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Foreword

Thomas S. Carroll
President and CEC of the International Executive Service Corps

We are entering an age in which foreign assistance must develop new ways of
kelping the private enterprise sector of the third world gain access to resources,
technology, markets, financing and information networks. Our research shows
that developing new types of joint ventures and coventures may prove to be one
of the most effective mechanisms for this purpose. It becomes especially impor-
tant in the present environment which is overshadowed by the devastating effects
of the international debt crisis.

Within the United States, we are also concerned about our international com-
petitiveness. Many of the small and miedium-size tirms, on which we count so
much for labor generation and new technology. has virtually no understanding or
capability for internztional business expansion. Traditional ideas about direct
foreign investment and simple exporting practices are not always helpful to Uni-
ted States industry. Often U.S. rompanies are unaware of otfshore co-marketing
agircements, co-production and technical assistance contracts represent viable
mechanisms 1o help penetrate heavily protected toreign markets.

The United States government and many intergovernmental agencies, have
useful programs that can help establish innovative types of joint ventures aod
conventures; unfortunately, not enough U.S. or developing country firms know
how to exploit these resources. The folloving material was developed in a series
of extensive ficld programs of IESC and helps to point out why and how U.S.
companies can develop new ventures in developing countries.

The various cases and planning guides also point out opportunitics for improv-
ing our assistance cfforts that are organized to stimulate more effective private
enterprises.

In the future, we hope that international business development will increas-
ingly be a major consideration tor the small and medium-sized firm in the United
States and tha both developed and developing country enterprises can improve
competitiveness through cooperative ventures.

International Joint and Coventures Vit



1
Author’s Note

A. THE REPORT

The primary objective of this report is to discuss how, and under what conditions,
U.S. small to medium-sized firms can contribute to developing country econom-
ics threagh joint venture and conventure business strategies while simultaneously
¢nhancing the national and international competitive market pocitions of each
partner. We do this with a view to identifying points of possible intervention for
organizations secking to [ucilitate the transfer of wechnology to lesser developed
countries (LDCs), the growth of the LDC private sector and the contribution of
private enterprise 10 LDC economic development goals.

This report is an outgrowth of a vear-long pilot program: The Joint Venture
Feasibility Fund (JVFF); which utilized the networks and clients of the Interna-
tional Exccutive Service Corps (IESC) and was funded by the United States
Agency for International Development (USAID). The JVFF was targeted toward
small and mediumesized enterprises (SMEs) and provided funds to encourage
venture development. Important information was gathered during the JVFF
program concerning the specific Factors contributing to how and why joint ventu-
res and coventures ultimately come about.

Review of existing husiness develvpment literature for this report yiclded
little in the way of previous studies or rescarch concerning international joint
ventures or coventures invoiving SMEs. Generally, rescarch on international
husiness ventures was conducted with larger firms, which differ strikingly from
SMEs in their organizational and management chara cteristics. Thus, the ability to
generalize hindings from prior rescarch to this report was extremely limited. In
order to explore the unigue role ol SMEs ininternational business ventures, four
major streams of rescarch were selected for review and analysis:

1. How du joint ventures or coventures enhance the competitive positions of

International Joint und Coventures 9



the respective firms;

How du SME urganizational and management characteristics affect ven-
ture formation and development;

[

3. What role can SMEs play in third world cconumic development through
joint venture and coventure mechanisms;

4. What development assistance strategies would be most cffective for
increasing the number of couperative ventures between SMEs in the deve-
loped and developing countrics?

By focusing the rescarch on the factors contributing to SME venture develop-
ment, this report is intended to address the literature gap regarding SMEs and to
determine what external environmental conditions and factors in both developed
and developing countries encourage and/or discourage venture development.
Additionally, we were interested in what new or emerging forms of joint ventures
and coventures would be the most successful and under what conditions; what
stages of the business venture development process are the most eritical or prone
tu breakdown; whether SMEs are viable partners for the venture development
process; and what can the public and private sectors do to strengthen this
process?

To help fill the literature gap, data was also collected from several primary
sources, such as:

e Case studies (84) of actual ventures involving developed and developing
country SMEs throughout the world.

® In-depth interviews with SME executives experienced in forming and oper-
ating cooperative ventures between US. and LDC firms.

e In-depth interviews with business develupment professionals and interme-
diaries actively involved in the venture development process.

@ An extensive review of statistical soutces reporting on worldwide venture
activity in combination with other studies reporting statistical findings on
venture activity by major operating arca and other criteria. (See Appendix
D)

® Questionnaires targeted to executives and development professionals
which addressed the general pattern of venture formation and develop-
ment. (See Appendices B und €).

B. THE PROGRAM

A brief description of the program which was the basis tor our research may help
illuminate this report. The Joint Venture Feasibility Fund (JVFF) sought to pro-
mote business venture development between US. firms and firms in the
Caribbean-Central America region. It was but one program among many that

10 International Joint and Coventures

sought to bring private sector enterprises into the international trade and invest-
ment developrient process by encouraging individual firms of developed and
lesser developed countries to torm mutually advantageous business
relationships.

The JVFF provided matching funds to support certain business venture devel-
opment costs, including the research, wavel and consulting expenses necessary
tor exploring the feasihility of a potential business venture. The JVFF was also
able to underwrite 4 portion of those expenses incurted by an 1.DC Lirm for the
services of a retired industry expert, provided by 1ESC, who could assist with
various aspects of the venture development process.

JVFF reimbursement of expenses for a venture developnient project could not
exceed $15.000. or one-half of $30.000. It was, thetelore, unlikely that large tirms
would devote the time and ctlort o develop atelatively small source of tinancing.
In keeping with this orientation to SMEs, JVFF clients were not required to spend
undue time and cifort 1o prepare funding applications. submit invoices and
receipts or provide discussions regarding the status of their panticular venture!
development.

Significant guidance was received from various USAID prolessional staff in
Washington, D.C. and the Caribbean Basin/Central America region. These indi-
viduals, though too numerous to list, centributed substantialiv to a better under-
standing of the joint venture and coventure development px:uccss.

This report abso cortains licld research contributions from Nida Bachaitis,
Philip Barton, Mollv Hageboeck and Ludwig Rudel. Other individuals contribut-
ing to the editorial and publication process are Sally Buswell, Liza Feyk Mark
Pruett, Mary Gwen Wheeler and Deborah Joyner.,

C. ANOTE ON TERMINOLOGY

Terminology is smportant because we are ulumately interested in using the
infurmation and knowledge gained trom this rescarch to facilitate the real-world
venture development process, s of the utinost importance to understand the
differences between types of joint ventures and coventures and the business
considerations that favor one type over another.

The term “joint venture” tends to be used as a generic label to refer to many
tvpes of couperative agreements between s, Licensing agreements, tran-
chises, exciusive distributor arrangements and even simple subcontracts olten
come under the “juint venture” label. For the purpose: of this study, a clearer
distinction is necessary.

A jount venture is dehined as one that emibodices a scparate legan entity jointly-
owned and managed by the venture partners. In a joint venture, puru;crs may
gain ownershiprights to cach athars natural resounr ces, plants, cquipnient, manu-
tactured goods or other resources.

All other types of non-cquitv-sharing cooperative relationships are defined
generically as coventures, or, specitically, as licensing agreements, contracts,

International Joint und Coventures Il
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A1 more aceurately descnibe the nature u'nddl;;si(
Py Inacoventure, the patiners do not ga}n' - X
i the other and a scparate legal entity 18 no.
tovmed 10 share knowledge or facilitate

consortia or other teros th
structure ol these velationsin
ownership nghts to the resources o
Greated. Coventures ate usualhy

transactions.

International Joint and Coveniures

12

2

Executive Summary

Strengthening private business activity, for international competitiveness has
proven to be difficult and complex; traditional foreign trade and business invest-
ment concepts do not adequately address the needs of developing countryor U.S.
businesses looking to explore or expand international business opportunities.
Assistance organizations and governments are eagerly seeking new approaches
to stimulate business growth and cooperation between US. and develcping
country enterprises.

Business enterprises operating within ioday's existing world economy have
limited aceess to technology, capital or markets through traditional debt finane-
ing and direct foreign investment. The opportunity to stimulate industrial growth
through private sector cooperative ventures is increasingly important, but inhi-
bited by a number of factors which will be addressed in this report.

The prevailing global debt and competitive business environment requires
more effective business venture collaboration that will create access to markets,
technology and financing for U.S. and LDC firms secking to expand theirinterna-
tional business activities. New forms of joint ventures and coventures represent
an important business development strategy that can help both developing coun-
try and US. enterprises expand their international business activities. There
appears to be a large pool of U.S. and developing country SMEs that can exploit
joint venture and coventure opportunities, but are constrained by imited man-
agement resources, ineffective information and weak networks to consultants,
partners and technical assistance organizations which could link them to new
markets.

New methods for increasing the number of reasonable ideas for venture devel-
opment consideration and communicating these ideas to potential partners is an
obvious step toward increasing international venture development activities.

International Joint and Coventures 13



A. GRCWING RCLES OF SMALL AND MEDIUM-SIZE ENTERPRISES
(SMEs)

Small and medium-sized enterprises (SMEs) have historically been mainstays ot
the American economy. These enterprises generally can act quickly on a business
venture idea, are more flexible in their approach and implementation of anidea
and have been the largest contributors to the employment growth of the United
States. The entrepreneurial drive inherent in U.S. SMEs is a major factor in their
unparalleled economic success. However, despite the fact that SMEs could
become significant contributors to LDC economic development, they play a
minor role :n business expansion in the developing world.

The distingwshing traits which lead SMEs to explore business venturesin LDCs
are not well known or understood; the venture developmen: potential between
developed and developing country SME partners has only begun to be tapped. In
order to use the experience of SME joint ventures and coventures as effective
development tools, it is crucial to understand the international venture process
and how and why SMEs do or do not participate.

Mechanisms for assisting SMEs with the formation of new venture strategies
should be keyed to the complete venture development process through which
companivs move from an initial idea stage through the search for resources
strategy development, feasibility studies and project start-up. At each stage of the
venture development process, however, potential venture partners can be dis-
tracted and discouraged from pushing forward through the time-consuming
steps that can lead to cooperative business ventures.

It is known that companies will move forward with new business ventures
when they are able to clearly perceive an opportunity which could reduce costs,
exploit new market niches or generate new revenue from existing operations. A
variety of new venture development assistance programs have demonstrated
that SMEs can develop international business activities through joint venture and
coventure strategies and that this process can be accelerated through improved
assistance a2nd network development.

In cortrast to larger firms, SMEs lack many of the resources and abilities which
spur internationalization and help it succeed. Capital, trained management, busi-
ness networks and international experience are only a few of the typical assets
SMEs possess in very short supply. For some, even the time and money required
to identify and meet potential foreign business partners can be a large enough
obstacle to cffectively rule out such exploration.

In studving the international venture activities of SMEs, it was determined that
the majority of such ventures are unlikely to involve the creation of a traditional,
equity-sharing joint venture, Rather, most are likely to enter into coventures that
make use of the existing assets and abilities of the involved partners, while at the
same time ensuring the independence of each partner.

14 International Joint and Coventures

B. PRINCIPLE STRATEGIES OF COOPERATIVE BUSINESS VENTURES

For the purpose of this study, joint ventures and coventures can be further
analyzed and defined in relation to three main strategies: Cost reduciion, product
and market differentiation and surprise revenues.

Cost-reduction sirategies refer to those ventures for which the driving
force is cost reduction, such as the search by a manufacturer of alabor-
intensive piece of furniture who secks offshore assembly sites which can
provide a lower-cost foreign raw material source.

Product and market differentiation venture strategies are driven by a
firm s need to distinguish its products or markets irom larger, more general
product classifications or market segments. In this instance, customers are
always interested in cost, but service, reliability, quality and product adap-
tation are as important in building client and customer bases.

Surprise revenue venture strategics are those which are dictated by unex-
pected circumstances or opportunities. For example, a U.S. poultry opera-
tion may be quite successful in its current operation and not actively
seeking new business opportunities. On the other hand, a developing coun-
try poultry operation needs technical assistance for upgrading its facilities
and streamlining its operation and approaches the U.S. firm for such assist-
ance. For the U.S. operation, an opportunity arises to enter into along-term

technical assistance agreement with the LDC firm from which both firms
will benefit.

New business ventures are undertaken when key management within a firm
makes the decision that a venture opportunity’s benefits outweigh the risks.
Smaller firms typicaily do not follow a systematic approach to forming new
venture development strategies: generally they spend a considerable amount of
time muddling througk: the various planning stages. Often, the successful devel-
opmient of a new venture depends on the vision of a senior manager or the skillful
assistance of an intermediary consultant or facilitating organization. Most impor-
tantly, a new business venture will usually only occur when an entrepreneur or
key company manager has a clear picture of the business expansion opportunity
and how l~hc firm should approachits development. Generally speaking, a venture
opportunity must provide new economic or competitive benefits for the SME and
must not overly tax its resources while the project moves through the feasibility
and resource analysis stage 1o the subsequent stages of venture development.

International Joint and Coventures
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C. CHARACTERISTICS OF NEW VENTURE DEVELOPMENT

The d=velopment of a new bus.aess venture is a lengthy process. Development
time is dependent upon the risks involved, the venture experience of the firm, the
complexity of the venture project and the availability of resources. Normally, the
venture development program must evolve through a number of stages before
the venture can begin - which can last anywhere irom 1010 36 months, Things do
not happen quickly, as a rule.

U.S. SMEs scem adverseto venture development projects which involve signifi-
cant capital risks in a developing country. They are, however, open to innovative
ventures that exploit their own technology, management systems or market
channels, while also oftering promise of enhancing their return on investment.

Successful joint ventures and coventures require good personal and business
relationships between the partners. Intermediaries who are knowledgable of buth
partners and their capabilitics, as well as the venture strategics most suitable for
their venture can contribute greatly to the successful outcome of the venture
development process. Unfortunately, however, many firms are unwilling to pay
upfront for this type of imangible service because thev do not understand the role
of the intermediary - intermediation fees are generally more closely tied to the
ultimate success of the venture.

D. CONSTRAINTS ON VENTURE DEVELOPMENT

Helping companies to quickly develop a credible approach to new venture devel-
opment appears to be a critical step in the venture development process. Many
business development assistance organizations lack the staff or industry-specific
support 10 assist in these important “packaging” steps. Existing private enterprise
assistancc organizations are most effective when they provide highly.specific
linkage networks, credible access 1o partners and steady venture development
follow-up pressure. New private sector institutions may require several years to
build up appropriate credibility and facility ai program packaging and
networking.
Other constraints to venture developinent .nclude:

® the inability of typical SMEs to identify and clarify potential venture oppor-
turities or partners;

16 International Joint and Coventures

® the tact that few imual venture developrient ideas reah the tinal stage ol
SUCCUSS.

