Fin 394.3: Global Finance Fall 2008
Thursdays 6:00pm-9:00pm EECC 103
Instructor:  Dr. Robert C. Duvic


Office:  Department of Finance, GSB 5.176D

Office Hours: By appointment.  


Phone Number: 471-6026


E-mail:  robert.duvic@mccombs.utexas.edu

Teaching Assistant:  TBA


Office Hours: TBA


E-mail:  TBA

Textbooks:   
Cheol Eun and Bruce Resnick, International Financial Management, Fourth Edition, The McGraw-Hill Companies.

Course Overview
Course Focus:   Money is a market-traded asset.  Changes in the price of money—the exchange rate--affect every aspects of the corporation’s competitive position.  The course is thus structured around the exchange rate.  In it we will define the monetary and trade environment that shape exchange rates; introduce and develop an understanding of the many facets of the foreign exchange market; and examine how exchange-rate issues modify corporate investment and financing decisions.
Course Approach:
Often the measure of a course is whether the student can walk into his or her office the next morning and directly apply what was learned the evening before.  This is not necessarily a correct measure for this course.  Very few TEMBA students are currently involved in currency trading, nor is the average TEMBA student directly involved in treasury operations within his or her company.  However, managers’ decisions and the economic health of their companies are affected directly and indirectly by global issues.  Understanding these issues will help them better understand strategic issues, begin to factor these issues into their decisions, and make them better able in the future to assume increased responsibilities for economic decisions.

Student performance objectives:

The course assumes that the student is a technical manager, such as an engineer, who does not have a deep finance background, but who desires to make a greater impact on his or her company by understanding how managerial decisions may affect the firm’s economic profitability.  The manager’s professional competence is improved by developing the following skills and insights.

· Contrast the benefits and costs of trade to the corporation and to society and evaluate how current political factors may fundamentally change the economic environment within which their companies operate.

· Evaluate the lessons of the turbulent 20th Century’s International Monetary System as they shape the current system, especially for exchange rate regimes such as the euro and the Chinese renminbi.
· Understand the current US balance of payments situation and discuss its implications for the competitive position of US companies and the standard of living for the US consumer.

· Relate the characteristics of the foreign exchange market, including its various venues, instruments and market makers.

· Demonstrate how arbitrage connects the global markets for commodities, manufactured goods and services, capital (interest rates) through exchange rates and thus provides insights into forecasting currency prices.

· Be able to conduct hedging, speculating and arbitrage operations in foreign exchange spot and derivative markets including forwards, futures, options and swaps.
· Identify the fundamental comparative advantages of multinational corporations and devise strategies for exploiting these advantages in investment (capital budgeting) and financing decisions.  (This is actually a multifaceted goal, and is a major part of the course!)
The Details
Supporting materials:

· Text:  Our text is a highly regarded on, that combines the features of rigor, completeness and an understandable writing style.  It will provide an important level of structure to the course and substantial opportunities for you to practice application of techniques to specific questions.
· Cases:  We will be using cases to illustrate some of the logical economic and political relationships involved in economic decision making.  

· Class notes:  Our lectures will be supported by copies of the presentation that will allow you to fully participate in the discussion.

· Supplemental readings:  I have a brief reading packet of articles from the business press.  We’ll add additional articles as the summer progresses.

· BlackBoard:  The class will make use of a web-based web site using Blackboard, part of The University's e-University Initiative. For information on restricting directory information see:
  http://www.utexas.edu/student/registrar/catalogs/gi02-03/app/appc09.html.
Pedagogical resources:

One of the major insights in global decision making is that most everything is related to everything else through the exchange rate.  Understanding these relationships is a substantial task and requires a multifaceted approach.  We will approach this topic through:
· Lectures:  The lectures are in effect guided discussions using examples, minicases and problems.  The major points we make in class will make the text and cases much more accessible and allow me to make points that are not made in our other support materials.

· Case work:  While we’ll have some mini-cases in our lectures and also have the opportunity to look at more complex situations where connections, facts and conclusions are not obvious.  Some cases will be approached in a verbal manner, others require a quantitative answer.  
· Economic theory:  There is with some the tendency to discount theory as inferior to insights learned through experience.  In global finance we are very much guided by theories that connect the various interdependent parts of our environment.  An effective decision combines theoretical connections with institutional and project-specific knowledge.  Here are some examples of useful insights that we’ll develop from theory:

· Interest rate parity:  If the European Central Bank raises interest rates, what will happen to your project’s cost of capital?  

