KoaOeotmro oovelloyuatikmy 160TIHImV

Dr. Bitzenis

2006-7
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Metpawvrog tig Kivioeig twv — MNF

avvaﬂ/lay/zarmd)v zaorz,uza')v

@ H guvalAaypartikn 10oTigia HeTpasl Tnv agia
EVOG VOUIOATOG OE POVASEG EVOG AAOU
voulouaToq

» Orav va vouIo; /1,u a pEIWBel n akia Tou
(dec//ne) TOTE Ague Ot Elyaye pia depreciate
(uriotiynon). 'OTav au&avel (increases) n agia
TOU, TOTE AEUE OTI EXOUUE appreciate
(avaT/,w]aly)

Ynonpquevo (undervalued), unepTIUNUEVO
(overv ued)???????
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Metpavrag tig Kivijoelg twv  pINE

OUVOALOYUGTIKDV 100TIULDV

@ H noooaorTiaia petaBoAn (% A) oty aéio evog

EEvou vopiopaTog petpléTon pe tov €€Ng tomo
S¢=S¢s
St1
onou S, eival n 10oTIYia oTNV ayopd (spot rate) Tnv
XPOVIKN nepiodo £

@ Mia BeTikn % A PETABOAN QVTIOTOIXEI O€ Hid
avarignon Tou &Evou vouiopaTog
(appreciation), evw pia apvnTikn % A
METAPBOAN aVvTIOTOIXEI G WIA UNOTIKNON

(depreciation Jewssisn 0. Mmscivne, uom
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/() (AEOME)

&
loopporia tng ovvolloyuotikng

100TLULOG
¢ H ouvaAhayparikn 100TIdia napouoiadel
TNV TIMR €VOC VOUIoWaToc n onoia
kaBopileTal ano Tn {nTnon autou Tou
VOUIONATOC O OXEON ME TNV NPOCPOpPa
yla auTo TO VOMIoKa.
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Llopayovres mov emnpedlovy Tig M
OUVOALOYUGTIKES 100TIUIES

(1)IMAnBwpiolioc
U.S. inflation T

— 1 U.S. demand for British goods, and
hence £.
— { British desire for U.S. goods, and hence the
supply of £.

= [IPOZOXH 2TH NPA®IKH AMNEIKONIZH

— Avodoc NANBwpPICUOU oTN Ywped A, UnoTiunon

VOUIOUdTOC TNG XWPAG A, avaTipgnon otn xwpa B
Apwoteidong I1. Mmalévye, UOM
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Llopdyovteg mov ennpedovy r@

OOVOLLOYUOTIKES 1GOTLUIES
(2)EriTokia

U.S. interest rates 1

— 4 U.S. demand for British bank deposits,
and hence £.
— T British desire for U.S. bank deposits, and hence
the supply of £.

= NPOZOXH ZTH MPA®IKH ATMNEIKONIZH

— AvodocC ENITOKIWV 0TN Xwpd A, unoTiunon

VOLIOUATOC TNC Ywpdc B, avariynon otn xwpa A
Apwoteiong I1. Mmlévye, UOM
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Hapdyovreg OV EMNPECLOVY r@
OUVOLLOYUOTIKES 10OTLUIES

Erirokia

@ 'Eva OXETIKA UYPNAO ENITOKIO UMOPEI
npayuaTika va avravakAa npocsdokieg yia
OXETIKG UYnAO NANBwWPIoHO, YEYOVOC NMou
anoBappuvel EEvec enevOUOEIC.

& ETo1 glval Xprioio va EETA0OULIE T
npayuarika emiTokia (real interest rates) ra
orioia avravakAouv 1a ovouaoTIKd EMITOKIQ
(nominal interest rate) apaipwvrac rov
rnAnBwpioo.

Apwoteidong I1. Mmalévye, UOM

2006-7

‘) (aEOME)

Hapo’cyovrgg OV EMNPECLOVY r@
OOVOLLOYUOTIKES 1GOTLUIES

ErTokia
¢  real nominal
interest ~ interest — inflation rate
rate rate
@ H napandavw oyeon ovoualerai Fisher
effect.
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Iopéyovrec mov 8m7p8acfovv r@
OUVOLLOYUOTIKES 10OTLUIES
(3)Eioodonua
U.S. income level T

— 1 U.S. demand for British goods, and
hence £.
= No expected change for the supply of £.

