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Lesson 1

Motives for Direct Foreign Investment

Introduction

Multinational corporations play a very important role in
the globalization of today’s world economy. In the text, the
author first points out some of the identical features of
MNCs, and then discusses the motives of MNCs for making
overseas investments. Although the ultimate motive is for
profits, there are other factors which MNCs may particular-
ly emphasize when they invest abroad. These factors
include: a) seeking foreign markets that can not be main-
tained adequately by export products, b) preserving foreign
markets shares from actual or potential competition, ¢) ob-
taining essential raw materials, d) taking advantage of
cheap foreign labor, e) benefiting from: host government
policies favorable for direct foreign investment, and )
avoiding trade barriers. Corporations that decide to make
foreign production can either make direct investment or ex-
tend licences or franchises to local firms. Decisions are made

upon considerations of import restrictions, the amount of
1



capital to be used in the production process, labor productiv-
ity and labor cost, the size of foreign markets, and the risk

and uncertainty involved.

Detailed Study of the Text

1. direct foreign investment: See note 3 on the text.

2. multinational corporation: See notes 1 and 2 on the
text.

3. identical features: common characteristics

4. host country: the country where direct foreign in-

vestments are made ( /RJEEH ). The country where the
headquarters of a MNC is seated is called the home coun-
ry JRFEHE).

5. research and development activities: Often short-
ened as R&D, they refer to pure research, applied re-
search, improvement of existing products, and develop-
ment of new techniques and innovations. Corporations
invest in R&D in order to produce innovation, increase

productivity, reduce costs, and keep their leading posi-

tion.
6. stock ownership: See note 4 on the text.
7. corporate management: all those concerned in man-

aging a corporation. This term can also mean the actual
managing of a corporation.

8. haphazardly pop up: appear suddenly without plan,
2



10.

11.

12.

13.
14.

15.

16.
17.
18.

at random

. extractive industries: all industries that provide raw

materials from natural resources (K8 B \l.). The
term is used in contrast to processing industries.

empirical study: studies depending on experience

and observation( Z 5 H 57)

after allowing for risk: after taking risk into con-

sideration

market demand: In economics, demand implies

something more than need or desire. It is a desire plus

the ability to buy the desired good. Market demand is

found by summing up all the individual demands at each

price.

trade restrictions: See note 5 on the text.

have a bearing on cost and revenue:

a) to have a bearing on sth: to be connected with,
to have influence on

b) cost and revenue: Revenue here means the total
income of a company. The difference between rev-
enue and cost is profit. Notice that revenue can also
mean the state income from tax collection (# A).

to tap foreign markets: to open up, to make for-

eign markets accessible (FF & EH 4 i%)

distribution techniques: See note 6 on the text.

marketing division: See note 7 on the text.

market share: proportion of the market that a spe-
3



19.
20.

21.

22.

23.
24.

25.

26.

cific company or product controls (173515 &)

acquisition: #FH  See note 8 on the text.

production costs: all expenses in the process of pro-

duction, including payments for labor, capital, materi-

als, and other items directly or indirectly related to pro-

duction (HE=RIA)

may underlie a firm’s intent:

a) may be the basic reason behind a firm’s intention

b) underlie: lie under. Figuratively it may mean to
be at the basis of, to be the reason behind, to give
rise to, or to give the basic support to.

resource endowments: possession of natural re-

sources.

An endowment can be a talent or a gift from birth, or

something provided by nature (K #£). It can also

mean money or property given te a person or institution

(B, 1/H3K).

preferential tax treatment: L E B R

to circumvent import tariff barriers:

to circumvent : find a way to get round or avoid a

law, difficulty, rule and regulation, etc.

the formation of EEC: the founding of the Euro-

pean Economic Community ( FX ¥ 22 5F L @] 4K ). See

note 1 on the text of Iesson 9 for more reference.

to diffuse mounting protectionist pressures: to

spread out, to reduce increasing pressures from trade



protectionism( % Z R ¥ 3 )

27. may be access to superior factor inputs:

28.
29.

30.

31.

32.

