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PREFACE
The purpose of the Instructor's Manual for Global Corporate Finance is to help instructors use the textbook effectively in teaching international finance courses. The Instructor's Manual contains the following items:

1.
Chapter outlines.

2 Chapter objectives.

3 Key terms and concepts

4.
Answers to end-of-chapter questions.

5.
Answers to end-of-chapter problems.

6.
Answers to end-of-case questions.

7.
Test bank.

Chapter outlines, chapter objectives, and key terms along with other materials such as lecture notes are designed to provide instructors with teaching notes so that their burden can be alleviated. It is important to understand that answers to end-of-chapter questions, end-of-chapter problems, and end-of-case questions in this Manual represent suggested answers. A test bank of 500 multiple-choice questions is available to instructors. However, some instructors may wish to use subjective test questions, such as essay questions and/or problems rather than multiple-choice questions. End-of-chapter questions and key terms listed in each chapter of the Manual can be easily incorporated into essay questions. Numerical examples within the text and end-of-chapter problems can be used as additional test problems with slight modifications such as changing numbers. This Manual has approximately 80 multiple-choice problems. They are written in question form so that instructors can use them as test problems without any modifications. Transparency masters of lecture notes prepared by Kim and Kim are available to adopters of this book from: 

Suk H. Kim

College of Business Administration 

The University of Detroit Mercy

PO Box 19900

Detroit, MI 48219-0900

Fax: (313) 993-1673/1052

E-mail: kimsuk@udmercy.edu 

Web page: www.mich.com/~kimsuk
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CHAPTER 1

INTRODUCTION
CHAPTER OUTLINE
I.
Reasons to Study Intentional Finance

a)
To understand a global economy

(1)
The end of the cold war

(2)
Industrialization and growth of the developing world

(3) Increased globalization

b)
To make intelligent personal decisions

II.
Company Goals and Functions of Financial Management

a)
Multinational company goals

b)
Functions of the international financial manager

(1)
Financial planning and control

(2)
Allocation of funds (investment)

(3)
Acquisitions of funds (financing)

(4)
Changing role of the financial manager

III.
Multinational Companies and Their Performance

a) What is a multinational corporation?

b) From multinational company to global company

c)
Performance of multinational companies

IV.
Principals of Global Finance

a)
Risk-return tradeoff

b) Market Imperfections

c)
Portfolio effect (diversification)
d)
Comparative advantage

e)
Internationalization advantage

f) Economies of scale

g) Valuation

V.
Agency Theory and Corporate Governance

a)
Agency theory: management vs. stockholders

b)
Corporate governance


(1)
Shareholder activism

(2)
Changes in corporate governance

(2)
National differences in corporate governance

VI.
Environmental Differences

a)
Types of risk

b)
Conflicts of interest

c)
Multiple environments

VII. Organization of the Book

CHAPTER OBJECTIVE
Chapter 1 introduces the multinational company (MNC)--one that has similar goals to the purely domestic company, but a variety of opportunities. These additional opportunities may create complex risks for MNCs, but they also increase benefits for these companies. The principal purposes of this introductory chapter are to acquaint the student with: (1) reasons to study international finance; (2) the primary goal of the MNC and the functions of the financial manager necessary to achieve this goal; (3) the performance of MNCs; (4) major principals of global finance; (5) agency theory and corporate governance, and  (6) environmental differences that impede an MNC's effort to achieve its goal.

Key Terms and Concepts

Globalization stands for the idea of integrating the world marketplace, creating a so-called “borderless world” for goods and services.
Multinational corporation (MNC) is a business organization that produces a product, sells a product, and provides a service in two or more countries.

Foreign affiliate of the US is a foreign business enterprise in which a US person owns or controls a minimum of 10 percent voting equity.

Majority-owned foreign affiliate of the US is a foreign affiliate in which the combined ownership of all US parents exceeds 50 percent.

Global company is a generic term used to describe an organization that attempts to standardize and integrate operations worldwide in all functional areas.

Perfect competition exists when sellers of goods and services have complete freedom of entry into and exit out of any national market.

Portfolio effect states that as more assets are added to a portfolio, the risk of the total portfolio decreases.

Internationalization advantages refer to the magnified portions of location advantages and ownership advantages.

Economies of scale take place due to a synergistic effect, which is said to exist when the whole is worth more than the mere sum of its parts.

Agency theory is a theory that deals with the conflict of interest between managers and shareholders.

Agency costs include incentives and monitoring costs.

Corporate governance refers to the way in which major stakeholders exert control over operations of a company.