= [IPOZOXH 2TH NPA®IKH AMNEIKONIZH

= Avodoc €1000NUATOC 0TN Xwped A, UNOTIUNON

VOUIOUdTOC TNC XWPAG A, avaTipgnon otn xwpa B
Apwoteidong I1. Mmalévye, UOM
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Iapéyovree mov gmypgagbvv r@
OOVOLLOYUOTIKES 1GOTLUIES

( 4)KuPBepvnTikoi EAgyxor / nEpiopioliol
» Governments may influence the equilibrium exchange
rate by:
= imposing foreign exchange barriers (nepiopiopoi oTnV

e€aywyn ouvaAAaypaTtog),

= imposing foreign trade barriers (nooooTwoeIg/
daopoi),

@ intervening in the foreign exchange market (kpaTikn
napeppacn otnv ayopd ouvaAAayuaroc), and

= affecting macro variables such as inflation, interest

rates, and income levels (ennpealovrag Ta eniTokia,
TOV n)\newplopo Ta €nineda €1000MPATOC).

Apwoteiong I1. Mmlévye, UOM
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Lllopayovres mov emnpedovy r@
OUVOLLOYUOTIKES 10OTLUIES
(5)[1p00OOKIES / KEPOOOKOIIKEC EMIBETEIC

@ Foreign exchange markets react to any news
that may have a future effect.

@ Institutional investors often take currency
positions based on anticipated interest rate
movements in various countries.

@ Because of speculative transactions, foreign
exchange rates can be very volatile.

Apwoteidong I1. Mmalévye, UOM
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Llopdyovteg mov ennpedovy r@
OOVOLLOYUOTIKES 1GOTLUIES
(6)AAMnAeriidopaon Twv napayovrwv
@ Trade-related factors and financial
factors sometimes interact. Exchange

rate movements may be simultaneously
affected by these factors.

@ For example, an increase in the level of
income sometimes causes expectations
of higher interest rates.
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Lllopayovres mov emnpedovy r@
OUVOLLOYUOTIKES 10OTLUIES

AAnAenidpaon twv napayovrwyv

@ Over a particular period, different

factors may place opposing pressures
on the value of a foreign currency.

@ The sensitivity of the exchange rate to
these factors is dependent on the
volume of international transactions
between the two countries.

Apwoteidong I1. Mmalévye, UOM
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T0POYOVTES TTOV 87?77,080((01)\/ TIC

OOVOLAOYUOTIKES 10OTLUIES
AAnAenidopaon Twv napayovrwy (flexible)

¢ aveBaivel n avepyia oTn xwpea A, TOTE
MEIOVETAI TO £1000NKA TWV KATOIKWV TNG XWPAG
A, apa PelwvovTal Kal ol El0aywyes anod Tn Xwpda
B, apa A\iyoTepn {ATNON YIa TO VOUIONA TNG
xwpac B, OMQZ pe eAeuBepn diakpavon
1IcoTIIoV TOTE YMOTIMHZH Tou vopiopaTog
NG Xwpag B, pOnvoTepa Ta nNpoiovTa TNG Xwpag
B, apa BeATiwvovTal o1 El0aywyec, apa dev
aAAalel n napaywyn kalr dev enEPYXETAl Gvodocg
NG avepyiag oTn xmpa B
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OVVOLLOYPUOTIKES IGOTIUIES
J AMnAenidpaon Twv napayovrwy (fixed)

@ avsBalvsl 0 NANOWPICHOG oTn Xwpa A, TOTE ol KATOIKOI
NG Xwpag A ayopalouv nepioodTePa NpoiovTa anod Tn Xwpa B
, Gpa au&avovTai ol eI0aywyec ano Tn Xwpa B, apa
heyaAUTepn (ATNON Yia TO VOUIOUA TNS Xwpac B, OMQZ ol
KATOIKOI TNG Xwpag B BEAouv AlyoTepa npo'l'('JVTa ano Tn xwpa
A )\oy(o n)\ne(oplouou apa AiyoTepn npoocpopa TOU
vm.uopaToq NG xoopcu; B, aAAG pe oUoTNHA maespwv
1I00TIHI®V, Ocv Ba Exoupe ANATIMHZH Tou vopiopaTog TnG
xwpac B, apa 6a peiwBei n napaywyn otn xwpa A, 6a au&nOei
n avepyia, kai 8a peiwdei To €1000NKa oTn Xwpa A, kai o
xwpa B Ba £xoupe au&nuevn {nTnon, apa avénon Twv TIH®V,
apa aveBaivel kal 0 NANOWPICHOG 0T XWwpa B

Apwoteidong I1. Mmalévye, UOM
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S 0payovTeS Tov gﬂnpgocéovv TIC
OUVOALOYUOTIKES 1OOTYILEG M

AMnAeniopaon twv napayovrwy ( rauroxpo va)

