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INTERNATIONAL FINANCE



Unit - I International Financial System

Evolution of international financial system—gold standard, Breton woods standard,
floating exchange rate; currency board, sterilized and unsterilized intervention;
international financial markets-Eurocurrency market, international bond market,
international  equity market, international money market; global financial
institutions-IMF, Bank for International Settlements; international banking-euro bank,
types of banking offices-correspondent bank, representative office, foreign branch,
subsidiary bank, offshore bank; international financial instruments—euro CP, Eurobonds,
foreign bonds, global bonds, euro equity, ADR, GDRs.

Unit - I1: Foreign Exchange Market and I nternational Parity Relationships

Participants in foreign exchange market, structure of foreign exchange market in Indig;
guotes in spot market and forward market, triangular arbitrage; nominal effective
exchange rate (NEER), rea effective exchange rate (REER); currency
derivatives—forwards, futures, forward rate agreement, options, swaps, Foreign Exchange
Management Act ; BOP, BOP trends in India; current account convertibility, capital
account convertibility, Tara pore Committee Report; Parity Conditions- Purchasing
Power Parity, Interest Rate Parity, International Fisher Effect, Unbiased Forward Rate
Theory. International debt crises and currency crises-Asian currency crisis, Greek debt
crisis.



Unit - I11: Multinational Corporate Decisionsin Global Markets

Foreign investment decision-Foreign direct investment (FDI)-motives, FDI theories-
theory of comparative advantage, OL| paradigm of FDI in India, modes of foreign
investment—licensing, management contracts, joint venture, Greenfield investment,
acquisition, strategic alliance, evaluation of overseas investment proposal using APV,
Financial goals of MNC, financial performance measurement, international cash
management, multinational capital structure decision, cost of capital , international
portfolio diversification- rationale, barriers, home country bias, project financing

Unit - IV: Risk Management in Multinational Cor porations

Types of risk-currency risk, transaction exposure, translation exposure, accounting
standard for translation exposure in India, economic exposure and assessment; interest
rate risk, country risk assessment—political risk, financial risk; risk management through
hedging-natural hedges, hedges with currency derivatives-forward market hedge, options
market hedge, money market hedge, hedging recurrent exposure through swaps, hedging
contingent exposure, hedging through invoice currency

Unit - V: International Tax Environment

Types of tax—income tax, withholding tax, value added tax, Tobin tax; taxation



methods-worldwide approach, territorial approach; tax havens, offshore financial centres,
reinvoicing centre; Tax treaties-Double taxation Avoidance agreement, multilateral tax
treaties; foreign tax credit, tax neutrality tax equity, taxes and the location of foreign
operations, tax implications of dividend remittance by overseas affiliate, taxes and
organizational form—controlled foreign corporation; Taxation of foreign source incomein
India; Transfer pricing (TP) and tax planning—TP methods, TP rulesin India.
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