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ABSTRACT :

Global financial management is the financial system of operations that determines the
health and performance of the world economy. Global financial management came into
being when the countries of the world started opening their doors for each other. This
phenomenon is well known by the name of "liberalization". Global financial management is
varies from domestic financial management. But just like domestic financial management,
the goal of international finance is also to maximize the shareholder's wealth. There are
many challenging issues for global financial management like risk management challenges,
dynamic foreign exchange rates, banking regulations, global financial crisis etc. Global
financial crisis is one of the greatest challenges for global financial management. The global
financial crisis is an outcome of deep economic recession which generally refers to business
cycle contraction and slowdown activity over a long period of time. It is which is originated
in United States of America. India would be relatively immune to this crisis, because of the
"strong fundamentals™ of the economy and the supposedly well-regulated banking system.
This paper provides challenges for global financial management and impact of global
financial crisis on Indian economy.

Challenges and Impact :
1. Concept of global financial management :

Global financial management is a well-known term in today's world and it is also
known as international finance. It means financial management in an international business
environment. It is different because of the different currency of different countries, dissimilar
political situations, imperfect markets, diversified opportunity sets.

Global financial management came into being when the countries of the world started
opening their doors for each other. This phenomenon is well known by the name of
"liberalization". Due to the open environment and freedom to conduct business in any corner
of the world, entrepreneurs started looking for opportunities even outside their country
boundaries. The spark of liberalization was further aired by swift progression in



telecommunications and transportation technologies that too with increased accessibility and
daily dropping prices. Apart from everything else, we cannot forget the contribution

of financial innovations such as currency derivatives; cross-border stock listings, multi-
currency bonds and international mutual funds.

The resultant of liberalization and technology advancement is today's dynamic
international business environment. Financial management for a domestic business and an
international business is as dramatically different as the opportunities in the two. The
meaning and objective of financial management do not change in international financial
management but the dimensions and dynamics change drastically.

In short it can be said that global financial management is the financial system of
operations that determines the health and performance of the world economy.

2. Difference between domestic and global financial management : Following factors
differentiate global financial management form domestic financial management.

2.1 Foreign exchange

It's an additional risk which a finance manager is required to cater to under an
International global financial management setting. Foreign exchange risk refers to the risk of
fluctuating prices of currency which has the potential to convert a profitable deal into a loss
making one.

2.2 Political risks

Political risk may include any change in the economic environment of the country
viz. Taxation Rules, Contract Act etc. It is pertaining to the government of a country which
can anytime change the rules of the game in an unexpected manner.

2.3 Market imperfection

Having done a lot of integration in the world economy, it has got a lot of differences
across the countries in terms of transportation cost, different tax rates, etc. Imperfect markets
force a finance manager to strive for best opportunities across the countries.

2.4 Enhanced opportunity set

By doing business in other than native countries, a business expands its chances of
reaping fruits of different taste. Not only does it enhances the opportunity for the business
but also diversifies the overall risk of a business.

Just like domestic financial management, the goal of international finance is also to
maximize the shareholder's wealth. The goal is not only is limited to the 'Shareholders’ but
extends to all 'Stakeholders' viz. employees, suppliers, customers etc. No goal can be
achieved without achieving welfare  of shareholders. In other words, maximizing
shareholder's wealth would mean maximizing the price of the share. Here again comes a
question, whether in
which currency should the value of the share be maximized? This is an important decision to
be taken by the management of the organization.

3. Why to invest in abroad?

Compared to national financial markets international markets have a different shape
and analytics. Proper management of international finances can help the organization in
achieving same efficiency and effectiveness in all markets, hence without IFM sustaining in
the market can be difficult.

Companies are motivated to invest capital in abroad for the following reasons

] Efficiently produce products in foreign markets than that domestically. [ Obtain



the essential raw materials needed for production. [ Broaden markets and diversify
| Earn higher returns
"] foreign investment

4. Challenges for global financial management :
4.1 Risk management challenges

Risk management is a major challenge of global financial management. For example,
if you're buying supplies or selling products overseas, your business may face the risk of
high prices caused by inflation in emerging economies. Although vulnerability to financial
crises in many emerging markets has been reduced significantly due to stronger balance
sheets, better fiscal policies and more flexible exchange rate regimes, other factors still pose
risks. Potential threats to energy supplies, imbalances in the world economy and other fiscal
sustainability issues call for prudent financial planning and management of those risks that
most affect your particular business.

4.2 Dynamic foreign exchange rates :

In a globalized economy, the cash that goes in and out of the various countries is
subject to fluctuations in exchange rates. This creates uncertainty for financial managers
when it comes to the value of the home currency in relation to foreign currencies.
Continuous fluctuations in the foreign exchange market could mean slow business for global
organizations. If you need part of your financing for projects in emerging economies where
you conduct your business. fluctuating exchange rates can subject you to higher interest
rates. You have to monitor the foreign exchange market closely for suitable rates that
benefit your organization.