¢ aveBaivel To £1000nUa oTn X®wpa A, TOTE 0l KATOIKOI TNC
xwpag A ayopalouv nNepioodTEPA NPOIOVTA ano Tn xwpa B,
apa au&avovTal ol El0aywyec anod Tn Xwpa B, apa peyaluTepn
{ATNON via To vouiopa TnG xwpag B, ‘'OMQS TauTtoxpova
MMOpPEi va avéPBouv kal Ta ENITOKIa TNG Xwpag A, apa
NEPIOOOTEPEC ENeVOUTEIG 0TN XwpPa A, dpa PeyaAUTepn
ZATNON YIa TO VOUIoNA TN XOPac A Kal UeyaAUTepn
NpPooMOopPd VoUiopdaTog TG Xwpag B, apa unapyel To pwTnua
av ol EPNOpPIKEC ouvalayec (OYKOG) LETAEU TwV 2 Xwpwv Ba
Eenepaoouv TIC poEC kepahaiou (OYKOG) Yia va PNOPECOUHE
va kataAn&oupe o€ avaTiynon i unoTipnon Twv
VOUIOUATWV???
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Lllopayovres mov emnpedovy r@
OUVOLLOYUOTIKES 10OTLUIES
How Factors Have Influenced Exchange Rates

@ Because the dollar’s value changes by different
magnitudes relative to each foreign currency,
analysts often measure the dollar’s strength
with an index.

@ The weight assigned to each currency is
determined by its relative importance in
international trade and/or finance.
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Hapayovrgg 01 00101 emypgaéovmz @

QIO TIG CUVOLAGYUOTIKES I00TIUIES

@ AVTaywvIoTIKOTNTA TWV ENIXEIPNOEWV Kal TNG OIKOVOHIag
(unoTipnon)

@ O1 ZAE (UnoTIUNUEVO — UNOTIUNON aAAG Kal Pe oTaBePO
V0|.IIO|JCI aAAd Kal Ye avapevopevn avarignon)

@ To gunopio (unoTipgnon)
= O TOUPIONOG (unoﬂunon)
¢ H ayopagTikn dUvapn Twv KaTavaAwTov (E10aywyEg —
TOUPIOKOG EEEPXOMEVOC — CIVCITI|.II’]0I’] IoOXUPO VOUIoHQ)
@ Xpeog (avatiynon — 1oxupo VOuIoua)
& JuvaA\aypaTika anoBépata (Ioxupo vouioua)
@ Na ennpeacTei 0 NANBwWPIOUOC, Ta EMITOKIA ???

2 To 100QUYI0 NANPWHWYV, TPEXOUCWY GUVAAAAY®V Kal
EUNOPIKO 10000YI0
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Impact of Exchange Rates on an MNC'’s Value

Inflation Rates, Interest Rates,
Income Levels, Government Controls,
Expectations

s 3
v

n ,Z:‘ [E (CFj,t)XE(ERj,t)]
Value :24 ] -

“

E (CF;;) = expected cash flows in currency j to be received
by the U.S. parent at the end of period t

E (ER;;) = expected exchange rate at which currency j can
be converted to dollars at the end of period t

k = weighted average cost of c:ﬂ)ltal of the parent
Aproteidng IT. Mmrlévnye, U

Kvpepvnrikn emppon wavew otig
vaMay,uaux&g wootiwieg  (Dr.
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Kabeorato ovvarloyuotiwy lik]ﬁx_

1OOTIULDV

£ Ta KaBeoTWTA CUVAANAYHATIKQV I00TIMIOV Jnopolv va
katataxBoUv o€ 4 BAOIKEG OMADEC e BAon Tov Babuod Tng
KPATIKNC Napeupaong navw otny SiakuKavon Twv NogooTwv
OUVAAAGYMATIKAG 100TIWIAC.

© Ta Baoikd ouoTnPATa ouvaAAayPaTikwy ICOTIMIQV €ival Ta
akoAouba:

© Fixed (oUoTnua oTaBepwv ouvaAAayUaTIK®V ICOTIHIMV)
freely floating (oUoTnua eAelBepnc diakUpavonc)
managed float (cuoTnua e\eyxopevng diakupavonc)

Pegged (oUoTnua olvdeang/diakavoviopoUu Twv
OUVAAAGYMATIK®V ICOTIMIOV)

Apwoteidong I1. Mmalévye, UOM
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KAOEXTQY KYMAINOMENQN
2 YNAAAATMATIKON IXOTIMIQN

‘Eva této10 cvotnpa, couemva pe m Bewpia, divet
duvaTOTNTO TNV KEVTIPIKT TPATECH TNG XDPAG TOV TO
viobetel, vo  0OKMOEL  OVESAPTNT  VOLICHOTIKN
no?mucn. H cvvollaypatikn moAitikn dogv veictatal,
€QPOGOV M TN ovvorldypoatog eaptdTon amd ™
Cnmon Kat Ty TPOGPOPE TOV, dEV VILAPYEL CUVETAOG
nopéufacn TV SNUOCLOVOMK®OV T VOUIGLATIKOV
apxdv. Avtd onuaivel 0t N vopopatikhy Bacn g
xopag KabopileTar amd TNV TOTOTIKN TNG EXEKTOCT).

