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International financial management
Sercu (2009) defines international financial (IFM) management as managing capital and other finances globally or in the global business environment. IFM is practiced through various means and procedures, including trading and making returns and revenue through foreign currency exchange. International fiancé management can be categorized into three broad clusters; Financing decisions, investment options, and dividend policies and plans (Mullner, 2017). 
Understanding the international business environment is of paramount importance to properly manage international finance.  The global business environment can be referred to as the context or surrounding that international business such as multinational corporations and multinational enterprises conduct their businesses (Hamilton& Webster, 2018). To successfully exploit the global business environment, employees at the management level need to understand the international business context's key factors fully. Such factors include currency fluctuations, ease of doing business index, cultural profiles, and contemporary issues such as terrorism, inflation, and cyber threats (Kozubikova et al., 2019).  
This paper discusses Microsoft Inc., the technology industry multinational corporation that deals with technological solutions. The company is the dominant player in providing operating systems for computers with a global market share of 74%.  
Founded in 1975 by bill gates and others, Microsoft is headquartered in Redmond, Washington, USA but has 199 offices in 96 countries worldwide. Its products are present in almost all corners of the world.  Challenges experienced by the company in the international finance market are discussed. Microsoft dividend distribution policy is discussed as well as its project appraisal criteria. The market hypothesis model is concerned about the company and applicable international finance management theories. 
[bookmark: _Toc99191794]Applicability of IFM to Microsoft 
The importance of international financial management to Microsoft Inc. can be discussed based on the five theories of IFM. Microsoft IFM practices are heavily hinged on these models. The models are crucial to the company in navigating the murky waters of IFM and the challenges that abide (Kramer,2014).  The five theories on international finance management include “the expectations theory, the fisher effect, the purchasing power parity theory (PPP), The international Fisher effect, and the theory of Interest Rate parity (IRP)” (Ang et al., 2021). 
[bookmark: _Toc99191795]The Purchasing Power Parity Theory
the IFM model is based on the assumption that the price of a product will be the same in two different countries when the exchange rates in both countries are added. According to the theory, when the exchange rates of the currency in two different countries are at an equilibrium level, the purchasing power and price of the product will be the same in both countries (Güris & Tıraşoğlu 2018). The theories expound that when the market price for goods in two different markets are the same or valued the same, and the purchasing power is similar, the currencies for both countries will be considered to be at par, 
According to this theory, two currencies are at par when a market basket of goods is valued the same in both countries (Jabbie & Jackson, 2020).   
   The PPP theory is essential to Microsoft’s finance management in the international business environment. In determining the prices of its products in different markets of the world, Microsoft relies on the PPP theory. It assumes that the prices of its products should be relatively the same inefficient markets and have homogenous qualities. The company, therefore, relies on the purchasing power parity of different economies in determining the prices of its products.  
For example, the purchasing power parity of China (4.2 LCU per international dollar) is very different from that of India (22 LCU).  Microsoft will therefore price its products differently in those two countries.  While numerous factors are considered in arriving at PPP, most vary from country to country. Other general models used in determining the purchasing power of different countries include the homogeneity of the countries in terms of economic levels, rival technologies in those countries, and income indexes, among other factors (Ang et al., 2021). 
[bookmark: _Toc99191796]Interest rate parity (IRP)
According to Yoon and Jei (2020), IRP refers to “the interest rate differential between two countries is equal to the differential between the forward exchange rate and the spot exchange rate.” The IRP model is important to Microsoft’s tasks of standardizing their income differentials in different markets. By applying the IRP, the company can conduct estimates of ROI in other countries. 
HOWEVER, the IRP model is not an ideal tool as financial assets in different nations do not hold homogenous character traits. In some countries, financial purchases are subject to a riskier environment, while regulations- such as licensing and taxation laws- differ from country to country.  For instance, in 2016, the ruling by the Indian supreme court on the unconstitutionality of withholding tax on software sales in its jurisdiction earned Microsoft a net income tax benefit of $620 million. This ruling upset the role of the IRP model in that country.  
[bookmark: _Toc99191797]Fisher effect and the international fisher effect 
Irving fisher’s Fisher effect model of international finance management explains the relationship between nominal interests rates and inflation rates.  The model describes a proportional relationship between interest rates and inflation rates. In other words, nominal interest rates are equal to the inflation rate plus the real interest rate. When inflation increases, the nominal interest rates will rise (Uribe,2018). 
The fisher Model shows that the inflation rate is important when determining the prices of products in the international market. The Fisher effect plays a crucial role to Microsoft Inc. When determining its products prices, debt financing, or equity capital for its international business (Fisher & Rubinfeld, 2001).  
