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1. Definitions (up to six will be chosen for the exam)

Backward vertical foreign direct investment:
· Occurs when a multinational decides to acquire or build an operation that fulfills the role of a supplier.
Vertical foreign direct investment:
· Occurs when a multinational decides to acquire or build an operation that fulfills the role of a distributor.
World Bank:
· The World Bank was created to promote economic development in the world by focusing on making low-interest loans and to cash-strapped governments in poor nations that wish to undertake significant infrastructure investments (buildings and roads). 
Common law system:
· A law system that based on precedent, traditions, and customs. By tradition we mean the legal history. By precedent we mean; past verdicts on previous similar cases. And by customs, we mean; ways in which the law is applied in specific situations.
Civil law system:
· The civil Law system is based on detailed set of laws that are organized into codes. When Judges interpret the law, they do so with regards to these codes, and these codes only. 




Factor endowments:
· A nation’s position in factors of production:
· Basic: natural resources, climate, location, and demographics
· Advanced: communication infrastructure, sophisticated and skilled labor, research facilities, and technological know how.  Porter argues that they are the most significant comparative advantage.
Local content requirement:
· A requirement that some specific fraction of a good be produced domestically.
Heckscher-Ohlin theory:
· Argues that comparative advantage arises from the difference in national factor endowments. It predicts that countries will export those goods that make intensive use of factors that are locally abundant, while importing goods that make intensive use of factors that are locally scarce. It also argues that the pattern of trade is determined by differences in factors of skills, rather than differences in productivity. Free trade is beneficial.
Leontief paradox:
· Was meant to test the Heckscher-Ohlin theory. Found that the US exports were less capital intensive than US import of labor-intensive goods. 
Political union:
· A large and consolidated group of nations or states that share a joint government that is internationally acknowledge.
Diminishing returns to specialization:
· Occurs when more units of resources are required to produce each additional unit. 
Free trade area:
· A group of countries that have few or no price controls in the form of tariffs or quotas between each other, which allows them to trade freely amongst them. NAFTA is a good example of a free trade area.
Political risk:
· Political forces that will cause drastic changes in a country’s business environment that affect negatively the profits and goals of a business entrepreneur.
Expropriation:
· The act of taking of privately owned property by the government to be used for the benefit of the public. While there is compensation for this action, the expropriation occurs without the property owner’s consent.
Voluntary export restraint:
· A trade restriction on the quantity of a good that an exporting country is allowed to export to another country. This limit is self-imposed by the country exporting the goods. This is done so that the country importing the goods doesn’t have to putt restrictions on imports such as tariffs or quotas. 




B.    Essay Questions (up to six will be chosen for the exam)

1. 	What is globalization? During the recent past, say 10 years, what have been the major drivers of globalization? Is globalization a zero-sum game? If so, why? If not, why not? Are Canadians better off as a result of globalization? Using specific examples, explain why or why not?

Globalization refers to a shift toward a more integrated interdependent world economy. Globalization has several facets, including the globalization of markets and the globalization of production. On an economic and business level, globalization refers to “the increased mobility of goods, services, labor, technology and capital throughout the world”

· Drivers of globalization: two macro factors underlie the trend toward greater globalization. The first is the decline in barriers to the free flow of goods, services, and capital that has occurred since the end of WWII. The second factor is technological change, particularly the dramatic developments in recent decades in communication, information processing, and transportation technologies.

· If globalization is a zero-sum game is still debatable depending on the country. There are many advantages of globalization. From a broad perspective, globalization
· creates economic activity (which stimulates economic growth)
· creates jobs
· raises income levels
· provides consumers with more choices in regard to the products and services that are available to them.
· from the perspective of an individual firm, globalization has the potential to increase revenues (through expanded market potential), drive down costs (through additional economies of scale), and boost profits.

· However, critics argue that globalization
· Destroys manufacturing jobs in wealthy countries and
· Contributes to pollution. Critics argue that
· Falling trade barriers allow firms in industrialized countries to move their manufacturing activities offshore to countries where wage rates are much lower. Critics also argue that globalization:
· Encourages firms from advanced nations to move manufacturing facilities offshore to less developed countries to avoid the more stringent pollution controls in place in their home countries. Canada is heavily connected to and dependent on the rest of the world. More than 2/3 of Canadians use the Internet. More than 2/3 of television-viewing time is devoted to foreign programming. Foreigners have invested more than $500 billion in Canada. Exports, mostly to the United States: amount to more than 40 percent of Canada's gross domestic product (GDP). Canada is a member of 14 international organizations, second only to the US, which is a member of 15. So globalization has benefited some Canadians and hurt others who for example lost their jobs to Mexicans after the NAFTA agreement. Overall Canadian efficiency, competition, and economy are said to be better.