Apwoteiong I1. Mmlévye, UOM
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KAOEXTOY XTAOEPQN
ZYNAANATMATIKON 1XOTIMIQN

2.€ V0L TETOL0 GCLGTNUO, GUUPMOVA LE TN
Bempia, 1 OVOLAGTIKY] CUVOAAOYLOTIKN
cotwio kabopiletar amd v KvPEpynon

o‘mc_; YOPAC TOL TO VI0OETEL , OPIGUEVEG
QOpEC Emerta amd SLPOVAEVGELS T
CLUQMVIEG e AALeS ydpes. EmmAéov, 1
GUVOALQYLLOTIKN 00T umopet va
EMTPEMETOL VO, dloKVUOUvETONL PEGO o€ pia
wpokabopiopuévn aALE oA otevny Covn (+-
1%).

(ko o) 2006-7
+10)) (MEOME)

7'
(1) Fixed & ]ﬁ{
Exchange Rate System (Xbotnuo. otolcpov

OOVOALOYUOTIKOV 1GOTYLDV)

@ In a fixed exchange rate system, exchange
rates are either held constant or allowed to
fluctuate only within very narrow bands.

@ The Bretton Woods era (1944-1971)
fixed each currency’s value in terms of gold.

@ The 1971-72 Smithsonian Agreement
which followed merely adjusted the exchange
rates and expanded the fluctuation
boundaries. The system was still fixed.

Apwoteiong I1. Mmlévye, UOM
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(1) Fixed {f“ ]ﬁ{
Exchange Rate System (2votnuo. otafepov

ovvalloyuotikady wootiuicrv) > oel. 411
@ Pros: Work becomes easier for the MNCs.

@ Cons: Governments may revalue their
currencies. In fact, the dollar was devalued
more than once after the U.S. experienced
balance of trade deficits.

@ Cons. Each country may become more
vulnerable to the economic conditions in
other countries.

Apwoteidong I1. Mmalévye, UOM
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‘20) (AEONS)
=

6.15%

(2) Freely Floating
Exchange Rate System (Xbotnuo. kopoivouevawy
ovvalloyuotikay wootiuidv) > kep. 19

@ In a freely floating exchange rate system,
exchange rates are determined solely by
market forces.

@ Pros. Each country may become more
insulated against the economic problems in
other countries.

@ Pros: Central bank interventions that may
affect the economy unfavorably are no longer
needed.

Apwoteiong I1. Mmlévye, UOM
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6.15%

(2) Freely Floating
Exchange Rate System (Zvotnua koporvouevwv
OUVOALOYUOTIKDV 10OTYULDV)

@ Pros: Governments are not restricted by
exchange rate boundaries when setting
new policies.

@ Pros. Less capital flow restrictions are
needed, thus enhancing the efficiency
of the financial market.

Apwoteidong I1. Mmalévye, UOM
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(2) Freely Floating &

Exchange Rate System (Xbotnuo. kopoivouevawy

OOVOALOYUOTIKOV 1GOTYLDV)

@ Cons: MNCs may need to devote
substantial resources to managing their

exposure to exchange rate fluctuations.

@ Cons: The country that initially
experienced economic problems (such
as high inflation, increasing
unemployment rate) may have its
problems compounded.

Apwoteiong I1. Mmlévye, UOM
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(3) Managed Float
Exchange Rate System (2votnua eleyyouevav
OLOKDUAVTEWYV TWV TOVOLLAYUOTIKWOV 10OTIULDV)

@ In a managed (or “dirty”) float exchange rate
system, exchange rates are allowed to move
freely on a daily basis and no official
boundaries exist. However, governments may
intervene to prevent the rates from moving
too much in a certain direction.

@ Cons: A government may manipulate its

exchange rates such that its own country
benefits at the expense of others.

‘10)) (AEOME)
)

6.15%

Apwoteidong I1. Mmalévye, UOM
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5 71 o
] 6.15% 2
(4) Pegged
Exchange Rate System — (cvotnua covoeons /

OLOKAVOVIGUOD TV COVOALAYUOTIKDV 1GOTIULDV)

@ In a pegged exchange rate system, the home
currency’s value is pegged to a foreign
currency or to some unit of account, and
moves in line with that currency or unit
against other currencies.

¢ The European Economic Community’s
snake arrangement (1972-1979) pegged
the currencies of member countries within
established limits of each other.

