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Preface

New to This Edition

Our continuing challenge is to strike a balance between being one of the very first textbooks
in this field (and therefore in many ways defining the field) and introducing the many new
concepts and components in global business today, from crowdfunding to blockchain. We
therefore have hopefully found some balance between what is valued by continuing adopters
and the valued insights of selected reviewers—the innovator’s dilemma. Surveys of adopters
were extremely useful in this revision, and a number of specific developments were included.

The Impossible Trinity. A core international financial principle, the Impossible Trinity’s
use as a unifying theoretical link across multiple subjects and chapters has been expanded.

The Foreign Exchange Market and Digital Trade. New material in this edition explores in
depth how the changing structure of the global foreign exchange market—trading, com-
munication, and settlement—is posing challenges for private players and public regulators
and overseers.

Translation Exposure Expansion. Translation exposure, a cross-section of international
finance, economics, and accounting, has been renewed and expanded to more effectively
cover its wider theoretical and practical applications in industry.

Financing of Foreign Subsidiaries. Always a topic unique to the field of multinational
finance, our discussion of subsidiary funding sources and practices has been expanded to
include recent developments and changing access to capital.

International Taxation. The seismic changes introduced by the United States effective on
January 1, 2018, have been highlighted in exploration of how taxation alters the funda-
mental financial management activities of global companies from Apple to Caterpillar.

Political Risk and Financial Losses. The chapter on foreign direct investment and political
risk has been revised to reflect the growing use of restrictions on convertibility, transfer-
ability, and the possibility of repudiation or expropriation.

New and Edgier Mini-Cases. Eight of the 18 mini-cases are completely new to the fif-
teenth edition, and explore many of the edgier debates rising between global business,
social policy, and corporate social responsibility. Topics include Argentine debt and vulture
investors, Apple’s global tax structure, Brexit and its potential impact on Rolls-Royce,
Volkswagen’s governance structure and its defeat device strategy, and political risk in
Kazakhstan’s oil and gas industry, to name a few.

Expanded Quantitative Applications. We have worked diligently to increase the quan-
titative elements across subjects and chapters to push students to explore the depth of
analysis and comprehension. Multinational Business Finance, Fifteenth Edition includes
more than 250 end-of-chapter problems, all solved within Excel. We have also continued
to present problems that are based on real-world applications and challenges, something
we believe in very strongly.

il
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Preface

Solving Teaching and Learning Challenges

Multinational Business Finance is the financial management of multinational enterprises
(MNESs) —multinational financial management. MNEs are firms and organizations of all kinds
and sizes—for-profit companies, family-owned businesses, sovereign states, and NGOs, among
others—that have operations in more than one country and conduct their activities through a
multitude of structures and contracts from wholly owned foreign subsidiaries to joint ventures
with local or global partners to host governments.

Moreover, global business and finance, all the way down to the trading of currencies, has
been revolutionized by digital platforms from electronic trading to blockchain contracts in
complex international trade transactions.

Multinational Business Finance, Fifteenth Edition, is aimed at university level courses in
international financial management, international business finance, international finance, and
similar titles. It can be used at either the graduate level or in executive education and corporate
learning courses.

A prerequisite course or experience in corporate finance or financial management
would be ideal. However, we review the basic finance concepts before we extend them to
the multinational case. We also review the basic concepts of international economics and
international business.

Over many years and many editions, as we ourselves have used the book in courses from
Hyderabad to Helsinki to Honolulu, we have observed an ever-widening audience for this book.

Global Financial Marketplace

Multinational

Enterprises
Financial Private companies,
Management & publicly traded enter-
Leadership prises, sovereign states,
Financial decision-making non-governmental
in pursuit of multinational organizations (NGOs)

business and
financial goals
Instruments &
Assets

Currencies, interest rates,
financial derivatives—
options, futures, forwards,
swaps, contracts
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2GRS The Foreign Exchange Market Today

The two-tier structure that separated the Interdealer Market
Emerging Market and Customer Market for so many years is effectively gone.
Customer \ Today’s system, dominated by electronic trading, allows

customers all kinds of direct access to global trading.

mer
Custome . Voice @ <--------- > Electronic

A Retail Broker <——>  Broker
g Aggregator

Customer 4~

Dealer ”  Dealer o <-----o-- - ::")'I'(':r
Customer — —
‘\“\ . Y », S 4 V*
A Single-Bank A :
_»  Trading System 5
a A 4 -
Customer ) .
Multi-Bank :
Trading System  ~.. V
T
Source: Constructed by authors based on “Foreign Exchange Market Structure, Players and Evolution,” Hedge Fund
Michael R. King, Carol Osler and Dagfinn Rime, Norges Bank, Working Paper,Research Department, 2011, Customer

10, p. 21, and “The anatomy of the global FX market through the lens of the 2013 Triennial Survey,” by
Dagfinn Rime and Andreas Schrimpf, BISQuarterly Review, December 2013.