2. Governments often intervene in international trade. Identify and briefly describe four ways that governments conduct international trade intervention. In your opinion, why do they do this and outline why you think government intervention is a good or bad thing? Who does it benefit most and least?

The 4-5 ways Government intervenes:
· Tariffs – a tax levied on imports or exports. In most cases, tariffs are placed on imports to protect domestic producers from foreign competition by raising the price of imported goods. The government gains, because the tariff increases government revenues. Domestic producers gain, because the tariff affords them some protection against foreign competitors by increasing the cost of imported foreign goods. Consumers lose because they must pay more for certain imports

· Subsidies – government payments to domestic producer. Subsidies take many forms, including cash grants and government equity participation in domestic firms. By lowering production costs, subsidies help domestic producers in two areas: (1) competing against foreign imports and (2) gaining export markets. Agriculture tends to be one of the largest beneficiaries of subsidies in most countries. The main gains from subsidies accrue to domestic producers, whose international competitiveness is increased as a result

· Import Quotas – a direct restriction on the quantity of some good that may be imported into a country. For example, the United States has a quota on cheese imports.
· Voluntary Export Restraints - quotas on trade imposed by the exporting country usually at the request of the importing country’s government. One of the most famous historical examples is the limitation on auto exports to the United States enforced by Japanese automobile producers. Both import quotas and VERs benefit domestic producers by limiting import competition. As with all restrictions on trade, quotas do not benefit consumers. An import quota or VER always raises the domestic price of an imported good.

· A local content requirement is a requirement that some specific fraction of a good be produced domestically. Developed countries have also used them to try to protect local jobs and industry from foreign competition.

-International trade occurs when a firm exports goods or services to consumers in another country. The typical aim of such tariffs was to protect domestic industries from foreign competition.

GATT- lower barriers to the free flow of goods and services.

In my opinion, having government trade intervention is a good thing. It protects jobs, reduces unemployment and protects industries from unfair foreign competition (exp. the tariffs placed on imports of foreign steel). Government intervention protects certain industries because they are important for national security like defense-related industries (e.g., aerospace). Governments also helps in retaliation, where threats are used to intervene in trade policy as a bargaining tool to help open foreign markets and force trading partners to play fair (get the Chinese government to enforce its intellectual property laws.) The government also protects consumers from unsafe products by limiting or banning the importation of such products (Japan banning beef-mad cow). 

The Infant Industry Argument: Many developing countries have a potential comparative advantages but are unable to compete with developed countries. The governments should temporarily support new industries (with tariffs, import quotas, and subsidies) until they have grown strong and gained maturity and knowledge to stay innovative and efficient. The downfall is that political intervention often hurts consumers and it can be self-defeating.

3. 	It is argued that the benefits of free trade far outweigh the costs associated with it. What are the potential costs to all major stakeholders of adopting a free trade regime? Should governments intervene to minimize these costs and specifically what should they do? 

Free trade is a situation where a government does not attempt to influence through quotas or duties what its citizens can buy from another country or what they can produce/sell to another country.
 
The costs of a free trade regime are:
 
· Some groups may benefit at the expense of others
· Dumping may occur; dumping is defined as selling goods in a foreign market at below their costs of production or as selling goods in a foreign market below their fair market value.
· Loss of jobs, domestic jobs
· Environmental concerns- claims that free trade leads to higher production, thus more pollution, deforestation etc.
· Ethical concerns- despite the WTO efforts, many companies still operate on child labor, unsafe working conditions and other unethical practices (race to the bottom). This occurs because companies want to lower costs due to competition.
  
Governments should intervene to minimize these costs in order to preserve jobs, protect industries deemed important for national security, retaliating against unfair foreign competition, protecting consumers from ’’dangerous products’’, furthering the goals of foreign policy and advancing the human rights of individuals in exporting countries. However government intervention may be harmful in several other aspects such as protecting inefficient domestic producers, pushing the policy of a political party that might not be in the best interest of a country. Government intervention should be kept at a minimum and in unavoidable situations, knowing that the market is more efficient without government intervention.