E. POSSIBLE TARGETS FOR ASSISTANCE

A L ge numbcr of venture devclopmient assistance organization. are striving to
improve trade and investment Enkages, espedially through the creation of new
private sector orgeaizations inthe Third World. Such organizations must strive to
improve trade and investment linkages through assistance mechanisms, such as-

&  providing tunds to cover partial costs of travel and carly plunming cfterts;

® providing scarch and contact networks which encourage carly personal
contact between potential partners,

® publishing and promoting new tvpes of jointand coventure opportuniticsin
order to bunld contidence and positine attitudes reparding venture develop-
ment opportunitics,;

® cncouraging closer couperation between tor-protit intermediaries and
volunteer assistance prograsns to help lower the cost of such assistance;

® developing US. outreach programs which qualify venture development
opportumties and techaology issues which can be ted 1o developing
countries;

© developing i estment promotion programs which not unly tocus ondirect
toreign mvestment strategies, but also encourage a broader process of
attracting capital and rechnology;

® improving «xwsting trade and investment p: oaiotion program tics o comple-
mentary technical assistance suarees in order o improve capaciivol devel-
oping country firms;

® improving support strategies in LDCs which also provide benefits 1o USS.
enterprises and are not directly associated with U.S. foss of en:ployment;

® cncouraging existing export development programs to chuuse joint ven-
tures or cenventures as venture development opions, which can provide
options tor coping with limited local capadity tor vorunmie and quality ol
manufacturing,

® cncourapmg LEC outreach programs located in the 1.8, o Eurupa to use

nativnal industry nevwor ks andlook to have US. programs gencrate “hight
specitic” venture development opportunitics.

In summary, it was generally lound that developed and devcloping country

SMEs can play a role in inter nativnal cconomic des clopment through various

huernational Joint and Coveittures 17
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types of joint venture and coventure mechamsins However the extent ol partici-
pation in this tvpe o venture devclopment s sigmbioantiy constramed and/or
limited by a number ol factors which are net s cadils adds essedinmany desclop-
ing countries. Usually venture developnient assistance programs tanl o create
industry-specitic networks that can help promote new linkages which are sup-
ported by practical technical assistance programs and which can help improve
developing country capacity and also I the needs of developed country
enterprises.

18 International Joint and Coventures

3

Historical Characteristics
of Joint Ventures

For the purposes of this report.itis important 1o be aware of and understand the
process of venture development - aseries of morce-or-less discrete stages through
which an idea or strategy evolves into a practical busiess arrangement.

The seemingly logical flow of anidea frominitial idea to action is not character-
istiv of SME behavior. Rather, the venture dey clopment process is intimately tied
to the specitics of an idea or proposal introduced to a lirm, The discrete steps
involved in any SME venture development evolution ao take Flace, but they do
not follow a consistent urdes when ditterent venture sttuations are compared.
SMEs may move almost immedistels from a rough idea about export markctng
to actual eaport, or they may spend time analy 2ing partiers and man kets before
beginning or increasing production. In general. SMEs tend woidentils opportuni-
ties and act upon them as quickly as possible and with a numimum ol planning and
unalvsiy. )

The detinition of a joint venture used inthistextisoneinwhich partnersforma
new entity 1o which cach conuributes cquity in the form ot cagital and/or other
valuable resources, such us technology or equipment. Although the new entity is
jointly owned by the partners, it s not be jointly -managed, owner ship mayv not
be divided cqually and more than two partners can be imolved.

A coventure, on the other hand, is the term used o all other types ol coupera-
tive relationships. These may include exclusive distribution agreements, licensing
agreements for manufacturing technologs, products o1 brand numes, contracts
fur juint rescarch and development, subcontiacts or diaw back avvabgements
and similar types of contract-reluted business relationships.

With these distinctions in mind., it is casicr to discuss thechiactenstics of joint
ventures and why thev do or do not oceur, the plavers imvohed and the criteal
environmental and tirmi-specific lactors influencing their development.

International Joint and Covertures 19
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THE VENTURE DEVELOPMENT PROCESS

Although the process of venture development can vary greatly from venture 1o
venture, there are a number of discrete stages that must occur apd which can be
organized in a working model. These stages include the following:

1. An idea is developed by an entrepreneur or member of a firm (IDEA);

2. A preliminary exploration, review and project concept is established by the
potential partners or the venturer (RECONNAISSANCE and DEAL
PACKAGING);

3. Ascarchis made for a list of potential partners that meet the requirements
of the venturer (PARTNER SEARCH);

4. A detailed feasibility study is performed and an investment package or
business plan is developed in light of the interests and resources of the
potential partners (FEASIBILITY);

Negotiation takes place between the potential partners (NEGOTIATION);

6. Start-up of operations is begun toimplement the joint venture or coventure
(START-UP).

7. On-going improvements in operations and the search for new growth
opportunities starts the cycle again (IDEAS).

The following diagram illustrates this process:

GENERAL MODEL OF VENTURE DEVELOPMENT

l RECONNAISSANCE

PREPLANNING &
» DEAL PACKAGING
*
PARTNER &
RESOURCE
SEARCH
-
ONGOING
OPERATIONAL
IMPROVEMENTS

v
FEASIBILITY
STUDIES
¥

START-UP
NEGOTIATION
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B. JOINT VENTURES REPRESENT A MAJOR CHANGE
IN BUSINESS STRATEGY

Existing rescarch, most of which involves the study of larger firms, supports the
idea that joint ventures are typically a “last resort” for firms unable to obtain the
resources or cooperation they require through less-difficult means. Joint ven-
tures are the least-preferred alternative compared to coventures or contractual
relationships, since they: impose more restrictions on the partners’ freedom of
action; are generally more expensive to form; require more commitment by the
partaers and involve a variety of problems inherent in joint management of a
co-owned company - disagreements over strategy, who has ultimate control over
the co-owned company or reinvestment of earnings.

Hurrigan (1985) concludes that joint ventures represent a key corporate stra-
tegic decision. Joint venture decisions are not taken lightly and generally require
extensive planning, feasibility studies, negotiations, assessment of legal and tax
implications and more. The Conference Board study, “Joint Ventures with For-
eign Partners” (Bivens, 1966), reported that a firm's motivation for enteringintoa
joint venture was to acquire some skili or resource which it cither lacked or could
not atford to acquire through other mcans. Pietter and Nowak (1976) also con-
cluded that firms enter into joint ventures when they cannotafford to acquire the
resources and competencies they need on their own.

C. JOINT VENTURES BRING TOGETHER NEEDED RESOURCES

Firms generally enter into joint ventures to acquire advantages or resources they
cannot obtain otherwise. Decision makers are cautious or reluctant to consider
these arrangements because of their complexity and disadvantages. The old
saying, "A partnership is a marriage without love,” hints at some of these difficul-
ties. However, the number of joint venture formations in the United States has
been increasing recently, with many occurring between domestic corporativns
(Harrigan, 1985).

For any business venture, particularly a joint venture, the perceived benefits of
the relationship must somehow outweigh the problems. For example, one stra-
tegic value of joint venture relationships is that thev sometimes cun give partners
the combined strengths necessary to cope with foreign competition. For some
firms, increased competitiveness and survival may be far more important than

International Joint and Coventures 21



the difficulty of meshing the distinct structures and systems of two or more
partners.

D. BUSINESS EXECUTIVES ARE WARY OF PARTICIPATION
IN FOREIGN ENTERPRISES

U.S. business exccutivas often dislike venture participation by aforeign firm for
many of tke same reasons that host countries favorit. Some of these reasons are:
authority is given to local entities, which at times may have different goals than
those of the U. S. firm; managerial freedom is restricted; and additional burdenis
placed on the company. Interestingly, U.S. firms are sometimes more or less
forced into joint venture arrangements because of the requirements and restric-
tions of the host government. A U.S. firm, for instance, may not beabletocentera
market or set up a manufacturing plant without meeting government require-
ments tor local ownership of a business, locally-sourced content of the product
or local management requirements. (n business ventures between state enter-
prises and private corporations, host government officials may believe the advan-
tages of such ventures outweigh the disadvantages; U.S. business executives, on
the other hand, may believe the exact opposite, having experienced a variety of
frustrations with host government business involvement (Raveed, 1980). Foreign
governments cften prefer the control such ventures provide over economic
activity, yet it is precisely that bureaucratic intervention that business people
dislike so heartily, since they feel it creates enterprises that are excessively
esiricted and controlled, over-politicized, and generally less effective and cffi-
cient. In a convin:ing confirmation of this belief, the topic of divestment and
privatization of state-owned enterprises has received steadily-increasing atten-
tion in recent years as host country governments recognize the problems of such
government-run cnterprises.

Government restrictions can cause difficulties in other areas as well. For
instance, a company with business activities in Brazil would be requiredto fly any
air freight into Brazil on one carrier only - the Brazilian airline, Varig. Another
example of government restrictions is the fact that some countries make it very
difficult to bring in a portable computer for personal or business use.

E. SMALL FIRMS ARE LESS LIKELY TO BECOME EQUITY
JOINT VENTURE PARTNERS

The reasons for developing a joint venture found onthe following chart arebased
on research pathered on larger corporations. Generally, SMEs do not have the
same visibility, scale of operations or concerns as their multinational counter-
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parts. Neither do they have the financial resources, access to information, nor the
specializt‘:d.imcmalional expertise a. i executive talent required to formulatc and
manage joint venture entities.

T_his does not mean, however, that SMEs do not enter into joint ventures; rather,
their objectives tend to be more specific or limited to the commercial adv;mtag&s'
or pr(_)fits such a venture might produce. For example, being able 1o sel} a
proprictary technology to aforeiga entity would likely be of much greaterinterest
to asmall firm than the opportunity toimprove anti-foreigninvestment actitudes
a typical concern for z large firm. '

Because SMEs generally have limited capital or other resources toinvest, they
are naturally concerned with the “up-front” costs of venture development su,ch as
traycl. fea_;ibility studies a}:]d consultant fees. They cannot afford extensive explo-
rations and partner searches and are concern i i
i it erned with how quickly a new venture

Often, SMEs simply cannot afford the risks of a joint venture. The rationale for
trade and investment programs, such as The Joint Venture Feasibility Fund and

programs that Suppor t intermediar y aC(i\'ilieS, are bascd on recognition ()( (llese
4

WHY DEVELOP JOINT VENTURES?

The reaso 3 ingintoi i joi

e fouowr': gg;v.m:rally presentedfor entering into international joint ventures include
@ To access a stahle foreign source of raw materials.

» 'fl'o enter into an altractive market that is legally-closed 10 wholly-owned
oreign companies or which is difficult to enter for other reasons.

To spr ead availabe investme, ap! T y
nt capital over more projects, therel lesse
J] e reb ning

To pool skills and gain knowledge of local customs and business practices
To use outdated resvurces profitably.
To sell know-how or other technology.

To integrate and rationalize world-wide activities.

o stimulate or increase the wo - -
3 g B

T the rth of astagnant or ’illlllalloll(LC.by introduc

INg new blood, TEeSOUTCes, Or activities).

To improve anti-forcign investment attitudes.

Robock & Simmonds, 1973

F. PATTERNS OF JOINT VENTURE FORMATION

Ther ) i i
ausc sseialrch performed font this study confirms that the most successful cooper-
ures are those which match different but have complementary resour-
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ces and skills. However similanty between management styles, outlooks and the petrochemical, pharmaceutical, steel and farm and industrial equipment
control systems is an important ingredient for long-term success. The basis for a industries, in which attainment of scale economies and good market share have

cooperative venture can be described as the “resource fi1”. Complementarity been important competitive goals difficult to achieve independently. (Harrigan,
between the resources and skills of two firms will encourage cooperation 1985)
between them. (Harrigan, 1985)

PICTURE OF A RESOURCE FIT

FIRM A FIRM B THE PRODUCT TRANSFORMATION PROCESS

RESOURCES

STAGE |

NEEDS Raw Materials

NEEDS RESOURCES ¥

STAGE 2
NEEDS Raw Materials Processing

RESOURCES h4

" STAGE 3
Compornients/Finishing Materials
¥

The fit between firms may be classified into broad categories on the basis of the Firm B STAGE 4

stages of production in which the pariners cooperate. Horizontal cooperative (VERTICAL Marketing
ventures are those is which pariners engage in the same stages of production. VENTURES) ‘4

Vertical cooperative ventures are those in which cach pariner participatesin a

different stage of production. The diagram on the following page has been N STAGE 5 )
included to illustrate these concepts and the various stages of the preduct trans- arehousing/ Wholesaling

formation process.

¥

STAGE 6
Distribution

¥
STAGE 7 P

Retail Outlets

1. The Hor'zontal Cooperative Venture

Partner firms which join forces in any single production stage form a horizontal
cooperative venture. For example. firms X and Y above have formed a horizontal
cooperative venture by combining their retail outlets. Firms may also form honz-
ontal cooperative ventures to lower costs through shargd production or ware-
housing facilitivs, to combine marketing channels, to carry out cooperative
research and development or to perform joint mining or excavation projects.
Firms may also use a horizontal cooperative venture to team up against a power-
. ful competitr. Horizontal cooperative ventures to date have been prevalent in

(Horizontal Ventures)

24 International Joint and Coventures International Joint and Coventures



AN

2. The Vertical Cooperative Venture

Two or more firms cooperating in different stages of production, such as Firms A
and B on the preceding diagram, form a vertical coventure. Early studies of
international cooperative venture activity regarded cooperative ventures as a
means for developed country firms to penetrate the markets of industrializing
countries (Bivensand Lovell, 1966). More recently, developing country firms have
used the international cooperative venture to penctrate the U.S. market. In the 84
projects studied for this report, 67 percent of projects initiated in the Caribbezn
Basin followed the latter strategy (see Appendix C).

International vertical cooperative ventures have also been undertaken for the
purpuse of investment or the organization of financing from international sour-
ces. In addition, couperative ventures have been used to transfer know-how or
actual production facilities, 1o provide technical or management services, to
attain competences or resources lacked by one partner, to market products from
one country in another or to establish a drawback operation. Firms have also
entered vertical cooperative ventures to decrease their dependency on particular
supplier or buyer firms (Harrigar., 1985).

In our sample of 84 projects. 7 percent of the couperative ventures were
classified as horizontal, while 92 percent were termed vertical cooperative ven-
tures or coventures; | percent was “spiderweb” or a combination of horizontal
and vertical. Joint venture and coventure strategies were used by Caribbean and
U.S. firms for different ubjectives. American partners used the couperative ven-
ture process to access cheaper labor, less costly production facilities or cheaper
sources ol other inputs. Caribbean partners entered a cooperative venture in
order to gain access to technology and management skills and to penetrate the
US. market through the marketing and distribution channels of their U.S.
partners. harrigan reported that the American managers participating in her
couperative venture study concurred that market access is very important (if not
the single most important) resource that U.S. partners corntrol in cooperative
venture negotiations. Technology was found to be almost as strong a motive for
cooperative venture formation.