Shareholder activism is any activity of an investor who tries to change the status quo through voice without the control of the company.

Proxy represents the assignment of the voting right to management or a group of outsiders.

Political risks range from moderate actions, such as exchange controls, to extreme actions, such as confiscation of assets.

Financial risks involve varying exchange rates, divergent tax laws, different interest and inflation rates, and balance-of-payments considerations.

Regulatory risks are differences in legal systems, overlapping jurisdictions, and restrictive business practices against foreign companies.

ANSWERS TO END-OF-CHAPTER QUESTIONS
1.
What is the primary goal of multinational companies? Why is stockholder wealth maximization more important than profit maximization?

The primary goal of multinational companies is to maximize stockholder wealth on a global basis. Stockholder wealth maximization is more important than profit maximization because the market price of a firm's stock represents the present value of the firm as viewed by its owners. More specifically, it reflects the market's evaluation of the firm's perspective earnings stream over time, the riskiness of this stream, the dividend policy of the firm, and quality factors of the firm's future activities, such as growth of sales, stability, and diversification.

2.
Discuss the agency problem of multinational companies. 

The agency problem reflects a conflict of interest between managers and stockholders. Agency costs occur in an effort to assure that managers act in the best interest of the stockholders. These agency costs can be larger for multinational companies because they are larger and more diversified. 

3.
In order to achieve the firm's primary goal of maximizing stockholder wealth, the financial manager performs a number of important functions. What are the three major functions of financial management?

The three major functions of financial management are financial planning and control, the efficient allocation of funds among various assets (investment decisions) and the acquisition of funds on favorable terms (financing decisions). 

4.
Why do multinational companies perform better than domestic companies?

Multinational companies perform better than domestic companies because they have a better risk-return tradeoff, market imperfections, portfolio effect, comparative advantage, internationalization advantage, economies of scale, and a higher valuation.

5.
Explain environmental constraints that conflict with the primary goal of multinational companies.

The three major types of environmental constraints are various risks, conflicts of interest, and multiple environments. Three major risks in foreign operations are (1) political (exchange controls and confiscation of alien assets), (2) financial (changes in exchange rates, interest rates, and inflation rates), and (3) regulatory (differences in legal systems and overlapping jurisdictions). Conflicts of interest occur for a variety of reasons. Interest groups of multinational companies have different national identities. Host countries and multinational companies have different goals. Subsidiaries within a multinational companies may have different goals. Multiple environments are cultural differences, different forms of business organization, and different institutional settings.

6
The concept of perfect market depends on a number of conditions. What are these conditions? Would inflation rates, interest rates, and wages among countries be more similar under conditions of perfect market than under conditions of imperfect market?

The conditions of perfect market are (1) large number of sellers and buyers, (2) standardized product, (3) given prices, (4) free entry into the market and free exit out of the market, and (5) perfect or free information. Inflation rates, interest rates, and wages among countries would be more similar under conditions of perfect market because resources would be more mobile under conditions of perfect market, thereby making it easier to move the resources to those countries that are willing to pay higher prices for them. 

7.
Global companies can become so well known throughout the world that they lose their association with any single country. Can you match the following companies with the location of their headquarters? 

                                                                                 _____________________
1. Xerox 



A. Atlanta, Georgia, United States

2. Royal Philips Electronics

B. Ludwigshafen, Germany

3. ABB



C. Montreal, Canada

4. BASF



D. Ludvika, Sweden

5. Alcan Aluminum


E. Stamford, Connecticut, United States

6. Nestlé



F. Eindhoven, The Netherlands

7. Coca Cola



G. Vevey, Switzerland                            
 1-E (Xerox-US), 2-F (Royal Philips Electronics-The Netherlands), 3-D (ABB-Sweden), 4-B (BASF-Germany), 5-C (Alcan Aluminum-Canada), 6-G (Nestle- Switzerland), and  7-A (Coca Cola-US). 

8.
What are the two major sets of external forces which are causing fundamental change in financial management?

These two major sets of external forces are the globalization of competition in product and factor markets and the deregulation and integration of world financial markets. These two forces, along with major advances in the analytical and information technologies that can be used in financial transactions, have expanded the role of finance in corporate management well beyond its traditional tasks of raising and managing funds.

9.
Explain why management should focus on stockholder wealth maximization.

Management should focus on stockholder wealth maximization because: (1) stockholders are the owners of the company; (2) stockholders provide the risk capital; (3) a high stock price provides the best defense against a hostile takeover; and (4) it is easier for a company to raise capital if its stock price is high.
10.
What is corporate governance? What are changes that made US managers more responsive to the interests of shareholders since 1980?

