply and subtle pressure on domestic currency.
· Under floating, capital mobility and independent monetary policy are maintained, but inflows/outflows directly affect currency value—hot money can cause appreciation/depreciation swings, increasing volatility.
· Therefore, an IMF‑style trilemma dictates trade‑offs among exchange‑rate stability, capital mobility, and monetary autonomy. Proper application of international financial management (hedging, liquidity planning, capital structure) is essential in managing volatility across regimes. 


	14
	Analyze the role of interest rate parity (IRP) in determining the forward exchange rate in the foreign exchange market. 

ANSWERS
1. Interest Rate Parity Principles
· Covered IRP states that forward and spot exchange rates must adjust to offset interest rate differences between two countries. In equilibrium:
(1 + i_{\text{domestic}}) = \frac{F}{S} \times (1 + i_{\text{foreign}}) \]
⇒ F=S×1+idomestic1+iforeignF = S \times \frac{1 + i_{\text{domestic}}}{1 + i_{\text{foreign}}}F=S×1+iforeign​1+idomestic​​
where FFF is forward rate, SSS spot rate, and iii interest rates 
· Uncovered IRP (UIP) omits using a forward contract; it relates expected future spot rate to interest differentials, anticipating the return parity.
2. Forward Rate Behavior
3. If the domestic rate is higher, the forward rate trades at a premium to spot; if lower, it trades at a discount. E.g. US rate 5%, EU rate 4.75% → forward premium on USD-EUR pair 
4. Implications for Hedging
· Importers: expecting to pay foreign currency in the future can lock in forward rate, avoiding exchange fluctuations. The forward premium/discount reflects interest differential.
· Exporters: receiving foreign currency income can sell forward based on IRP to cover exposure at a known rate.
· Since forward pricing already reflects interest rates, hedging with forward avoids basis risk, but counterparty credit risk exists (OTC contracts) – though futures can reduce this 
5. Analytical Insight
· IRP ensures no arbitrage between domestic and foreign interest-bearing assets.
· It links currency hedging costs directly to interest rate differentials and opportunity cost.
· For firms, the cost of hedging equals the interest rate differential—they can evaluate whether hedging premium is justified.


	15
	Analyze how foreign exchange risk affects the international capital budgeting process.

ANSWER
1. Foreign Exchange Risk in International Capital Budgeting
· When a firm invests in a foreign project, cash flows denominated in the host currency must be translated to home currency, exposing the firm to transaction, translation, and economic exchange-rate risks. Even moderate exchange-rate movements can significantly impact the Net Present Value (NPV) and Internal Rate of Return (IRR) calculations.
· Empirical summaries show that foreign exchange volatility is a leading cause of variance between projected and realized cash flows of international projects.
· Standard DCF techniques adjust for currency risk by including a risk-adjusted discount rate or a risk premium for FX volatility .
2. Advanced Techniques to Handle Exchange-rate Risk
· Many large multinationals use scenario or simulation techniques, such as Monte Carlo simulation, to model spot rate movements and estimate a distribution of possible NPVs. This enables management to assess downside risk rather than rely on a single point estimate.
· Alternatively, the Adjusted Present Value (APV) approach separates the project NPV under a “risk-free” discount rate and then adds the value (or cost) of financing and FX hedging separately, allowing flexibility to model multiple hedging instruments (e.g., forwards, options) 
3. Analytical Insight
· By integrating simulation or APV with sensitivity analysis (testing spot rate changes, inflation scenarios), firms can identify projects sensitive to FX shocks.
· For instance, a greenfield investment in a volatile emerging market may yield positive NPV under expected rates but turns negative under currency depreciation scenarios. This triggers a management decision to hedge expected inflows using forward contracts or to adjust capital structure accordingly.



	16
	Explain the Role and Functions of Multilateral Development Banks .

ANSWER

	Functional Area
	Specific Role(s)

	1. Finance & Risk Capital
	– Provide long-tenor loans, credit lines, and grants (often concessional) for infrastructure, health, education, etc.– Finance projects across multiple sectors—from energy to transport and education.

