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Richard tvey School of Business IVE
The University of Western Ontario
Preface from The Dean of the Richard Ivey School of Business

It gives me great pleasure to have this opportunity to introduce you to the Ivey Business School
by briefly explaining a little about its history, traditions, faculty and recent achievements. The
Richard Ivey School of Business is a professional School within The University of Western
Ontario (UWO). One of Canada’s oldest universities, UWO is now an academic community of 17
faculties and professional schools. It is home to more than 26,000 students and over 4,000
faculty and staff. Located in the southern-most part of Canada, London, Ontario is a city of
330,000, halfway between Toronto and Detroit. Although Ivey is based in London, Ontario, it
also has campuses in Mississauga (Toronto) and most recently, in Hong Kong.

Historically the School has been a leader in management development. A partial list of
achievements follows. They illustrate the proactive nature of change at Lvey.

< In 1922, the first undergraduate business department in Canada was established.

< In 1932, the school began to publish its own journal. Known as Ivey Business Quarterly,
it reaches out to both academic and management audiences and enjoys a circulation of
10,000 in 25 countries.

< In 1948, Canada’s first executive development program was established. (From the
beginning, faculty members were required, as part of their responsibilities, to produce case
material for the new programs being designed.)

< In 1948, the first MBA program in Canada was established.
< In 1961, Canada’s first Ph.D. program in business was introduced.

< In 1974, official designation was received by the Federal Government as Canada’s first, of
what are now eight, Centre(s) for International Business Studies (CIBS). (The CIBS were
the forerunner to the CIBERs in the United States). Financial support for this Centre
continues to be provided by the Federal Department of Foreign Affairs.

< In 1975, Ivey opened its own case and publications p'fﬁce. This office now holds an
inventory of 2,000 Canadian cases and is the Canadian’ clearing house for Harvard cases.
In 1998, Ivey cases were being distributed to over 100 teaching institutions and 100
corporations in over 20 countries. Ivey is the .second largest producer of management
case studies in the world, with over 1,000,000 copies studied each year by people outside
the university.

< In 1978, Tommencement of its first international student exchange program took place.
Over twenty such exchange programs are now in place.
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< In 1984, the School took a leading role in establishing the National Centre for
Management Research and Development in London with support from the Canadian
Federal Government.

< In 1992, Ivey was selected to be the editorial home for the 1993-97 period for the Journal
of International Business Studies, the leading International Business journal.

< In 1993, Canadian Business magazine’s survey rated Ivey as the top MBA School in
Canada, according to all groups: CEOs, human resources executives, and placement
consultants. This ranking has been re-confirmed every year. In 1994, Asia, Inc. rated
Ivey among the World’s Top 25 Business Schools for Asians.

< In 1997, the Journal of International Management named Ivey the world’s leading
contributor to the international strategic management literature, ahead of Harvard &
Kellogg. Business Week magazine ranked Ivey as one of the top international business
schools in the world, alongside INSEAD and LBS; and US News and World Report
selected Ivey as one of the top 15 business school in the world for executive development
programs.

As of 1998, the School had 65 full-time faculty who annually taught 600 regular and executive
MBA, 300 undergraduate, and 40 Ph.D. students, plus executives in a wide range of non-degree
programs. Its broad objective is to be widely recognized as one of the top 10 business schools in
the world on the basis of its outstanding teaching programs, with a creditable research record in
selected areas.

Internationally, the School has been involved with major offshore projects for 30 years, and is
currently involved in Asia (especially China) plus several republics in the former Soviet Union.
These projects have typically involved the establishment of local management training capability.

China Activities

1984 marked the beginning of a continuing linkage with Tsinghua University in Beijing. The
School made a commitment to prepare Chinese MBA and Ph.D. students for studies at Ivey,
work with visiting scholars, provide some short-term instruction in China, and to assist Tsinghua
University’s School of Economics and Management in the development of its management
faculty. Another goal of the project was to help Ivey become more familiar with China and the
conduct of business in that country.

During Phase 1 of the project: 35 articles, cases, and notes were written; nine Ivey faculty
participated in short lecture visits to China; 12 visiting scholars spent one year each at Ivey; there
were eight graduates of the MBA program; all visiting Chinese: attended the Case Writing
Workshop. This project was funded by the Canada-China Management Education Program.

An expanded Phase 11 of this program took place until 1994. A five-year endeavour, the project
was a joint venture with the University of Waterloo, and in China, with Tsinghua, Dalian
University of Technology, and Southeast University. Ivey’s commitment was to continue to assist



Vi

in the development of Chinese institutional capacity for management education. A major element
was the design, development and delivery in August 1992 of a program on teaching Joint
Ventures, Technology Transfer, and International Trade via The Case Method. This train-the-
trainers program was offered to academics from across China, through interpreters. All of the
teaching material was translated into Chinese.

A large scale joint publishing effort was undertaken. In April 1992, the first volume of five
international business casebooks was published in Chinese by Tsinghua University Press. This
series was a joint undertaking of Ivey and Tsinghua. This series constituted a comprehensive
collection of international business cases for Chinese managers and students. In 1992-93 six
international texts were published in Chinese by presses arranged through our partner schools at
Dalian and Southeast.