We continue to try and service this greater global audience with multi-country companies,
markets, and challenges, whether in theoretical applications, practice boxes, mini-cases, or
end-of-chapter problems.

Organization
Multinational Business Finance has been redesigned and restructured for tightness —critical
elements of the field but in a much shorter delivery framework. This has been accomplished
by integrating a number of previous topics along financial management threads. The book is
in five parts, the parts unified by the common thread of the globalization process by which a
firm moves from a domestic to a multinational business orientation.

@ Part 1 introduces the global financial environment

@ Part 2 explains foreign exchange theory and markets

@ Part 3 explores foreign exchange rate exposure

@ Part 4 details the financing of the global firm

B Part 5 analyzes international investment decisions

Pedagogical Tools

To make the book as comprehensible as possible, we use a large number of proven pedagogi-
cal tools. Again, our efforts have been informed by the detailed reviews and suggestions of
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a panel of professors who are recognized individually for excellence in the field of interna-
tional finance, particularly at the undergraduate level. Among these pedagogical tools are the
following:

B A student-friendly writing style combined with a structured presentation of material,
beginning with learning objectives for each chapter, and ending with a summarization of
how those learning objectives were realized.

B A wealth of illustrations and exhibits to provide a visual parallel to the concepts and con-
tent presented.

B A running case on a hypothetical U.S.-based firm, Ganado Corporation, provides a
cohesive framework for the multifaceted globalization process, and is reinforced in
several end-of-chapter problems.

= A mini-case at the end of each chapter illustrates the chapter content and extends it to the
multinational financial business environment.

2GS Argentine Sovereign Bond Price and Default (Due Nov. 2002/Defaulted)

Bond Price (Nov. 2002 maturity, defaulted, percent of par)

140
Argentina Defaults 2010 Offer:
0 $81.8 billion Same exchange as 2005;
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100 line with creditors in o i Sup;ef?iwrer;n(slourt
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continuing talks Crisis | Second Circuit
80 N I
| |
I I
2005 Offer: Exchange of Vulture :
60 new for old debt at 26% Funds increase ! 'Selcond
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New mini-cases in this edition include, among others, the following:
¥ Globalization —or not—of the Chinese renminbi
Volkswagen’s corporate governance and its diesel defeat device
Rolls-Royce’s currency challenges with Brexit
Electrolux of Sweden’s newly restructured global currency management program

Ferrari’s PO and acceptance of slow revenue and cash flow growth
Tengiz—understanding political risk in one of the largest oil and gas investments in
the world
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Preface vii

B Global Finance in Practice boxes in every chapter highlight how real firms and real manag-
ers deal with the never-ending complexity of executing global business deals in a changing
marketplace, from the mundane accounts payable to the exceptional expropriation. These
applications extend the concepts without adding to the length of the text itself.

GLOBAL FINANCE IN PRACTICE 13.1 :

Brexit and the Cost of Capital

The decision for the United Kingdom to leave the European
Union is resulting in more and more companies having a higher
cost of capital on both sides of the Channel. A restructuring
of the banking sectors in both sectors involves direct costs as
well as more segmented markets. All at a time when global
interest rates—dollar, pound, and euro—are expected to start
rising as the residual impacts of the financial crisis fall further
and further into the past.

Impacts on Banks. Banks in the UK are already incurring
sizable restructuring costs. A number of London banks have
been moving quickly to move large portions of their opera-
tions and jobs to the Continent in an effort to retain clients and
market share. London banks are estimating that restructuring
costs alone may range between $200 million and $400 million.
The costs of capital for banks themselves are expected to rise
at least 4%, and many are looking to increase their capital
bases by more than 30% as they establish European banks
to retain Continental clients.

Impacts on Borrowers. One of the unintended results
is a multitude of banks are reducing their lines of credit
and increasing their fees to many of the small- to medium-
sized enterprises. Companies with annual revenue of up to

€10 million are defined as small businesses, firms with revenue
between €10 and €50 million are medium-sized according to
the European Union. This segment of borrowers is particularly
sensitive to these changes as many of these firms use only
one bank for the majority of their financial services. Without
alternative banks, either offering alternative services or com-
petitive rates, they are starting to feel the impacts of reduced
services and increased costs. As bank fees and alternatives
shrink, most borrowers are expecting to see rising costs of
debt throughout 2018 and 2019.

