
               



 
 
 
 
 



An MNC seeking to borrow in bond markets must consider: 
1. Currency of denomination of debt 
2. Centralized or decentralized borrowing within the MNC 
3. Interest rates in different markets 
4. Fixed vs. floating rate debt (or other more exotic bonds 

such as bonds convertible into equity, or dual-currency 
bonds) 

 
These concerns can be expressed as: 

1. Expected cost of borrowing 
a. Including currency appreciation/depreciation 
b. Calculated using “all-in” cost 

2. Risk diversification 
a. Borrowing in the currency in which your firm receives 

revenues is a “natural hedge” 



Bonds 
 
Domestic bonds – Issued in MNCs headquarter’s country.   
• Subject to regulations of domestic governments.  In the US, 

registration with SEC is required 
 
Foreign bonds – Issued by nonresidents in the domestic capital 

market 
• In the US, foreign borrowers must register with SEC 
• There is a sort of preregistration called “shelf registration” 

 
Eurobond market – bonds issued simulatenously in the capital 

markets of several countries 
• Usually do not have same regulations as domestic issues 
• Primary issues often come through a syndicate with a lead 

manager investment bank 
• The secondary market is over the counter 



International banking: 
• Correspondent banks – relationship with a foreign bank to 

assist multinational corporations 
• Representative office – small service facility to assist clients 

of parent bank in foreign countries 
• Foreign branch – legally part of parent bank, but operates 

like a local bank.  Subject to regulations of both countries. 
• Subsidiary bank – wholly or partly owned by parent bank, 

controlled by parent bank, but incorporated abroad 
• Affiliate bank – partly owned but not controlled by parent 

bank 
• Offshore banking center – Bahamas, etc. 
• Edge act bank and IBFs – domestic subsidiaries of parent 

bank engaging in international banking activities 



Basel Accord 
 
 Sets capital requirements for banks.  How much capital 
must be held as a percentage of assets owned by banks. 
 
 The capital requirement varied by category of assets.  
Riskier assets required more capital (8%).  Very low risk 
assets, such as U.S. Treasuries, require zero capital. 
 
 Recent adjustments to the Accord allow banks to use 
internally developed models to assess risk.   



Equity markets 
 
 Firms may raise capital by selling equity in foreign equity 
markets. 
 
 (Alternatively, they may undertake joint ventures with a 
foreign company.) 
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Trading practices of stock markets 
 
• Price-driven system 

o Market maker stands ready to buy at their bid prices and 
sell at their ask prices.  NASDAQ is an example 

 
• Order-driven system 

o Orders are batched together and a price is found to 
clear the market 

o The NYSE is a combination of price-driven and order-
driven.  A specialist can trade on his own account or 
simply quote a price to match orders from floor brokers 
and his limit order book 



Transactions costs 
 
• Brokerage commission or fee 

 
• Bid-ask spread 

 
• Market impact 

o In small equity markets which are not highly liquid, a 
large order can influence the price.  This can be 
considered a cost of issuing equity. 



 



How to issue equity in a foreign country: 
 
1.  Global Registered Share (GRS) – an ordinary share of 
a company that trades freely across ountries. 
 
2.  American Depository Receipts (ADR) – a specific 
number of shares that are held in custody in a U.S. 
depositary bank 
 
3.  Global Depository Receipts (GDR) – similar to ADRs 
but trade across many markets 
 
While GRSs are simpler, the ADR market may be more 
liquid and allow more coordination between market of 
issuance and American market. 



What are the benefits of cross-listing?  (Studies have asked 
why foreign firms list in US market…) 
 

1. Liquidity 
2. Wider shareholder base – may increase stock price 
3. Market integration – more accessibility to foreign 

investors 
4. Corporate governance signal 
5. Capital needs – companies may have outgrown local 

markets 
6. Other benefits – advertising effect, etc. 

 
 


