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Richard Ivey School of Business IVE
The University of Western Onltario
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 Ivey.

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

< 1In 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.

4 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.)

4 1In 1948, the first MBA program in Canada was established.
4 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 office. 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, commencement 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 I 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 II 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
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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 offéred
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.

M%ﬁg

Lawrence G. Tapp
Dean
Richard Ivey School of Business
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Richard Ivey 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 is 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.

AU

Paul W. Beamish
London, Ontario
June 1998
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Steve Foerster

Steve Foerster

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

N6A 3K7

Tel: (519) 661-3726

Fax: (519) 661-3959

email: sfoerste@ivey.uwo.ca

Steve Foerster is an Associate Professor of Finance at Richard Ivey School
of Business, where he has taught since 1987. He received a BA (Honors
Business Administration) from The University of Western Ontario in 1981,
and an MA and PhD from the Wharton School, University of Pennsylvania.
He obtained the Chartered Financial Analyst (CFA) designation in 1997
and is teaching the Investments course in the Executive MBA Program,
first-year Finance in the HBA Program, and Management of Financial
Assets to both undergraduates and MBAs.

Foerster has written over 30 cases in the areas of investments and
financial management. He has approximately 20 publications including
empirical studies in leading academic journals such as The Journal of
Financial Economics, The Journal of Finance, as well as
practitioner-oriented publications such as Canadian Investment Review.
He has also co-authored a book entitled Canadian Cases in Financial
Management.

Foerster is active in the design and teaching of the Retail Training Program
for Investment Advisors at Nesbitt Burns and is an associate of the
derivatives and risk management consulting firm, Leonhardt and
Associates Inc. Foerster is a member of the Advisory Board of the
Canadian Investment Review and is a member of the lnvestment
Committee of Foundation Western (UWO's endowment fund).

Foerster's current research interests are in the investments and capital
market areas and include:

+ the impact of international firms listing on U.S. exchanges and
raising capital

+ the predictability of international equity returns related to the U.S.
election cycle

+  price momentum strategies

+ corporate risk management practices.
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A Note from the Editor

The casebook is intended for a course that addresses the problems, theory, and (most importantly)
practice of portfolio management. There are three main foci to such a course: (1) the fundamental
concepts and building blocks related to securities and portfolio management; (2) the concrete challenges
of analysis, implementation, and marketing facing portfolio managers; and (3) the development and
evaluation of coherent, practical asset management strategies.

The first part of the course deals with the fundamental concepts of asset valuation and the determinants
of the risk/return relationship. The major macroeconomic influences on asset prices also addressed in the
“Midas Growth” case. The “Jess Walton” case examines some basic relationships that drive the prices of
fixed-income securities (i.e., bonds). The importance of understanding a particular industry is
emphasized in the “Kingsway” case. Further industry analysis, as well as an examination of the
importance of financial statement analysis is examined in the “Bank Stock” case. Addressed in the
“Valuing Coca Cola Stock” case are concepts related to models, such as CAPM, or market pricing of
risk. Methods of tailoring risk/return relationships through the use of derivative instruments are
examined in the “ScotiaMcLead” case. Although the ideas developed are quite straightforward in
concept, their application can encounter a number of practical complications and impediments.

The second part of the course focuses on specific problems facing different groups of portfolio managers,
. such as pension funds and mutual funds. The nature of the problems faced by managers differ depending

on the type of fund they manage and the institutional and legal constraints in which they operate. The
cases are primarily focused in a North American context. The “Cost Effectiveness” case examines
important issues related to performance measurement and benchmarking. The “Ontario Teachers” trilogy
of cases focus on important portfolio management decisions such as asset allocation (based on efficient
frontier analysis), risk measurement, and currency hedging. The “Southam Retirement” case deals with
the issue of choosing a new fund manager. The “CICB Japanese Equity” case deals with the positioning
of a new mutual fund. '

Finally, the third part of the course addresses investment strategies in general as well as the alluring area
of "anomalies": the empirical evidence that suggests that markets may not always be efficient. The cases
“Pegaus” and “Price Momentum Strategy” emphasize that the potential gains from such a strategy (if the
inefficiency is real) must be-weighed against the possible loss (if there is only a false appearance of an

inefficiency).