	2. Private Sector Mobilisation
	– Use their strong credit rating and risk-bearing ability to crowd in institutional capital and private finance through syndicated loans or guarantees (e.g. Partial Risk Guarantees or MIGA guarantees) 

	3. Technical Assistance & Capacity Building
	– Offer advisory support to governments, public utilities, and project developers: feasibility studies, procurement design, institutional reform, and climate-safe pipeline creation.

	4. Policy Advice & Knowledge Sharing
	– Advise on macroeconomic reform, public-private partnerships (PPPs), financial sector policy, and governance; publish fiduciary standards and best practices widely used by governments and investors .

	5. Crisis Response & Stability
	– Act as the first responder during calamities like pandemics, natural disasters, or debt crises; replenish funds like IDA face heightened demand in such periods .

	6. Climate Finance & Sustainability
	– Mobilise funds for climate mitigation and adaptation projects, particularly in developing economies. In 2022, MDBs helped meet the $100 billion annual climate finance goal, although critics note some continued financing for fossil fuels . IDB’s new FX EDGE platform and Amazonia Bonds exemplify innovation in climate and disaster resilience financing .




	17
	Classify the different Factors behind the Debt Crisis of International Financial Market Instruments.

ANSWER
I. Macroeconomic and External Shocks
1. Global Interest Rate Spikes & Credit Crunch
When global borrowers (governments, banks, firms) rely on floating rate or short‑term instruments, a sudden rise in global rates increases funding costs sharply. This exposes borrowers to rollover risk and can trigger debt distress .
2. Commodity-Price Collapse & Terms‑of‑Trade Shock
Many emerging or commodity-exporting countries face sharp current account swings when global prices fall. Their debt-servicing capacity drops simultaneously, tightening liquidity .
3. Capital Flow Reversals / "Hot‑Money" Flight
Borrowers that relied on short-dated external funding—common via instruments like Euro‑commercial paper or syndicated bank lines—suffer when investors pull out quickly. Loss of confidence leads to massive FX and liquidity shortages.

II. Internal Macroeconomic Imbalances
4. Fiscal Deficit & Excessive Public Borrowing
Persistent budget deficits force countries to borrow continuously (often externally). Once debt-to-GDP or debt-to-revenue ratios cross thresholds (e.g. 100 %), investors begin demanding higher spreads or credit retrenchment.
5. Weak Tax Base / Low Revenues
Without sufficient domestic resources, servicing even moderate debt becomes difficult—magnifying dependence on foreign financing .

III. Financial Structure: Balance‑Sheet Mismatches
IMF’s balance sheet approach highlights how mismatches expose economies to debt crises:
6. Currency Mismatch
Entities borrow in hard currencies (USD, EUR) but earn local currency revenue. A depreciation suddenly inflates the debt burden .
7. Maturity (or Liquidity) Mismatch
Short-dated liabilities vs longer-dated or less-liquid assets leads to rollover risk. When maturing debt cannot be refinanced, liquidity crises can escalate quickly .
8. Capital-Structure Mismatch
Over-reliance on debt instead of equity or long-term instruments limits absorptive capacity during downturns, causing solvency stress.

IV. Market and Institutional Weaknesses
9. Overleverage & Excessive Credit Expansion
Credit booms—especially in foreign‑currency debt financed through instruments like international CP, bonds, or bank syndications—leave institutions vulnerable once sentiment shifts .
10. Overdependence on Short‑Term & Floating‑Rate Instruments
Heavy issuance of Euro-commercial paper, syndicated bank loans, or short-dated Eurobond tranches raises exposure to rollover and liquidity shocks .
11. Deficient Regulation & Reporting Transparency
Lack of timely balance-sheet data and intrusive supervision leads to misjudged counterparty risk and delayed policy response—making market panics more severe .

V. Policy Regime Triggers
12. Fixed or Semi‑Fixed Exchange Rate (Pegging)
Pegs create a false sense of currency stability. When confidence breaks, central banks exhaust reserves defending the peg—compounding liquidity and currency mismatch exposure .
13. Liberalisation without Risk Controls
Capital account liberalisation and relaxed borrowing controls can lead to waves of short-term external borrowing—sometimes for speculative or unproductive purposes—and weak creditworthiness .