4. 	Assume that you are a senior manager with a Canadian-based manufacturer of skin care products. For the past three years, your company has been producing and marketing a non-prescription cream which actually prevents and cures acne. You have been asked to propose how to expand sales of the product into the United States. Identify four options that are available to you and discuss their benefits and shortcomings. Which option would you recommend and clearly state why?

Four available options: Exporting, Licensing, Joint Venture and Foreign Direct Investment.

Exporting: Producing goods at home and then shipping them to the receiving country for sale.

· Benefits: 1. Avoids the cost of establishing manufacturing operations in the host country. 2. By manufacturing the product in a centralized location and exporting it to other national markets the firm may realize substantial economies of scale from its global sales volume.

· Shortcomings: 1. Not good if lower cost locations for manufacturing the product can be found abroad. 2. High transportation cost can make exporting uneconomical it is better for products with a high value-to-weight ratio (medical equipment, personal computers, and electronic components). 3. Tariff barriers; by placing them on imported goods, governments can increase the cost of exporting relative to the other options.


Licensing: Granting a foreign entity (the licensee) the right to produce and sell the firms’ products in return for a royalty fee on every unit sold.

· Benefits: 1. The firm does not have to bear the development costs and risks associated with opening a foreign market. Is attractive when a firm doesn’t want to commit substantial financial resources to an unfamiliar or politically volatile foreign market. 2. Used when there are barriers to invest and it is prohibited to participate in a foreign market. 3. Better when it has intangible property that might have business applications but the company does not want to develop those applications itself.

· Shortcomings: 1. Licensing may result in a firms’ giving away valuable technological know-how to a potential foreign competitor. 2. It does not give a firm the tight control over manufacturing, marketing and strategy in a foreign country that may be required to maximize profit. 3. Quality control problems.

Joint Venture: A cooperative undertaking between two or more firms.

· Benefits: 1. A firm benefits from the local partner’s knowledge of the host country’s competitive conditions, culture, language, political systems and business systems. 2.When the development costs are high or the risks of opening a foreign market is high, a firm might gain by sharing these costs with a local partner. 3. Research has shown that there is low risk of being subject to nationalization and other forms of government interference.

· Shortcomings: 1. Risk of giving control of its technology to its partners (you must use agreements to minimize the risk). 2. Shared ownership arrangements can lead to conflicts and battles for control between the investing firms if their goals and objectives change or if they take different views as to what the strategy should be.

Foreign Direct Investment: Direct investment in business operations in a foreign country.

· Benefits: 1. No transportation cost or trade barriers. 2. Firms can maintain control over its technological know-how, or over its operations and business strategy. 3.When the firm's capabilities are simply not amenable to licensing. 4. Improve image in the host country because it is creating jobs, deeper relationships with the government, customers, local suppliers, and distributors, allowing it to adapt its products to the local market better.

· Shortcomings: firm faces many risks, such as restricted or devalued currencies, falling markets, or government changes. Since the United States is a member of NAFTA as well, we can take advantage of low or none existent tariffs on the cream and export it there. If trade barriers were high, FDI would be the best solution because it eliminates trade barriers and transportation costs; and allows control over the marketing, strategy and goals of the firm.

In short I recommend exporting in the beginning to test the market, without giving away important technological know-how.

5. 	Identify and discuss the benefits and costs of foreign direct investment to host countries. Are there any disadvantages? If so, what might these be?

Benefits :
· A. Resource transfer effects: FDI can make positive contributions to a host country’s economy by supplying capital, technology, and management resources that would not be available and thus boost the country’s economic growth.
· B. Employment Effects: FDI brings jobs to a host country
· C. Balance of payments effects: FDI is a substitute for imports of goods and services, and the effect can be to improve the current account of the host country’s balance of payments, secondly Multi National Enterprises (MNE) uses the subsidiary in the host country to export goods and services to other countries.
· D. Effect on competition and economic growth: can lead to an increase in the level of competition in the host country leading to reduced prices of products as well as increasing domestic firm’s efficiency.