G. ATTITUDES OF SENIOR EXECUTIVES ARE CRITICAL

While there may be compelling business reasons for a firm to internationalize, it is
unlikely to do so without the commitment of senior executives. The influence
exerted by a senior exccutive is a signiticam factor in internationalization,
according to those participating in our survey. Survey results indicate a highlevel
of agreement with the statement: “A primary motivation for this venture was the
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leadership and commitment of a senior executive.” This finding tends to support
Ahroni’s (1966) contention that the most significant internal force for internation-
alization in a domestically-oriented company is the leadership of a senior
executive,

H. JOINT VENTURES ARE A RISKY BUSINESS

The extent 1o which ventures survive 10 fruition is central to the usefulness of
couperative ventures as a vehicle tor encouraging economic development. The
venture must last long enough to benetit the firms involved and to attain its goal.

According to estimates developed by Me Kinsev & Co., history has been a harsh
judge of cooperative partnerships:only 1in 30 proved tobea luﬁg-lcrm success as
an oi gomng enterprise. As the diagram on the following page illustrates, the
percentage of cooperative venture ideas that actually develop into long-term
alliances is very small. (The estimated percentages of success and failure at each
stage of the venture process indicated in the diagran were developed by McKin-
sey & Co., 1986). According to the McKinsey estimates, there is a 3 percent
probability that a venture will survive in the long-term once a formal agreement
hus been signed, while 2 percent of all partnering concepts eventually blossom
into long-term successes.

Thinking of joint venture promotion, the McKinsey study would suggest a
range of 6.7 pereent to 16.0 percent of all general project conc.cpls reach aformal
agreement. The Singapore promotion office can et 27 percent of all companies
contacted 10 visit Singapore and 4 percent to invest, {Organization of American
States, 1985).

L. COOPERATIVE VENTURES TEND TO BE UNSTABLE

According 1o Harrigan ( 1986), The Conference Board Survey (1966), McKinsey &
Co. (1986), and our own survey of joint venture experts, several forces lead tothe
erosion of cooperative alliances in the long-term. These forces include:

1. Uneven levels of commitment of the venture partners.

}/cfnlurc pariners may develop unevenlevels of commitment to the venture when
1tis critical to the success of one company’s business strategy, but peripheral to
'lhc other company's. Even if partners enter the venture with the same level of
Interest, it is rare that the same level of interest is maimained over time.
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2. Changing strategic objectives

Joint ventuie partner firms have different motivations and face different situa.
tions in their business activities. Thus, the importance of the venture for the
partner firms may change at varying rates. Additionally, one partner may find
that cooperation with the other slows his operations or both partners may find
that cooperation slows both down.

THE VENTURE FORMATION PROCESS
STAGE 1
Firms ha.s several general concepts

for strategic relationships

80% 10%

to 1o
90% 20%

Firms do not connect One of the target partness

— expresses some initial interest
20% 67%
to to
30% 80%
Potentially allies Partners come to a formal
can't agree agreement
l
25% 50%

to 10
50% 75%

One or both partners is initial progress pleases both

disappointed firms
l
More than 50% Less than 50%
2"iance dissolves Alliance thrives in the
— long-terin

Arrows indicate probability of reaching next stage
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3. Large/small firm mismatch

Decision-making capabilities, risk-taking propensities and the scope of organiza-
tional resources that each partner isrequired to devote to the success of a venture
differ between small and large firms. Large firms have access to outside consul-
tants, market research departments, systematic screening processes or aca-
demic ties. Small firms, on the other hand, operate on a different frequency.ltis
often the case that one or \wo managers (or owners) carry out the functions
allocated 10 several departments of larger organization.

Thus, small companies cooperating with larger firms are often frustrated by
long decision-making processes, paperwork requirements, numerous meetings,
and the layers of bureaucracy characteristic of larger firms. On the other hand,
large firms become frustrated by partners which cannot play by their rules.

The size discrepancy may also hamper vertically related ccoperative ventures.
For example, a manufacturing-type venture where the U.S. firm is responsible for
marketing and distribution may require far more volume that its potential small
partner is able to provide, even if it is operating at capacity. Thus, a product
manufactured by a Caribbean firm for which there is a strong market in the U.S.
may be rejected by a potential U.S. partner if it cannor be obtained in sufficient
volume to make marketing the product cost effective for the U.S. firm,

4. Dissimilar corporate cultures

The problem of dissimilar corporate cultures is similar to the large firm/small
firm problem described above. Although firms may be of similar size, their
operating styles may differ to such an extent that the partnersare not able to work
comfortably with one another. Confusion over procedures and misinterpretation
of agreements can slow down partners’ progress to the extent that the benefits of
the venture are outweighed by the operational inefficiencies it creates.

3. Inadequate Incentlves for cooperation

According to Professor Edward Roberts of MI.T.’s Sloan School of Management,
few partnerships fail because they are flawed strategically. Most failures occur in
the execution or implementation of the venture, not in the conception.
Cuoperative agreements are often crafted at the highest decision-making levels
of companies, but are implemented by others within the .rganization, For exam-
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ple. in a cooperative agreement which exchanges production for .m;u'kv:l access,
the salesmen are the ones charged with implementing the marketing agrecment.
Each partner must provide adequate incentives 1o lhv': arm of its organization
charged with implementing the cooperative strategy oritwill notlive up toits end
of the bargain.

6. Insufficient executive attention

According to a study by Coupers & Lybrand and Yunkclu\'ich. Skcl!} &_Whilc,
executive involvement devoted to cooperative ventures declines with time: 46
percent of senior managemgnt time allocated to partnering goes into the concep-
tual phasc of the venture; 23 pereent to the des elopment phase; and only 9 pereent
goes to the actual management of the venture. This study also found lll;}l most
corporations underestimate the commitnient of human resources \f’hlchAurc
necessary to make the cooperative venture work and that the actual time tirms
need to devote to the venture eventually drains them of their interest in the
venture.

7. Misjudgment of distribution capabilities

Marketing new products often creates problems for even the most (.!v:vclopcd
sales and service organizations. Maay firms which undertake marketing a pro-
duct for their venture partner find that they do not understand the marketforthe
product as well as they thought they might. The cost of learning that market may
outweigh the advantages of the venture itself.

8. Disappearance of reason for undertaking the venture

The market for the product manufactured by the cooperative venture may
disappear or one or the other pariner may decide to exit *he businessin which the

venture operates.

9. Other Factors

Our 1986 survey of joint venture authorities (see Appendix C) revealed several
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other factors which may prevent the venture partners from reaching STAGE 4
(start-up operations) of the venture process, such as:

Differences in partners’ long -and short- term objcztives

Differences in the long -and short- term objectives of parters often lead to the
partners having different visions for the objectives and timetable of the venture.
This can lead to negotiation or operating difficulties and the dissolution of the
partnership. Ninety-seven percent of the respondents in the JVFF survey indi-
cated that differences in long and short-term objectives were an important factor
preventing the ventures from coming to fruition.

Partner does not live up to expectations

When one partner does not perform as the other expected, the cooperative
venture is greatly strained and will be dissolved unless more negotiations bring
the partners to a new understanding.

Inaccuracy or incompleteness of Initial studies

Inaccuracy or incompleteness of feasibility studies may mean that markets for
the venture's product are weaker than expected (in which case the venture may
be dissotved) or stronger than expected (in which case a firm may have teamed up
with aninappropriate partner). Similarly, inaccuracy of initial expectations about
the expected profitability of the venture often results in the dissolution or renego-
tiation of a cooperauve venture.

Lack of experience

The larger the tirm's resource commitment to a cooperative venture (i.e., the
greater the degree of importance in the overall company scheme) and the less
experience it has with cooperative ventures, the more likely that substantial
problems will be encountered. According 10 Haragan (1985), there is a definite
learning curve associated with cooperative « entures; the firms that have venture
experience are mo e likely to have learned to handle such difficulties.

Host government Interference or changes in national policles

The political and bureacratic environment of the host country can present signifi-
cant barriers to efficiency. Nearly all of the JVFF survey respondents indicated
that a principal contribution of the host country partner was providing relation.
ships with government institutions that are necessary fc - the smooth operation of
business. Host country partners can help cut through red tape, greatly accelerat-
ing the prog.ess of venture development and/or facilitating operations. They are
alsoin a sosition 10 anticipate changes in government policy and the effects such
changes may have on the operation of the venture,

The effects of geographic distance on routine

communications and language and cultural differences

differences between partners

Surprisingly, our respondents ranked geographic distance, language and cultural
differences as less likely to lead to the dissolution of cooperative ventures than
any of the other factors described above. It appeared that as long as there was a
sound business rationale for the venture and government interference did not

make business operations too difficult, the venture would prosper - language and
cultural barriers notwithstanding.
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J. SUMMARY OF HISTORICAL CHARACTERISTICS

Historically, most research on joint venture forrpalion and o_pcr_'ations has l_)c:;n
conducted with larger multinational firms. This research indicates that joint
ventures are complex relationships, often unslal_)lc and_pronc to breakdown.
Changes in external environmental conditions, inexperience pf the p;\rnil.cr‘.:»:i
differences in partner philosophies and ways gf conducting business, unrea llt}.‘
expectations and more, may create substantial problc_ms, oflcp leading to the
dissolution of the partnership. The potential economic bcnch.l.lhal could be
derived by the partners.is a necessary, but not sufficient, condition for longer-
: success.

lﬂ;\":{;::::ll"‘e’ factors caninterrupt the venturedey clupr_n_cnl processatany stage.
Anything is useful that can help the clients keepaclear vision ofvlhc opport‘uml'y acl‘
hand. Also, assistance can help them work through the various planning an
negotiating details. Assistance progranis lor_ venture forplallon musl,.thcr'chrc,
be able to affect all stages of the process with information and technical assist-
ance. Maintaining pressure and incentives at each stage appears valuable to
accelerating the project development cyele.
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International Venture
Development of Small

and Medium-Sized
Enterprises (SMEs)

A coizstent theme weaving throughout the rescarch findings is that of the
dilterences between SME organizational and managerial characteristics and
those of larger multinational firms. Though there is some overlap between them,
SMEs are a distinctly ditferent tvpe of entity, which must be thoroughly under-
stood in order to design celtective support and assistance programs which are
geared to their needs in both the developed and developing countries.

The aim ol this chapter is to explore a variety of organizational and managerial
characteristics of SMEs and 1o illustrate how these characteristics can affect the
venture developmicut process.

A. PLANNING IS LIMITED IN SMALLER FIRMS

SMEs vy pically lack an extensive planning system and are not overly burdened by
corpurate burcaucracy. Once a venture idea or opportunity presentsitself, SMEs
generally act quickly 1o explore such opportunities. This tendency to act quickly
may be heightened in those firms that already have a propensity to international-
we It mav abso result from peisonal exposure of key international business
cxecutives to a particular country or from relative international involvement of
their industiy. As an example, a smaller US. garmen: manufacturer may receive
an unsolieited letter from a developing country counterpart, or vice-versa, who
seehs an opportunity tor offshore production. If the ensuing discussions warrant
it, an agreement may consequently be signed.
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2udaden changes m external business environmeni circumstances may push a
firm 10 internationalize. Several requests for funding received by the JVFF in
1986 invoived U.S. dairy operations who sought to shift excess dairy herds to
developing countries, as an altetnative to the slaughtering mandated by Federal
legislation for the purpose ot reducing dairy herds. At the same time, the US.
Department ot Agriculure (USDA) explored this option, since the much public-
ized dairy herd reduction met with strong opposition trom the meat-packing
industry, which taced a bect surplus.

The tendeney of most firns to merge planning and action at the same time is
well-documented (Weick, 1979, Munagers do not generally formulate compre-
hensive plans; rather, thev tend to plan as they go along. In the ahove dairy
operations illustraton the mdividual dairy firms and the USDA quickly disco-
vered that exporting cattle overseas brought with it a vanety of concerns, such as
the ahility of the host countries to operate dairv and livestock enterprises, the
effects of such iransters on the recipient’s local agribusiness cconomy, as well as
the effects of transport and relocation on the cattle. One firm complained of the
scarcity of appropriate shipping and noted that some cattle might die in transit.
The realization that the export transfer was not as simple as initially presumed led
quickly 1o feasibility study efforts in order to answer critical questions.

tt was found during our survey that the SME management process generally is
nota systematic movement through a logical sequence from planning to action.
There is hittle tume for isotated reflection on one'’s business. Most management
time is spent “firet izhting” (Mintzberyg, 1973). Thinking (planning)is done concur-
renthy with other tashs or during time awav from work. This view of the average
business decision is critical 1o understanding why most U.S. and foreign firms
rarelv seek out information or technical assistance 1o assist them with planning
Rather, they “muddie along,” reacting 1o day-to-day situations.

The following case, an adaptation of an actual case in the Caribbean Basin,
illustrates this management characteristic of SMEs. ’

CASE STUDY:
CONTACT LENSES - PANAMA

Though the inchinanion 10 internationalize usually exists before a tirm takes action,
specitic crcumstances can change this. As the tollowing case study lustrates, for
US. SMEs m particular, venture dey clopment steps do not necessarily follow a
standard order.

Exceo Panania, a group of Panamanian entreprencurs and business owners, were
discussing wass to mahe use of the Canbbean Busin Intiative (CBI). One owned a
company that manulactured containers, on a contract basis, for personal care pro-
ducts thair sprav. deodurant). Another tirm had some knowledge of contact lens
manutactunng. They believed that, since contact lens manutacturing is relatively
labor intensive, they could olter a lower-cost source of contract supply to US. lens
manulacturers, if thes could acquire the necessary equipment and technology.

With the help ot an intermediary, they prepared a proposal and presenteditto USS,
-based contact lens manutacturers and distributors. Internationalization was acom-
pletely new idea for most of the US. tirms contacted. It is worth noting that such
firms, when shown a speaific, attractive opportunity, are usually quite willing to
seriously consider it Introduction of a new idea, in the form of a specific proposal,
started a development process which included visits to Panama, discussions of
potential problem areas in the manufacturing process, preliminar studies and nego-
tiations.
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TION AND COMPANY
LACK INDUSTRY-SPECIFIC INFORMA
B g'pl,‘ilf;TEGlES ON COOPERATIVE VENTURES

Changes in management’s pcr.xpccl»i\‘c.t (.)l the cxi_sling hu»uln» c.n\lror:’m;nllnf:ln
lead 1o exploration of venture possibilities. Most impor l-.u'u v, .}1 g.(.)'mp};l\' l) moti-
vated to take action when it perceives a new oppornt u»ml_\ ort I!L'd'l tha ] r.l"(l)"zbo.
managed (Pounds, 1971). Most tirms rule out cuns.ldcxunu-n.s l:j)r \L.n}lqr‘c_uf labo-
ration with developmg countries unless they receive cqu:l and specitic info
tivn on these strategies and how they can benetit the tirm. i have
Many caterprises, especiaily smaller U.S. and dev cluplng chumr.\ l”-n.b..,:c;;
litde undersianding of the juint venture or coventure ;'uu'Lcr..a O:H:-I-L?:d“n_
suggests that many small and mediumesized firms are un.f\\.m., Lfnu Ld‘ldt cl. "
tused about what coventures might mean to them terms ol cost l.L -UL(IUh:
new market access or other benebits. A clear undcl_‘lsla’ndl_n%: on Ehc‘ pd,IlLr) ;lm:
potential partners regarding possible venture benefits is vital 1o any signific
expluration of a venture idea.