VI. Feedback Loops and Investor Dynamics
14. Rating Downgrades and "Doom‑Loop" Effect
Rising interest burdens, debt levels, and inadequate policies trigger downgrades. Markets pull liquidity, yields spike, and financing stress reinforces the crisis—a vicious cycle especially seen in eurozone/Greece contexts .
15. Contagion from External Defaults
Once a country or sector defaults, liquidity dries up globally—investors flee similar economies, instruments trade wider, and access to funding vanishes—regardless of fundamentals .

VII. Governance & Political Risk
16. Serial Defaults or Low Credibility
Countries with a history of default or restructuring have higher spreads and face stricter conditions on international instruments issuance—making new financing costlier and less durable .
17. Political Instability & Regime Changes
Regime change or policy reversals may result in repudiation of prior instruments or refusal to service “odious” debt—exposing investors and countries to spiralling crises 



	18
	Examine the Factors Influencing Exchange Rate .

ANSWER
1. Relative Price Levels (Inflation) – Purchasing Power Parity (PPP)
According to PPP theory, currencies adjust so that price‑levels across countries equalize over time. If Country A has persistently higher inflation than Country B, its currency will depreciate relative to B, to restore competitiveness 
2. Interest Rate Differentials & Monetary Policy – Interest Rate Parity (IRP)
Central banks use interest rates to steer inflation and growth. Higher interest rates attract foreign capital, which lifts demand for the currency (and causes appreciation). Conversely, low rates discourage inflows.
The interest rate differential between two economies becomes a key driver under uncovered interest rate parity:
· Example: Since Oct 2024, a 1 percentage point wider U.S.‑Canada rate gap has contributed to about 1% CAD depreciation.
Carry trades also amplify rate effects: low‑rate currencies are borrowed to fund high‑rate assets, putting pressure on both currencies’ FX levels.
3. Economic Growth & Productivity
Faster economic growth raises demand for a currency, as both domestic and foreign investors anticipate higher returns on trade and capital. Stronger productivity also boosts long‑term competitiveness.
An economy that is growing robustly supports currency appreciation in the longer term, although short-term swings may still arise from other factors.
4. Balance of Payments: Current Account & Capital Flows
· A trade surplus (exports > imports) increases demand for domestic currency, causing appreciation. A deficit puts depreciation pressure on the currency.
· Portfolio investment & FDI flows responding to rate changes, economic confidence, or yield differentials can move large sums in and out—shaping exchange rates.
· Speculative flows (e.g. hot‑money trades or algorithmic liquidity) can cause abrupt swings, especially in less liquid currencies.
5. Political Stability, Fiscal Health & Sovereign Risk
Investors demand a risk premium for holding currencies of politically unstable or fiscally frail countries:
· Large public deficits, high debt ratios, and weak governance undermine an economy’s perceived creditworthiness and its currency.
· Frequent regime changes or policy unpredictability (e.g. elections, trade sanctions) cause capital flight, despite rate or inflation profiles.



	19
	Categorize the Channels for International Flow of Funds 

ANSWER

I. Main Categories of Cross‑Border Funds Flows
A. Private Sector Channels (market‑based, profit‑seeking capital and transfers)
These flows are recorded in the financial account (and part of the capital account per IMF BPM6).
1. Foreign Direct Investment (FDI)
· Long‑term flows involving equity stake (≥ 10%) or intra‑firm loans, enabling control or significant influence over business operations abroad .
· Includes greenfield investment, cross‑border acquisitions, and reinvested earnings.
2. Foreign Portfolio Investment (FPI)
· Equity shares or debt securities held passively (< 10%), e.g. sovereign/debt bond purchases or mutual funds .
· Generally short‑horizon and highly mobile.
3. Other Private Investment (“Other Investment”)
Covers cross‑border bank and commercial credit exposures, including:
· Commercial & syndicated bank loans, short‑term deposits, trade credits, supplier or buyer credit financing .
· Export credit financed through ECAs, IFI private‐sector windows (e.g. IFC) and credit insurance facilities .
· Private transfers, notably remittances from migrant workers and diaspora communities (distinct from ODA or official grants) .
B. Public (Official) Sector Channels (state‑led and concessional finance)
Typically recorded in capital account entries as “official flows.”
1. Official Development Assistance (ODA)
· Grants and highly concessional loans provided by governments (bilateral or multilateral) for development purposes, often with policy or procurement conditions .
2. Other Official Flows (OOF)
· Non‑concessional public loans, export credits extended by government agencies or MDBs for commercial infrastructure or balance‑of‑payments support (e.g. Export‑Import Banks, Regional Development Banks) .
3. Official/Sovereign Reserve Assets
· Central bank interventions in FX markets, acquisitions or sales of reserve assets (gold, SDRs, IMF positions), or monetisation operations in bond markets—recorded in the reserve assets component of the IMF financial account