Apwoteiong I1. Mmlévye, UOM
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(4) Pegged “ 7%_

B3 \chanue Rate System — (gbotnua covosong /
O10KOVOVIGUOD TWV GOVOLAAYUOTIKDV 100TIUIDV)

» 21/3/1971 neipayatika ONE, 1n ¢aon 1971-74, kpartikn
napeppacn ortn IClKU|JClVOI’] £vVavTl TOU 60)\ap|ou

© APECA VOUIOUATIKN Kplon

@ 18/12/1971 oupgwvia Smithsonian (IvoTiTouTo oTnV
OudacivykTov) - dIaKUHavon TwV VOUIOHAT®V HOAIG +-2.25% ,
apa 4.5% &vavTi Tou 60)\ap|ou

> AuTO BewpriBnke uWnAG €UPoG dilakupavang, NPoBAnua oTo
EUNOPIO, suvonGnKs To OoAapio

@ Anpikio 1972, eUpog diakupavong 2.25% (VoUIoHaTiko @idl péoa
aTn onpavya (snake in the tunnel))

& 01 OUV/KEG 100TIMIEG KaBNUEPIVWG dlakupavon o eUpog 2.25%
€vavTi Tou doAapiou (OwHa Tou PIdIoU), TO OMOI0 OHWG
pnopouo& va kivnBei péoa o pia eupUTeEPN NEPIOYN €UPOUG

4.5% (onpayya).

Apwoteidong I1. Mmalévye, UOM
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(4) Pegged £

Exchange Rate System — (cvotnua covoeons /
OLOKAVOVIGUOD TV COVOALAYUOTIKDV 1GOTIULDV)

> Maio 1972 (uéAn) (6 18puTIka (BéAyio, Mepuavia, MaAria,
OMavdia, ITaAiq, AouEauBougyo +( BpeTavia, Ip)\av6|a Aavm),
Kai Noanyua ZOUI’]5IG OUVOEDEEVA PENN)

» AOYW NPOBANMATWV scpuyav Bpetavia, IpAavdia, Aavia, ITaAia

@ H l'eppavia Aoyw kpion SoAapiou enevePn apkeTEG POPEG TNV
ayopd ouv/ToG, Kar ol XWPeg enEBaray_eAEYXOUG WOTE va
KPATHoouV Ta vopiopata pgoca oto @idl, Kal va diatnpneouv péoa
ormn OHPCIYYG

@ 1973 véa kpion, unoTiunon Tou doAapiou 10%, d1aAucn Tng
Bretton Woods, @idi Byrke £Ew ano Tn orpayya, eAeUBepn
dlakuyavan. Apa «Qidl Xwpic (£&w) ano Tn onpavya)

» [aMhia Tov Iavoudapio 1974 anooupBnke anod To oUOTNUA,
enavnNABe PeTa ano 18 urveg, anocUpPBNKE OpIoTIKA TO 1976 JeTa
ano Bpetavia kai ITaAia

Apwoteiong I1. Mmlévye, UOM
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(4) Pegged
Exchange Rate System — (cvotnuo cbvoeong /
OLOKOVOVIGUOD TWV COVOLLOYUATIKDV 1GOTIUIOV)

' (AEOMZ)

MapTio 1979 To Eupwnaikd NopiopaTiké Z0otnua (Bpetavia, Meppavia, FaAhia >
npwTtopoulia)

MZI > +-2.25%, kai +-6% yia ITaNikn ANipETa kai aA\a acBevry vopiopara

Moladel e To snake aAAa €dw undpxel To ECU kai Oxi To SoAdpio

KaBe vopiopa KevTpikn I0oTiyia Je To ECU (european currency unit (1979) instead of
european unit of account (1975)) > +- 2.25%

2TaBUIOPEVOG APIBUNTIKWG UEGOG OPOG TV VOUICHATOV TWV KPATGV LEADV TNG
KoivotnTtag (ECU) Baon Tou % Tou AET oTo koivoTiko AEl, gunopiou

Ta guvalaypaTika anoBépata Tng kAbe xapag (20%) oe xpuad kai 20% ot
doAapia - 0To eUpwNAiko TAUEIO VOUIOPATIKNG ouvepyaaiag pe avraraypa ta ECU
H EA\ada evrayBnke Tov Maptio 1998

H Bperavia Tov OkTt®Bpio Tou 1990, anoolpBnke To ZenTepPpio 1992, To idio kai n
ITaAia anooupBnke

Apa o1 BpeTavoi kai o1 ITaloi dev Ba enevduav aTn Mepuavia yia Ta UWnAd enmokia
yiaTi Twpa Ba unnpxe NAEoV kai 0 GUVAAAQYPATIKOG Kivduvog 22?7?77

Ynotiunon Bperavikr) Aipag, kai avatiunon 15% Tou 1pAavdikoy vouiouaTog (avepyia
17% a1 upnAa emiTokia kai 1/3 eaywyeg orn BpeTavia) - nTwon Twv IpAavOIKwV
ggaywywv aTn Bpertavia, kpion otnv IpAavdia, apa unoTiunan Tou IpAavoIkou
VOMIONATOG YIa EViOXUON avTaywvioTIKOTNTAG, EMnopiou IpAavdiag ??7??

