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To Kate

“As for foreign exchange, it is almost as romantic as young love, and quite
as resistant to formulae.”
—H. L. Mencken




Preface

This book is intended for use in MBA and upper-level undergraduate business and
economics courses in international finance which cover the management and mar-
kets of multinational business. The book is specifically designed for students who
have taken introductory economics and finance and wish to build upon the basic eco-
nomic and financial principles they have acquired. By assuming these prerequisites,
this book is able to present a more in-depth study than competing textbooks in inter-
national finance and also to introduce the student to the new and exciting discoveries
and developments in the dynamic and rapidly expanding field of international
finance. These discoveries and developments, many of which have occurred during
the last few years, are extensions of the central paradigms of economics and finance.

Of course, it is necessary to recognize that students of business, whether con-
centrating in finance or in international business, have a practical interest in the sub-
jects they take. Consequently, any good textbook in international finance must cover
real managerial topics such as where to borrow and invest, what different types of
bonds can be used to raise capital, how exchange rates affect cash flows, what can
be done to avoid foreign exchange exposure and risk, and the general financial man-
agement problems of doing business in the global environment. However, even
these highly practical topics can be properly dealt with only by applying the basic
financial and economic principles that are employed in this book, but which most
other international finance textbooks seem reluctant to use. As a result of the “soft
nature” of many other textbooks, despite adequate levels of preparation, generally
including an introduction to economics and finance, the student often receives a
rather descriptive treatment of these topics which fails to build on the foundations of
previous courses. For this reason, many MBA students and undergraduate econom-
ics and business majors with solid backgrounds in, for example, the consequences of
arbitrage or the principles of capital budgeting feel they move sideways rather than
forward into international finance.

The topics in this text are covered from the perspective of a person who wishes
to learn about the financial management of an internationally oriented business.
‘However, it is important that managers also understand international financial devel-
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Preface

opments on an overall macroeconomic level. Such an understanding enables man-
agers to anticipate economic changes and adjust to what they expect to occur.
Because of this double level of interest in the forces behind events and the conse-
quences of these events for the firm, this book includes several chapters on the inter-
national finance of the economy. However, even at this macroeconomic level, a
managerial perspective is taken, with the material linked closely to factors relevant
to exchange-rate forecasting and the handling of volatility that has its roots in
Macroeconomic events.

This book represents a very major revision to the second edition of Interna-
tional Finance. Several new chapters have been included, and topics previously cov-
ered have been considerably rearranged and reintegrated. The new chapters include
Chapter 4 on currency futures and options; Chapter 7 on modern theories of
exchange rates; Chapter 13 on accounting exposure; Chapter 16 on speculation,
market efficiency, and forecasting; and Chapter 22 on multinational banking. While
these topics appeared in previous editions of International Finance, they were mixed
in with other matters and were covered in less depth.

Other chapters have been reordered and reorganized. For example, operating
exposure, Chapter 14, has been brought together with the other chapters dealing
with exposure, while interest parity, which previously occupied two chapters, has
been integrated into a single chapter, Chapter 11.

In addition to the inclusion of new chapters and reorganization of chapters, a
number of real-life examples have been added to emphasize the practical value of
the theory presented in the text. The guiding principle throughout this substantial
revision has been to bring the book closer to the syllabus that seems to this author to
be emerging in one-semester international finance courses in MBA and higher-level
undergraduate business and economics programs. Most particularly, an attempt has
been made to go beyond theory and into the vital and increasingly important real
world of internationl finance. Of course, no book can escape the idiosyncrasies of
its author, and so even this revised edition reflects what the author believes to be
relevant. However, the author has taken more pains than in the previous two edi-
tions to suppress his own interests.

As with the second edition, a grand scale of revision has been necessary because
the international financial developments that are occurring are nothing short of spec-
tacular. For example, new markets and instruments are emerging at a frantic pace, in
part as a response to exchange rates that at times have been so volatile they have
grabbed the headlines, not just of the business section of the newspaper but also of
the front page. Great fortunes have been made and lost in foreign exchange. News
reports have also been full of exchange-rate crises in the United States and Europe,
as well as the economic summits convened by world leaders to deal with these peri-
odic crises. At the same time, there has been an explosion of published research in
international finance and international financial management. The revisions to this
book reflect these developments and the important research that has greatly sharp-
ened the insights gained from studying this exciting subject.

This book has evolved over a number of years while I have been teaching at
the University of British Columbia and also at the School of Business Administra-
tion of the Hebrew University, Jerusalem; the School of Business Administration
of the University of California, Berkeley; the Department of Economics at the Mass-
achusetts Institute of Technology; the London Business School; and the University




of Exeter. I am indebted to all these institutions, especially the University of British
Columbia, which has been my home base since I received my Ph.D. at the Univer-
sity of Chicago over two decades ago.

An author’s debts are a pleasure to acknowledge, and in the course of three edi-
tions of this book I have incurred many I would find difficult to repay. The help
offered by reviewers of the numerous drafts of this and previous editions has been
immensely important in improving the final product. In preparing the first and sec-
ond editions of International Finance, Carl Beidleman, Richard Bond, Richard
Brealey, Kerry Cooper, Paul Fellows, Seymour Goodman, Roger Huang, James
Hugon, Kenneth Kasa, David Leonard, Richard Levich, Bruce Resnick, and J. Fred
Weston provided detailed and valuable advice. The major revisions in this third edi-
tion owe a lot to the perceptive comments of a long list of conscientious reviewers:

Steve B. Agahro, Jackson State University

Ward S. Connolly, Trinity University

A. Sam Ghanty, University of Wisconsin, Greenbay

C. Thomas Howard, University of Denver

Raymond M. Johnson, Auburn University at Montgomery

Shehzad Mian, Emory University

Prasad Padmanabhan, Pennsylvania State University

Marlene K. Puffer, University of Toronto

Siamack Shojai, Manhattan College

Andrew Solocha, The University of Toledo

Anant Sundaram, Dartmouth College

Gary Tallman, Northern Arizona University

Amir Tavokkol, Kansas State University

Jerome L. Valentine, St. Edwards University

Mark White, University of Virginia
Only the anonymity of the individual reviews prevents me from apportioning the
vast amount of credit due collectively to them. The extensive nature of the improve-
ments incorporated into this third edition are the result of the urging and encour-
agement of these reviewers and the editorial staff at McGraw-Hill. As with the
preparation of the first and second editions, at every stage the work has been made
easier by the unwavering help of the people at McGraw-Hill.

I would like to thank my colleagues at the University of British Columbia, espe-
cially Raman Uppal, who has provided advice on numerous topics. Last but not
least, my research assistant, Jim Storey, has been a major help.

Khim Seow-Mah, Catherine Schittecatte, and my wife, Kate, have provided
superbly professional and indispensable help in typing and preparing this manu-
script. Too numerous to mention individually but of great importance were the stu-
(dents in my graduate and undergraduate courses in international finance at the Uni-

versity of British Columbia, whose reactions have had crucial influence on the
'various revisions of the text.
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XXXII As with this and my other books, it is to my wife, Kate, that I owe my greatest
and sincerest thanks. In addition to playing a vital role in preparing and checking the
manuscript, she has provided the moral support and encouragement that have made
this book a shared labor of love.
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