	SECTION – C 


	20
	Critically evaluate the effectiveness of the international monetary system in managing global Balance of Payments crises. Is reform needed today? 

ANSWER: 

A. Bretton Woods Era (1945–1971): Strengths & Shortcomings 
Strengths: Fixed-but-adjustable exchange rate system (±1% par bands), supported by IMF liquidity buffers and compliance mechanisms, provided stability and facilitated post‑war reconstruction. 
· Weakness: The Triffin dilemma—the U.S. had to run persistent current account deficits to supply global liquidity, which ultimately eroded confidence in dollar–gold convertibility. High constraints on monetary autonomy and inflexible debasement of reserves.
B. Floating System (post‑1973): Gains & Risks 
Advantages: Flexibility allows currencies to adjust to balance flows. Nations maintain independent monetary policy and capital mobility. Liquidity is market‑generated, not supply‑constrained.
· Drawbacks: Increased financial instability—emerging economies hit by capital flight, currency droughts. Reliance on speculative capital flows raises systemic fragility. Examples include crises in Latin America (1980s), East Asia (1997), and others.
C. Role of IMF and SDRs, and Calls for Reform 
· IMF continues surveillance, balance‑of‑payments emergency lending, and policy guidance. However, capital adequacy remains tied to quota shares, limiting agility. SDRs intended as global reserve assets have had limited traction due to low liquidity and geopolitical hesitancy. There have been repeated calls (e.g. “Bretton Woods II”) for reform—greater SDR usage, digital reserve currencies, capital controls in volatile times. Progress has been incremental.
D. Judgement & Reform Need 
· The system has performed variably: Bretton Woods offered short‑term stability but lacked flexibility; floating regimes offer adaptability but at the cost of volatility.
· Modern global financial complexity—massive cross‑border flows, digital assets, regional currency blocs—puts pressure on the current framework. Greater use of SDRs, improvements in IMF governance, or regional pooling mechanisms may strengthen resilience.


	21
	Analyse how inflation differentials, interest rate differentials, capital flows, and expectations jointly determine exchange rate movements in the spot market. 

ANSWERS
Theoretical Foundations (≈ 4 marks)
· Purchasing Power Parity (PPP): In the long run, exchange rates adjust to offset inflation differentials; if Country A’s inflation exceeds that of Country B, A’s currency tends to depreciate proportionally.
· Interest Rate Parity (IRP): Short-to-medium-run exchange rate expectations are influenced by nominal and real interest rate differentials, affecting both forward pricing and investor behaviour.
· Monetary Factors and BIS Analysis: Real interest rate differentials and money supply variations have shown strong correlation with exchange rate movements in BIS research..
B. Capital Flows and Current Account
· A country with persistent current account deficits must attract capital inflows to fund it, which supports its currency short-term. If inflows reverse, the currency can depreciate sharply.
· FDI generally attracts stability; short-term portfolio flows can cause volatility depending on yield expectations and market sentiment.
C. Expectations and Market Psychology
· Exchange rate forecasts (technical or surveys) influence demand and supply even in spot markets, if traders expect a currency to depreciate, they may sell forward/buy futures, bringing that outcome sooner
· Policy signals (e.g. central bank actions) create self-fulfilling expectations, altering spot and forward rates.
D. Example Scenario
· Suppose India’s inflation is 8%, USA’s is 4%, and Indian interest rates are higher.
· PPP predicts INR depreciation; IRP implies INR forward discount.
· Foreign investors might require higher yields to compensate; portfolio flows react to interest differentials and exchange rate outlook.
· If investors expect further depreciation, they may pull out, deepening the adjustment.
E. Analytical Integration (≈ 2 marks)
· Exchange rate is not determined by a single factor but emerges from interaction among inflation, interest rates, capital movement, and expectations.
· Short-run volatility may diverge from PPP but IRP and capital flows often drive price discovery.
· Policy coherence (monetary, fiscal, capital control) can anchor expectations and stabilize the currency.