Apwoteidong I1. Mmalévye, UOM
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] 6.15%
(4) Pegged
Exchange Rate System — (cvotnua covoeons /
OLOKAVOVIGUOD TV COVOALAYUOTIKDV 1GOTIULDV)

2 H Joundia ekTOG

& H leppavia To pOIVONwpo 1992 algnoe Ta nITOKIA, Kal £KAve ]
€AKUCOTIKO TO papko. Apa eixaue pe To domino effect al&non enmitokiwv
Kal O€ QUTEG TIG XWPEG YIaTI €iXaUe PEYAAN NPOCPOPA XPrUaTog yia
ayopa papkou.

& H napéuBaon odrjynoe oe onatan xpnuarog, kpian, Upeon (direct
ivrj)t_)e;;/éa_)ntion) aM\a kai (indirect intervention pe au&énon emiTokiwv)

e H I.’;:b'p.avia kal peyaAa eAAeippaTa npoinoAoyiopou Aoyw évwong He
TNV AvatoAikn l'eppavia, NANBwPICTIKEG TAOEIG Kal avepyia (apa augnon
EMNITOKIOU — KATANOAEUNon NANBwPICHOU)

NopBnyia, ®iAavdia, Zoundia - unoTiunon

Aavia dev avTédpaoe

'Opw¢ Aavia Pe auTeC TIC 3 XWPEC Kavel eunopio oto 20% Tou GUVOAOU
TNG, €£XA0E AVTAYWVIOTIKOTNTA, ATAV akpIpr 2?2??

1993 > M3I I dielpuve Ta Opia kal npoeToipace Tov M3I II pe +-15%

e o 0

=]

Apwoteiong I1. Mmlévye, UOM
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(4) Pegged :

Exchange Rate System — (cvotnuo cbvoeong /

OLOKOVOVIGUOD TWV COVOLLOYUATIKDV 1GOTIUIOV)

@ The European Monetary System (> o€A. 421- 439)
which followed in 1979 held the exchange rates of
member countries together within specified limits and
also pegged them to a European Currency Unit (ECU)
through the exchange rate mechanism
(ERM).(+-2.25% or 6%)

= The ERM experienced severe problems in 1992, as
economic conditions and goals varied among
member countries.

ERMII > +-15%
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(4) Pegged e
Exchange Rate System — (cvotnua covoeons /

OLOKAVOVIGUOD TV COVOALAYUOTIKDV 1GOTIULDV)

¢In 1994, Mexico’s central bank
pegged the peso to the U.S. dollar, but
allowed a band within which the peso’s
value could fluctuate against the dollar.
= By the end of the year, there was
substantial downward pressure on the
peso, and the central bank allowed the

peso to float freely. The Mexican peso
crisis had just began ...

Apwoteiong I1. Mmlévye, UOM
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@ A currency board is a system for maintaining
the value of the local currency with respect to
some other specified currency.

@ For example, Hong Kong has tied the value of
the Hong Kong dollar to the U.S. dollar
(HK$7.8 = $1) since 1983, while Argentina
has tied the value of its peso to the U.S.
dollar (1 peso = $1) since 1991.
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(5) Currency Boards / &7%_
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@ For a currency board to be successful, it must
have credibility in its promise to maintain the
exchange rate.

@ It has to intervene to defend its position
against the pressures exerted by economic
conditions, as well as by speculators who are
betting that the board will not be able to
support the specified exchange rate.

1)) (aEONE)
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Exposure of a Pegged Currency
to Interest Rate Movements

@ A country that uses a currency board does
not have complete control over its local
interest rates, as the rates must be aligned
with the interest rates of the currency to
which the local currency is tied.

@ Note that the two interest rates may not be
exactly the same because of different risks.

Apwoteidong I1. Mmalévye, UOM

2006-7

2 10)) (AEONZ)
;/

Exposure of a Pegged Currency
to Exchange Rate Movements

@ A currency that is pegged to another currency
will have to move in tandem with that
currency against all other currencies.

@ So, the value of a pegged currency does not
necessarily reflect the demand and supply
conditions in the foreign exchange market,
and may result in uneven trade or capital
flows.

Apwoteiong I1. Mmlévye, UOM
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(6) Dollarization
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@ Dollarization refers to the replacement
of a local currency with U.S. dollars.

@ Dollarization goes beyond a currency
board, as the country no longer has a
local currency.

@ For example, Ecuador implemented
dollarization in 2000.
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(7) A Single European Currency

@ In 1991, the Maastricht treaty called for a
single European currency. On Jan 1, 1999,
the euro was adopted by Austria, Belgium,
Finland, France, Germany, Ireland, Italy,
Luxembourg, Netherlands, Portugal, and
Spain. Greece joined the system in 2001.