How this will ultimately impact business activity is hard to
say, but early signs from these segments are not encouraging.
Some experts, including Professor Aswath Damodaran of New
York University’s Stern School of Business, have been encour-
aging companies to focus on the three drivers of business
valuation—cash flows, growth rates, and discount rates—and
not fall victim to pessimism. He has characterized Brexit as a
“garden variety crisis” that most businesses should endure.

A number of firms, however, are beginning to cut back
on new investment projects. Rising capital costs make fewer
prospective investments financially viable. A number of bor-
rowers have noted that their firms will intentionally now work
to increase their cash balances—a form of precautionary
source of funds—as they fear reduced access to afford-
able debt.

@ Every chapter has a number of end-of-chapter exercises requiring the use of the Internet,
while a variety of Internet references are dispersed throughout the chapters in text and
exhibits.

© A multitude of end-of-chapter questions and problems, which assess the students’ under-
standing of the course material. All end-of-chapter problems are solved using spread-
sheet solutions. Selected end-of-chapter problem answers are included at the back
of this book.

B Numerous mathematical derivations, such as parity conditions, foreign currency option
pricing, and complex option products, are placed in appendices. This allows selective use
as the student or faculty member feels appropriate.

MyLab Finance

Reach every student with MyLab Finance
MyLab is the teaching and learning platform that empowers you to reach every student. By
combining trusted author content with digital tools and a flexible platform, MyLab personalizes
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the learning experience and improves results for each student. Learn more about MyLab
Finance at www.pearson.com/mylab/finance.

Deliver trusted content

You deserve teaching materials that meet your own high standards for your course. That’s why
we partner with highly respected authors to develop interactive content and course-specific
resources that you can trust—and that keep your students engaged.

Empower each learner

Each student learns at a different pace. Personalized learning pinpoints the precise areas where
each student needs practice, giving all students the support they need—when and where they
need it—to be successful.

Teach your course your way

Your course is unique. So whether you’d like to build your own assignments, teach multiple
sections, or set prerequisites, MyLab gives you the flexibility to easily create your course to
fit your needs.

Improve student results
When you teach with MyLab, student performance improves. That’s why instructors have
chosen MyLab for over 15 years, touching the lives of over 50 million students.

Instructor Teaching Resources

A robust package of materials for both instructor and student accompanies the text to facili-
tate learning and to support teaching and testing.

Supplements available to

instructors at www
.pearsonhighered.com/irc | Features of the Supplement

Instructor’s Solution M Complete answers to all end-of-chapter questions,
Manual problems, and chapter mini-cases
prepared by the authors B All quantitative end-of-chapter problems are solved using
spreadsheets

Test Bank 1,200 multiple-choice, true/false, short-answer, and short-essay
authored by Rodrigo questions with these annotations:
Hernandez from Radford = Difficulty level (1 for straight recall, 2 for some analysis, 3
University for complex analysis)

= Topic

B Learning outcome

W Category (Recognition, conceptual, analytical)

[ |

AACSB learning standard (Written and Oral
Communication; Ethical Understanding and Reasoning;
Analytical Thinking; Information Technology; Interpersonal
Relations and Teamwork; Diverse and Multicultural Work;
Reflective Thinking; Application of Knowledge)
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Supplements available to

instructors at www
.pearsonhighered.com/irc | Features of the Supplement

TestGen© Computerized TestGen allows instructors to:

Test Bank B Customize, save, and generate classroom tests
B Edit, add, or delete questions from the Test Item Files
M Analyze test results
M Organize a database of tests and student resullts.

PowerPoints Slides include all the graphs, tables, and equations in the textbook.
authored by Sonya Two set of the slides are available—for chapters and for mini-cases.
Lutter from Kansas State

PowerPoints meet accessibility standards for students with
disabilities. Features include, but are not limited to:

W Keyboard and Screen Reader access
B Alternative text for images

M High color contrast between background and foreground
colors

University

Acknowledgments

The authors are very thankful for the many detailed reviews of previous editions and sug-
gestions from a number of colleagues. The final version of Multinational Business Finance,
Fifteenth Edition, reflects most of the suggestions provided by these reviewers. The survey

@ reviewers were anonymous, but the detailed reviewers were:
Sanjiv Sabherwal Ming Li
University of Texas at Arlington San Francisco State University
Mukunthan Santhanakrishnan J. Jimmy Yang
Southern Methodist University Oregon State University
Myra Moore Jaemin Kim
Terry College of Business, University of San Diego State University
Georgia Michael Fuerst
Joe Greco University of Miami
Cal State Fullerton Niranjan Tripathy