C. SATISFICING RATHER THAN BROAD PLANNING

The concept of “satisticing” (March & Simon, 1958) challenges the id.ca lhal‘
decisions are based on optimality. Firms gcncrull_\'.du nul.dc\'clop 'el.xburalg
analvses of strategy options and chouse the strategy with the highest \?’L‘Ighl({d net
pt esentvalue. Instead. most firms make decisions in response to the first satisfac-
tory alternative that might solve the problem or ncchal' hu.l"ld - - they make
decisions which will hoth “satisfy” and "sulficc'f, or “satisfice. )

Satisficing is more common, even in larger firms, than bruad-scalf: [?l;:mn}ng
and extensive analvses. Most firms have neither the resources nor !hc md.fllanoAn‘
for broad planning. The reality of business planning an.d decision making lls
ncither as rational nor as thorough as micro-economic stereotypes would
indicate.

D. LEVEL OF PLANNING FORMALITY DEPENDS ON THE VENTURE

Asnoted earlier, venture development steps can vary, dcpcnding on thc. pamcn;l§r
opportunity being explored. Intermediaries and other professionals involve lin
developing joint ventures or coventures report that the level of venture planning
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formality depends on the:

® product;

® the complexity of the manufacturing precess or technology;
® the venture's purpose and form;

® the presence or absence of an intermediary;

@ the amount of investment required.

The perceptions, expectations, realities of the local business climate, company
philusophies and curtures, kev playvers personalitics, interpersonal chemistries
and prior international experience significantly affect the venture process. Even
when firms have a propensity to internationalize, or to act. a catalyst-citherin the
form of a specitic 1dea or “felt need” - is required before the venture process can
begin.

The findings on satisficing and the informality of planning should not be
generalized to all small and medium-sized firms. The following case study is a
good case in point. since it illustrates a firm which did substantial planning for one
venture opportunity and essentially none for another.

CASE STUDY:
ELECTRONICS MANUFACTURING - EL SALVADOR

Rhode Istand Electrorics’ (RIE) technology is not complex. Most of its” manufactur-
ing operations involve metal stamping, wining and assembly tasks. There are only
two patentable processes involved which are not considered to be major advancesin
the field.

Until recently, RIE had no international affiliations, although it did export some
products to Europe. In 1984, RIE noted that a number ol comipetitors were beginming
to manufacture and sell in Europe At the same time, they noted an influx of foreign
competitors in the US. market. Convineed of the need to internationalize, RIE and
their local bank hired a consulting firm to explore their competitors’ strengths and
weaknesses und their business development strategies, as well as various European
countrices and markets. This information and analysis provided ithe basis for RIE's
emerging international strategy. Ultimately, the company decided to enter into a
coventure with a German distributor who had previously handled RIE's export sales.

Realizing that internationalization had become asignificant factor in their segment
of the clectronics industry, RIE also made a concerted effort 1o create a formal
planning process for their interationalization rather than informally “winging it.”
They svstematically collected and analvzed information, debined options., conducted
cost benefit analvses, tormulated a strategy and implemented a detarled action plan.
Knowing that their competitors were operating on a global level, RIE's management
expanded their thinking beyond simiple exporting-a good example of the “band-
wagon” ¢tfect (e in this case, because RIE's competitors were going international,
they telt they needed to also 10 keep op with industry trends). They did not possess
in-house international expertise, but were astute enough to recognize the need for,
and sulticicnt value of, the services of outside experts in their development of an
international strategy.

RIE’> venture with the Gernzan distributor was successful and “whetted their
appetite” Lor other mnternational opportuntics.

Sull concerned with growing competiive pressures in their US. and Eurapean
markets, RIE had excluded the developing world in their planning and thinking. Toits

36 International Juint and Coventures

management, the developing world meant small markets, quicksand pohtics and
worthless curtency that could not be comverted to dollurs. However, since the
consulting tirm retinned tor the Eutopean program was also mvolved in a trade and
investment program tor Bl Salvador, RIE was encouraged to explore manutacturing
posstbibties in that country.

RIE tound that managenal capabiluy and plant capaaity were available 1n El
Sahvador, since there were several locat electronie components manulacturers who
had been phased out of a contract with a major American clectionies COmpany's
subsidrary. RIE sent component sumples (0 these iems and found that manutactur-
ing i El Salvador would cost 15-20% less than m RIE's U S, plunt. Although RIE was
enthusiastic about the opportunny, the venture s currenth “on hold,” due to a
depressed market demand.

In contiast to the Lutopean venture explotation, RIE's explotation of El Salvador
was relativelvintormal with e or no planiing. They were presented wath awan o
teduce costs They sentsamples and were satisticd with the Salvadoran hems' quahin
and cost As aresult, RIE was prepated 1o miahe animitial order. None of these steps
and actons inolved sigmiticant preparation or rsh.

E. INTERMEDIARIES FACILITATE VENTURE DEVELOPMENT

A survey ol expericneed imermediaries ard venture development UAPCTES Was
conducted as part of sthe IVEF rescarch program with the purpose ot contirming
or challenging other rescarch bndings. The results contivm that small o
mediumesized businesses are reluctant to pursue mternational ventures in gen-
cral and to expluit oppurtunities with LDC tirms m particular. Intermediaries
bring specific eapericence and hnowledge 1o potential venture partners and
greatv increase the probability of venture formation.

The surves respondents were experienced in the international venture process.
They had an average of 15 vears experience in international joint ventures and
coventuies and had participated inan average of 3010 35 international coopera-
tive ventures. They were asked to answer aseries ol questions regarding coopera-
tive ventures in general and the use of cooperative strategies in developing
countries specifically (sce Apper. i C).

Rescarch on the venture ptrategies of large firms indicates that their need 1o
satisty o variety ol internal, compettive and strategic necds motivates them to
consider ajoint venture or coventure. Firms which lack the capabilities, strengths
orresources to exploitanindependent business opportunity wilt consider couper-
ation. A number of SME characteristies reduce their drive to engage in interna-
tional joint ventures or coventures. In fact, 85 percent of the respondents to the
survey felt that US. and Caribbean Basin SMEs lucked appreciation of joint
ventures or coventures as a business development strategy.

Survey respondents overwhelmingly agreed that the “lack of direct coventure
aaperience” of U.S. SMEs is the most significant tactor inhibiting the initiation of
cooperative ventures in the Caribbean Basin region.

Inexperienced firms may see coventures as being too complicated and may
pursuc other options tor achieving their strategic goals. Unlike large firms, where
strategic planning departments come up with venture ideas and lists of prospec-
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tive venture partners, small firms often depend onasingle individual - usually the
owner/manager - to provide and process strategic businessy enture inlormation.

Since the owner, manager must also assume many other roles in the manage-
ment of a small business, there mayv not be much availdable time for strategic
planning and information gathering regarding potential venture partners. Thus,
initial surveillance for prospective partners mavy be hmited - to the extent that no
suitable partners are tound. Conversely, large irms often survev and interview all
pruspective panners being considered for a particular venture. The problems
that a small firm cncounters in a partner scarch are further complicated by
geographical distance and language ditferences. According to the surves results,
80 percent of the respondents felt that “small and medium-sized U.S and Carib-
bean Basin firms have ditficulty identifving joint venture vpportunities and
venture partners.”

Intermediaries, or venture brokers, often perform the reconnarssance tunction
for the small firm. Interinediaries are generally familiar with firms in a particular
industry or country and can assess their viability as potential venture partners.
Thus, intermediarics reduce partner search costs for the small tirm and increase
its realm of strategic options.

“Inierviewing potential partners and eventually mecting them™ is an important
step in the venture development process. According to 90 pereent of the survey
respondents, direct contact with potential partners is the most important factorin
building commitment to the cooperative venture. Thus, JVFF tunds, which tacili-
tate prospective partner firms to meet one another, play an important role in the
early stages of the venture development process.

Once prospective venture partners have been located, small tirms may encoun-
ter the more fundamental ditticulty of having “insufticient knowledge of how to
organize the new business™ or how to manage its growth in a new dimension.
Again, advisory services that provide effective, practical help in starting and
managing a venture may increase the venture’s chances of initiation and survi-
val. The results of the survey indicate, however, that small and medium-sized
U.S. and Caribbean Basin firms “lack an understanding of how to usce interme-
diaries and other advisory facilities™ to help organize cooperative ventures.

The survey of experts suggests that in order to stimulate the development of
couperative ventures between U.S. and Caribbean Basin small and medium-sized
firms, intermediary organizations are needed to:

® make firms in both countrics aware of venture opportunities
® make firms in both countrics awarc of potennal partners

® famiiarnize firms in both countries with the venture development process
(lack of experience is the greatest factor inhibiting the fermation of cooper-
ative ventures)
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F. SUMMARY OF VENTURE DEVELOPMENT OF SMEs

For most SMEs, planning s gencrally unstructured, mibormal and unsophisti-
cated This fact, coupled with the tactthat a “elobal onientation s not a necessary
condition for inating international ventur os, has many unplications tor policies
and programs buth in the home and host countiies. This reality should affect not
only legislation and program content, but i also has impllculi;ms tor the waysin
which these programs are commumicated 1o potental venturers. "Marketed” is
perhaps a more appropriate term than “communicated,” since the concept of
juint ventures and coventures realhy has to be “sold to smaller and mediun-sized
cuterprises.

SMEs often require a push toward considering international business ventures
and they need conerete reasons why they should internationalize. Some have
unfavorable attitudes toward developing countries that are not casily overcome,
Since many SMEs have never entered imo joint yventures or con cntures - cither
domestically or internationatly - thev require puidance and information regarding
the lhcm'_\‘ and practice of such couperalive dorangements.,

SMEs need assistance with identitving those teatures of their specific situation
or business which lend 1o international business ventures. Some SMEs may be
unaware that hinancing for business expansion and low-cost labor may be bro-
vided by developing countries. They mav not be aware of a highcr-qu'alilv off-
shoure source of a needed raw material or may be ignorant of developing co;mlry
markets for their producis and services.

Since most SMEs are too busy “tirelighting” o devote time, resources and
eftort 1o actively seeking international business oppurtumtics, they need assist-
ance to identifv and evaluate specific venture oppuitunities. An -inlcrmcdiary
rpcchuni;m, which would "push™ potential venture opportunities in both direc.
tions - 10 U.S. SMEs as well as those in developing countries - would contribute to
the greatest weaknesses of SMEs - their relative inability 1o seck new specific
venture opportunitics.

External guidance during discussions and negotiations between potential
partners can lessen friction and increase the strength of the partners’ commit-
ments to a potential venture. Participation of an objective third party can provide
the overview and knowledge of international business rcluliunshi—ps which the
partners may lack. Specilically, external guidance can help potentiai venture
partners find financing, marketing channels, shipping/customs brokers, techni-
cal assistance, equipment, ete. Venture development assistance and promotion
programs targeted at SMEs provide excellent upportunities 1o train firms in the
varied aspects of international business operations.

Snmply put, many SME's, in both the developed and developing countries, can
benefit greatly from a substantial amount of personal, one-on-one assistance - a
facl‘ur directly related to the successful development of further international
business ventures involving smaller - and medium-sized enterprises.
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Characteristics of SME
Joint Venture and
Coventures

A survey of the research literature on international ventures confirmed that the
majority of international SME ventures confirmed that the majority of interna-
tonal SME ventures do not involve the ereation of traditional, equity-sharing
jumnt ventures, nor the direct foreign investment typical of large multinationals.
Rather, a variety of nun-equity sharing coventures predominate, which tend to
utihze a partner’s existing assets and capabilities while simultancously maintain-
ing a greater degree of independence between the firms.

Several aspects of the projects examined in teh JVFF research that are consist-
ent wath this tendencey were: a) the firms were generally small to medium-sized
(with the corresponding resource limitations); b) the SME firms held a common
perception of the political und economic instability of the Third World; and ¢) the
venture strategies of the SME firms were inclined toward the non-cquity-sharing
tvpe of venture.

This chapter will first profile the JVFF ventures by type and size of venture and
then discuss the motivations of both U.S. and Caribbean partners which affected
the type of venture pursued.

A. THE VERTICAL/NON-EQUITY FORM OF
COOPERATION PREDOMINATES

The Caribbean Basin firms surveyed in the JVFF research tended to form non-
equity-sharing vertical relationships with their U.S. partners. In most of these
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coventures, the Canbbean payiner contnbuted the bulk ot the resouces needed
to carry out the manutacturng tunction tnaterals, labor, capital, regulatory
permits, ete), while the US. partner tvpie alls pertormed the distribution bunction
and provided technical assistance to the Catibbean partner. In some vases, the
U.S. partner also provided sume muatcrials to the manutacturing tunction.

In statistical terms, 92 percent of the sample of JVEF ventures anahvzed were
termed vertical relationships, 7 pereent wete classitied as honzomal, and 1 per-
cent represent a spider-web ettect (vombinations of horizontal and vertical).
Furthermore, as shown in Table A, 25 pereent were joint ventures (imvolving the
creation of a new cquity). Fhis breahdown of venture types is NOL SUrprising n
light of previous rescarch which indicates that executives (especially those who
are owners of their businesses) attemipt 1o maintain strategic {lexibility as they
venture, especially in situations which they perceive to be rishv or which have
insuficient infurmation. Harrigan (1986} also found that venture partners gener-
ally preferred flexible arrangements w hen venturing into situations perceived to
be uncertain and volatile. The Aun-equity, vertical torms of parucipation are
consistent with the perception of U.S. SMEs of the Caribbean Basin as politically
and economically unstable’

Table A

VENTURE TYPES
(sample of 84 JVFF firms)

Vertical Horizontal Spider-Web
Joint Venture 22% 3% 0%
Coventure 70% 4% 1%
Overall
Sample 92% 7% 1%

The firms that chose non-equity forms of cooperation alsotended o be smaller
than those which chose cquity participation. Consistent with their limited resour-
ces and information-gathering capabilities many of the coventures were struc-
tured to utilize the existing abilites of cach partner, thereby making the creation
of a third organization unnccessary. Those ventures that did involve cquity
participation tended to involve somewhat larger firms which possessed greater
international experience and were iny olved in industrics requiring greater levels
of capital. For example, one IVEF-4unded venture centered around the creation
of a sawmill in El Salvador, a relatively expensive Propusition, 1o Process CxXCess
low-grade Alaskan timber into lumber tor local use.

