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Country to invest in

The country that I have chosen that I feel would be helpful to my customer base is Japan. The city Tokyo specifically is the capital of the 3rd largest economy in the world and one of the major financial centers (Harari, 2013). With about 127 million people and a Gross Domestic Product of 38 billion US dollars makes it the most suitable financial environment to establish the financial institution (Harari, 2013). As the financial markets are becoming liberalized the integration of new banking companies will see enhanced business growth for these financial institutions.

Challenges that may be faced in this new environment.

The challenges that will be experienced in this environment are many starting with the strict and high taxes charged on corporations. Corporate taxes currently stand at 30% which will eat into the profits (Harada, Hoshi, Imai, Koibuchi & Yasuda, 2015). Government regulations may impede the success of the company.  Registry and construction are issues that take a lot of time due to the need to have various permits. The culture of the people may limit getting investors as there are few risk takers which makes it difficult to convince potential investors.

What are the ethnic, cultural, social, and educational characteristics?

Cultural

The Japanese hierarchy is very important to their culture. They are very mindful of one’s age and status. The two main religions practiced in Japan are Shintoism and Buddhism (Di Tella & MacCulloch, 2014). There is an extremely small population who practice Christianity. Gender roles are extremely strict in Japan. Japan is classified as a collectivist culture, where American is classified and an individualistic culture.

Ethnic

Most of those who live in Japan are ethnically Japanese. The rest of population is mostly Korean or Chinese. There is a rising group of immigrants but who are mostly business owners coming from other countries in Asia (Di Tella & MacCulloch, 2014).
Social

The Chinese are group oriented and identify the need for social relationships. Social relationships influence all business relations. The Japanese just like the Chinese prefer to conduct business with people they know. There is a social structured hierarchically in the society with the rich and business owners compromising of the higher hierarchies while the workers and other low-income groups make up the low tiers of these structures (Di Tella & MacCulloch, 2014). Seniority takes precedence and roles, and responsibilities are designated accordingly.

Educational
More than 96% of the population have achieved at least a high school diploma. Most of the students from high school successfully move on to the university level. Compulsory education is implemented which lasts for nine years and involves six years of elementary school and three years of junior high. In cities such as Tokyo, the enrollment in high school is about 99% and 96% in the entire country (Di Tella & MacCulloch, 2014).
Describe the political and legal systems.

Political System

Japan is a democracy but has an Emperor whose is the ceremonial head of state while the current Prime Minister Shinzo Abe is the head of government. It is governed by two houses of parliament called the Diet (A Prime Minister is elected by a majority vote). Major political parties include Liberal Democratic Party (LDP), Democratic Party (DP), Komeito Paty (KM), Communist Party ( JCP). It consists of three branches of three arms of government the Legislative Branch, Executive Branch and Judicial Branch.

Legal System

Japan's legal and judicial system is based on the adoption of a constitution.  It has a hierarchy of courts with the highest being the Supreme Court followed by the High Court. Other courts in order or seniority include the Family Court, District Courts, and the Summary Court. Each has been delegated to implement laws in the country (Jetro.go.jp, 2017).

How much does the government intervene in the private sector?

Most economic development is from private entrepreneurship. The government has limited influence with private sector and business. The government is only involved in the private sector only by setting regulations to control their activities (Harari, 2013). However some regulations and increased tax on cooperates have negatively affected the private sector.

How will that affect your financial institution?

Although the government has limited interactions with the private sector, they still intervene with some aspects of the economy such as exports, imports, investment, and pricing. The Economic Planning Agency and the Ministry of International Trade are two main agencies that consult with the private sector for development and economic growth strategies (Harada, et al., 2015). 

What type of economic system does it have?

Japan has a free market economy which happens to be the third largest in the world. Contributions to their economy include agricultural industries, technological industries, industrial industries and information technologies (Harari, 2013). It uses the yen as its currency. The economic system is dependent on experts in technological equipment.

History of the economic system.

Japan went through and economic reconstruction towards a new democratic nation in 1945 after World War II ended.  They recovered from the war during the 1950’s and 1960’s by achieving industrialization through a highly skilled literate workforce and their key industries of steel and electric power (Harari, 2013). By the 1970’s technological advances and innovations helped them expand their manufacturing facilities which in turn produced high economic growth. Since the 1970’s their economy has shown great resilience especially after two major oil crises which made the price of crude oil rise astronomically. Japan then started to develop fuel efficient products and also developed fuel efficient manufacturing processes. Through the 1980's, 90’s and present day they have become a major factor in the global financial market, but they have had some ups and downs with rising and collapsing stock and land prices and economic recession (Harari, 2013). 

Involvement in international trade

Japan lacks many raw materials that are needed for manufacturing so they must import these goods such as, oil, coal, and aluminum. To offset the costs of the imports, Japan exports some goods internationally such as electronic equipment, steel, and automobiles (Harari, 2013).  It is the main the exporter of electronic equipment. Its presence in the international trade has made it one of the top manufacturing countries regarding electronic goods in the world.

Government involvement in trade issues

Japan is a member of General Agreements of Tariffs and Trade (GATT) since 1995 and a member of the WTO since 1995 (Harari, 2013). The Ministry of International Trade (MITI) responsible for areas of import and exports. Its international trade policy has been critical in forming partnerships with countries such as the USA.  The government, for instance, establishes low-interest rates for investors, therefore, reducing the cost of initial investments

Impact on the financial institution

The economic history of the country and its advanced involvement in international trade coupled with government interventions to enhance the stability of the banking sector will help the financial institution. Banks are central to the development of the Japanese economy especially in the expansions of international trade (Jetro.go.jp, 2017). Regional banking powerhouses such as this bank will aim to provide the necessary assistance to enhance domestic and international trade earning greater revenue.