University of North Texas

Special thanks are extended to the reviewers and survey participants of the previous editions:

Jennifer Foo Richard L. Patterson Stephen Archer

Stetson University Indiana University, Willamette University
John Gonzales Bloomington Bala Arshanapalli

University of San Francisco Tzveta Vateva Indiana University Northwest
Delroy M. Hunter Kent State University Hossein G. Askari

University of Southern Florida Otto Adleberger George Washington University
Chee K. Ng Essen University, Germany Robert T. Aubey

Fairleigh Dickinson University Alan Alford University of Wisconsin

Northeastern University at Madison

www.manharaa.com
@ 03/07/2018 22:42




X Preface

David Babbel

University of Pennsylvania
James Baker

Kent State University
Morten Balling

Arhus School of Business,

Denmark
Arindam Bandopadhyaya

University of Massachusetts at

Boston
Ari Beenhakker

University of South Florida
Carl Beidleman

Lehigh University
Robert Boatler

Texas Christian University
Gordon M. Bodnar

Johns Hopkins University
Nancy Bord

University of Hartford
Finbarr Bradley

University of Dublin, Ireland
Tom Brewer

Georgetown University
Michael Brooke

University of Manchester,

England
Robert Carlson

Assumption University, Thailand
Kam C. Chan

University of Dayton
Chun Chang

University of Minnesota
Sam Chee

Boston University Metropolitan

College
Kevin Cheng

New York University
It-Keong Chew

University of Kentucky
Frederick D. S. Choi

New York University
Jay Choi

Temple University
Nikolai Chuvakhin

Pepperdine University
Mark Ciechon

University of California,

Los Angeles

AO1_EITE6550_15_SE_FM.indd 10

J. Markham Collins

University of Tulsa
Alan N. Cook

Baylor University
Kerry Cooper

Texas A&M University
Robert Cornu

Cranfield School

of Management, U.K.
Roy Crum

University of Florida
Steven Dawson

University of Hawaii at Manoa
David Distad

University of California, Berkeley
Gunter Dufey

University of Michigan,

Ann Arbor
Mark Eaker

Duke University
Rodney Eldridge

George Washington University
Imad A. Elhah

University of Louisville
Vihang Errunza

McGill University
Cheol S. Eun

Georgia Tech University
Mara Faccio

University of Notre Dame
Larry Fauver

University of Tennessee
Joseph Finnerty

University of Illinois

at Urbana-Champaign
William R. Folks, Jr.