@ By 2002, the national currencies of the 12
participating countries will be withdrawn and
completely replaced with the euro.

Apwoteiong I1. Mmlévye, UOM
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(7) A Single European Currency

@ Within the euro-zone, cross-border trade and
capital flows will occur without the need to
convert to another currency.

@ European monetary policy is also
consolidated because of the single money
supply. The Frankfurt-based European
Central Bank (ECB) is responsible for setting
the common monetary policy.

Apwoteidong I1. Mmalévye, UOM
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(7) A Single European Currency

¢ The ECB aims to control inflation in the
participating countries and to stabilize the
euro within reasonable boundaries.

@ The common monetary policy may eventually
lead to more political harmony.

@ Note that each participating country may
have to rely on its own fiscal policy (tax and
government expenditure decisions) to help
solve local economic problems.

Apwoteiong I1. Mmlévye, UOM
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(7) A Single European Currency

@ As currency movements among the European
countries will be eliminated, there should be
an increase in all types of business
arrangements, more comparable product
pricing, and more trade flows.

& It will also be easier to compare and conduct
valuations of firms across the participating
European countries.
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(7) A Single European Currency

@ Stock and bond prices will also be more
comparable and there should be more cross-
border investing. However, nhon-European
investors may not achieve as much
diversification as in the past.

@ Exchange rate risk and foreign exchange
transaction costs within the euro-zone will be
eliminated, while interest rates will have to be
similar.

Apwoteiong I1. Mmlévye, UOM
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(7) A Single European Currency

@ Since its introduction in 1999, the euro has
declined against many currencies.

@ This weakness was partially attributed to
capital outflows from Europe, which was in
turn partially attributed to a lack of
confidence in the euro.

@ Some countries had ignored restraint in favor
of resolving domestic problems, resulting in a
lack of solidarity.
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(8) Exchange Rate Target
Zones

@ Many economists have criticized the present
exchange rate system because of the wide
swings in the exchange rates of major
currencies.

@ Some have suggested that target zones be
used, whereby an initial exchange rate will be
established with specific boundaries (that are
wider than the bands used in fixed exchange
rate systems).
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(8) Exchange Rate Target

Jones

@ The ideal target zone should allow rates
to adjust to economic factors without
causing wide swings in international
trade and fear in the financial markets.

@ However, the actual result may be a
system no different from what exists
today.
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@ KaBe xwpa €xel Evav KuBepvnTIKO BeoUO 0
0noioc anokaAeital KevTpikn Tpanela, n onoia
MNopei va napeppel oTnv ayopd
OUVAAM\AYHPATOC Kal va EAEYEEI HE QUTOV TOV
TpOMo TNV a&ia Tou VOWIoPaToC TNE XWpPAc.

@ In the United States, the Federal Reserve
System (Fed) is the central bank.
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Kvpepvntixn mopéupoon

(AEOME)
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Government Intervention

(Kparllm’ wopéufoon: Iioti;
Central banks manage exchange rates

= to smooth exchange rate movements (va OIEUKOAUVEI TIG
EUNOPIKEC ouValayEg, evioxUoEl TNV avTaywvioTIKOTnTa),

i to establish implicit exchange rate boundaries, and/or (Adyw
OUYKEKPIUEVOU KABEOTWTOC GUVAANAYHATIKWYV I0OTIHIQV)

= to respond to temporary disturbances (p1a oIKovOUIKA 1
neTpeAaikr| kpion).
= Na peiwoel Tn dpacTnpidTNTa Twv KEPSOOKOMWV
@ Na PEIOTEl Toug (POBOUG NOU UNAPXOUV OTIG KEPAAQIQYOPES
» Often, intervention is overwhelmed by market forces.
However currency movements may be even more
volatile in the absence of intervention.
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Government Intervention

@ Direct intervention (dueon napsupfaon)
refers to the exchange of currencies that the
central bank holds as reserves
(ouvaAAaypaTika anofépara
(anoBepaTika VOHioHaTd) TNG KEVTPIKNAG
Tpanedac) for other currencies in the foreign
exchange market.

@ Direct intervention is usually most effective
when there is a coordinated effort among
central banks.
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G/O/vernment Intervention (cueon mapéupoon —

OOPOVOTOINUEVY KOL [UT] QOPOVOTOIUEVH
wopéppaon) _ _ :

¢ When a central bank intervenes in the foreign
exchange market without adjusting for the
change in money supply, it is said to engaged
in_nonsterilized intervention (Lin
aopavorioinuevn rnapeupBaon).

@ In a sterilized intervention (adpavoriomuevi
rnapelpaon), Treasury securities are
purchased or sold at the same time to
maintain the money supply (va gnv unapgei
HeTaBoAn oTnVv NPOocPOPa Tou
XPNHaATog).