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Figure 1: Fisher effect
International fisher effect (IFE)
The model is based on the prism that the disparity between two currencies in terms of exchange rates is similar or equal (approx.) to the variance of the countries’ nominal rates of interest. The IFE is crucial to understand the disparity in terms of product prices in different countries. IFE is thus vital in standardizing the product prices of Microsoft in other markets (gilbert and Katz, 2001). 
[bookmark: _Toc99191798]Microsoft challenges in the international business environment 
The company faces numerous challenges in the IBE. The challenges faced are multiple-pronged and can be caused by internal or external factors.  The challenges include standardization of product prices in different jurisdictions, cultural mismatch, communication barriers, terrorism, cyber threats, negative political synergy in different countries, and unfavourable rules and regulations, among other challenges (Kim, 2012). 
[bookmark: _Toc99191799]Empirical evidence 
Dividend’s distribution policy  
Microsoft’s dividends distribution policy has evolved over the years. As of 2004, Microsoft had never paid a single dividend to its investors. The company had stayed for over 17 years with a zero-rated dividend policy. Microsoft’s cash balance had crossed to more than $5,0 billion in that year. However, the company still maintained that payable dividends should be put into its Research and development departments as part of its R&D strategy. However, at the end of 2004owever, Microsoft softened its stance and paid dividends on common stock for the first time.  Over the years, the company has spent more than $75 billion as payable dividend backtracked to the 17 years it never paid dividends to its investors. A one-time $30 billion dividend payment has also been paid to its investors. Currently, the company pays dividends to its investors on an annual basis and special dividends quarterly. 
In addition, “Microsoft announced plans to repurchase up to US$30 billion of its stock over the next four years and pay regular quarterly dividends at an annual rate of US$0.32 per share. Over the years, Microsoft has been steadily enhancing its dividend pay-out. The dividend has increased from US$0.32 to US$1.47 per share, which amounts to an annual cash outflow of over US$11 billion” (Jain & Rastogi, 2020), 
[bookmark: _Toc99191800]Efficient market hypothesis theory (EMH)
Numerous analysts have argued that Microsoft violates the Efficient market hypothesis theory as its annual dividends pay-outs do not always reflect its profit margins. According to the EMH model, the price of a stock should always reflect all information regarding the share. EMH posits that shares are most useful at the passive state and that technical or fundamental analysis does not give an investor an undue advantage. The hypothesis that shares are trading on their fairest market value is the basis of EMH. This is not always the cas,e as certain factors do not allow the EMH model to hold place. 
For instance, the differential analysis and determination of Microsoft’s share prices give undue advantage to older investors as compared to newer investors. Investors who invested in the company when it was already successful are unfairly prejudiced (Ferreira, 2016). 
[bookmark: _Toc99191801]Project appraisal methods 
Project appraisal refers to the methods employed in assessing and analyzing a potential project’s success possibility and viability. Project appraisal checks on the project’s feasibility appropriateness, funds availability, and the economic climate prevalent during the project period. 
Microsoft methods 
Microsoft uses both objective and subjective methods to appraise its projects. In a nutshell, Microsoft Inc. categorizes all its project appraisal methods into these categories. 
Economic Analysis
 Economic analysis must be conducted for a project to be considered and implemented. In determining the economic viability of its developer tools, GitHub and Microsoft Mesh, the company analyzed the increased use and importance of applications and other computing software in the contemporary world. Every sector and industry are increasingly adopting applications and other technological tools in their service delivery. Hotels now use ordering and reservation apps, while banks and money lenders rely on mobile apps to conduct their businesses. Developing and implementing developer tools is economically viable for the company (Pinto, 2010). 
Financial Analysis
Availability of funds is another important factor in the appraisal of projects.  Microsoft already set aside funds when it implemented its HCI and data integration products Azure synapse and Azure Purview.  
Market Analysis
The need for a product is the basis for market analysis. Market analysis is conducted to understand what the clients want, their preferences, and other factors. In developing their latest products on Modern work—Microsoft Viva and Windows 365—Microsoft appreciated the increased need for futuristic technological inventions that would make it easier for companies and businesses to operate. 
Other project appraisal methods used by Microsoft include the technical feasibility of a product and management competencies.  
[bookmark: _Toc99191802]Conclusion
The paper discusses international finance management in the context of Microsoft and the global business environment. The paper also discusses the five theories of IFM that Jersey to the company and the challenges the company faces in its service delivery. A critical analysis is done on its dividend distribution policy and its project appraisal methods. The EHM model is applied to discuss the suitability of Microsoft stock. 
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