Another factor which makes equity torms of couperation between US. and
Caribbean Basin firms less likely is their size asymmetry (see Table B). Harrigan
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(1985) tound that partners of substannally ditferent sizes were less likel tot
able to atford 1o fund and support their ventures in similar amounts o

Table B

SIZE OF FIRMS IN TERMS OF SALES
(Sample of 84 JVFF Ventures)

U.S. Partner Slze Jomit Ventures Coventures
Average Size $10.000,000 7
Minimum 350.000 ’ "?33'000
Maximum 25,000,000 25 0000(?(;)0
Caribbean Partner Size

Average Size $ 5,000,000 $ 4,470,000
Minimum 35,000 ’ 0, :
Maximum 16,000,000 4 030(())?)%

Inl\valumg r'cnprucal contributions 10 venture opportunities, aceess to the U.S
market was the most important re : mure
ct v esource controlled by US v i
e o A v US. partners in ve
hglb):almrr (Harrigan, 1985). Because technology changes rapidly, it was ral:llll("j
I y < TR ‘ 1 . . "
Delow rll}l].xr L;].ALLL».. Competitive advantages based solelv on technology are ! L S
\dluL l (.jm t :w b;(ljscd on market access. The dc\'clupihg country c:n—lc.rpri's.bb
evaluated in the study placed high v i s : e
eva f alue on locati~g partners w i
aceess to buth markets and technology. spariners who could provide

B. PRINCIPAL MOTIVATIONS GF
VENTURES DARIIATIS DEVELOPING COUNTRY

Developi 3 ' v vi i

ll‘]ponplr:g c.m.;nlr:\ SMEs view couperative ventures with US, partners as £n

gm“lh.m :l“LL h.xm.sr:j\ to achiceve their objectives of market expansion businc‘-
and product diversification. Amo : or

growth a ‘ : . ng the most often-ci ivati

seeking ceoperative ventures with U.S. partners are: ted motivations for

L. Access to the US. market
2. Acquisition of technology and know-how

Greater utilization of existing labor and production facilities
4. To enter into a new business
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Car‘bbean Busin venture partneis used the cooperative venture primarilv as a
means for gaimng aceess o the marheting intelligence, distribution channcls and
brand names of thair U.S pattoers In addition, U.S. partners offered their Carib-
bean partners aceess to technology which they would vtherwise find very ditti-
cult to develop ur buy (Connoly, 1984; Harnpan. 1986). New machinery and new
technological shills were used to upgrade and build upon the existing skills of the
Canbbean labor torce (see Table €}

Table C
STRATEGIC OBJECTIVES OF CARIBBEAN VENTURE PARTNERS

Strategic Focus of Percentage Percentage
Curibbeuan Basin Firms of Values Initiated by

. Curibbean Firms
Market Access 38% 43%
Enter New Business 31% S6%
Greated Uiilization of
Existing Capabilities 14% 60%
Product Diversification 10% 33%

Entrepreneurial ideas, resulting in new businrss ventures, represent yet
another category of venture motvation. These types of ventures were generally
based on new ideas with unknown market potential and their feasibility
depended on the particular individuals involved in putting the venture together.
Often the principals involved lached the usual necessary ingredients for achieving
venture success. The potential Caribbean partner may have been undercapital-
ized or lacked knowledge or experience inthe industry they wished toenter. They
also lacked the managerial expertise or other tvpes of knowledge which are
reauired to take an dea and transtorm it into a revenue-generating business
organization - a formidable task for even the most experienced and well - capital-
ized group.

This is not to say that this type of motivation lacks merit. Rather, itisimportant
to point out that the principal promoters of new ventures may lack a full under-
standing of the difficulties inherent in building a business from an idea and may
not have an organization in place to provide some of the necessary resources and
expertise.

The irony in developing countriesisthat the most capable manufacturing firms
(and potentially the most suitable venture partnersjare often the least motivated
1o explore export venture opportunities or international activities. These manu-
facturers tend to have sufficient regional markets and to operate profitably. Such
firms may find it difficult 10 rationalize devoting the resources necessary 1o find
and contact potential U.S. partners, travel, test products, and perform all the
activities necessary 1o bring about international business relationships. One
entrepreneur in the JVFF study put it quite simply “Why work so hard whenitis
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fcr:‘)vldcs inexpensive labor and a shont
I_ﬂ’zxc:c: producl!un costs. Thus, by utilizing ¢
¢ production custs without substantial

l:cJVFF, itis not surprising that they
that were formed, as outlined below.

so unclcar what the benetit will be?”
C. PRINCIPAL MOTIVATIONS OF U.S. VENTURE PARTNERS

US. firms tended to
S. use the cooperative ve i ily as
e nture primanily as
strat e : T indi oo ;
e :ﬁ:\:TL Tlallwlc. D). The results indicate that small to mcﬁiumasci;)s(; ﬁducumon
. e . .. . ey ° = i
haca cariLbL ¢ .x)s.fn.nnss uflhc opportunity to reduce costs by man f.s. . ing
ean since they did not intiate most of the cost rt:d-ucliorll‘| enturee
- ventures.

Table D
STRATEGIC OBJECTIVES OF U.S. VENTURE PARTNERS

Percentage of

‘S);ral;gz ,F"o;us Per:’enlages of ;/rfx'l]:clx‘l’ej
‘entures by US. Firms

Cost Reduction 63%

New Revenue Source 16% iy
Utilize Existing o
Capabilities 10%

New Business 4% oon
Product Diversification 3% ‘(5)(())::

The results als
s al¢o bear out the i
: . ¢ contention that the iti
e resuls 2 ear o ' at the traditiona inati
e o ¢ nil%l}:\eg ln.mlurnauo.nal cooperative ventures - gaininl :‘cUl““a“Unal
i Cahbbcs::::gnm(;;walwn for US. firms to invest inglthCL:f'ill;)bnew
-Th offers sparse new 5 irn hus
region The Caribban, ew markets to US. firms and i
arget for market expansion. However, the Canpl:;)dnd IS l}_lUS
ansion 2 can region
plpchm}ior U.S. manufacturers Iookir?g to
! eaper labor, U.S. partners may
v increasing delivery times and

costs, as would be th se i pr ()du‘.l on were
¢ cas lf ot mo F
) s, 1 Y ved to the ar East fOl’ cost

Given the dl”Cl ntm .
otivations Of U.S. and Car lbbcan fir ms fOl par “CIpal"lg n
.

played very different roles in the coventures
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ROLES OF CARIBBEAN AND U.S. FIRMS IN JVFF VENTURES

Role of Caribbean Firm

Manufacturing

Agricultural Production

Provide Facilities or Land

Provide Market Channels

Provide Raw Manufacturing or Agricultural Materials

Role of U'S. Firm

Provide Access to Marketing Channels
Technical Assistance

Design Assistance

Raw Materials

Provide Facilities

D. THREE STRATEGIC DIRECTIONS DOMINATE DECISION
OF U.S. PARTNERS

The motivations to invest or change operations can be sununarized in three
strategic orientations - cost reduction, market diflerentiation, and dev clopment of
surprise revenues. Many trade and mvestment programs tail to market to these
strategic options and choose to promote the general attiibutes ol a counti in
regard to trained labor, attractive tan emvironments or transportation
advantages.

Increasingly, successful promiotion programs will be ovplicit in quabitving a
company needs and will assist in developing a mechamsm such as Iiccnﬁng or
coproduction to achieve these strategic goals. Consider ing the weak planning and
problem-solving capabilitics of many promuotion firms and their hmited manage-
ment resources, it is not surprising that promotion programs teaturing general
data on a country achieve limited results. In contrast, companics contacted by
promotion firms defining cost reduction, market CAPURSION, ur New sources of
revenues received favorable interest. The follos ing discussion of stratepic char-
f«lclrimcs are in facta basis for designing outreach communication for trade and
investment promotion,

1. Cost Reduction Strategles

Costreduction strategies are those for which cost reduction is the

. driving force.
For example, o manufacturer of a labor-intensive

pieee ol turniture might seck
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oflshore assembly which provides lowar fubor costs. Another company might
seck o foner-cost toreign source ol tas matenal or a component, such as beet,
perhaps,in the case ol atood processor. Some industries - clectronics or garment,
tor instance - have a history of subcontiacimg relanonships with toreign suppli-
ers. The extent to which other industoes nmught benetit trom cost reduction
strategies is unclear.

Cost advantages - a major wan 1o deselop signiticant competitive advantage-
can be created by changing key cost factors, sometinies known as “cost drivers”
(Porter, 1980). These changes can include:

® Dceveloping ceonomics of scale

o Improving cmplovee skills and expericnce

® Improving integration of the firm’s activities
® Improving timing

® Impioving overall policy development

® Changing location and facilities

® Adjusting institutional objectives

These cost tactor changes are not mutually exclusive. Some, such as developing
cconomics of scale or changing location and facilities, can be interdependent.
Some changes are more readily undertaken than others. For instance, the first
thing most companics do when attempting to reduce costsis to change the cost of
product imput, fabor, or management. They may also try to increase production
volume or determine wavs in which costs mav be shared with other firms - such as
banhs or insutance companics sharing the costs of large computer systems.
Normally, most companies do not realize that developing country partners can
ofler a means to lower costs.

U.S. firms generally are willing to pursue those cost reduction opportunities
which provide the quickest path to cost improvement with the least exposure of
capital and managerial resowrces. For the developing country firm, the US firm's
push to reduce costs can oller o significant investment opportunity through
expansion of plant productnion, increased plant capacity, and development of new
business svstems - just as il the Lirm were selling o the end market itself. The
develuping countey lirm uses capital, labor, and management skills to exploit the
cost need of the Ul S, partner, who, in turn, possesses the necessary market
presence and technology back-up for a venture.

Scveral puniary cost reduction strategies exist: 1y manufacturing drawback or
licensed manutacturing, 2) comarketing, and 3) technology sharing. The follow-
ing discussion will address these cost reduction strategices.

Manulacturing drawback orlicensed manufacturing allows an offshore manu-
facturer to act as a subcontractor and to otfer a US. firm lower labor costs,
favorable tax treatment, lower plant overhead, or the ability for the US. company
to expand production without expanding its own operations.

As a rule, the US. partner possesses the technology and other know-how, the
engineering specitications and, sometinies, equipment. He mav then contract with
an LDC firm to manufacture or assemble a specific quantity of items (sometimes
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components) according to specitications. The LDC firm essentially performsas a
job-shop subcontractor, supplying the plant capacity. skiiled or seni-skilled labor,
basic manufacturing expertise and, sometimes, raw materals.

The US. partner may also provide training, assist with production and quality
control problems, or supply specialized equipment, such as jigs or dies, which are
needed for production. There are also 806-807 arvangements (generally in gar-
ment and electronics manufacturing) wherein the U.S. partner supplies the basic
materials or subassemblies and valueis added by the developing country partner.
The productis then returned tothe U.S. and duty is only levied on the value added
(such as labor).

The following case study is presented as an example of a typical drawback
venture.

CASE STUDY:
Plastic Drawback - Costa Rica

Plasko de Costa Rica, a chemicals and plastics company, operates a drawback
production program with Motorola. The venture took place because of the entrepre-
neurial interest and credibility of Plasko’s general manager. and his ability to gain
Motorola’s confidence.

Even a firm as large and expenienced as Motorola is hesitant 1o experiment with a
new venture overseas. Plasko’s general manager credits his successtul dey clopment
of this venture to the fact that he was US. - educated, spuhe eneellent English, had
been treasurer of the US. Chamber of Commerce, and personally knew several ma-
nagement individuals at Motorola. Even with this strong foundation and carelul
planning, it took nearly two years to develop the first produdiion program.

After the Costa Rican economic crisis of 1979-80, Plasko began actn ely scarching
for product diversification opportunities which could build on its plastics and chemi-
cals divisions. The general manager targeted Motorola as a pussible client and met
with several local Motorola staff. He also began written communications with Motor-
ola’s US. offices.

As a result of the general manager's efforts, Motorola sent Plasko de Costa Rica a
sample for costing. The initial costing was tov expensive, probably as a result of
Plasko’s difficulties in costing a new product without running the molds in the plant.
Determined to continue, however, the general manager met in the U.S. with Motoro-
la’s production staff. Consequently, Motorola agreed to st up a test production run,
Molds were sent and the sample run was made. Based on the resul's, Motorola agreed
to a large-scale test of 100,000 units, which resulted in high quality picces with a
rejection rate of nearly zero.

The 100.000 unit test opened the gates. With faith in Plasko, Motorola increased its
use of Plasko’s facilities and, by 1986. was subcontracting the production of several
million units per year.

This case study illustrates severalimportant lessons for firms which are consid-
ering joint ventures or coventures, particularly for those motivated by cost
reduction strategies.

# Firms may be reluctant to try new venture activities, even with a partner
who has knowledge of international business.

® A developing country partner’s ability to establish credibility and personal
linkages is essential for creating trust and an effective working
environment.
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® The ability to accurately cost and to plan effectively is crucial for securing
opportunities to perform test runs and sample batches for potential clients.

¢ Long-term relationships depend ypon quality standards and the ability to
deliver.

® The willingness to invest significant time and money to develop business
opportunities can bear fruit, it an entrepreneur is persistent in his efforts.

Comarketing tor cost reduction is less common, but is an interesting way to
share marketing costs. For instance, an American brush manufacturer might be
interested in selling the brush line of a Costa Rican firm. This type of sharing of
marketing costs could lessen the U.S. tirm's overhead cost per sale of its own line
as well as providing the Costa Rican partner with an established marketing
network.

Although this sort of arrangement can beseenasa US. firm seeking an of fshore
source of brushes in order to provide lower-cost products, it can be characterized
as a comarheting cost reduction strategy if the initial “driver” of the venture
exploration is the US. firm'’s desire to lower its marginal cost of marketing by
selling more products.

Technology shuring reduces costs by allowing one partner to benefit from the
technology of the other, making it possible for the firm to have access to the
technology without having to develop it or purchase it. An example of such a cost
reduction strategy might be a U.S. computer chip manufacturer whois seeking to
lower manutacturing costs by producing the computer chips offshore. This type
of manufactunng requires skilled labor, but it also requires a complex manufac-
turing technology, consisting of both complex skills and equipment.

The US. Hirm could provide a developing country partner with the skills and
cquipmient necessary, thereby gaining a lower-cost labor pool.