University of South Carolina
Lewis Freitas

University of Hawaii at Manoa
Anne Fremault

Boston University
Fariborg Ghadar

George Washington University
Ian Giddy

New York University
Martin Glaum

Justus-Lievig-Universitat Giessen,

Germany
Deborah Gregory

University of Georgia

Robert Grosse

Thunderbird
Christine Hekman

Georgia Tech University
Steven Heston

University of Maryland
James Hodder

University of Wisconsin, Madison
Alfred Hofflander

University of California,

Los Angeles
Janice Jadlow

Oklahoma State University
Veikko Jaaskelainen

Helsinki School of Economics

and Business Administration
Benjamas Jirasakuldech

University of the Pacific
Ronald A. Johnson

Northeastern University
Fred Kaen

University of New Hampshire
John Kallianiotis

University of Scranton
Charles Kane

Boston College
Robert Kemp

University of Virginia
W. Carl Kester

Harvard Business School
Seung Kim

St. Louis University
Yong Kim

University of Cincinnati
Yong-Cheol Kim

University of

Wisconsin-Milwaukee
Gordon Klein

University of California,

Los Angeles
Steven Kobrin

University of Pennsylvania
Paul Korsvold

Norwegian School

of Management
Chris Korth

University of South Carolina
Chuck C. Y. Kwok

University of South Carolina

www.manaraa.com

03/07/2018 22:42



John P. Lajaunie

Nicholls State University
Sarah Lane

Boston University
Martin Laurence

William Patterson College
Eric Y. Lee

Fairleigh Dickinson University
Yen-Sheng Lee

Bellevue University
Donald Lessard

Massachusetts

Institute of Technology
Arvind Mahajan

Texas A&M University
Rita Maldonado-Baer

New York University
Anthony Matias

Palm Beach Atlantic College
Charles Maxwell

Murray State University
Sam McCord

Auburn University
Jeanette Medewitz

University of Nebraska at Omaha
Robert Mefford

University of San Francisco
Paritash Mehta

Temple University
Antonio Mello

University of Wisconsin

at Madison
Eloy Mestre

American University
Kenneth Moon

Suffolk University
Gregory Noronha

Arizona State University
Edmund Outslay

Michigan State University
Lars Oxelheim

Lund University, Sweden
Jacob Park

Green Mountain College
Yoon Shik Park

George Washington University
John Petersen,

George Mason University
Harvey Poniachek

New York University

AO1_EITE6550_15_SE_FM.indd 11

Yash Puri
University of Massachusetts
at Lowell
R. Ravichandrarn
University of Colorado
at Boulder
Scheherazade Rehman
George Washington University
Jeff Rosenlog
Emory University
David Rubinstein
University of Houston
Alan Rugman
Oxford University, UK.
R. J. Rummel
University of Hawaii at Manoa
Mehdi Salehizadeh
San Diego State University
Michael Salt
San Jose State University
Roland Schmidt
Erasmus University,
the Netherlands
Lemma Senbet
University of Maryland
Alan Shapiro
University of Southern
California
Hany Shawky
State University of New York,
Albany
Hamid Shomali
Golden Gate University
Vijay Singal
Virginia Tech University
Sheryl Winston Smith
University of Minnesota
Luc Soenen
California Polytechnic State
University
Marjorie Stanley
Texas Christian University
Joseph Stokes
University of
Massachusetts-Amherst
Jahangir Sultan
Bentley College
Lawrence Tai
Loyola Marymount University

Preface xi

Kishore Tandon
CUNY — Bernard
Baruch College
Russell Taussig
University of Hawaii at Manoa
Lee Tavis
University of Notre Dame
Sean Toohey
University of Western Sydney,
Australia
Norman Toy
Columbia University
Joseph Ueng
University of St. Thomas
Gwinyai Utete
Auburn University
Rahul Verma
University of Houston-Downtown
Harald Vestergaard
Copenhagen Business School
K. G. Viswanathan
Hofstra University
Joseph D. Vu
University of Illinois,
Chicago
Mahmoud Wahab
University of Hartford
Masahiro Watanabe
Rice University
Michael Williams
University of Texas at Austin
Brent Wilson
Brigham Young University
Bob Wood
Tennessee Technological
University
Alexander Zamperion
Bentley College
Emilio Zarruk
Florida Atlantic University
Tom Zwirlein
University of Colorado,
Colorado Springs
Industry
(present or former affiliation)
Paul Adaire
Philadelphia Stock Exchange
Barbara Block
Tektronix, Inc.

www.manaraa.com

03/07/2018 22:42



il Preface
Holly Bowman Steven Ford Kenneth Knox
Bankers Trust Hewlett Packard Tektronix, Inc.
Payson Cha David Heenan Arthur J. Obesler
HKR International, Campbell Estate, Hawaii Eximbank
Hong Kong Sharyn H. Hess I. Barry Thompson
John A. Deuchler Foreign Credit Insurance Continental Bank
Private Export Funding Association Gerald T. West
Corporation Aage Jacobsen Overseas Private Investment
Kare Dullum Gudme Raaschou Investment Corporation
Gudme Raaschou Investment Bank, Denmark Willem Winter
Bank, Denmark Ira G. Kawaller First Interstate Bank of Oregon

Chicago Mercantile Exchange

A note of thanks is also extended to our accuracy reviewer, Alan Wolk. We would like to
thank all those with Pearson Education who have worked so diligently on this edition: Kate
Fernandes, Neeraj Bhalla, and Sugandh Juneja. We are also grateful to all the project managers
at SPi Global: Roberta Sherman, Andrea Archer, and Angela Urquhart.

Finally, we would like to dedicate this book to our parents, Bennie Ruth and the late Hoy
Moffett, the late Harold and Norma Stonehill, and the late Wilford and Sylvia Eiteman, who
gave us the motivation to become academicians and authors. We thank our wives, Megan, Kari,
and Keng-Fong, for their patience while we were preparing Multinational Business Finance,
Fifteenth Edition.

@ Pacific Palisades, California D.K.E.
Honolulu, Hawaii A.1.S.
Glendale, Arizona M.H.M.

www.manharaa.com
@ 03/07/2018 22:42




About the Authors

David K. Eiteman. David K. Eiteman is Professor Emeritus of Finance at the John E. Ander-
son Graduate School of Management at UCLA. He has also held teaching or research
appointments at the Hong Kong University of Science & Technology, Showa Academy of
Music (Japan), the National University of Singapore, Dalian University (China), the Helsinki
School of Economics and Business Administration (Finland), University of Hawaii at Manoa,
University of Bradford (U.K.), Cranfield School of Management (U.K.), and IDEA (Argen-
tina). He is a former president of the International Trade and Finance Association, Society for
Economics and Management in China, and Western Finance Association.