Costs/ disadvantages:
· A. Adverse effects on competition: Foreign subsidiaries have strong economic power to drive local firms out of business.
· B. Adverse effects on the balance of payments: Against the initial capital inflow that comes with, FDI must be the outflow of earnings to the host country. Secondly the Subsidiary might be importing a lot of inputs to its operations, which offsets the balance of payments for the host country.
· C. National sovereignty and autonomy: key decisions that can affect the host country’s economy will be made by a foreign parent that has no real commitment to the host country and over which the host country’s government has no real control.

6. 	The interests of producers are typically the beneficiaries of government trade policy usually at the expense of consumers. Why is this case? Can arguments be made for putting consumers’ interests ahead of those of producers? What might these arguments be?

This might be the case because the government is trying to protect jobs, certain important industries where national security might be at risk, retaliation where government use trade policies as bargaining tools to force other countries to ‘’play by the rules’’, and protecting human rights. Unfortunately, all these reasons are at the expense of consumers because they affect imports and therefore reducing competition inside the country and increasing price. 

However, their can be some arguments made where consumers’ interest are putt ahead of those of producers:
· Trade policies made to protect the consumers from unsafe products. The indirect effect of such regulation is to limit or ban the importation of such products. For example, counterfeited pharmaceutical products. Or the mad cow disease that was found in the Washington state in 2003. Several countries banned US beef imports for a period of 2 years. This had a significant impact on US producers of beef. However, it did not outweigh the health priority of these countries consumers.


7. 	Culture can influence the costs of doing business in a country. Define culture. Using at least four examples, identify and discuss how culture affects the cost of doing business in Canada.

Culture: a system of values and norms that are shared among a group of people and that when taken together constitute a design for living:
· Values: what the group believes to be good, right, and desirable.
· Norms: social rules and guidelines that prescribe appropriate behaviour in particular situations.

Examples For Canada:

1. Language: Language can affect the cost of doing business in Canada, especially in the province of Quebec. In Quebec, the province is considered to have 2 main languages, therefore every label and packaging has to have both descriptions in French/English. This can increase marketing and production costs. 

2. Religion: Canada’s multi-cultural side can affect the way in which Canadian businesses do business. They have to consider the fact that some of their employees might be religious. This being said, some religions require certain holiday’s that might not considered in the company’s calendar. In respect to these religious employees, employers might see themselves obligated to grant them certain privileges. This can affect production of the company.

3. Economic: In Canada, there is a required minimum wage that varies from province to province. Also, every province has their own tax system where it can be more costly to establish your business in Quebec rather than Alberta.

4. Social Structure: As a western country, Canada’s social structure can be seen as emphasising on the individual as opposed to groups. An individualism philosophy can have both good and bad effect for a company. Individual performance and entrepreneurship can help the company create new innovative products and help it reach its goals. It can also lead to a high degree of managerial mobility. By this we mean that since the individual philosophy focuses on personal performance, employees can be moving from company to company in the attempt to build impressive resumes and in the constant search for a better offer. They lack loyalty and commitment. Making it hard for them to create strong industry networks that could eventually become a competitive advantage and help the growth of the company. High employee turn-over can cost companies losts of money in terms of recruiting and training.

8. 	Trade (i.e. labour) unions in developed countries often are against imports from low-wage countries and advocate trade barriers to protect jobs that they characterize as facing ‘unfair’ import competition. Examples could be found in the clothing manufacturing and automobile industries. Do you think that this argument is in the best interests of (a) corporations, (b) consumers, (c) union members and (d) the country as a whole? Explain why you think this way for each of these.

· Corporations: Firms disperse its various production activities to those countries where they can be performed most efficiently. Trade barriers constrain a firm’s ability to disperse its productive activities in such a manner. Trade barriers raise the costs of exporting products or partly finished products between countries: this may put the firm at a competitive disadvantage to indigenous competitors in that country. Quotas may limit the firm’s ability to serve a country from locations outside of that country. All these effects are likely to raise the firm’s costs above the level that could be achieved in a world without trade barriers. NO (higher costs)
 
· Consumers: It is not on the best interest of consumers because all studies find that import tariffs impose significant costs on domestic consumers in the form of higher prices. As with all restrictions on trade, quotas do not benefit consumers. An import quota or voluntary export restraint always rise the domestic price of an imported good. On the other hand, barriers could be good for consumers as products tend to be safer as the local producers will respect safety procedures required by the law. NO (higher prices) and yes? (safety?)

