International Financial Management
LCBB6002

Student name: Lucian Pop
Student number: 2023565, Year 3, Term 1, Assessment 1
(Weekend classes)


















Content:
Introduction
1. HSBC Dividend Distribution Policy….…………………………………………………………………………………4
2. Market hypothesis theory in the chosen context.……………………………………………………….……5
3. Methods of appraising projects………………………………………………………………………………………..7
Concluding comments and recommendations………..……………………………………………………………..8
References…………………………………………………………………………………………………………………………….10






















[image: Shape, logo, company name

Description automatically generated]
 International Financial Markets Challenges. HSBC Group.
























Introduction

In the context of globalisation, business environment changes and economic crises, IFM (International Financial Management) is more important than ever been, representing a core factor for business operations to succeed. 
Trough its tools IFM helps in performance measurement of financial results, the risk appreciation which can diminishes the firm value in order to achieve the main goal of a MNC which is to maximise shareholders health.

The company chosen for this assessment, HSBC (Hongkong and Shanghai Banking Corporation) is a multinational banking and financial services headquartered at Canary Wharf, London, United Kingdom, with subsidiaries in Europe, Middle East, Canada, Hong Cong, Shanghai. It is one of the largest in Europe by market capitalisation and globally by total assets with share listing on London Stock Exchange, Hong Cong Stock Exchange, Bermuda Stock Exchange, and New York Stock Exchange. (hsbc.com)
Global businesses include:
· Wealth and Personal Banking
· Commercial Banking
· Global Banking and Markets

1. [bookmark: _Hlk134379262]HSBC Dividend Distribution Policy
Theories related to dividend policy,
The forces that managers need to weight-up in the process of maximising the shareholders wealth are pulling them in the direction of paying a high or low proportion of earnings, provide stable dividends or vary them from year to year. One of the most important theories coming to help managers in their decisions is ‘’Miller and Modigliani dividend irrelevancy proposition’’ which says that dividend policy is irrelevant to share value if we assume that:
· There are no taxes and no transaction costs.
· All investors can borrow and lend at the same interest rate.
· They can have free access to relevant information. (Arnold, 2012)
However, in the real world the relationship between investment opportunity and dividend policy is far from a perfect one and other forces may pull the management to select a particular policy.
The proportion of profits paid to shareholders within a period from accumulated profits, are usually paid every six months in the UK, but exceptions cand be found as some companies will pay quarterly. There is an interim dividend related with first half year’s trading and a final dividend at the end of financial year.
At HSBC dividends are declared in US dollars, but can be paid in UK pound sterling, Hong Kong dollars, or combined at shareholder’s request. 
HSBC regular dividend history and timetable
2023
	Dividend
	Announcement
	Payment date 
	Value per share

	First interim
	02 May 2023
	23 Jun 2023
	US$ 0.10


2022
	Dividend
	Announcement
	Payment Date
	Value per share

	Second interim 
	21 Feb 2023
	27 Apr 2023
	US$ 0.23

	First interim
	01 Aug 2022
	29 Sep 2022
	US$ 0.09


2021
	Dividend 
	Announcement 
	Payment date
	Value per share

	Second interim
	22 Feb 2022
	28 Apr 2022
	US$ 0.18

	First interim
	02 Aug 2021
	30 Sep 2021
	US$ 0.07


2020
	Dividend 
	Announcement 
	Payment date
	Value per share

	Interim
	23 Feb 2021
	29 Apr 2021
	US$ 0.15


2019
	Dividend 
	Announcement
	Payment date
	Value per share

	Third interim 
	02 Oct 2019
	20 Nov 2019
	US$ 0.10

	Second interim
	05 Aug 2019
	26 Sep 2019
	US$ 0.10

	First interim
	03 May 2019
	05 Jul 2019
	US$ 0.10


As of 04 May 2023:
	Market capitalisation
	£118,605.06 million

	Shares In Issue
	20,312.56 million

	Assets 
	$3.0tn

	Shareholders
	180,000

	Personal
	39 m


Source: (HSBC, 2023)
HSBC, a profit maximisation company, implemented a long-term and stable dividend policy if there is sufficient profit to be distributed established to be not less than $0.51 per share.
· [bookmark: _Hlk134110884]$ 5.2bn (£4.3bn) for the last quarter of 2022, with 90% more than precedent year.
· $ 2.4bn hit its profit by disposal of French retail bank in 2021.
· Selling its banking operations in Canada to Royal Bank of Canada deal valued at $10bn.
· 114 branches to be closed in the UK as customers significantly fallen after pandemic.
Giving this information and keeping in mind that’’ 2022 was a good year for HSBC’’ as Chief Executive ‘’Noel Quinn’’ declared, in 2023 higher returns are expected. (Annabelle Liang, 2023)