Professor Eiteman received a B.B.A. (Business Administration) from the University of
Michigan, Ann Arbor (1952); M.A. (Economics) from the University of California, Berkeley
(1956); and a Ph.D. (Finance) from Northwestern University (1959).

He has authored or co-authored four books and twenty-nine other publications. His articles
have appeared in The Journal of Finance, The International Trade Journal, Financial Analysts
Journal,Journal of World Business, Management International, Business Horizons, MSU Busi-
ness Topics, Public Utilities Fortnightly, and others.

Arthur L. Stonehill. Arthur I. Stonehill is a Professor of Finance and International Business,
Emeritus, at Oregon State University, where he taught for 24 years (1966-1990). During 1991-
1997 he held a split appointment at the University of Hawaii at Manoa and Copenhagen Busi-
ness School. From 1997 to 2001 he continued as a Visiting Professor at the University of Hawaii
at Manoa. He has also held teaching or research appointments at the University of California,
Berkeley; Cranfield School of Management (U.K.); and the North European Management
Institute (Norway). He was a former president of the Academy of International Business, and
was a western director of the Financial Management Association.

Professor Stonehill received a B.A. (History) from Yale University (1953); an M.B.A. from
Harvard Business School (1957); and a Ph.D. in Business Administration from the University
of California, Berkeley (1965). He was awarded honorary doctorates from the Aarhus School
of Business (Denmark, 1989), the Copenhagen Business School (Denmark, 1992), and Lund
University (Sweden, 1998).

He has authored or co-authored nine books and twenty-five other publications. His articles
have appeared in Financial Management, Journal of International Business Studies, California
Management Review, Journal of Financial and Quantitative Analysis, Journal of International
Financial Management and Accounting, International Business Review, European Management
Journal, The Investment Analyst (U.K.), Nationalpkonomisk Tidskrift (Denmark), Sosialgko-
nomen (Norway), Journal of Financial Education, and others.

Michael H. Moffett. Michael H. Moffett is Continental Grain Professor in Finance at the
Thunderbird School of Global Management at Arizona State University, where he has been
since 1994. He also has held teaching or research appointments at Oregon State University
(1985-1993); the University of Michigan, Ann Arbor (1991-1993); the Brookings Institution,

Xiii

www.manaraa.com
AO1_EITE6550_15_SE_FMiindd 13 @ 03/07/2018 22:42



Xiv

About the Authors

Washington, D.C.; the University of Hawaii at Manoa; the Aarhus School of Business (Den-
mark); the Helsinki School of Economics and Business Administration (Finland), the Inter-
national Centre for Public Enterprises (Yugoslavia); and the University of Colorado, Boulder.

Professor Moffett received a B.A. (Economics) from the University of Texas at Austin
(1977),an M.S. (Resource Economics) from Colorado State University (1979),an M.A. (Eco-
nomics) from the University of Colorado, Boulder (1983), and Ph.D. (Economics) from the
University of Colorado, Boulder (1985).

He has authored, co-authored, or contributed to a number of books, articles, case studies,
and other publications. He has co-authored two books with Art Stonehill and David Eiteman,
Fundamentals of Multinational Finance, and this book, Multinational Business Finance. His
articles have appeared in the Journal of Financial and Quantitative Analysis, Journal of Applied
Corporate Finance, Journal of International Money and Finance, Journal of International
Financial Management and Accounting, Contemporary Policy Issues, Brookings Discussion
Papers in International Economics, and others. He has contributed to a number of collected
works including the Handbook of Modern Finance, the International Accounting and Finance
Handbook, and the Encyclopedia of International Business. He is also co-author of two books
in multinational business with Michael Czinkota and Ilkka Ronkainen, International Busi-
ness (7th Edition) and Global Business (4th Edition), and The Global Oil and Gas Industry:
Strategy, Finance, and Management, with Andrew Inkpen.

www.manharaa.com

03/07/2018 22:42



Brief Contents

PART 1 Global Financial Environment 1

Chapter 1~ Multinational Financial Management: Opportunities
and Challenges 2

Chapter 2 The International Monetary System 29
Chapter 3 The Balance of Payments 57
Chapter 4  Financial Goals and Corporate Governance 89

PART 2 Foreign ExchangeTheory and Markets 119
Chapter 5 The Foreign Exchange Market 120
Chapter 6 International Parity Conditions 151
Chapter 7 Foreign Currency Derivatives: Futures and Options 186
Chapter 8 Interest Rate Risk and Swaps 215
Chapter 9 Foreign Exchange Rate Determination and Intervention 248