This example differs significantly from the carlier analysis of Rhode Island
Electronics” (RIE) development of an assembly venture in El Salvador as it
requires the sharing and wransfer of a sophisticated technology. The RIE ventui e,
on the other hand, consisted essentially of utilizing standard clectronics assembly
procedures and skills.

CASE STUDY: :
Advanced Technology - El Salvador

The Dolman Corpuration in the United States is a small company that sells advanced
technologs cquipment to the US. Navy. Over the last five years the company grew
because of its specialized sonar equipment, which is made on a picce-by-piece basis.
The company's number vne constraint, however, is raising capital to develop new
manufacturing facilitics which would utilize this “job-shop” technology for the devel-
opment of more genceralized products.

In 1984, the company began developing a portable bank teller device. Technology
developed for the navy is applicable in this arca and it was felt that there was a large
market for the product. The capital required tor the project could only be sourced
through venture capital tirms, as most banks lelt the firm was too small and did not
have a stable enough manulacturing base 1o warrant major debt. The venture
capitalists, on the other hand, required a sigmbicant share of the company for only
small amounts of capital. (Most venture capitalists feel that only one out of ten
projects bring a significant return and, therefore, major returns are expected from
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any contribution of capital.

The Dolman Corporation had not considered any type of ottshore involvement
until a team, spunsored by USAID, visited the firm 1 1986. Atier discussions, the
company realized that it could develop a coventure or juint venture to Carry out its
plan. Specifically, the company noted from the discussions that muany groups in
Central Araerica were anxious to link with US. firms which had a bright tuture in
advanced technology. The Caribbean firms could provide manufacturing facilities,
engineering, and other resources necessary to help produce and assemble the USS.
designed product.

The advanced technolugy component of the project had 1o do with circuitry and
design. Assembly and plant development could casily be placed in the Caribbean
Basin. Negutiations began iny olving Dolman Corporation’s estahlishment of aven-
ture whereby it would maintain control over a large operanion with offshore manu.
facturing capahilities.

In effect, the Dolman Corporation was able to acquire the necessary capital and
expand its operations. A portion of the capital would even be used in market testing
and engineering application studies. Through this strategy, the capitalization con-
straints were dealt with by forming a new partnership,

The Caribbean-based firms involved in such & venture are able to develop a
long-term presence in the U.S. market and a more stakle source ol technologically
competitive products. This strategy, therefore, might reduce the elfective cost of
capital for a US. company as well as develop a new application for clectronics
manufacturing capabilitics in Central America,

2. Market Differentlation Strategies

The second general category of strategies for improving competitive position
deals with how a firm can "differentiate itself from its competitorsifitcanacquire
something that is valuable to its buyers.” (Porter, 1980) Firms strive to provide
some type of unique product or service or to improve the: method by which these
products are serviced, promoted, and delivered 1o customers. Drivers that create
a unique value 10 a customer include the following:

® Improving value of the product to the buyer
® Lowering the buyer's cost

® Raising the buyer’s performance

® Improving the buyer's pereeption of value

These are but a few of the points raised by Michael Porter in his discussion of
various strategic options 1o cost reduction activitics, Normally, we perceive these
types of activities when companics change a product feature or offer a new
service. Other manifestations are when we eatend the product tonew markets or
improve the information supplicrs 1o burers 1o help them select and apply the
products and scivices. Develeping country partnerships and couperative ven-
tures can create ditierentiation strategies for themselves and U.S. firms,

The following is a discussion ol the most common types of ventures which
involve market ditferentiation, such us eaport development, expluitation of a

50

Imiernational Joint and Coventures

country’s natural ecndowments, and comarketing, .

The t;'.\(porl development strategs usually involves a unique product, or capabil-
ity. which appears to have broader (international) market potential. Oft.cn these
are products bring produced for the local or regional market which, with some
further development or refinement, may be competitive on the U.3. market.
Handicrafts and “productos tipicos™ tall into this category.

The US. partner may provide: modified designs geared 1o the tastes of US.
buyers; training and other manutacturing know-how; raw materials not gcncrulll_v
available in the local environment; other Lorms of support and assistance requi-
red by the LDC pariner to develop the product and to ensure that production
quotas and quality standards are met. The kev role of the US. partneris to mar-
ket, selland distribute the product in the U.S. These activiiies may be done diree-
tly (by adding the product to his current line of related items). or indircclly., asa
representative or intermediary who locates outlets tor the prgdpcl and convinces
distributors, retailers, and others to add the product to their inventorics.

A major difference hetween the export development strategy and the draw-
back strategy is the eftect of the market. For drawback or subcontract arrange-
ments, the U.S. manufacturer assumes nearly all the business rish. Orders going
to the LDC partner are definite-at least in the short term - and payment for bis
worh is not contingent upon the U.S. manufacturer’s sales of the ultimate pro-
duct. The only instance in which there would be risk tor t:ie 1.DC partner would be
if he made a substantial investment in upgrading his plant and equipmient in
anticipation of a long-term source of production demand which did not material-
ize. Of course, the US. partner also assumes a risk associated with the LDC
partner’s potential inability to maintain quality standards and dcli\'c.r_\' schcdul_cs.
These types of risks are significant barriers to venture development in developing
countries and are discussed in more detail in the following chapte..

The export development strategy, on the other hand, has a level of risk that is
usually tied 10 market demand. The U.S. partner mav invest “up-front” costs
necessary for assessment of the potential product market, or investment may be
madein ﬂcwdcsigm. traveltothe developing country oraround the United States
to line up distributors, in marketing and sales promotion programs, literature, etc.

The LDC partner may have to invest in new equipment, a larger inventory of
raw materials, re-training of emplovees, or he may have 1o bear the direct and
indirect costs of prototype development.

CASE STUDY:
Export Development - DomlInican Republic

Caribbean Furniture, S.A., a joint venture in the Dominican Republic, illustrates the
export development model. This is a multipariner joint venture which was estab-
lished in 1982 10 produce contemporary lacquered furniture for exportiothe United
States. Initial capitalization is estimated at $250,000.00. Expected revenues of $5Mto
$10M a year are expected to be generated when the project is tully operational. The
venture is considered 1o be the nucleus of a larger-scule furniture industry for the
Dominican Republic in the future.

This venture evolved as a result of a US. entreprencur’s business and personal
interest in the Dominican Republic. His firm in the United States manufactures
electrical and electronic components for the O.EM. and after-market automotive
industries, as well as for other industries. In 1971, as competitive pressures from
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Japanese and other Asian clectncal and electronic manulacturers were mtensifying,
he established a subsidiary to manufacture components in the Domumean Republic,
Huis subsequent involvement and interest in the Dominican Republic set the stage for
the later evolution of the furniture joint venture.

Furniture-making in the Dominican Republic is a cottage industry with individual
craftsmen producing mostly tor the lucal market. When the idea for the furniture
company was first considered, it was recognized that Donincan furniture craftsmen
are highly skilled and might hay ¢ the potential for mahing furniture of the style and
quality that could compete in international markets, How ever, although the quality
of materials and workmanship was high, the products themselves had a limited
market because the styling was primanly grared tolucal market needs. They also had
limuted appeal for the more sophisticated consumers in the U.S. and other developed
countries.

As a first siep in the development of this ventureidea, a feasibility /market research
study was conducted which determined ihat contemporary -styled lacquered furni-
ture was the fastest growing productin the U.S furniture industry and was, therefore
targeted for future development. A shop-by-shop survey of craftspeople producing
furniture for the local market was conducted and an assessment made of eachshop’s
capabilities, level of interest, adaptability 10 new products, and needs for equipment.

An important next step was to provide selected shops with designs for the most
complicated styles. The selected shops then made prototype pieces to prove their
ability to produce this style of furniture.

As a comtage industry, furniture making is mostly an individually crafted activity.
Individuais working in small shops lacked the industrial organization, management
systems and large-scale production values required to compete on an international
basis. On-ume delivery, standardization and interchangability of parts, materials
requircments planning, production scheduling, quality control and other necessities
for industrial production were lacking.

There was a need for new technology and methods requiring training in the
application of these new techniques. Training in basic management skills for produc-
tion coordination, quality control and on-time deliveries was also required.

Market representation was necessary in the U.S. 1o coordinate sales, as were the
logistics necessary 1o duwver orders 10 buyers’ specitications. These areas of need
imvolve considerable, detailed planning, development. and expense. The whole “pack-
age” must be conceived and managed as an integrated system. Canibbean Furniture
S.A.is intended 10 serve alsu as a model for organizing and developing other cottage
industries in the Dominican Republic which have the potential for producing pro-
ducts to international markets.

The venture is currently in a “pre-production” development phase. Prototype
pieces of furniture have been designed and produced, craftsmen have been identi-
fied, and shops have begun to work closely with the Caribbean Furniture, S.A. group.
A training program has been organized and materials have been develuped with a
manager receiving ongoing training. A central facility has been established and
equipped. Prototype products have been introduced to the U.S. market through
industry shows and competitions resulting in initial orders.

For natural endowment strategivs, the venture secks to capitalize on a specific
natural endowment of the host country such as land, climate or location. Typical
ventures might involve nontraditicnal agriculural products, unique approaches
to tourism, continuous processing operations and small mining projects. Often,
the objectives of these types of venture businesses are 1o further developorrefine
products which may create new demand in international markets, such as non-
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traditional agricultural products.

Otten, the motivating force tor large-scale projects is 1o generate new sources
of foreign exchange, reduce oreign exchange expenses through import substitu-
tion, and to create ecmplovment. Thus, itis not surprising to find governments
involved in projects, such s a geothermal project, 1o generate energy and reduce
foreign exchange expenditures for oil, to use US. government financing. -

There is animportant role tor SME firms or individuals in this arca, as the to-
Howing case study illustrates.

CASE STUDY:
Natural Endowments - Costa Rica

The Cocotruit Cotporation grows and ¢xports bananas. In the cath 19708 however,
the company began to eaplore diversitication opportumities and noted that one of the
Pacitic coast purt towns, Goltito, represented an upportunity tor sport hishing and
tounsn.

A small fishing and port facility was deternuned to pussess the necessany location
und natural endowments which might be developed into an iternanonal 1ourist
attraction-zn idea that its owner had wanted 10 pursuc fur some tme. 1t ok nearly
12 years, however, to comvinee the owner that the present facilities were not suitable
1o attract sports fishermen from the U.S. and that he did not have the financial
resources necessary to upgrade the facility 1o the appropriate level, not the ability to
market the business in the US.

With the assistance of an intermediary, a partner scarch was iminated. In order to
interest investors in this opportunity, a business-vacation package to Costa Rica was
put together. Forless than $600 an interested investor could i 1o Costa Rica, stay at a
first-class hotel, attend vanous seminars and funcuons designed 1o promote Costa
Rica and become acquainted with busmessmien and government olhicials. After
three of these business-vacation packages had occunred, potential i estors were
identified and imual negotiations commenced.

Work to improsve the faciliies was begun and was expected 1o be completed in
1987. U.S. marketing and business development activities commenced and the pro-
Ject was expected to generate about $1 nullion per vear inforeign exchange for Costa
Rica and 50 new jubs. The project was to provide an important stimulus to the
southern Pacific coast of Costa Rica and would have dikely created other business
upportunities in its wake.

Although tbe development of tounism has beena principal target of the Costa Rican
government for sunie time - sigmificant monies have been spent on tounsm promo-
ton and infrastructure improvements -t s ditficult to match the ettectiveness of a
venture that is targeted to a specific market niche (sport tishermen, in this case) for
achieving tourism prometion goals. This joint venture required a strong U.S. partner
for marketng, financing and the knowledge of what would appeal to sports fisher-
men, as well as the natural endowments of the Costa Rican partner’s land and his
management capabilities. The role of the intermediary was critical throughout the
project development process.

Tronically, the project ulttmately was halted due 10 an accidental death that led the
U.S. group 1o withdraw after its initial investment.

Much has been written about the value of the LDC partner’s knowledge of
local husiness customs and contact networks. However, the value of this know-
ledge is contingent upon the underlving value of the resources he represents. The
emphasis on the value of an LDC pariner’s knowledge appears to retlect the over-
all bias of previous research, which predominantly focuses on multinational
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companics (MNCs). Frequently, MNCs wish to establish a presence i a country
or region in order to rationalize a global organization, prevent a competitor from
gaining market aceess, create a diversionary tactic or for other reasons that do
have have adirect profitoutcome. A jomt venture with a local partner canshorten
a learning curve and may be the most cconomical micans 1o accomplish their
objectives. SMEs, on the other hand, are interested in direet venture pay-off and
take the local partner’s hnowledge tor granted.

3. Surprise Revenues and Incremental Income Opportunities

Surprise revenue strategies are dictated by unexpected circumstances or oppor-
tunitics. An American poultry operation, for instance, may be quite successful in
its current operation and not actively sceking new opportunities. However, if
approached by a developing country firm seehing technical assistance in orderto
upgrade its facilitics and streamline its operations, the U.S. firm may have an
excellent opportunity to enter a long-term technical assistance agreement which
will benefit both parties.

Generally, surprise or incremental revenue options may be catcporized as:
technology sales, technical assistance contracts, or project management fees.

Technology sales represent an opportunity for US. tirms to scll patented or
non-patented technology or know-how to a variety of users. Addonally, copy-
rights or trademarks, are also considered valuable technology. In the Third World,
technology represents all of the knowledge systems that are necessary tooperate
or expand a business. For simplicitv's sake, we otten refer 1o technology as both
hard and soft systems.

Hard technotogy systems are represented by cquipment, operating standards,
tools, processes ur procedures. Itis casy to envision this tvpe ol technology becau-
s¢ it has a clearcu’ physical embodiment. A small chemical plant cannot operate
without a variety ¢f manuals that describe the exact processand procedures that
need 1o be followed when using cquipment or particular formulas, Hard techno-
logy is casier to sell because it normially has clearly identifiable characteristics
and its output or value to the firm is casily measured.

Soft technology systems tend to be management svstems whuch are not so
casily identitied. but which have significant value to a tirny, such as planning svs-
tems, cost control procedures, and maintenance programs. These svstems are
critical to a lirm's ability to apply hard technology cliectively. The four categories
of soft technology are:

Organizing technologies: Those organizational structures .Jobdescriptions,
training programs, ctc., which are essential 10 establishing cffective busi-
ness systems. This type of technology s particularly undervalued in the
Third World.

Planning technologies: The various svstems nceessary to set goals, identify
potential markets, and organize a company for future growth.
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Connrolling redhinologies. Supervisary, cost accounting, manufacturing
control systems, and other programs that guide and control routine busi-
ness actvities

Motivaunyg and leadnig siraregies: those issues of personnel direction, moti-
vation, group behavior, and other actintios that helpimprove human poten-
tial within a compans.