· Union Members: This argument is in the best interest of union members because although economic integration aids the majority, it has its cost. Moving to a free trade regime involves painful adjustments. For example due to the 1994 establishment of NAFTA, some Canadians and US workers in such industries as textiles, which employ low-cost, low-skilled labor lost their jobs; as Canadians and US firms moved production to Mexico.  Union members could be damaged if corporations move their production activities offshore to lower their costs making them to lose their jobs. YES TOTALLY (union members don’t want free-trade regime)
 
· The country as a whole: The country is benefiting because the government gains: as trade barriers increase government revenues. It is good to the country because barriers protect jobs and industries, it also boosts GDP, the national security, as well as protecting citizens from harmful products. They protect values of the country. Loss of independence, culture, sovereignty Bad -> can prevent investors from investing and create value, jobs, industries, knowledge (LONG-TERM NO / SHORT-TERM DON’T CARE).

9. 	Assume that you are a buyer for a chain of retail stores, which specializes in consumer electronics such as computers, televisions and cameras. On a buying trip to one of your suppliers in a poor nation, you find out that, contrary to your employer’s policy and that of your supplier, the supplier has hired a nine year old boy who is working assembling game consoles. Shocked, you tell your supplier that this situation is untenable particularly since the boy should be in school. The supplier answers that the boy is an orphan who cannot afford to go to school let alone eat unless he earns the income that the job pays. He goes on to say that if the boy loses his job, he’ll most likely become homeless and will be relegated to living on the street. What would you do in this situation and why would you do it?


10.  Identify the key tenets of absolute advantage, comparative advantage and national competitive advantage. Using examples, illustrate how they differ from each other.

Absolute advantage refers to the ability of a party (an individual, or firm, or country) to produce more of a good product or service than competitors, using the same amount of resources. The United States produces 700 million gallons of wine per year, while Italy produces 4 billion gallons of wine per year.
Comparative Advantage: The ability of an individual or group to carry out a particular economic activity (such as making a specific product) more efficiently than another activity. Assume two countries, UK and India. They both produce Textiles and books. Basically an evaluation of how competitively a nation participates in international markets.
National competitive advantage comes from resources. These include not just natural resources, but also human capital, like people with particular talents. Nations may be able to grow their resources to increase their competitive edge. For example, founding a university to promote the sciences would lead to more scientists, who would create a new resource for the country to use. The more resources a country has, the more it can compete.
Ability to innovate is another factor. Nations that actively promote and support innovation may experience more success in global markets. As with resources, this can increased through a variety of means by the government. For example, a nation could adjust patent laws to encourage companies to develop new products for the open market, or it could fund endeavours that are likely to bear fruit if provided with support.
Supporting industries are also a key component of national competitive advantage. In the sciences, for example, scientific researchers need chemical suppliers, manufacturers of instruments, and other industries to support their work. Without a connected network of businesses providing products and services, individuals with skills or innovative companies, wouldn’t be able to participate fully in the market. Thus, part of the development of national competitive advantage may involve the promotion of service and support industries.
Local market demands and pressures can also play a role. Some markets promote innovation and development, while others are more stagnant in nature. In a country where the technology industry is highly competitive, for example, tech companies are driven to constantly improve and innovate. This, in turn, makes the company more competitive on the international market because it may bring new technology to market faster than competitors. Internal pressures shape the outward presentation of the economy by creating an incentive for growth and development.

11.  What are the major recent trends in global foreign direct investment? Identify and briefly discuss the factors underlying these trends.

· Trends in FDI:
· FDI has grown more rapidly than world trade and world output for several reasons:
i. Despite the general decline in trade barriers in the past 30 years, firms still fear protectionist pressures. Executives see FDI as a way of circumventing (avoid) future trade barriers. 
ii. Political and Economic changes: shift toward democratic political institutions and free market economies – China, Russia, the Middle East, Europe, India. Their economic growth, economic deregulation, privatization programs that are open to foreign investors, and removal of many restrictions on FDI have made these countries more attractive to foreign MNE’s.
iii. The globalization of the world is also having a great impact on FDI’s as MNE’s now see the world as their markets and undertake FDI in the attempt of having a significant presence in all parts of the world, closer to major customers.

12.  Discuss how can globalization be the tide that raises all ships? How can it result in a race to the bottom? Use six examples to illustrate your answers.
	