PART 3 Foreign Exchange Exposure 281

Chapter 10 Transaction Exposure 282
Chapter 11 Translation Exposure 324
Chapter 12 Operating Exposure 350

PART 4 Financing the Global Firm 379

Chapter 13 Global Cost and Availability of Capital 380
Chapter 14 Funding the Multinational Firm 417
Chapter 15  Multinational Tax Management 451
Chapter 16 International Trade Finance 485

PART 5 Foreign Investments and Investment Analysis 511

Chapter 17 Foreign Direct Investment and Political Risk 512
Chapter 18  Multinational Capital Budgeting and Cross-Border Acquisitions 538

Answers to Selected End-of-Chapter Problems 572

Glossary 576
Index 594

XV

www.manharaa.com
@ 03/07/2018 22:42



PART 1 Global Financial Environment 1

Chapter 1 Multinational Financial Management:
Opportunities and Challenges 2

1.1 The Global Financial Marketplace 3
1.2 The Theory of Comparative Advantage 11
1.3 What Is Different about International Financial Management? 12
1.4 The Globalization Process 15
Summary Points 20
Mini-Case Crowdfunding Kenya 20
@ Questions M Problems M Internet Exercises 23

Chapter2  The International Monetary System 29

2.1 History of the International Monetary System 30

2.2 Fixed Versus Flexible Exchange Rates 39

2.3 The Impossible Trinity 39

2.4 A Single Currency for Europe: The Euro 41

2.5 Emerging Markets and Regime Choices 44

Summary Points 49

Mini-Case The Internationalization (or Not) of the Chinese Renminbi 49
Questions B Problems M Internet Exercises 52

Chapter3  The Balance of Payments 57

3.1 Fundamentals of BOP Accounting 58

3.2 The Accounts of the Balance of Payments 60
3.3 BOP Impacts on Key Macroeconomic Rates 68
3.4 Trade Balances and Exchange Rates 70

3.5 Capital Mobility 73

Summary Points 79

Mini-Case Global Remittances 79

Questions M Problems M Internet Exercises 84

Chapter4  Financial Goals and Corporate Governance 89

4.1 Business Ownership 90
4.2 Publicly Traded Versus Privately Held: The Global Shift 98

XVi

www.manharaa.com
@ 03/07/2018 22:42




Contents Xvil

4.3 Corporate Governance 101

Summary Points 109

Mini-Case Volkswagen's Defeat Devices and Stakeholder Control 110
Questions M Problems M Internet Exercises 114

PART 2 Foreign Exchange Theory and Markets 119

Chapter5 The Foreign Exchange Market 120

5.1 Functions of the Foreign Exchange Market 120
5.2 Structure of the Foreign Exchange Market 121
5.3 Transactions in the Foreign Exchange Market 129
5.4 Foreign Exchange Rates and Quotations 135
Summary Points 142

Mini-Case The Venezuelan Bolivar Black Market 143
Questions M Problems W Internet Exercises 146

Chapter6 International Parity Conditions 151

6.1 Prices and Exchange Rates 152
6.2 Interest Rates and Exchange Rates 159
6.3 Forward Rate as an Unbiased Predictor of the Future Spot Rate 169
6.4 Prices, Interest Rates, and Exchange Rates in Equilibrium 170
Summary Points 172
Mini-Case Mrs. \Watanabe and the Japanese Yen Carry Trade 172
@ Questions M Problems M Internet Exercises 175
Appendix: An Algebraic Primer to International Parity Conditions 182

Chapter7  Foreign Currency Derivatives: Futures and Options 186

71 Foreign Currency Futures 187

72 Foreign Currency Options 189

73 Option Pricing and Valuation 197

74 Currency Option Pricing Sensitivity 198
Summary Points 205

Mini-Case KiKos and the South KoreanWon 205
Questions W Problems M Internet Exercises 208
Appendix: Currency Option PricingTheory 213

Chapter8 Interest Rate Risk and Swaps 215

8.1 Interest Rate Foundations 216

8.2 The Cost of Debt 219

8.3 Interest Rate Risk 224

8.4 Interest Rate Futures and FRAs 227

8.5 Interest Rate Swaps 228

Summary Points 237

Mini-Case Argentina and the Vulture Funds 237
Questions B Problems M Internet Exercises 242

