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International Banking Market
International evolution of banking happened because businesses all over the world were developing and based on hypothesis in countries where companies whose capital market was little, companies that traded worldwide needed to invest large amounts of money for sustainability and would not be able to do so if they were not able to fund the investments or have the ability to borrow the money needed for investment. This would mean that their growth would be limited and they would even lose money and profits. “To curb this situation, international capital markets came into play and investors were now able to borrow money to fund their investments.” (Mullineux, Victor, pg. 23)
International Banking Evolution
During the Second World War, trade was majorly based on trust. Widely known merchants were trusted to deliver payments within the time set, therefore, they had an upper hand in the market as compared to their counterparts who were not known as much. Due to the uncertainty of payments to the small traders, they would have bills of exchange drawn of the same value as the goods being transported just to cover their security. “These bills of exchange would then get sold to local banks at fewer values and that way they would have a lot of money before the goods were delivered.” (Walker, George, pg. 35)
Banks would charge these small merchants higher discounts (interests charged by the bank) so they resulted to making agreements with the widely known merchants to accept their bills of exchange or become their guarantors in the banks thus if the small merchants were not able to pay, they would be considered liable for the whole pending amount. As time went by, this practice became popular and the big merchants realized that it was more profitable than the initial normal trading practice and therefore merchant banks were started. “They continued to develop the practice and became very specialized over time and began their financial banks and this way, the international banking was evolved.” (Mullineux, Victor, pg. 56)
International Banking in Exports and Money Exchange
An export (commodities transported from a country to another in a legal manner for the purposes of trade) is a vital part of international trade. Foreign trade is a major part of the economic growth of any country. International trade puts traders at the risk of losing their products or money more so if the traders are in far countries where contracts cannot be easily enforced. By the use of finance trade products, such risks can be alleviated. International banking provides readily convertible assets like cash to aid multinational exchange of goods as well as finance international trade imbalances within countries. International banking is the conventional way of financing the imports and exports of a country. They play a major role including; lending money to international investors hence providing capital for them, international management of funds thus enabling fast and easy transfer of money for trade as well as facilitating foreign exchange in aid of trade.
Commercial banks, governmental institutions, and commercial finance companies are some of the institutions that facilitate international trade, commercial banks being the leading institutions in the market. These banks have different ways of making sure that all types of financial deals and transactions are successfully done. These ways among others are; momentary unsecured loans with a repay period of up to a year, letter of agreement also known as letter of credit saying that an importer will not fail to make payment to an exporter, Facilitation of foreign receivables and exporters get financed by committing the received money as collateral as well as long term loans where the repayments are made in small installments over a defined period of time.
For international trade to be done successfully, a trader needs banker’s acceptance (BA) which is a time draft acceptable by a specific bank that is supposed to be paid once it matures. They are made by major banks for the safety of short term or momentary investments in the market for investors. This BA is made by a bank on a customer’s credibility to be allowed credit. If an importer decides to give a bank draft to be paid to the exporter’s banks at a later date, then the exporter’s bank is going to pay the exporter for an amount that is less than the original value stated in the draft. “When this draft is given a go-ahead by the exporters’ bank, then the BA is put in the acceptance market for an investor to buy.” (Walker, George, pg. 78)
This way, an investor is brought into the transaction who pays a value that is less than the initial value in the draft but more than the value that the bank is going to pay the exporter. For maturity, the bank has to recover the total initial amount in the draft form the importer and pay the investor that now holds the BA for its clearance. “When these BAs are transacted, huge amounts of money are used in dollars meaning wealthy people participate in the transactions and have therefore dominated the market.” (Mullineux, Victor, pg. 88)
Threats Faced by International Banks in the Market
International lending of the money puts international banks open to commercial risks as well as country-specific risks. Commercial risk is where an international bank credits a foreign client and risks losing the money since it is quite difficult for a bank to foretell the possibility of a business' success in a different country which is caused by the country’s unpredictable political stability, cultural and economic practices, therefore, international banks face a higher risk of losing funds when they lend international clients than they do domestic ones. Political risk occurs when the government of a foreign client declines payment making the county's companies unable to make payments of the borrowed money. Currency risk occurs when exchange rates change therefore changing the value at which the loan was given either at the bank’s loss or the client’s.
Advantages of International Lending
International lending brings in huge profits for international banks in terms of interests acquired, in return yielding high growth rates for the banks. Most of these loans are given to developing countries and are invested in projects that in turn generate income for the countries, growing their economies as well as enabling them to repay their loans. (Barth et al, pg. 90)
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