· Globalization in the long run is beneficial for all countries participating in international trade. It stimulates 1) economic growth, 2) encourages specialization in production of efficient goods and services, 3) and it increases standards of living. Globalization gives the opportunity to poor countries to increase the income of its population, to create jobs, and to reduce cost of production and therefore offer products at a lower price. It increases competition, which is good for consumers, as well as the possibility for companies to grow and increase the size of their markets. These are all consequences of declining trade barriers and changes in communication, access to information, and transportation technologies.  

· However, it can be argued that globalization can also have a darker side. 1) Big MNE’s that decide to invest in poor countries can eventually have influence and power over those countries and can dictate national policies. 2) The outsourcing of jobs, low wages, and working conditions are some of the main concerns regarding globalization. Moving production to a country where wages are lower will indeed reduce cost, but working conditions aren’t necessarily up to basic standards raising questionable ethical practice. 3) Increased competition for domestic companies. Lowering trade barriers can have both a positive and a negative effect on domestic companies. Yes, it can give them the opportunity to reach new markets and reduce production costs by producing abroad. However, other countries can now sell in their markets as well. Consumers now have more product choice and some domestic industries might not be able to keep up with the competition.  

13.  What is MERCOSUR? How has it benefited its member states? How has it hurt their economies? P. 303 DU LIVRE

The MERCOSUR trade bloc’s purpose and grand aspiration is to unify the Southern Cone and then all of South America in an economic bloc. The ultimate goal is South America’s full economic integration allowing free trade amongst all its members, along the lines of the EU. Also, eliminate high tariffs and income inequalities. It currently has 5 members – Argentina, Brazil, Paraguay, Uruguay, and Venezuela. 

· [bookmark: _GoBack]BENEFITS: This agreement has benefited its members in terms of free trade amongst its members only and debt relief, where Brazil and Argentina renegotiated Paraguay’s debt. In 2009, Argentina and Venezuela signed a host of bilateral agreements in the energy, industrial, agriculture and health sectors.  Members can ask for exceptions for certain goods and services to be protected and exempt from free trade – to protect local industries. Also, the bank of the south project, a monetary fund and lending organization established by the members and additional associates – Ecuador and Bolivia – with the intention of allowing member countries to fund projects and investments without the World Bank or the IMF’s involvement. An initiative towards South America’s financial independence.
· DISADVANTAGES: According to Alexander Yeats, economist at the World Bank, the trade diversion effects of Mercosur outweigh its trade creation effects. Since external trade barriers are so high, up to 70% on capital-intensive goods, members of the Mercosur are investing in factories that build products that are too expensive to sell to anyone but themselves. If these external trade barriers ever go down, members of Mercosur might not be able to compete globally. Also, in the near term, countries with more efficient manufacturing enterprises lose because Mercosur’s external trade barriers keep them out of the market.






14.  Discuss the key economic implications of Islam. If Islamic banks cannot charge interest, how do they make money? P.114

Conventional banks make a profit on the spread between the interest rate they have to pay to depositors and the higher interest rate they charge borrowers.

Because Islamic banks cannot pay or charge interest, they must find a different way of making money. Islamic banks have experimented with two different banking methods—the mudarabah and the murabaha.
 
A mudarabah contract is similar to a profit-sharing scheme. Under mudarabah, when an Islamic bank lends money to a business, rather than charging that business interest on the loan, it takes a share in the profits that are derived from the investment. Similarly, when a business (or individual) deposits money at an Islamic bank in a savings account, the deposit is treated as an equity investment in whatever activity the bank uses the capital for. Thus, the depositor receives a share in the profit from the bank’s investment (as opposed to interest payments) according to an agreed-on ratio. Some Muslims claim this is a more efficient system than the Western banking system, since it encourages both long-term savings and long-term investment. However, there is no hard evidence of this, and many believe that a mudarabah system is less efficient than a conventional Western banking system.
 
The second Islamic banking method, the murabaha contract, is the most widely used among the world’s Islamic banks, primarily because it is the easiest to implement. In a murabaha contract, when a firm wishes to purchase something using a loan —let’s say a piece of equipment that costs $1,000— the firm tells the bank after having negotiated the price with the equipment manufacturer. The bank then buys the equipment for $1,000, and the borrower buys it back from the bank at some later date for, say, $1,100, a price that includes a $100 markup for the bank. A cynic might point out that such a markup is functionally equivalent to an interest payment, and it is the similarity between this method and conventional banking that makes it so much easier to adopt.