Since then a great deal of Ivey-initiated China-related case writing has occurred: various books
have been either reprinted, translated or specifically written for the China market; we have offered
introductory-business courses at Tsinghua; faculty visits have occurred, and so forth. All of this
- has occurred in the spirit of demonstrating Ivey’s genuine commitment to China.

Za—

Lawrence G. Tapp
Dean
Richard Ivey School of Business
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Richard lvey School of Business IVE
The University of Western Ontario
Note from the Series Editor

The State Education Commission committee which looked at the content of MBA programs in
China has suggested that 25% of each course utilize the case method. Such a requirement is
intended in part to ensure that future (and existing) managers in China are (A) exposed to a wide
range of new and varied learning situations; and (B) gain practical experience in decision-making,
so as to balance the underlying theory.

This case series is intended to partially fill China’s immediate need for highest quality teaching
cases. Here a case study refers to a comprehensive, field-based, decision-requiring picture of an
administrative situation. It does not include descriptive case histories (which require students to
make no decision); mini-cases or vignettes (which are anecdotal, and not suitable as a stand-alone
basis for an 80-90 minute class), or library-based (such secondary sources produce far fewer
insights than actually interviewing managers for the cases). :

This initial series of casebooks was compiled to directly correspond to each of the required
courses in China’s MBA programs. Subsequent case collections will be compiled for popular
elective courses.

The primary source of cases for these case collections is the Ivey Business School, University of
Western Ontario, Canada. Ivey is the second largest producer of teaching cases in the world, and
the largest producer of current, Asian cases. Ivey waived all of its normal permission fees in order
to see these books produced. Certain other institutions were unwilling to do so. Ivey is
committed to China.

The production of this Series would not have been possible without:

< the initiative of Lee Sun, President of Multi-Lingua,

< the encouragement and assistance of Tsinghua Dean Zhao Chunjun and Assistant Dean Chen
Xiaoyue;

< corporate sponsors (In some instances, Ivey was able to obtain corporate sponsorship to assist
with the heavy costs associated with the completion of this series. Where appropriate, the
sponsor of any book 1s acknowledged in that particular volume.);

< my faculty colleagues at Ivey who selected the cases and wrote the introductions to the
individual volumes;

< our editorial coordinator, Mrs. Mary Roberts.

20080 L

Paul W. Beamish
London, Ontario
June 1998
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G. Andrew Karolyi

Richard Ivey School of Business
The University of Western Ontario
London, Ontario Canada

NGBA 3K7

Tel: (519) 661-4169

Fax: (519) 661-3959

email: akarolyi@ivey.uwo.ca

G. Andrew Karolyi joined the faculty of the Richard ivey School of Business
in July 1996 to teach and do research in Finance. He previously taught in
the Department of Finance of the Fisher College of Business at Ohio State
University. Karolyi received his Bachelor of Arts (Honors) in Economics
from McGill University in 1983 and worked at the Bank of Canada for two
years in their Research Department. He studied for his MBA and PhD
degrees in Finance at the Graduate School of Business at the University of
Chicago from 1985 to 1988. His research and teaching focus on
international financial markets, global financing and investing.

He has published several book chapters and journal articles in the Journal
of Finance, Journal of Financial Economics, Review of Financial Studies,

and the Journal of Financial and Quantitative Analysis, and is currently
Associate Editor of the Journal of Empirical Finance.

He has consulted for businesses, governments, and various associations in
Canada, the United States, Europe, and the Asia-Pacific. He is currently
working as an external consultant to the Bank of New York and the New
York Stock Exchange.
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A Note from the Editor

The globalization of business has been spurred by the burgeoning of financial products and
the expanding network of international market linkages. This integration of financial and
economic markets is fast evolving due to deregulation, product innovations and the advancement

of technology.

This casebook is designed to address the problems, theory and practice of financial
decision-making in the international context. These cases help to develop skills in international
investment and financing techniques and in exchange risk management, including accounting and
taxation aspects. The cases teach students how to judge the outlook for a currency or a security
denominated in a particular currency, how to measure and manage a company’s exposure to
exchange rate and international interest rate risks. They will discover how companies use markets
such as the Eurobond, Global Depositary Receipt and currency options markets, and techniques
such as currency swaps, debt-for-equity exchanges and hybrid bond structures.

Part I of the course deals with the environment within which international financial
decisions are made. “The U.S. and Canadian Dollar in the 1990s” introduces the currency
markets. In judging whether the U.S. and Canadian dollar are relatively over- or undervalued in
global currency markets, the students learn about the relative importance of the balance of
payments, the international monetary system, inflation and growth rates, and futures and forward
currency markets and how they all affect the determination of exchange rates.

Part II examines foretgn exchange rate risk management. The volatility of exchange rates
exposes a multinational business to risks which may impact its underlying value. “Ontario
Teachers’ Pension Plan Board: Hedging Foreign Currency Exposure” evaluates the costs and
benefits of alternative financial techniques to hedge against those exchange risks from the
perspective of a large and growing pension fund which invests abroad.