33.

a) access to sth: the right, opportunity or means
of reaching or using something. One more example:
All children have access to the school library

during the afternoon.
b) factor inputs: factors of production, factors that
are put into- production, referring to labor,

buildings, machinery, and entrepreneurship (‘% &

HIAN)
licenses or franchises: See note 10 on the text.
royalty: a percentage of income paid to the owner

of a copyright or patent, or license (MUFE, & FIFLHL,
VRAT (A 2%)

it presupposes that: Licensing requires as a condi-
tion that. . .
fixed costs: costs that remain constant as output

varies and can only be changed in the long run ([& & i{
7).

expropriation : the taking of property into public
ownership, without compensation, such as the proper-
ty of foreign investors or foreign industry in a country
must be incorporated into international business deci-
sions: They must also be taken into consideration

when international business decisions are made.



Key to the Exercises

[l . Translate the following:

1. BAH, FAHE, IFRAAL ERAE, RES A, FE
AR, PEHEFEZHAR, HRRMEHHEL OAA,
FEEFEAME ST, LR LEER AT, TN E
AR AR, AR, AIMIEHFRE, BT
B, BRI, P TE, BT S TR AR, IR
fiti

2. 1) corporate strategy, policy, and planning
2) a variety of other factors '

3) world trade and investment patterns

4) with the exception of extractive industries

5) the most important motive for setting up overseas
subsidiaries

6) the search for new sources of profit

7) dissatisfaction over distribution techniques abroad

8) the location of foreign production facilities

9) a tremendous surge of acquisition of entreprises

10) by way of foreign production

11) subsidies such as preferential tax treatment

12) international business decisions

3. All these factors have a direct bearing on international
investment flows.

4. After allowing for risk, the corporate managers decided
to make an additional investment of $ 600, 000 in the
6



host country.

. In order to further tap overseas markets, many compa-
nies have set up their foreign marketing divisions or sub-
sidiaries.

It is imperative to acquire foreign funds to develop the
national economy. This is particularly true of the devel-
oping countries.

. Reduction of production costs is one of the major factors
that underlie the decision to set up overseas productive
facilities.

. Products of high quality and their competitive prices are
of great importance to the success or failure of a
company .

. He suggets cutting down the price by 10% so as to en-
large the market share. His suggestion has been incorpo-

rated into the company’s marketing plan.

10. Globalization is the best way to assure the highest quali-

ty product at the lowest cost.

[I. Study the meanings of the word “operate” and its

derivatives in the follwing sentences:

1. &8 2. &8

3. BERE 4. FEEIE)
5. % 6. IREBNH

7. VEMLRRF 8. Bzt

9. W) A= 10. HEARBREHNE



IV . Translate the sentences into Chinese:

1.

— B BE A RIR T (1A A 7R B A2 AW 2 4 4
R RS A A BIE SRR R

- REEEANRZE R ONE, AREFM PR MRME,

LA A8 S A A, LA R I 7 R RE R IR B, 2 ) Y 3
AT 2R R

- O Y S T RE R B R Y, GX P B 1] R

R G B LR TEM R F P REZHRE,

Pl REREZBRFARELTRTEESIETHEE

AFEE SR, EUE RS0 MR R B Ah35 0,
ol 4n, BRN 22 05 SRR B SL I, X bS8 17 R — 2 8, 78
I 53 B 2 (A e BT 5 BE 4, K i (T 3 [ 40 R
B, ATE R B B B 5L 1 A I IS8 TT R B RE 2

V . Fill in each blank with an appropriate word from the list

given below :
home, market, companies, raw, location, trans-
portation, production, whatever, whose, assem-
bled, sold

Notes:

1. oyster (4:W5): Here it is figuratively used to mean
something that can bring advantage to them in com-
petition.

2. data retrieval: restoration of data, the process of

bringing data back to a former condition



Lesson 2
Are Commodities Back?

Introduction

This text is a panel discussion, at which four inves-
ment experts express their different opinions on whether it
is desirable to invest in commodities in 1995, This general
question is subdivided into three interrelated questions. It is
necessary to help the students to straighten them out.

1. Is it wise to make long-term investments in com-

modities?
Strongin thinks it is. Why so? (p. 14)

2. Are commodities a good investment for the year of

1995°%

Masters feels they are. Why so? (p. 14)

Clough holds it is best to buy stocks and bonds of
commodity producers. Why? What problems
does he see in investing in commodities?