4.3 Banking regulations :

Unlike financial management in a single country, global financial management must
deal with many other banking institutions that have problems of their own. Some multilateral
development banks, such as the International Monetary Fund and World Bank, have been set
up to regulate international economic affairs in emerging economies and typically give
conditions to various countries and their banks. This can be a challenge when doing business
in a country where these institutions have influence, since they
advise banks in such countries to avoid testing waters in the riskier markets in its structural
adjustment programs.

4.4 Global financial crisis :

Global financial crisis, brewing for a while, really started to show its effects in the
middle of 2007 and into 2008. Around the world stock markets have fallen, large financial
institutions have collapsed or been bought out, and governments in even the wealthiest
nations have had to come up with rescue packages to bail out their financial systems.

On the one hand many people are concerned that those responsible for the financial
problems are the ones being bailed out, while on the other hand, a global financial meltdown
will affect the livelihoods of almost everyone in an increasingly inter-connected world. The
problem could have been avoided, if ideologues supporting the current economies models
weren't so vocal, influential and inconsiderate of others' viewpoints and concerns.

A collapse of the US sub-prime mortgage market and the reversal of the housing
boom in other industrialized economies have had a ripple effect around the world.
Furthermore, other weaknesses in the global financial system have surfaced. Some financial
products and instruments have become so complex and twisted, that as things start to
unravel, trust in the whole system started to fail.



5. Impact of global financial crisis on Indian economy :

Global financial crisis is one of the greatest challenges for global financial
management. Hence in the present paper, the author has tried to analyze impact of global
financial crisis on Indian economy.

When the financial crisis erupted in a comprehensive manner on Wall Street, there
was some premature triumphalism among Indian policymakers and media persons. It was
argued that India would be relatively immune to this crisis, because of the "strong
fundamentals” of the economy and the supposedly well-regulated banking system.

This argument was emphasized by the Finance Minister and others even when other
developing countries in Asia clearly experienced significant negative impact. through
transmission of stock market turbulence and domestic credit stringency.

These effects have been most marked among those developing countries where the
foreign ownership of banks is already well advanced, and when US-style financial sectors
with the merging of banking and investment functions have been created.

If India is not in the same position, it is not to the credit of our policymakers, who had
in fact wanted to go along the same route. Indeed, for some time now there have been
complaints that these "necessary” reforms which would "modernize™ the financial sector
have been held up because of opposition from the Left parties.

But even though we are slightly better protected from financial meltdown, largely
because of the still large role of the nationalized banks and
other controls on domestic finance, there is certainly little room for complacency.

The recent crash in the Sensex is not simply an indicator of the impact of
international contagion. There have been warning signals and signs of fragility in Indian
finance for some time now, and these are likely to be compounded by trends in the real
economy.

5.1 Economic downturn

After a long spell of growth, the Indian economy is experiencing a downturn.
Industrial growth is faltering, inflation remains at double-digit levels, the current account
deficit is widening, foreign exchange reserves are depleting and the rupee is depreciating.

The last two features can also be directly related to the current international crisis.
The most immediate effect of that crisis on India has been an outflow of foreign institutional
investment from the equity market. Foreign institutional investors, who need to retrench
assets in order to cover losses in their home countries and are seeking havens of safety in an
uncertain environment, have become major sellers in Indian markets. n 2007-08, net FlI
inflows into India amounted to $20.3 billion. As compared with this, they pulled out $11.1
billion during the first nine-and-a-half months of calendar year 2008, of which $8.3 billion
occurred over the first six and-a-half months of financial year 2008-09 (April 1 to October
16). This has had two effects: in the stock market and in the currency market. Given the
importance of FIl investment in driving Indian stock markets and the fact that cumulative
investments by Flls stood at $66.5 billion at the beginning of this calendar year. the pullout
triggered a collapse in stock prices. As a result, the Sensex fell from its closing peak of
20,873 on January 8, 2008, to less than 10,000 by October 17, 2008 (Chart 1).

5.2 Falling rupee

In addition, this withdrawal by the Flls led to a sharp depreciation of the rupee.
Between January | and October 16, 2008, the RBI reference rate for the rupee fell by nearly
25 per cent, even relative to a weak currency like the dollar, from Rs 39.20 to the dollar to
Rs 48.86 (Chart 2). This was despite the sale of dollars by the RBI, which was reflected in a



decline of $25.8 billion in its foreign currency assets between the end of March 2008 and
October 3, 2008.

It could be argued that the $275 billion the RBI still has in its kitty is adequate to stall
and reverse any further depreciation if needed. But given the sudden exit by the Flls, the RBI
is clearly not keen to deplete its reserves too fast and risk a foreign exchange crisis.