	22
	Explain the benefits and problems of International Portfolio Investment. 

ANSWER

Benefits of International Portfolio Investment
1. Geographical Diversification & Risk Reduction
Spreading investments across uncorrelated global markets lowers overall portfolio volatility. International stocks often respond differently than domestic ones to economic cycles, reducing aggregate risk without sacrificing expected return .
2. Access to Broader Growth Opportunities
Emerging economies like China, India, and Latin American nations often offer higher expected growth than mature markets. International portfolios enable exposure to industries, innovation hubs, and sectors that may be scarce in one’s home country .
3. Currency Diversification
Holding assets denominated in different currencies can serve as a natural hedge. When one currency weakens, foreign investments may gain in home-currency terms, safeguarding the portfolio’s real value.
4. Liquidity & Product Access
Large global funds and ETFs provide access to otherwise hard-to-reach regions, often delivering low-cost, liquid market exposure. These vehicles also lower barriers to entry in international markets for smaller investors .
5. Diversification of Credit & Sovereign Exposure
Investing internationally opens access to credit opportunities in other economies, which can be advantageous when home-country borrowing costs are high or local credit markets are underdeveloped .
6. Shield Against Domestic Risks
International allocations can serve as a buffer against idiosyncratic economic shocks, systemic financial crises, or political instability at home. This enhances portfolio resilience over time .

Problems & Risks of International Portfolio Investment
1. Currency Volatility Risk
While currency exposure can boost returns, exchange rate swings may also erode gains. Unexpected currency moves can turn otherwise sound investments into losses when converted into the home currency .
2. Political, Economic & Sovereign Risk
Investors face uncertainties surrounding regulatory change, expropriation, capital controls, and geopolitical events—especially in emerging markets. Such risks can lead to abrupt asset devaluation or exit barriers .
3. Market Liquidity & Transaction Costs
Many foreign markets have lower liquidity than developed ones, making large trades expensive or slow and potentially impacting execution prices. Additional burdens include FX conversion fees, withholding taxes, and sometimes double taxation .
4. Regulatory & Tax Complexity
Differing regulations, reporting standards, and foreign tax regimes complicate decision-making. Investors must often navigate unfamiliar legal systems, tax treaties, and disclosure requirements.
5. Information Asymmetry & Home Bias
Lack of local market knowledge can disadvantage investors, and the “home bias” effect—a tendency to over-invest in domestic securities—persists even when it reduces risk-adjusted returns .
6. Hot-Money & Capital Flow Volatility
International portfolio flows can be highly volatile. Sudden capital surges can fuel currency overvaluation and asset bubbles; equally swift withdrawal ("hot money reversal") can trigger abrupt market corrections and destabilize economies.


	23
	Discuss the functions of International Banking.

ANSWER

1. Cross‑Border Deposits & Lending
· Multi‑Jurisdictional Deposits: International banks accept deposits from corporate, institutional, and sovereign clients across different countries and currencies, ranging from Eurodollars to yen‑denominated deposits .
· Foreign Currency Loans: They extend credit in foreign currencies to both domestic and overseas clients—including borrowing by domestic firms in USD from a foreign bank, or vice versa—covering short- and long-term maturities .
· Eurocurrency Market Access: Banks intermediating in the Eurocurrency or offshore markets allow lenders and borrowers to transact in currencies foreign to both parties, enhancing liquidity and flexibility .