· The real exchange rate: Even though the 15 countries of the euro zone share the same currency, there are in fact 15 different real exchange rates for these countries.  The real exchange rate explains why Germany is doing so much better than Italy, and why your company might be struggling to sell its products in foreign markets.  

· Purchasing Power Parity:   How big is the Chinese economy?  It depends on how you measure money:  do you use nominal exchange rates or do you measure what the money actually buys in the domestic economy.  Your competitive position may be quite different that you think!

Course Policies

There is a lot to accomplish this semester; however, through a shared effort we can make much progress. With your full participation the course will be a better career-developmental experience for you.

· "Make-up or extra work" to improve your grade is not possible.  Your final letter grade is determined solely by your scores on the tests.  
· A student missing a test will have his/her grade computed as an equally weighed average of the two remaining tests.

· Our limited amount of time dictates the amount of material we cover this semester; however, the course schedule is fairly conservative and we may cover more material depending on the pace of the class.  
· You should constantly be comparing what we're examining in this class to what you're seeing in your firm and in the news and bring these insights to class.
· Effort without accuracy does not lead to success: the school solution is important.
· No cheating!

· Please call me Bob.
Study Guidelines

You have many demands on your time, not only from your academic work but also from both spouses and bosses. (While there is a technical difference between the two, the net impact is the same.)  As one of the few instructors in TEMBA who actually earned a masters degree in a non-resident program I have a realistic view of how to set goals and workload that maximizes the payoff for the time you invest in this course.   I’d like to suggest that we closely coordinate our efforts to accomplish this.

· Before class:  I will identify materials that you should master before the class. You should study these assignments in depth and be able to draw on your understanding in the class discussion.  Other materials should be reviewed before class, but it’s not essential that you master the information.  Instead, you should look over the topic’s notes to familiarize you with the flow of the class discussion. You should also skim the text and supplemental assignments for the class.  This will allow you to better visualize where our discussion is going and make your class participation much more effective.
· During class:  Keep up and participate in the class discussion.  If you don’t understand how a concept is unfolding or why we’re examining it, ask me to go over it in more detail.   When you leave class you should have a comfortable understanding of the major points that we made, and the purpose of each example worked.

· After class:  Do the detailed reading of the chapter. Pay particular attention to the examples, graphs and other aids that make the major points of the chapter.  Then, attempt the questions and problems at the end of the chapter.  
· The questions and problems associated with each assigned chapter are not to be handed in; however, you should thoroughly work through them.  Any amount of reading of the chapters will not help you consolidate the material if you don't work out the problems.  In working the problems insure you truly understand the processes they illustrate.  The tests will not just be repeats of the problems you’ve seen in class.  Your focus must be on understanding applications, not just memorizing procedures.  
· If you are having trouble with a concept/problem, contact me as soon as possible.  We may be able to clarify the issue via phone or email, or through a face-to-face meeting.
Course Evaluation

Grading:
Grading will follow the guidance of the MBA Programs Committee, with the grades being set on a relative basis to give an average class GPA of approximately 3.4.  Most of our evaluation elements will be based on 100 points, with cutoffs for letter grades based on the class performance on the specific task.
Grade components:

· 30%
First test
· 30%
Second test
· 40%
Final
Tests:

There will be three tests during the semester, with the specific dates and content as set in the course schedule.    They are designed to provide feedback concerning your understanding of specific topics.  These are closed-book, but you will be provided a formula sheet.  The tests will contain both conceptual questions and quantitative problems.  In many items partial credit may be awarded.  In grading each item, I take the class response into account.   

A bit of advice:  Make sure that you have done the recommended assignments and could completely work the appropriate homeworks on your own.  
Presentation:  Students who just can’t stand tests may volunteer to make a presentation on a pertinent issue involving a course topic.  The presentation would substitute for a test grades.  This is a limited opportunity.  If you’re interested please contact me.

Group work:  


There are no formal group projects in the course.  
.
Appendix A: Fall 2008 Course Schedule

This schedule is flexible and will depend on the class progress. It is fairly conservative and if time allows we will cover additional topics.  The test dates are fixed and will not be changed, so you can make your plans accordingly.