Www.manaraa.com
@ 03/07/2018 22:42




xviii

Chapter 9

PART 3
Chapter 10

Chapter 11

Chapter 12

PART 4
Chapter 13

Contents

Foreign Exchange Rate Determination and Intervention

9.1 Exchange Rate Determination: The Theoretical Thread 249
9.2 Currency Market Intervention 253

9.3 Disequilibrium: Exchange Rates in Emerging Markets 259
9.4 Currency Forecasting in Practice 264

Summary Points 269

Mini-Case Iceland—A Small Country in a Global Crisis 269
Questions M Problems M Internet Exercises 274

Foreign Exchange Exposure 281

Transaction Exposure 282

10.1 Types of Foreign Exchange Exposure 282

10.2 Why Hedge? 284

10.3 Transaction Exposure 286

10.4 Transaction Exposure Management 288

10.5 Transaction Exposure Management in Practice 297

Summary Points 301

Mini-Case China Noah Corporation 301

Questions M Problems M Internet Exercises 307

Appendix A: Complex Option Hedges 314

Appendix B:The Optimal Hedge Ratio and Hedge Effectiveness 322

Translation Exposure 324

11.1 Overview of Translation 325

11.2 Translation Methods 328

11.3 Ganado Corporation’s Translation Exposure 331

11.4 Managing Translation Exposure 336

Summary Points 341

Mini-Case Electrolux of Sweden’s Currency Management 341
Questions B Problems M Internet Exercises 347

Operating Exposure 350

12.1 A Multinational’s Operating Exposure 351

12.2 Measuring Operating Exposure: Ganado Germany 355
12.3 Strategic Management of Operating Exposure 360
12.4 Proactive Management of Operating Exposure 362
Summary Points 368

Mini-Case Brexit and Rolls-Royce 369

Questions M Problems B Internet Exercises 373

Financing the Global Firm 379

Global Cost and Availability of Capital 380

13.1 Financial Globalization and Strategy 380
13.2 International Portfolio Theory and Diversification 384
13.3 The Role of International Portfolio Investors 390

248

www.manharaa.com

03/07/2018 22:42



Chapter 14

Chapter 15

Chapter 16

PART 5
Chapter 17

Contents

13.4 The Cost of Capital for MNEs Compared to Domestic Firms 394
13.5 Tllustrative Case: Novo Industri A/S (Novo) 398

Summary Points 402

Mini-Case Ferrari's IPO—The Potential of the Prancing Horse 403
Questions M Problems M Internet Exercises 411

Funding the Multinational Firm 417

14.1 Designing a Strategy to Source Capital Globally 418
14.2 Optimal Financial Structure 419

14.3 Raising Equity Globally 422

14.4 Depositary Receipts 425

14.5 Private Placement 430

14.6 Raising Debt Globally 432

14.7 Financing Foreign Subsidiaries 435

Summary Points 439

Mini-Case CEMEX's Debt Dilemma 440

Questions W Problems W Internet Exercises 447

Multinational Tax Management 451

15.1 Tax Principles and Practices 452

15.2 Multinational Tax Management 459

15.3 Google: An Illustrative Case of Profit Repositioning 469
15.4 Global Tax Competitiveness 472

15.5 U.S.Tax Law Change in 2017 474

Summary Points 476

Mini-Case Apple's Global iTax Strategy 476

Questions M Problems W Internet Exercises 481

International Trade Finance 485

16.1 The Trade Relationship 485

16.2 Key Documents 490

16.3 Government Programs to Help Finance Exports 497
16.4 Trade Financing Alternatives 498

16.5 Forfaiting 501

Summary Points 503

Mini-Case Crosswell International and Brazil 504
Questions M Problems M Internet Exercises 507

Foreign Investments and Investment Analysis 511

Foreign Direct Investment and Political Risk 512

171 The Foreign Direct Investment Decision 512

172 Structural Choices for Foreign Market Entry 514
173 Political Risk: Definition and Classification = 519
174 Financial Impacts of Political Risk 520

175 Political Risk Mitigation 525

Xix

www.manharaa.com

03/07/2018 22:42



XX Contents

Summary Points 531
Mini-Case Tengiz—The Definition of Political Risk 531
Questions M Internet Exercises 535

Chapter 18 Multinational Capital Budgeting and
Cross-Border Acquisitions 538

18.1 Complexities of Budgeting for a Foreign Project 539
18.2 Illustrative Case: Cemex Enters Indonesia 542

18.3 Real Option Analysis 554

18.4 Project Financing 555

18.5 Cross-Border Mergers and Acquisitions 556
Summary Points 562

Mini-Case Elan and Royalty Pharma 563

Questions M Problems M Internet Exercises 567

Answers to Selected End-of-Chapter Problems 572
Glossary 576
Index 594

www.manharaa.com
@ 03/07/2018 22:42