2. [bookmark: _Hlk134379360]Market hypothesis theory in the chosen context.
The capital market primary role is the ownership allocation for capital stock.
Review of related literature
Ideal market is where price provide accurate signals for resource allocation. 
Efficient market refers to a market in which prices always ‘’fully reflect’’ available information.
The theory of efficient markets
· Expected Return or "Fair Game" Model
According to ‘’Fair game models’’ the share price reflects all information.
· The Submartingale Model
       States that the present time price described all available information about the price at the past time.
· Random Walk model
       Posits that changes in stock prices have the same distribution and are independent of each other.
· Market Conditions Consistent with Efficiency
       Conditions for capital market efficiency: 
· There are no transaction costs in trading securities.
· All available information is costless available to all market participants.
· All participants agree on the implications of current information for the current price and distributions of future prices for each security. (Fama, 1970)
Measuring Bank Efficiency Score
Financial ratios like returns, on assets or cost revenue ratios from accounting statement are commonly used by financial institutions to measure the efficiency.
Frontier efficiency measures the performance of a firm related to the predicted performance of the best firm in the industry.
Non-parametric analysis commonly used to evaluate banks, universities, government departments use linear programming techniques for efficiency measurement of operating units with the same objective. (Muzafar Shah Habibullah, 2005)
Central banks investments are evolving.
After 2007 global financing crisis, the expected returns on traditional reserve assets have fallen. The global reserves growth in the last two decades contributed to increase interest and investment in equities at central banks which mostly in the past considered only passive strategies in market capitalisation-based equity indices.
However, a progressive example of integration with success of a passive equity exposure into foreign examples was offered by a program integrated by Check National Bank and Swiss National Bank, which followed a similar investment philosophy. The move into passive equity enabled bank’s capital to become positive again.
Balancing portfolio risk with liquidity constraints
The objective of appealing for low volatility portfolios for investors is to achieve the same results as the market portfolio, but with around 85% volatility which will bring the benefits of reducing equity allocation risk within overall risk budget. (Michael Cross, 2018)
Corelating the clear strategy to deliver growth and profit with existing network, the investments placement into high-grow markets, strategic acquisitions (Silicon Valley Bank) HSBC is building trust and help delivering long-term value for stakeholders.
3. [bookmark: _Hlk134379459]Methods of appraising projects
The most important part of allocating the capital represents the analysis and evaluation of proposals for investing to decide which project deserve to invest in.
Evaluation techniques
As Peter Atrill, states in ‘’Financial Management for Decision Makers’’ book, the evaluation techniques use:
Non discounting methods:
· Payback Period
· Accounting Rate of Return
Discounting methods:
· Net Present Value
· Profitability Index
· Internal Rate of Return
· Modified IRR
Managing investment projects
	Stage 1
	Determine investment funds available

	Stage 2
	Identify profitable project opportunities

	Stage 3
	Refine and classify proposed project

	Stage 4
	Evaluate the proposed project

	Stage 5
	Approve the project

	Stage 6
	Monitor and control the project.


(Atrill, 2012)
However, a study conducted by Marcin Pawlak, Anna Rapacewicz and Dariusz Zarzecki, in 2020 in Poland, confirmed NPV method being the most popular followed by IRR method, and Payback method the most criticise between these three due to evaluation criterion.
Although in practice is enough to use one of these two measures, the company analysts usually calculate both measures (NPV and IRR) for a better assessment of the project. (Marcin Pawlak, 2020)
HSBC Investment case
The objective is to be preferred partner for the clients. The strategy is aligned with changes in the operating environment. The investments are allocated taking account of the advantages brought by the size and directed to areas with high potential of high returns. (e.g., Asia) 
While monitoring developments closely in response to new environment, HSBC carefully appraised new investment to gain higher value.
Methods of internationalisation
· Direct foreign investment
· Establishing new foreign subsidiaries
· Acquisitions of existing operations
· Franchising 
· Joint venture
Challenges encountered in different international financial markets.

Being active in the global financial market brings both opportunities and risks associated with cultural and ethical issues, investing decisions, different geographic places, fluctuations in exchange of currencies.
Operational risk
Comes in different forms and could include disrupting events, poor computer systems, failure to comply with regulations.
The operational risk management controls and deals with them in a cost-effective manner.
Cyber security- is aligned to the best practices in the industry with 24/7 monitoring by Security Operation Centre.
Reputational risk
Is the risk of failure to meet the stakeholder’s expectations. The group policies ensure that this cain of risk is managed and align with strategic priorities.
Sustainability risk
The financial services provided do not result in a negative impact for people and environment. Specific risk policies have been adopted by HSBC covering agricultural commodities, mining and metals, chemicals. Sustainable practices are encouraged. (HSBC, 2022)

Concluding comments and recommendations
The difficulties a business faces in the context of the international markets’ presence can be managed through a proper adaptation and effective understanding using IFM tools and methods. In other words, managing business accounts and finance is necessary for the success of every business acting internationally.
The large firms have a few years ahead business plan. They determine the dividend level and leave sufficient earnings for investing in new projects. Despite the future earnings dependence is corelated with present allocation of capital there are cases when investing in long-time projects will reduce the cashflow that much as the institution will enter in payment incapacity.
HSBC have an effective policy related with different types of risks which are unavoidable at its level. 
However, looking in the past a few accusations destabilised the trust of the institution. 
To avoid uncertainty and build trust for its stakeholders it is recommended to continue to apply the strategy established, continue to identify new risks and deal with them accordingly.
It is also recommended a stronger implementation strategy for a effective communication with shareholders to maintain a good and for long-term relationship.
Improving the security especially on mobile terminals and engaging with social media networks will bring benefits for brand, factors which can improve overall satisfaction when dealing with the institution and lead to better financial results.
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