Impact of the company presence to investing in other developing countries

Yes, the presence of the bank in Japan will provide the company with the necessary platform and understanding of the developing countries and their needs. The presence of the company in this market will provide the bank with relevant knowledge and experience on how to handle developing countries (Jetro.go.jp, 2017). This will provide the needed platform necessary to expand the bank into other developing countries and to successfully carry out its expansion.

Involvement of Japan in regional integration efforts? How so?

Japan has been working towards regional economic integration with other countries in East Asia. According to Jetro.go.jp. (2017) economic integration of East Asia has been driven by three main powerhouses that are China, India, and Japan. Japan is working towards developing a production powerhouse a principle shared by these three countries. The only problem limiting this economic integration is the lack of strong political will and commitment.

Choice of location

I chose this location due to their proven economic growth over time and their resiliency to economic crises (Jetro.go.jp, 2017). Japan has also become a major world player in international trade and international markets.  Japan is not only a regional abut global economy which will ensure the continued success of the business.
Overall assessment on pursuing the opening of the office
As a Manager, overall assessment whether we want to pursue the opening of an office in Japan is that it would be beneficial to our institution to open an office there (Jetro.go.jp, 2017). Japan has a very highly skilled workforce, a very high “Business Sophistication Rank and a large “Market Size Rank” 

Are the financial risks worth taking?

As with any business, it is difficult to determine whether the financial risks are worth taking. In my opinion, yes the financial risks are worth taking. The Japanese economy has a trend to be very lucrative, and I believe that the potential gains outweigh the potential risks (Jetro.go.jp, 2017). Japan currently is 4th in the world for market size rank, 5th infrastructure rank, and 6th overall global rank.

Benefits to the stakeholders

Considering Japans strong business ethic, need and want for economic growth and rank amongst other global economies, I believe it will be beneficial to all stakeholders (Jetro.go.jp, 2017).  The shareholders will benefit by sharing the profits of the company. The customers will have access to good lines of credit and quality banking services.

In pursuing this, what type of presence do you think would be best suited to your objectives?

A joint venture presence would be suitable for the bank to meet its strategic objectives. The joint ventures presence will include the partnership of the bank with domestic investors. This type of presence will ensure that there is enhanced understanding of the business needs and the cultural and social norms guiding the business in this market (Jetro.go.jp, 2017). This will helps to enhance the regional presence of the company.

How should the plant be financed?

The plant should be financed through a variety of options with the most suitable for the company being equity financing. Equity financing will allow the company to attract investors by selling shares to the company (Covas & Den Haan, 2012). The Japanese economy is growing at a rapid pace, and the country has a large number of investors who would be attracted to investing in the company when provided with a platform to share in the profits made. Equity financing will help to attract more capital for the expansion with minimal risks and liabilities as compared to financing the company through loans.

Should they hedge foreign exchange or something else? Explain.

Since the company is operating on an international scale and in a new environment hedge foreign exchange will be critical to ensure the company can mitigate the risk associated with exchanging foreign currency. The main type of hedge to be utilized is options. Options is a type of hedge exchange which sets a given exchange rate at which the organization may choose to exchange currencies at a specific date (Hutson & Laing, 2014). The benefit of options as the form of hedge exchange is that it provides the bank with the opportunity to choose whether or not to exercise an option when the exchange rate moves to its favor.

Three foreign exchange instruments

Foreign exchange instruments that can be utilized by the bank include currency swap, currency futures, and currency options (Parameswaran, 2011). These foreign exchange instruments are integral to address the fluctuations of the major currencies in an ever changing social, political and economic environment.  Currency options, for instance, provide the bank with the opportunity to exchange currencies at a predetermined price on a given day regardless of the market prices.  Currency futures are similar to currencies options as they provide the exchange of currencies at a predetermined rate, therefore, ensuring the sustainability of the business is maintained and does not undergo any losses due to currency changes (Parameswaran, 2011). Currency swap provides for simultaneous selling and buying of currencies with different value dates.

What, if any, government regulations that would affect earnings and cash flow should they be aware of?

Government regulations in Japan will influence the cash flow and the earnings of the bank. For instance, the Banking Regulation 2016 has brought about various changes that will face the banking sector (GLI, 2016). The regulation, for example, has set the maximum interest rate that each bank can charge in the country at 15% and thus limits the freedom the company can exercise in its operations. The strict control of the banking industry by this regulations will influence the cash flows and the total earnings the bank can gain.

Include the need to be aware of inflation and interest rates and how it affects exchange rates.

The inflation rate is rising in Japan with its current rating at 0.3% a while the interest rates have been capped at a maximum of 15% making it difficult to increase revenue generation (Hutson & Laing, 2014).  The inflation rate also directly affects the exchange rate. Currently, one U.S dollars is equivalent to 112.32 Japanese Yens, and with the increase in inflation, the value of the yen is likely to drop reducing the profits made by the company. 

Keep in mind that the country that the plant is in does not necessarily have to be where the financing is done.

The company will settle for domestic financing from the Japanese people. This will provide the company with increased ownership of the local people, therefore, encouraging customers to bank with a partner that values and sees the people as equal partners. Domestic investors will influence the market and increase the growth of the customer base (Jetro.go.jp, 2017). Equity financing in Japan will, therefore, be more beneficial than sourcing for funding outside the country.
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