The result has been the observed sharp depreciation of the rupee. While this
depreciation may be good for India's exports that are adversely affected by the slowdown in
global markets, it is not so good for those who have accumulated foreign exchange payment
commitments. Nor does it assist the Government's effort to rein in inflation.

A second route through which the global financial crisis could affect India is through
the exposure of Indian banks or banks operating in India to the impaired assets resulting
from the sub-prime crisis. Unfortunately, there are no clear estimates of the extent of that
exposure. giving room for rumor in determining market trends. Thus, ICICI Bank was the
victim of a run for a short period because of rumors that sub-prime exposure had badly
damaged its balance sheet, although these rumors have been strongly denied by the bank.

5.3 Exposure of banks

So far the RBI has claimed that the exposure of Indian banks to assets impaired by the
financial crisis is small. According to reports, the RBI had estimated that as a result of
exposure to collateralized debt obligations and credit default swaps, the combined mark-to-
market losses of Indian banks at the end of July was around $450 million.

Given the aggressive strategies adopted by the private sector banks, the MTM losses
incurred by public sector banks were estimated at $90 million, while that for private banks
was around $360 million. As yet these losses are on paper, but the RBI believes that even if
they are to be provided for, these banks are well Capitalized and can easily take the hit. Such
assurances have neither reduced fears of those exposed to these banks or to investors holding
shares in these banks.

These fears are compounded by those of the minority in metropolitan areas dealing
with foreign banks that have expanded their presence in India, whose global exposure to
toxic assets must be substantial. What is disconcerting is the limited information available on
the risks to which depositors and investors are subject. Only time will tell how significant
this factor will be in making India vulnerable to the global crisis.

A third indirect fallout of the global crisis and its ripples in India is in the form of the
losses sustained by non-bank financial institutions (especially mutual funds) and corporates,
as a result of their exposure to domestic stock and currency markets. Such losses are
expected to be large, as signalled by the decision of the RBI to allow banks to provide loans
to mutual funds against certificates of deposit (CDs) or buyback their own CDs before
maturity. These losses are bound to render some institutions fragile, with implications that
would become clear only in the coming months.

5.4 Credit cutback

A fourth effect is that, in this uncertain environment, banks and financial institutions
concerned about their balance sheets, have been cutting back on credit, especially the huge
volume of housing, automobile and retail credit provided to individuals. According to RBI
figures, the rate of growth of auto loans fell from close to 30 per cent over the year ending
June 30, 2008, to as low as 1.2 per cent.

Loans to finance consumer durables purchases fell from around Rs 6,000 crore in the
year to June 2007, to a little over Rs 4,000 crore up to June this year. Direct housing loans,
which had increased by 25 per cent during
2006-07, decelerated to 11 per cent growth in 2007-08 and 12 per cent over the year ending
June 2008.



It is only in an area like credit-card receivables, where banks are unable to control the
growth of credit, that expansion was, at 43 per cent, quite high over the year ending June
2008, even though it was lower than the 50 per cent recorded over the previous year.

It is known that credit-financed housing investment and credit-financed consumption
have been important drivers of growth in recent years, and underpin the 9 per cent growth
trajectory India has been experiencing.

The reticence of lenders to increase their exposure in markets to which they are
already overexposed and the fears of increasing payment commitments in an uncertain
economic environment on the part of potential borrowers are bound to curtail debt-financed
consumption and investment. This could slow growth significantly.

Finally, the recession generated by the financial crisis in the advanced economies as a
group and the US in particular, will adversely affect India's exports, especially its exports of
software and IT-enabled services, more than 60 per cent of which are directed to the US.

International banks and financial institutions in the US and EU are important sources
of demand for such services, and the difficulties they face will result in some curtailment of
their demand. Further, the nationalization of many of these banks is likely to increase the
pressure to reduce outsourcing in order to keep jobs in the developed countries. And the
slowing of growth outside of the financial sector too will have implications for both
merchandise and services exports. The net result would be a smaller export stimulus and a
widening trade deficit.

5.5 Domestic policy

While these trends are still in process, their effects are already being felt. They are not
the only causes for the downturn the economy is experiencing, but they are important
contributory factors. Yet, this does not justify the argument that India's difficulties are all
imported. They are induced by domestic policy as well.

The extent of imported difficulties would have been far less if the Government had
not increased the vulnerability of the country to external shocks by drastically opening up the
real and financial sectors. It is disconcerting, therefore, that when faced with this crisis the
Government is not rethinking its own liberalization strategy, despite the backlash against neo
liberalism worldwide.

By deciding to relax conditions that apply to FIl investments in the vain hope of
attracting them back and by focusing on pumping liquidity into the system rather than using
public expenditure and investment to stall a recession, it is indicating that it hopes that more
of what created the problem would help solve it. This is just to postpone decisions that may
prove critical till it is too late.
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