Part III focuses on the foreign investment decision process. Students are asked to evaluate
foreign investment proposals, emphasizing how to adjust cash flows for the various political and
economic risks encountered abroad, such as inflation, currency fluctuations and expropriations.
“Tianjin Plastics China” represents a case of a Chinese project financing decision for a U.S.-based
international power plant developer, and “Beijing Boiler Works” investigates the financial viability
of a joint-venture deal between Babcock & Wilcox, a U.S. energy systems manufacturer, with a
local Chinese industrial boiler maker.

Part IV discusses medium- and long-term financing options for the multinational firm.
“Advanced Material Technology Corporation” presents the financing options for a Japanese
automobile engine parts manufacturer which include the Eurobond and Eurocurrency markets.
“Huaneng Power International Inc. - Raising Capital in Global Markets” studies the largest
Chinese global equity offering that took place through a direct listing of shares on the New York
Stock Exchange.

G. Andrew Karolyi
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On January 29, 1998, the Canadian dollar fell to its
lowest recorded level since 1858, the year the currency
was introduced in Upper and Lower Canada. It dropped
to 68.10 U.S. cents during the trading day and closed at
68.25 U.S. cents. This significant devaluation of the
Canadian dollar was occurring in the aftermath of
currency turmoil in Asia spurred by Thailand’s baht,
Indonesia’s rupiah and South Korea’s won. Against the

backdrop of this global market uncertainty, many MaEXEEDEASLEEMURS,
attributed the currency woes of most industrialized
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nations to a “flight to quality” to the rock-solid U.S. ! eSS TRES ETME
dollar. In fact, the Canadian dollar had also lost ground ! AXBZE. tNE2RBERR
to the Japanese yen, U.K. pound sterling and German ! ENBERNER, B3ADMI
mark. The objective of this note is to stimulate class I - ’ —
discussion on the intermediate- and long-term prospects | TRATRENERT, BXLN
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98 Economic Conditions
0

Canada/USA 1997 11 PAGES

AUTHOR Karolyl G.A.

The international investments program initiated
in 1990 by the Ontario Teachers’ Pension Plan,
Canada’s largest public pension fund, had created a
large exposure to currency risk. Some successful
tactical currency hedging activities in 1995 prompted
management to pursue the possibility of a structured
foreign currency hedging program. The issue before
management was whether such a hedging program
should be undertaken and what form it should take.
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AUTHOR: Karolyi, G.A.
CASE WRITER: Tzembelicos, D.
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XVI

CASE3 CURRENCY HEDGING FOR
INTERNATIONAL PORTFOLIOS

243 BEFAMEHNHLAN

KT RPHERE

The objective of this note is to identify the key
issues, theories and empirical evidence on the
management of currency risks in international
portfolios. Readers are introduced to the concept of
universal hedging developed by Fischer Black,
empirical evidence on the performance of different
currency hedging strategies and best practices. The
note is useful background for the case “Ontario
Teachers’ Pension Plan Board: Hedging Foreign
Currency Exposure”, #997N002.

INDUSTRY: 0
ISSUES: 162 International Finance
167 Investments
116 Exchange Rates
0
11 PAGES

AUTHOR: Karolyi, G.A.

CASE 4 HUANENG POWER INTERNATIONAL INC:

RAISING CAPITAL IN GLOBAL
MARKETS

It is early October, 1994 and Huaneng Power
International (HPI), an independent power producer in
the People’s Republic of China (PRC), is in the
process of executing a global equity issue to raise
funds for the construction of new power plants. The
company is planning to list the new shares through an
American Depositary Receipt program on the New
York Stock Exchange. The company has recently
reduced the price of the issue due to poor market
conditions and investor resistance to the price range
stated in the preliminary prospectus. The student must
decide, as HPI management, whether the new offer
price and choice of listing exchange is reasonable in
light of recent market events and the political,
economic, social and technological environment in the
PRC.

TEACHING NOTE: 898N01

INDUSTRY: 41
ISSUES: 986 Finance
162 International Finance
284 Initial Public Offerings
336 Valuation

China Large 1994 25 PAGES

AUTHORS: Karolyi, G.A. Foerster, S.R.
CASE WRITER: White J
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AMT, a Japan-based company and one of the
world’s largest manufacturers of advanced ceramic
products was considering the prospects of raising 24
billion yen ($200 million) to finance AMT’s planned
capital expenditure program. The purpose of the case
is to introduce a variety of financing sources including
straight debt, convertible bonds and bonds with
warrants. Currency denomination and location of a
global offering are also considered. A secondary
purpose is to examine the economic and banking
environment in Japan.

Miscellaneous Manufacturing

INDUSTRY: 31
Industries
ISSUES: 127 Financing

126 Financial Strategy
41 Capital Investment
162 International Finance

Japan lLarge 1992 25 PAGES

AUTHOR: Foerster, S.R.
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