2. Foreign Exchange & Derivative Risk Management
· FX Trading & Currency Services: International banks serve as market-makers in spot, forwards, swaps, options, and futures—helping clients hedge transaction, translation, and economic currency exposure .
· Currency Swaps & Interest-Rate Swaps: These instruments enable borrowers to alter their interest exposure (e.g., convert floating rate foreign debt to fixed) and to manage mismatch between revenue and liability currency .

3. Trade Finance
· Letter of Credit (LC): By guaranteeing payment upon receiving specified documents, banks remove counterparty risk in export-import trade .
· Guarantees & Export Credit Insurance: Typical offerings include performance bonds, advance payment guarantees, and political risk-insurance packages that enable cross-border deals for less creditworthy buyers .
· Documentary Collections, Factoring & Forfaiting: Banks collect/export bills on behalf of exporters and may advance funds before actual payment—aiding cash flow management .

 4. Payment & Correspondent Banking
· Nostro/Vostro Accounts and SWIFT Connectivity: Correspondent relationships allow domestic banks to execute overseas payments by holding nostro accounts with foreign banks and relaying instructions via the SWIFT network.
· Remittance Services: Banks facilitate both inward and outward transfers—including payroll, dividend, and P2P payments—settled through international correspondent infrastructure.
· 5. Project & Syndicated Finance / Capital Markets
· Syndicated Loans & Sovereign Finance: International banks often act as arrangers or lead banks in large syndicated loans extended to corporations and governments .
· Underwriting & Eurobond Issuance: They underwrite and place debt in international capital markets, such as Eurobonds or overseas commercial paper, for corporates seeking foreign investors and funds.

6. Advisory & Cross‑Border Corporate Services
· M&A & Capital Structuring: Banks guide multinationals through cross-border mergers, acquisitions, divestments, and syndicated debt issuance, tailoring deal structures across legal, regulatory, and FX environments .
· International Tax and Treasury Advisory: They assist in designing tax-efficient global treasury structures, currency optimisation, and custodian/access strategy across multiple jurisdictions .

 7. Multicurrency Treasury & Liquidity Management
· Cash-Pooling & Netting Solutions: These services help global treasurers centralise liquidity, net inter‑subsidiary positions, and execute FX conversions and internal commodity hedging—minimising friction and optimising cost .
· Liquidity Products & Reporting: Banks offer dashboards and transaction analytics of global receivables/payables, supporting CFO decisions and regulatory compliance .

8. Risk Monitoring & Compliance
· Credit, Operational & Financial Crime Oversight: Given cross-border exposures, banks enforce KYC/AML policies, monitor correspondent chain due diligence, and manage country-concentration risk in line with international prudential standards .
· Capital & Liquidity Risk Alignment: When operating under multiple regulators, international banks coordinate capital buffers (Basel III CET1, LCR, NSFR) and establish backstop facilities (including foreign exchange swap lines)
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	Critically evaluate both macro-level and firm-level factors that contribute to sovereign debt crises and discuss how corporate treasury functions can incorporate lessons from these crises into their strategy for managing short-term funding risk.

ANSWER

Macro-Level Drivers of Sovereign Debt Crises
· Fiscal mismanagement with persistent deficits fuels public debt beyond sustainable levels. High debt-to-GDP ratios force reliance on new debt to service existing liabilities, raising rollover risk and borrowing cost when lenders demand higher yields.
· Foreign-currency-denominated debt exposes countries to exchange-rate risk. A currency devaluation inflates foreign debt burden instantly—common in emerging markets where local currency borrowing is constrained.
b) External Shocks & Market Sentiment
· Sudden commodity price collapses, global credit crunches, or speculative capital flight can erode a country’s ability to meet obligations quickly, even if its fundamentals were acceptable before the shock.
c) Corporate Treasury Lessons
1. Diversify Funding Tenors: Like sovereigns that over-focus on short-term debt become rollover vulnerable, corporates must maintain a mix of short- and intermediate-term funding. Avoid concentration at a single maturity date.
2. Currency Matching: Firms borrowing in foreign currency should match natural revenue streams in the same currency to limit translation risk. This mirrors sovereign risk arising from FX mismatches.
3. Avoid Over-Reliance on T-bill/CP "roll-over" programmes: Extensive use of CP may create maturity cliffs. Corporates should balance CP with committed credit lines or revolving facilities that can be drawn when markets tighten.
4. Maintain Liquidity Reserves: Sovereigns often maintain foreign reserve buffers—corporates should keep liquid cash or eligible securities for internal liquidity during market stress.
d) Critical Integration
· The parallel between sovereign and corporate debt dynamics is instructive. Just as ratings agencies downgrade countries at the start of a crisis, corporate credit ratings can follow suit, reducing access to CP.
· Treasury functions should actively monitor debt-to-EBITDA or other leverage metrics, and stress-test liquidity needs under scenarios of currency depreciation or interest-rate spikes.