Steve Foerster
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CASE 1 MIDAS GROWTH FUND:

ECONOMIC OUTLOOK

A mutual fund portfolio manager was reviewing
the growth fund’s assets and examining the outlook for
the upcoming year. He needed to decide on the allocation
between cash and equity and to determine which sectors
to overweight or underweight. In particular, he need to
understand the relationship between macroeconomic
variables and capital markets, and to identify the position
of the economy in the business cycle.

INDUSTRY: 57 Holdings and other Investment
Companies
ISSUES: 97 Economic Analysis
98 Economic Conditions
168 Investment Analysis

167 Investments
Canada Large 1996 21 PAGES

AUTHOR:Foerster, S.R.
CASE WRITER: Asdhir N:Jacobs H

CASE 2¢ JESS WALTON (A)

Jess Walton decided the time was right for a
sizeable investment in bonds. She faced two
immediate considerations: determining which bond or
bonds represented attractive buying opportunities and
deciding whether or not she should borrow all or part
of her anticipated $50,000 investment. She realized
she would have to choose between government versus
corporate bonds, nigh versus low coupon bonds, and
short-term versus long-term bonds.

INDUSTRY:
ISSUES:

Banking

Bonds
Taxation

ONTARIO 1989 11 pages

CASE WRITER: Griftiths, M.
FACULTY MEMBER: Foerster, S.R.

Interest Rates

CASE 3 KINGSWAY FINANCIAL SERVICES INC.
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A fund manager has to decide whether to keep an
investment in Kingsway Financial Services Inc. (a
property and casualty insurance company) as part of
his portfolio. This case examines how a property and
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casualty (P&C) investment fits into a stock portfolio
and some of the unique characteristics of the
insurance industry. The case gives students an
exposure to insurance reserves, an understanding of
how P&C companies make money and where such an
investment fits into a portfolio.

Industry: Insurance and Pension Funds.

Issues: Investment Analysis, Investment Funds,
Industry Analysis, Investments.

CASE 4 \;-Ti-iE BANK STOCK INVESTMQN’T

o ﬂEClS%ON

A penion fund manager was examining Bank of
Montreal’s recent financial performance in
comparison with other large Canadian bank stocks,
and large U.S. bank stocks as well, in order to
determine what factors appeared to be driving the
stock’s performance. He then needed to consider
whether to change the fund’s investment in the stock.
The teaching purpose of this case is to examine the
usefulness of financial performance measures and
examine what drives stock values.

INDUSTRY: 57 Holdings and other Investment
Companies
ISSUES: 336 Valuation

122 Financial Analysis
123 Financial Institutions
0

North America 23PAGES

Large 1996
AUTHOR:Foerster, S.R.

CASES VALUING COCA COLA STOCK

As an investment advisor with a major brokerage
firm, Jessie Jones gave investment suggestions and
helped clients manage their portfolios. Some of her
clients had Coca Cola stock in their portfolios and
Jessie wondered whether to recommend the stock to
any of her new clients or clients that did not currently
have Coca Cola in their Portfolios. The case can be
used to introduce the dividend discount model, capital
asset pricing model, and price-earnings models.

TEACHING NOTE: 897N17
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CASE 6 SCOTIAMCLEOD EQUITY

Nick Leyhane, Index Products Specialist at
ScotiaMcLeod’s Derivative Department had just
completed a draft report “The Use of Toronto 35
Futures for Synthetic Indexation Strategies.” Leyhane
was to meet with the Vice President of Equity
Derivatives to determine a strategy to sell the idea of
“synthetics™ to potential institutional investors and to
determine precisely who the potential clients were.
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DECISION

In 1994, William Booth a member of the
management team of the Ontario Teachers’ Pension
Plan Board (OTPPB), was asked to re-examine the
diversification strategy that the $30 billion fund had
been pursuing since its inception and to determine an

optimal long-term asset allocation policy for the fund.
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