Increasingly, Third World enterprises realize the need for a continuing mix of
hard and soft technologies. With rapidly changing technological environments, it
isimportant to have outside linkages in order to keep up-to-date in equipment and
training techniques for worker motivation. Technology contracts help sell spe-
cific technologies, especially those having to do with maintenance, equipment
utilization or the sourcing of new products and processes.

Technical assistance contracts provide long-term relationships and are mecha-
nisms by which a company can scll knowledge or assistance overseas and gener-
ate unexpected income. As discussed carlier, developing country firms have
difficulty linking to other organizations that can helptrain staff, update manufac-
turing procedures and provide ideas for new products and programs.

Unlike the technology contract, technical assistance implies an emphasis on a
continuing mechanism for transfer of technology. That is, the contract focuses
more on issues such as training, personnel exchanges or participation in semin-
ars. The following case combines charactenstics of several related projects in
Thailand, Indonesia and the Philippines.

CASE STUDY:

Technical Assistance Contract - Thalland
The Natgrow Corporation ot Thailand manufactured a variety of animal feeds.
Large-scale feedmills were set-upto handle different ty pes of animal feeds. For many
of these operatiuns, machinery was developed for pelletizing and bagging feed for
various uses.

In 1981, Natgrow recogmized that one obstacle 1o efficiency was inappropriately
trained supervisors at the pelletizing and bagging stations. Since equipment changed
every four to five years, it was felt that some type of long-term training program was
necessary to keep supervisory practices up-to-date with equipment changes.

Natgrow discussed its training dilemma with several US. equipment suppliers.
These firms had engineering capabilities to design and manufacture the cquipment,
but could not provide sites where supervisors could recerve on-the-jub training.
Consequently, Natgrow was introduced to several U.S. feedmillers who used similar
equipment. Naigrow was able to set up a simple technical assistance contract
through which it paid two U'.S. companies 1o house its supervisors for six months a
year. By placing six supervisors a year in the United States for training, Natgrow
accomplished a rotation rate of about ten percent a vear, thereby keeping a steady
flow of newly trained supervisors that could deal with the pelletizing and bagging
arca

For the U.S. company, this technical assistance agreement provided a unexpected
and welcome source of new income. The companies themselves felt po real burden at
having 10 accept only une or two trainees at a time. These U.S. companics had never
corsidered generating income from this kind of technical assistance sale.

Project management fees usually encompass a finite set of skills - offering to
help a company install a new system, set-up a new program, or carry-out a
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specitic tash. Normally, project management fees cover a imited period of time
and are associated with large-scale engineering activities. For instance, large
turnkey plant developments typically include project management fees. These
fees are paid to the engincenng company to organize the various construction,
training and start-up activities necessary to the project.

It has become increasingly obvious in the 1980s that large-scale turnkey plants
are not being pursued in the Third World. Rather, tinancial groups are more
concerned with putting together consortiums and contracting project manage-
ment suppliers who do not require up-front, large-scale pavments. Engineering
tirms are still required tor complex projects. Interestingly, however, there are
many programs where a typical manutacturing company in the U.S. could earn
project management fees. Normally, these fees are for services performed for the
procurement of equipment, training of personnel and production line start up.

The following case study is an analogy 10 actual projects in Mexico, Thailand,
and the Philippines.

CASE STUDY: :

Project Management Fees - Philipplaes
Philippine Packers 15 a large company thatis involved in processing and distributing
vanious tuod products. In the late 19705, the company investigated the development
of specialized tood products that could be exported tron the Philippine ethnic
marhets tothe US west coast. In order to develop packaging more suitable to the UsS.
market, Philippine Packers needed not only to acquire niew technology, but it also
needed a company to assist with organization and development ot new packaging
lines.

The company had the necessary facilites and acquired the equipment for aseptic
pachaging. However. it lached the ability 1o organize a comprehensive management
system. It needed the assistance of a U.S. company shilled in aseptic pachaging that
could helpinstall new equipment, train personnel, and set up the scecondary procure-
ment procedures.

A three-vear contract was comsequently agreed upon with a US. company o
control the technology suppliers and 1o assure that the equipment was installed and
emplovees were eftectively trained. The U.S. company was asked 1o assure that
accounting, shipping, and uther general procedures were changed to fit the new
asepuic packaging system and 1o coordinate the develupment of its marketing and
sales practice in order to meet the expectations of its US. clientele,

Although this contract has not goneintooperation, it reflects an bicreasing trend in
the Third World to seck nontraditional project management and technical assistance
suppliers. At the same time, the US. firm had an oppurtunity to understand the
Philippine market, to develop relationships with 4 powertul offshore packaging
group, and to gain a new source of revenue and mncome.

It appears that theie is a large worldwide market for the sale of technology,
technical assistance and project management skills. Unfortunately, very few U.S.
companies are actively engaged in offering these services. In most cases studiced,
the comnpanies are unaware of how to package. transfer, or manage such technol-
ogy sales. At the same time, however, the developing country firms are aware of a
variety of technology and technology assistance needs, but lack the experience
and networks to locate suppliess or to organize contracts 1o gain access. There
appears to be a strong opportunity for intermediaries to play a role in bringing
+~gether technology suppliers and users
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We can conclude that ventures between US. SMEs and Third World partners
take place when underlving cconomies or commeercial advantages are pcrc:c':i\.'cd
to be great enough to oftoet the costs and rishs inherent in the venture. Thisisa
aecessary - but not necessanly a sulticient - condition to mouvate the partnersto
work thr;)ugh an often difficult and tmie consuming developmient process.

Success depends upon a wide range of venture-spectific factors, sucfh as the
product, the compleaity of the manulacturing process or technology involved,
the purpose of the venture, the form of the venture, the presence orabsence ofa_m
intermediary and the amount of investment involved. The host country, its
companics, the personalities of hey playvers, inlcrpcrsunul‘ chemistries and lhc
prior international experience of the partners also p»luy important roles. It is
important to bear in mind that these are business relationships. Macroeconomic
goals, infrastructure development, industnal dc\'clopm.cnl and job creation
benefits, all normal priorities in the development community, are not the primary
motivations in business ventures.

E. A VARIETY OF FACTORS CONSTRAIN VENTURE DEVELOPMENT

The resource fit between US. small- and medium-sized enterprises and dc\'clopf-
ing country firms creates a ferule context for certain types of cooperative busi-
ness relationships. Manufacturing drawback and export dcvclopmc_:r.n were
found to be prime arcas for SMEs. Extractive induslric.:s. commodities, and
infrastructure development projects require more extensive resources and are
more appropriate for larger enterprises. )

The process of venture development is often long and arduous. An ldca_for a
venture goes through a series of steps or stages on its way to bccorfm]g a
functioning commercial reality. Each stage imposes new barriers ar.1d restrictions
that must be overcome. Not surprisingly, ideas suffer a high mortality rate during
this development period. Lack of information, cxpcricncr:', and management
resources combine with cultural barriers to stop many projects.

1. Lack of Informatlon as a General Constralnt

Risk is perceived to decrease with knowledee or information. The more ir}fonna-
tion one kas about asituation, itis believed, the better (less risky) the decision. The
ability 10 make an “informed decision” depends on the amount and quality of
information at hand. A lack of information on the part of both US. and LDC
businessmen can act as a major barrier.

Much has been written about the global village, shrinking world, and the effects
of mass media communications that bring the world into one’s living room. The
fact of the matter, however, is that decision-makers in smaller U.S. enterprises are
insular, with 1J.S. businessmen evidencing a “stay at home” attitude. As long as
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specific country experience, U.S. businessmen tend to group developing coun-
tries together. There is a general perception that the Third World is not a good
place to do business because the government might eapropriate one’s business,
the markets are small, government red tape will tic-up a business forever unless
one knows who to bribe, it is difficult to get money out of the country, new
governments are continually coming into power and evervthing changes.

Those in the development community, as well as others with direct knowledge
of specific countries, know that these generalizations do not hold up. Some
developing countries have an excellent business climate and stability; however,
all d=veloping countries get “tarred with the same brush.” Development of ven-
tures is generally more atiractive inindustrialized countries. Intermediaries such
as lawycrs, consultants or volunteer programs, especially those that are aware of
industry - specific opportunities, are able 1o bridge the gaps of knowledge and
understanding.

CASE STUDY:

Contract Manufacturing - Costa Rica
Pico CE Cosmietics manufactures a vanety of women's cosmetics, including eye-
shadow, lipsticks, body powders. The company has been a successtul manufacturer
and exporter in Central America tor a number of years. in 1984, the president of Pico
CE was asked toaccompany a government trade mission to the United States. He was
anxious to support government programming for new expon development and was
secking product diversification opportunities for his company. During the trip, he
spent several days in Orange County, Califorma visiting a 1 umber of electronics
plants.

While visiting the plants, he was surprised tosee that the assembly ezerations were
veiy simple. He stated, "My plant actually requires much more difficult operations
and activities. I realized that electronic assembly sometimes is not high-technology at
all”

Upon his retumn, the president spoke with government export agencies, but found
they were not very interested in the area of simple assembly and believed local firms
should investigate more complex technology and larger-scale operations. Yet Pico
CE’s president knew he would not be able to convince his board of directors to
undertake major new experiments with complex electronics technologices.

Since he was unable to obtain support from government export agencies, he felt
that the development of production of electronics products by his company required
the assistance of an intermediary. He presented his problem to an Americanattorney
who had spent many years in Costa Rica organizing projects between U.S. and local
firms. The attorney understood the situation and agreed to lock for an opportunity
that would allow Pico to get a foot in the door by running small-scale tests of selected
items to determine if the company could compete effectively and take on larger
orders.

In 1985, discussions began with a company in California for Pico CE to assemble a
simple pill box containing a built-in timer which would alert the user when a pill

should be taken. Pico CE agreed to start with 10,000 units te be assembled at a cost
determined by the U.S. company. Simply speaking, the president did not want to
waste time trying to cost out something he knew very little about. He was willing to
gamble and use a few workers to assemble an initial order. If successful, his plan was
to open up a 35,000 square foot area that would employ approximately 300 workers
in order to assemble between 300,000 and 500,000 of the same or similar electronic
products.

It is important to note the role of the intermediary in this case. Fifteen US.
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candidate firms were introduced o Pico before a suitable firm was located. In
contrast, the gosernment agencies were not interested in the lower le
even thuugh simpler transactions were casier tostart. They had
but.in fact, had introduced it to only one potential tirm. The priv
the other hand, quickly understvod the cntreprene
firms and the need to bring several firms into conta
right “fit.”

The entreprencur’s confidence 1o go forward with his idea came from hisablity 1o
visualize the production requirements for clectronic assembly operations and his
foresight 10 engage an intermediary to locate a pilot program.

The attitude of the government export development agencies in this case
a general problem in the area of SME venture
iry governments believe that only the more highly developed, sophusticated technolo-
gies are worthy of their development | fforts, while smaller, less sophisticated
assembly operations are not 1aken seriously or are treated with disdain,

vel technology,
agreed to help Pico,
ateintermediary, on
unal concerns of local and Us.
ctwith Pico in order to find the

lustrates
development. Many developing coun.

3. Partner Selection

The Conference Board study, “Joint Vo
the most significant problem for joint
partner. An experienced international e
was quoted at length on this issue:

“The greatest problem is finding satisfactory partncrs, especially in less deve-
loped areas. There appears to be a serious shortage of potential partners who
possess both funds and managerial talent who are not alreadvtiedto competitive
companies. Even where there are partners available, their concepts of quality
control, pricing, marketing, reinvestment, dividend policy, and accounting may
be so aliea to a foreign Partner that there is no hope for an effective rappon.”
(Conference Board, 1966)

Harrigan's research also illustrates the importance of partner identification
and selection. She found that the ultimate succe

ares with Foreign Partners,” stated that
ventures is that of locating a suitable
xecutive who participated in this study

another firm'’s “track record” and history. Of particular concern is the question of
whether or not the potential partner will be able to deliver as promised. Thisis a
general characteristic of all business relationshi
signiiicance in cooperative ventures that are exp
of lime. Essentially, the buyer wants to make sure that the seller can deliver what
‘e says he canin accordance with the terms of the agreement and specifications.
He also wants to make sure that the seller will still be around if he has any
problems after the purchase,

For Lis part, the seller wants 1o make sure that he s going to get paid. The risks
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et inabili d the exact quality control specifica-
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e the LDC firm's inability to adapt production to the higher volume levels
required by the U.S. firm;
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the LDC tirm'’s inability to understand the importance of “tmely” delivery;

the LDC firm's lack of business svstems and inability to train workers 10
perform production tasks at required quality fevels;

® the US. firm’s lack of confidence that the LDC firm can miaintain delivery
schedules; and,

® the difficult transition to industrial cultural values in non-industrialized
countries.

These are basic issues that must be addressed by developing country firms if
they are to become credible, reliable partners for US. firms and are to compete
with the newly industrialized countries of the Far East, Ifan LDC firmis unable to
address and carry out accurate price quotes, quality control, training of skilled
workers, respond in a timely manner, provide business systems and managerial
skills to provide on schedule delivery, then it is unlikely the LDC firms will be able
to compete in world markets.

LDC firms face additional problems, such as the inability 1o obtain (import)
hardware and other basic manufacturing supnlics. They otten are unable to
secure adequate financing for upgrading plants and equipment and thevtend to
be out of the mainstream of industry developments. They donot routinely attend
U.S. trade shows, are not contacted by salespeople (a primary source of new
ideas/products) and often have to deal with governmentrestrictions and changes
that are not supportive of business.

As has been stated before, the decision to hal the development of a venture
may occur atany phase of the venture formation process. Legal obstacles, such as
import restrictions or other trade barriers, can spell the demise of a venture, as
can the lack of funding or managerial commitment. if the venture proves 1o be
100 expensive, too difficult or otherwise untenable, management will probably
scrap the idea.

Our survey determined that intermediaries who work with the US. and devel-
oping country pariners and are familiar with the entities involved in the develop-
ment of an international coventure can help smooth the venture formation
process. The involvement of a capable intermediary familiar with all parties
involved can be critical 10 successful venture formation.

FACTORS THAT CAN HALT VENTURE FORMATION
® Partners cannot get along

Managzrs cannot get along

Markets disappear

Promised delivery could not be made

Partner veneged on promise

Appearance of a better alternative

Inability to manage venture effectively

Inexperience in cooperation
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® Inaccurate initial understanding ol cach
partner's contributic

Geographic distance

Communication problem - language or other
Equity disputes

Staffing disagreement

Profit distribution

Political disruption

Production factors, price changes, and availability

F. SUMMARY OF DECISION-MAKING ISSUES
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6

Implications

for Restructuring
Trade and Investment
Assistance Programs

The United States Agency for International Development (USAID) and a varicety
of international development organizations are presently implementing private
sector development programs throughout the Third World. Often these projects
are designed to encourage business linkages between USS. firms and firms in
developing countries. These programs assume that such linkages will improve
businesses and, in turn, will generate increased employment and foreign exchange
carnings {or the developing countries.