	25
	Discuss the different types of International Financial Market Instruments.

ANSWER

1. Money Market Instruments (Short‑Term, ≤ 1 Year)
These instruments help manage liquidity globally across currencies:
· Commercial Paper (CP) – Unsecured promissory notes issued by blue-chip firms with maturities up to 270 days (commonly okay for high-credit issuers) .
· Eurodollar Commercial Paper – Issued in U.S. dollars outside the U.S., offering access to dollar funding beyond domestic regulatory walls .
· Eurodollar Certificates of Deposit (CDs) – Dollar-denominated time deposits issued offshore, often with short tenors; actively traded in London and offshore banking hubs .
2. Capital Market Instruments (Medium to Long Term)
Encompass debt and equity instruments issued and traded across borders:
Debt & Bond Instruments
· Eurobonds / External Bonds – Issued in a currency not native to the issuer’s country (e.g. dollar bonds issued by a Japanese firm abroad). These bonds dominate global capital markets .
· Global Bonds – Simultaneously issued in multiple markets, often denominated in a foreign currency; offer broad investor access and deep liquidity .
· Foreign Bonds – Issued within a country by a foreign entity using the domestic currency (e.g. a German firm issuing yen denominated bonds in Japan: a Samurai bond) .
· Specialised Structures such as convertible bonds, dual-currency bonds, zero‑coupon bonds, and perpetuals offer tailored mix of equity-like optionality and fixed-income attributes.
Equity-related Instruments
· American Depositary Receipts (ADRs) and Global Depositary Receipts (GDRs) – Certificates traded on foreign exchanges representing shares in a foreign company; enable equity access without local listing .
3. Foreign Exchange (Forex) Instruments
These market instruments facilitate cross-currency settlement and risk management:
· Spot Contracts – Buy or sell a currency at the prevailing exchange rate with settlement typically within two business days .
· Forward Contracts – OTC contracts fixing the price of future currency transactions; widely used by exporters and importers to lock-in rates and reduce FX volatility.
· FX Swaps – Simultaneous spot and forward exchanges to bridge short-term liquidity needs; part of interbank currency hedging toolkit .

4. Derivatives
Used to hedge or speculate on interest rates, currency, credit, or commodity risks:
· Interest Rate Swaps (IRS) – OTC contracts to exchange fixed- or floating-rate interest flows, typically used by firms or governments to realign liability profiles .
· Currency / Cross-Currency Swaps – Parties exchange principal and interest in two different currencies; useful for accessing cheaper foreign funding or matching liabilities .
· Options and Futures –
· Currency options provide downside protection while retaining upside potential .
· Currency futures (exchange‑cleared), standardized and often cheaper than forwards for smaller firms .
· Structured Derivatives – Commodity swaps, credit default swaps (CDS), total-return swaps, performance index papers (PIPs, a variant linked to FX rates) for nuanced hedging .

5. Exchange-Traded and Securitized Instruments
· Exchange‑Traded Products (ETPs) – Includes ETFs (equity, commodity, or bond-based), ETNs, and ETCs; trade like stocks and offer international access to segmented asset baskets .
· Asset-backed or Securitized Bonds (e.g. EM-linked or climate-linked bonds) – Repackaged onshore instruments packaged for offshore capital markets; often used by sovereigns and MDBs for funding 