Part 1: The International Environment

Sept 4:
Course Introduction



Globalization and Trade


International Monetary System
Sept 11
International Monetary System (Continued)


Balance of Payments

Sept 18
Balance of Payments (Continued)











Part II:  Introduction to Foreign Exchange Markets
Sept 25
Spot and Forward Markets



Oct 2

Test 1:  Parts I and II
Part III:  The interconnection of markets through exchange rates
Oct 9

Interest rates and exchange rates

Oct 16
Non-financial prices and exchange rates 
Part IV:  Foreign exchange derivative markets
Oct 23
Futures






Options
Oct 30
Swaps

Nov 6 
Test 2:  Parts III and IV
Part V:  Foreign Exchange Exposure and the Firm

Nov 13
The firm and operating exposure

Nov 20
Transaction exposure and hedging
Nov 27
Thanksgiving Holiday

Part VI:  Cross Border Investments and Financing
Dec 2

Cross border investments
Dec 5

Test 3:  Part V and VI
Appendix B: Class Assignments
Part 1: The International Environment


1.  International Trade and Foreign Exchange




Reading:
Eun & Resnick (ER): Chapter 1; Appendix A



Questions:
ER Chapter 1: Questions 1 through 9



Problems:
ER Appendix A: Problems 1, 2 

2.  International Monetary System


Reading:
ER Chapter 2



Questions: 
ER Chapter 2: Questions 1 through 12


3.  Balance of Payments:  


Reading:
ER Chapter 3




Question: 
ER Chapter 3: Question 1 through 12

Part II:  Introduction to the foreign exchange market

4.  Spot Market


Reading:
ER Chapter 5: pp. 106-122



Questions:
ER Chapter 5: Questions 1, 2, 3, 4, 6, 8, 9



Problems:
ER Chapter 5: 1, 7, 8 


 5.  Forward Market



Reading:
ER Chapter 5: pp. 123-127



Questions:
ER Chapter 5: Questions 5, 7


Problems:
ER Chapter 5: 2, 3, 4, 5, 6, 9, 10






Supplemental problems
Part III:  Parity: The interconnection of markets through exchange rates

6.  Exchange rates and interest rates


Reading:
ER Chapter 6: pp. 132-141


Questions:
ER Chapter 6: Question 1, 2



Problems:
ER Chapter 6: 1 through 5, 8 


7.  Exchange rates and prices


Reading:  
ER Chapter 6: pp. 141-149 



Questions:
ER Chapter 6: Questions 4, 5, 6





Problems:
ER Chapter 6: Problem 6, 7, 9


8.  Forecasting Exchange Rates


Readings: 
ER Chapter 6: pp. 149-155


Questions:
ER Chapter 6: 3, 7, 8, 10, 11



 

 Part IV:  Foreign exchange derivative markets

9.  Futures Markets


Readings:
ER, Chapter 7: pp.  162-172



Questions:  
ER Chapter 7: 1, 2, 3, 4



Problems:
ER Chapter 7: 1, 2, 3, 4, 5, 6


10.  Options Markets


Readings:
ER Chapter 7: pp. 172-181



Questions: 
ER Chapter 7: 5, 6, 7



Problems:
ER Chapter 7: 8, 9, 10


11.  Swap Markets


Readings: 
ER Chapter 14


Questions:
ER Chapter 14: 1, 2, 3, 4, 5, 6, 7, 8



Problems:
ER Chapter 14: 1, 2, 3, 4, 5, 7






Supplemental problems
Part V:  Foreign Exchange Exposure and the Firm


12.  The Firm


Readings:
ER Chapter 16



Questions:
ER Chapter 16: 1 through 16


13.  Operating Exposure


Readings:
ER Chapter 9, pp. 192-193





ER Chapter 9, pp. 222-224; 228-239



 Questions:
ER Chapter 9: 1 through 11


14.  Transaction Exposure:


Readings:
ER Chapter 8



Questions:
ER Chapter 8: 1 through 10



Problems:
ER Chapter 8: 1, 2, 3, 4, 5, 6



15.  Operating Strategies:


Readings:
Same as Topic 14



Questions:
Same as Topic 14



Problems:
Same as Topic 14
Part VI:  Cross Border Investments


16:  Cross border investments and financing
1