Corporate governance refers to the way in which major stakeholders exert control over the operations of a company. These changes include a more active takeover market, an increased usage of executive incentive plans that increase the link between management performance and corporate performance, and more active institutional shareholders who have demonstrated a growing tendency to vote against management.  

11.
What is meant by Japanese-style corporate governance structures?

Banks are the main source of funds for many companies and thus take an active role in monitoring the decisions of the borrowing firm's management. In addition, large cross-holdings of Japanese firms make corporate decision-making heavily influenced by close personal relationships between top executives who sit on each other's board of directors. Individual shareholders have little voice and this results in relatively low return on capital. 

ANSWERS TO END-OF-CASE QUESTIONS
1. 
What are the reasons for recent international business growth? 

Evidence indicates that international business has recently grown at a faster pace than it did in early years and also at a faster pace than domestic business. This case listed four reasons for this recent growth in international business: expanding technology, liberalization of cross-border movements, increased global competition, and development of supporting institutional arrangements. First, the rapid increase in and expansion of technology have helped international business grow faster. As recently as 1970, there was no commercial transatlantic supersonic travel, faxing, e-mailing, Internet, teleconferencing or overseas direct-dial telephone services. In addition, the cost of the improved communications and transportation technology has increased less fast than costs in general. Second, governments today impose fewer restrictions on cross-border movements of goods, services, and financial assets than they did a decade or two ago. Third, the pressures of increased foreign competition have compelled companies to expand their business into international markets. Fourth, the institutions needed to support and facilitate international business have been well developed. In other words, the increased growth in international business has resulted from the development by businesses and governments that enable us to effectively apply expanding technology, liberalization of cross-border movements, and increased global competition.    

2.
What are possible definitions of a US company described in the case?

The case suggested three possible definitions of a US company. First, A US company is defined as a company owned by Americans, no matter where the company has operations. Second, a company is regarded as a US company when the company creates jobs for American people. Thus, US transplants of foreign-owned automakers are considered to be American companies. Third, in case law, the company is considered to be a US company when half or more of a product is made in the United States. For example, a Mexican-owned company located in Mexico may be considered to be a US company if more than half of the company's product is made in the United States.

3. 
Why is it so important to be a US company?

It is important to be a US company because the US company may enjoy a variety of benefits such as government subsidies, lower taxes, legal protection against unfair foreign competition, and moral persuasion of US government officials for foreign governments or foreign companies to do business with US companies.  
 

4. 
Explain how Japanese negotiators have cited Mr. Reich's theories in talks with the U.S. over opening the Japanese government procurement market to foreign computer makers (See Reich, 1990)?  

Mr. Reich's viewpoint, first propounded in a Harvard Business Review article in 1990, is the best known and most controversial. The Japanese argued that they should count as "American" any computer exported from the US, thereby "opening" their market for NEC Corp. computers shipped from the US, but not IBM computers made in Japan.

5.
Can you guess how Mr. Reich reacted to the fact that the Bush Administration helped Toys "R" Us Inc. set up stores in Japan? Do you think that Clinton's Japan team had the same reaction as Mr. Reich's?

Mr. Reich criticized the Bush Administration's emphasis on helping Toys "R" Us Inc. establish stores in Japan because the chain store generally sells toys largely made in Southeast Asia, not in the U.S. He argued that the Unites States should focus on increasing exports from the US. However, Clinton's Japan team said that the Reich approach was not sufficient and had patterned much of its proposal on the Toys "R" Us model of investment abroad. Bowman Cutter, deputy director of the National Economic Council, argued that US exports are regularly blocked from Japan because US companies could not find Japanese outlets willing to carry their products. In other words, when dealing with Japan, a company's nationality matters a lot. 

6.
How would Mr. Reich rank companies owned by Americans and/or with US operations?

In Mr. Reich's view, US trade officials should assign top priority to US-owned companies that export from the United States. But in a controversial departure from past practice, he would rank foreign owned companies that export from the United States in second place--leaving US-owned foreign subsidiaries bringing up the rear. Under these rankings, the US government would probably focus more on Sony Corp.'s problems selling movies and records in France, produced by Sony's US subsidiaries, than it would on Texas Instruments Inc.'s problems selling semiconductors from its factory in Japan.
7.
The web site of the White House www.whitehouse.gov gives direct access to US Federal services, a virtual library of the White House press releases, executive orders, and many other pieces of information. Access the above web site to answer the following questions: How and when was the National Economic Council (NEC) created? Who is the current chairman of the NEC? What are the principal functions of the NEC?
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