(p.15)
Strongin thinks it is better to combine commodities

with stocks and bonds. (pp. 15-16)



Markman thinks financial assets are going to be the

main beneficiaries. (p. 16)
3. Is inflation going to be a problem in 19957

Strongin only talks about the necessity for rises in
commodity prices. (p.17)

Masters doesn’t think there is an inflation. But
there might be such a danger. (p.17)

Clough thinks there is no major inflation cycle,
though prices will go up to a higher level.
(p. 17)

Detailed Study of the Text

1. Are commodities back? : Are commodities a good in-
vestment again?

2. panel dicsussion: a discussion on a particular issue by
a selected group of people, usually before an audience

3. U.S. News assistant managing editor: the assistant
managing editor (448 F LB ) of U.S. News and
World Report, an American weekly magazine

4. hard assets: See note 2 on the text.

5. the long-term case for commodities: the long-term
situation for commodities

6. the consumer economy: See note 3 on the text.

7. the emerging economies: the economies of the newly
emerging countries such as Singapore, China, South Ko-
rea, and Mexico
10



10.
11.

12.

13.

14.

15.

16.

. is duplicating that experience: is repeating that ex-
perience
. power grids: network of overhead cables for dis-

tribut{ng electricity over a large area (/& &5 ™)

driving growth: rapid, fast moving growth
apparel : a more literary word for clothing, used in
the single form only
will prices level off: will prices reach a level and
keep at it without further rising
another rise. . . on the order of last year’s gain: an-
other rise in prices similar to that of last year
on the order of : (Am. E.) somewhat like, similar
to,

He lived in a house on the order of ours.

She wants a dress on the order of the one she saw

in the display window.
Emphatically so, both in absolute terms and relative to
stocks: Definitely so, both in terms of the value of
commodities themselves and in terms of their value
compared with those of stocks and bonds.
A year ago... prices were so depressed: A year
ago, the actual value of commodities was relatively
higher than those of stocks and bonds. And because
prices were rather low, it would have looked better to
invest in commodities.
rally: a rise following a drop in prices

11



17.
18.
19.

20.

21.

22.

23.

24.
25.

26.

the price disparity: the price difference

financial assets: See note 2 on the text.

Some commodity prices. . . look risky: This implies

that commodity prices may have reached their highs

and may begin to fall. Consequently, investments in

commodities may result in losses.

Some financial assets have been so battered. . . :

a) batter: hit hard

b) This suggets that some financial assets may have al-
ready reached their lowest price level and their prices
are beginning to rise, offering a good opportunity
for investment.

I'd be looking hardest at bonds: I'd be keeping a

close eye on bonds.

Futures are too risky: They are too risky because

he thinks the current prices of commodities are too high

and will fall. For futures, see note 4 on the text.

global demand: Here it refers to global demand for
investment.

hedging benefit: See note S on the text.

to offset each other: to balance or compensate each

other. Gains from investment in commodities tend to
compensate for losses in investment in financial assets,
and vice versa.

an investment portfolio: the whole lot of different
‘kinds of investments. See note 6 on the text.
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27. which hurt bonds and made equities less attractive:

28.

29.

30.

31.

a) equities: ordinary stocks

b) Bonds yield fixed interest. When interest rates go
higher than bond yields(fiZ#H W & 2 ), it would be
more profitable to deposit money in banks, thus
hurting bonds.

c¢) For the same reason, higher interest rates also tend
to turn invetsors away from the stock market.

beneficiary: person who receives a benefit (5% %

A)

to seem like mere blips: to seem to be very small

blips: tiny spots of light as found on a rada screen

to counteract concerns about inflation:

a) to counteract: to act against, to make less

b) inflation: an all-round continuing rise in prices

c¢) Increasing productivity will make people less worried

about inflation.

Continued advances. .. dampen price and wage pres-
sures:
a) continued increase in technology: This increases

productivity. Increased productivity leads to more
output at lower production costs, and finally lower
selling prices of products.

b) the unleashing of one third of the world’s
population: the release of the population from
the control of planned economies. This suggets that

13