2006-7
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& Mepikoi kepdoakomnol npoonabouyv va
nNpokabopicouv NOTE Wia KEVTPIKN
Tpanela 6a napeuPel kal noio Ba eival
TO PEYEBOC Kal n EKTaon TG
napePBaonc, €Tol WOTE va
KE(QAAAIONOINCOUV Ta aVadeVOUEVa
anoTeAEONATA HIAC TETOIAC NApEPBaAONG,
anoKopwvTag ol id1o1 KEPOOG
NPOCWIKA.
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@ Central banks can also engage in /indirect intervention
(éppeon napgpBaon) by influencing the factors
(ennpeadovTag TouG NapAYOVTEG Ol ONoiol HE
TNV CE1pA TOUG ENNPeAlouV TIG
ouvaAAaypaTikEG 1I00TIHIEG) that determine the
value of a currency.

@ For example, the Fed may attempt to increase
interest rates (and hence boost the dollar’s value) by
reducing the U.S. money supply.

2 Note that high interest rates adversely affects local
borrowers.
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Kpotikn [opéupfoon - tpomot
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& 01 KuBepvnoeic Ba pnopouaoav nionc va
XPNOILOMNOINCOUV OUYKEKPIUEVA PETPA
gAEYXOU OTNV ayopd ouvaAAaypaToc,
Onwc NEPIOPICUOI OTNV ayopd
OUVAAAAYNATOC, £TOI WOTE VA EXOUE
TNV NEPINTWON TNC EUPEONC
KUBEPVNTIKNC NapEPBaonc.
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Kpotixn wopeupoon
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Kpotikn wopeupoon wg
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% 'Onwg ol v0|.|0| nepi (popo)\oylaq Kal n
NPoo@opa XpnHUaAToc, ETOI Kal n
ouvaAAayuaTiKn 100TIWia GI'IOTE)\EI £va
KUBEpVI’]TIKO gpyaAeio pe To onoio Ba
pnopouoav va sansuxeouv embupnToi
OIKOVOUIKOI OTOXOl.

@ 'Eva aoesvsq voulopa ot bia xwpa unopsl va
npocrs)\Kuosl Cr]Tnor] ano To sEo)Tsleo yla Ta
np0|ovm NG Kai £TOI va avoi&el BEoeIC
spyaolaq, OMWC KMOpEi va odnynoel Kal o€

UPnAGTEPO NANBWPIGHO.
Apwoteidong I1. Mmalévye, UOM
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Kpotixn mopéupoon wg
KOPEPVNTIKY TOAITIKY
& 'Eva 1o¥up0 vOouIoua Piac Xwpac Ynopei

va PEIwOoel Tov uwnAd nAnBwplopod anod
TN OTIYUN NMou o JIEBVNC avTaywvIoUOC
Ba odnynosl Touc Napaywyouc auTnc
TNG XWPAC VA PEIWCTOUV, EVOEXOUEVWC,
TIC TINEGC AOYW pEIWPEVNC (NTNONC, aAAd
auTo pnopei va odnynoel kal og avénon
TNC avepyiac.
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11011 éva aoOeveg vouiouo, uio vmwotiunon

OEV EIVOIL TAVTOTE EVOEOELYUEVY,

@ Mia unoTiunon KAvel Nio avTaywvioTIKa Ta npoiovTa
oTo JIEBVEG nsglﬁa)\)\ove aAAQ Kal o1 MOAUEBVIKEG
MMopEi va avTiopdoouV HE HEIWAN TNG TIMNC.

© HIa unoTiPNON WMNOpPEi va '6nu|ougyr']0£| NANBwPIoUO
yiaTi 01 E1I0aywYEg TwV NPOTWV UAWV Ba givar nio
aKkpIPeg

@ H unoTipnon dev yivetal wg nNpog OAa Ta vopiopara
TOU KOOHOU

@ Aev naiCer poAo pOvo N TIUA aAAG kai n NoI0TNTA Kal
N NOIKIAIG TWV NPOIOVTWV

@ H unoTipnon au&avel To KPaTikO XPEOC

@ YNapxouv_npokaBopICUEVEG EUNOPIKEG CUVAANAYEG,
dpa n enidpaacn apyei va Qavei
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Impact of Central Bank Intervention on an MNC'’s Value

Direct Intervention
Indirect Intervention

[ZECR )R,
Value = ; L]

J

E (CF;,) = expected cash flows in currency j to be received
by the U.S. parent at the end of period t

E (ER;;) = expected exchange rate at which currency j can
be converted to dollars at the end of period t

k = weighted averalge cost of ca&)ital of the parent
Apwoteiong IT. Mmalévne, UO
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