In many countries, private enterprise strategics have focused on encouraging
foreign investment. However, there is a stronger opportunity to develop coven-
tures rather than equity- sharing juint ventures or independent direct foreign
mnvestment

Ludwig Rudel reports in his study on international technology access (June,
1986) that most AID projects for the private sector are designed to “create amore
hospitable policy environment for foreign private investment and seck to estab-
lish mechanisins by whichlocal private companies may find partners abroad who
match their respective needs and help foreign firms find suitable local partners.”
Rudel goes on 1o point out that AID programs, along with other intergovernmen-
tal programs, usually tend to strengthen the institutional framework for handling
the foreign investment and trade process. However, many trade and investment
programs have proven very costly and have required much greater time and
follow-up effort than originally planned.

The JVFF research efforts bear directly on the mechanisms designed to create
international business linkages and on the type of ventures that are most likely to
emerge between developed and developing country enterprises. The conclusions
suggest the need for greater emphasis on engaging SMEs through information
dissemination and more effective use of informal networks to bring opportunities
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to the allcqtiun of key decision makers and to link
mutual business aims and interests
Many developing ¢ 1 . i
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building”.

Confusion between capacity exploitation and capacity building creates serious
problems in program development. In many developing countries, macroeco-
nomic studies suggest a wide variety of surplus capacity. In fact, in many cases,
this capacity iswadequate and unusable. It is critical to understand the difference
between usable capacity and the need to significantly overhaul and create new
capacity. A program exploiting viable and available capacity needs to focus on
contact, exchange ot information and getting partners together for deals that will
probably not require significant investment or long-term horizons. On the other
hand, programs to build new capacity require longer time horizons and the need
10 focus on basic mvestment decisions including staff training or developing new
products. Creation of new capacity often requires inputs from developing
nations, particularly improved production processes.

A number of recent trade and investment programs sought to exploit perceived
capacity with disappointing results. In the arca of offshore assembly, many
expectations were raised about the possibility of shifting garment and metal
fabrication tasks into the Caribbean Basin irom Asia. Unfortunately, these shifts
have not taken place rapidly, since they literally required the creation of new
plants rather than the exploitation of existing surplus capacity. The presence of
physical structures and cquipment does not indicate atrue capacity 1o manufac-
ture, assemble or vperate an enterprise. This critical distinction has plagued a
number of development programs.

3. PROGRAM DESIGN SHOULD COMBINE DIFFERENT STRATEGIES

Some 15 trade and investment programs in operation worldwide were reviewed
to isolate principal design and planning features (see Appendix A). Major design
issues were identified to provide a basis for evaluating different program
approaches. Programs were found to focus on improving a firm’s environment,
its operational capability, and its ability to attract investors, technology or market
access mechanisms into the cauntry, usually from a developed nation.

Historically, assistance has focused on building up local inctitutional capability
to help firms pain access o credit, technical guidance and other support. Local
institution building is still central to many larger assistance programs, butthereis
an increasing emphasis on building stronger links to external markets, sources of
technology and vperational assistance. Intermediaries and specialized consulting
firms are often employed to facilitate these linkages.

The most common strategies identified in our review of current programs are
listed below. Sume programs combine a mix of these specific strategies.

® Piograms which emphasize attracting direct foreigninvestment as a princi-
pal means of creating and generating foreign exchange.

e Programs which focus principally on building host country institutions to
provide training and technical assistance to local enterprises.

Iternational Joint and Coventures 67


http:lopment.ai

Programs which establish significant representative offices or contact pro-
grams in the United States and other developed countries tolocate potential
partners or investors.

Programs which focus on a panicular level of technology, i.e., programs
which emphasize more advanced technology goals as targets for joint
venture or coventures.,

Programs which emiphasize creating a demand for technical assistance or
services as well as providing a supply of technical assistance, i.c., programs
that havein-place networks to help companies identify problems and create
an interest in improvement.

Programs which focus on assistance for expurt aclivities, as opposed to
those that focus on import substitution or sub-regioral trade.

Programs which encourage the utilization of a variety of intermediaries as
oppused to programs which tend 10 use one particular channel to stimulate
trade and investment relationships.

Programs which provide funding 1o reduce the risk of travel, research or
other activities necessary to move ventures through the project cycle.

Programs which are built around short-time horizons, ie. those that
assume trade and investment activities can be initiated and putin motionin
a relatively short period of time (less than three years).

Programs which provide loans and loan guarantees for projects which are
expected to be viable over the long term.

Programs which establish credit rating services in overseas countries so
that potential U.S. joint venture partners can qualify host country firms
with some degree of speed and confidence.

Programs which research business opportunitics, comparative advantage,
legislative barriers and incentives pror to the design of industrial develop-
ment and trade promotion projects.

Programs which help host country governments to translate laws, write
clear regulations, and streamline administrative procedures; all of which, if
overly cumbersome, can drive away potential investors and partners.

Some USAID programs build up the technical infrastructure of the host coun-
try (education svstems, laboratorics, ete.) while others deal directly with enter-
Prises or institutions expected to facilitate enterprise growth. Those programs
aimed directly at the enterprise can be grouped into two types: those which are
designed to affect the internal capabilities of the firm and those focusing on the
external environment or resource suppont.
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TYPES OF ENTERPRISE ASSISTANCE

Iternal Focas External Focus

® Training scrvices ® Provision of access
to business networks
® Inlormation and partner (local and international)
scarch services
® Trade and expont ® Financing services
management assistance
® Technical assistance ® Improvement of policy
and investment climate

This framework helps illustrate why programs normally designed to deal with
business activities or management processes within the firm also need to relateto
the political and market environment outside the firm. Within the firm, programs
must address production, tinance, marketing, human resource development,
procuct development and international business svstems. Companies must be
able to build their management processes--planning, controls, staffing, organiza-
tion structures, and leadership svstems--in order 1o compete internationally.
These needs are addressed by programs that provide direct assistance to enter-
prises and by those which butld local institutions forlong-term assistance capabil-
ities. These objectives can also be met by programs that encourage foreign
investors or technical partners.

C. SIZE OF BENEFICIARY ENTERPRISES INFLUENCES
PROGRAM DESIGN

Many trade and investment programs have a mix of activities to “build capabili-
ties” of local firms, while others “exploit” capabilities by moving the enterprise
into new markets, products, or productive systems. Development experts varyon
the degree of emphasis that should be placed on these goals, but generally agree
that capacity building and capability exploitation must come together. Unfortu-
nately, this is analugous 1o the “chicken and cgp” dilemma. Local enterprises,
under increasing pressure to carn foreign exchange, compete ettectively and
diversify their interests will usually not invest in long-term capacity improve-
ments without identiticd markets, Similarly, forcign markcts, clients or partners
are reluctant to become involved with local firms uncommitted to improved
capacity and cfficiency.

Enterprise size can predict the focus of assistance which will be more useful in
the short and long run. Larger local firms are capable of linking 1o foreign
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investors or establiaung new jomnt ventures and services. They usually are also
able o absorb traming, export assistance and other techmal assistance more
clfectively. This is not the case of the small and mediamesized local tirm nor of
the nucromdustiy ur wlonimal secta

Tyvprcally hmited by capital management and expenence, SMEs are not able 1o
Jump nto mgjor new actinaties with Luger foregn birms o to undertahe majot
changes in business activity. For growth, managenent will tend 1o look log
smaller incremental changes from shortterm productinity gains of new niarhet
opportunities requiring small amounts of capital o management cHort. The most
appropnate focus tor SME progranis then would be acuivities such as coventure
strategies, subcontracts and sumple trading activities.,

The microenterpnse or wtormal sector tirms are almost totally incapable ol
absorbing complex assistance or major new bustmess opportunities, espectally
those involving substantial changes in products o manutacturing processes. Like
the SME, the very small tirm will be vers receptive to prograuns that help it export
a product or extend an existing service. Providing export management seric es or
basic training and technical assistance services that incrementalbiy HIPLOVE CisL-
ing operations and processes have a much greater impact than those that imolve
major changes in organization characteristics and operations due to the limited
ability of these microenterprises to absorb change. Changes in the local policy
environment and market conditions may not have a dramatic impact un growth
of these enterprises for the same reason.

D. OTHER KEY DESIGN ISSUES

The development of local technical assistance organizations, professional associ-
ations, consultants, and training institutions is an important parallel activity to
reinforce direct enterprise assistance programming. Most countries have a great
need 1o improve the ability of local educators and consultants to work with lirms
to improve operations, stimulate planning and otherwise act as a catalvst for
managerial and technical change. The activities of local suppont organizations
should be coordinated with programs that link local birmis to immediate sources
of technology, market channels or intermedianes. The lollovang diagram illus-
trates which trade and investment strategies are the most usctul for different
types of enterprises. (Naturally, training and technical assistance is useful to all
types of enterprises, but has the greatest impact on smaller enterprises.)
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TRALE AND INVESTMENT STRATEGIES

Direct Joou &  Tradmg & Taonng & Fiiance &
STRATEGIES Foren  Coventwre Lapont Techncal Policy
Investmrent Scrvices  Management Assistance

TARGET
ENTERPRISES
Large
L.(x::l‘prisc GOOD GOOD GOOD GOOD  CRITICAL
SML GOOD GOOD  CRITICAL CRITICAL
mlli)rl(:nil WEAK  CRITICAL CRITICAL
Association
& Institution
Bullng ALSO ALSO ALSO
SERVICE SERVICE SERVICE
FOR FOR FOR

CLIENTS CLIENTS CLIENTS

The policy and general cconomie environment has the most dc;iai\'c influence
on the enterprise and is the most ditticult o change. The lruQc. T vﬂmcn} .and
technical assistance strategies can be mined to reach a variety of beneficiary
cominunities and associations. Technical infrastructure development should _bc
linked to direet enterprise assistance. Venture development programs require
sttong mdustry contact networhs and sustained pressure ;.md tollow-up to
witiate ventares and move them through the process. Couperative venture devel-
opinent programs are an alternanve or cunlplcnlcplal’).udjgncl to trade and
imvestient programs, especially tor small and mcdmm-;uc h!'r.ns. )

Enterprise change s a long-term clort which requires specitic expertise and
continuing pressure o achieve demonstrable results. This meanss that most
shorter-term programs can achieve only minimal demonstrable n:sull? unless
clusely tied to building local capacity to continue assistance and networking. Thc
ability to forge personal and practical links to the U.S. business and lcchmFal
comniunity is invaluable lor the developing country firm, yet network building
and maintenance is very difticult for smaller firms to execute.
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Entreprencurs and professional managers generaliv comprehend the issue of
risk and resistance to change. The success ot any new program strategy, such as
fostering SME joint and coventures, depends upon the program's ability to dem-
onstrate success, disseminate appropriate information and education and rein-
force perception and attitude changes that come about slowly. Joint ventures and
coventures are aiscadv a component of assistance programs designed to streng-
then private enterprises. They will be increasingly usctut as networks strengthen
and business strutegy options are more widely understood. Assistance to aceeler-
ate couperative ventures will be most effective when it provides networks to
identify opportunities, search for partners, quality strategies and assist in plan-
ning and launching the venture.

E. JOINT VENTURES AND JOB DISPLACEMENT IN THE UNITED STATES

The presen: political environment within the United States argues for greater use
of the jouint venture strategy in Third World development assistance. Our assist-
ance efiorts reinforce private enterprises and free market systems, but money for
direct assistance is limited. The U.S. Government will discourage programs that
promote LDC exports to the United States at the-expense of U.S. industrv. How-
ever, SME cooperative ventures with LDC firmis car. benefit both firms and their
countrics in general. U.S. SMEs are the most important job creators and technol-
ogy developers in our cconomy.

“over 90 percent of the 20 mullion new jobs formed in the U.S. in the last decade were
generated by small businesses, while employment in targer firms has declined. The
dynamic resource represented by smaller enterprises is gaining recognition world-
wide. At the same time, U.S. share of international technological innovation is declin.
ing, an estimated drop from 75 percent to 50 percent in the last 30 vears. It is not that
the US. is innovating less, but that other nations have also recognized the power of
the commercialization of technology to stimulate economic growth and create new
jobs.” U.S. Department of Commerce, 1986.

This quote is from a Department of Commerce document which argues for
more cooperation between U.S. and foreign firms. The program for International
Partnerships for the Commercizlization of Technology (INPACT) maintains that
“U.S. and foreign companies alike cn better profit from cooperative entrepre-
neurial activities that can bring together technologically innovative people, pro-
ducts, and processes. and expand markets.” INPACT argues that joint ventures
have distinct advantages over direct investment and licensing since they tend to
preclude one firm exploiting or absorbing the other. Further, having a vested or
full-time partner in an overseas countrv provides stability and other advantages.
The smaller U.S. or developing country firm canno access the necessary market
expertise, technology or manzgement systems necessary to compete internation-
ally without such ventures. It is clear that cooperative ventures can help move
smaller firms into international business, whether through the more committed

joint venture sought by the INPACT strategy or the coventures that representthe
first level of firms coming together.
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Unfortunately, overseas ventures arce often perceiny ed m‘crcl_\ asa '“Au.\ .lu:‘u')\x:
iobs offshore without any direct benetit 1o the Umited States. Llc.xll)' jubs .m.
sometimes lost when manutacturing ventures move into dc\'clupl.ng ‘ufn.u.nm..s..
However, it is the general teeling that without some wpe ot cuu‘pul‘am L( \u.uun.
smaller U.S. manutacturers cannot compete cilccllycl»\. u.s. L‘Qm[.)..mn._s ng;
longer have the luxury of deciding to compete internationally --l_hAL m(hux»l:':l:unf:l
market has come to them and they must compete to protect their l”?“’f l"f!“l.un'ﬁ
markets from international competitors. The m.u‘\'v:nlv:nl ll{\\ ard an ‘ll‘lkl.::;llf% )-
open world cconomy has meant greater competition tor U.S. domestic producers
inv ally alla stries. . .
" l;:)rrl Lll:“\‘gjlrls":;\lr International Trade Commission has studied l?lc rg:lz?x.lurs:\'l:)
of offshore production to loss of jobs. 1t concluded l-hul cuulpv:.r.n.l\v..ulr}: .uUc.S.
like joint ventures and production sharing, actually bull.d emplov m,L.r;]l m1 ,L, and
Production sharing is a term that usuull}-_mcuns combining U.S. tcc lfw Ub‘ :
content with host country labor skills and Tactor costs lhruugh atw u_;? .xdnl >y sflgn?:
According to management expert Pclcr Drucker, “This gr(—w'vmg lTl}”.]d(.Pl.‘[) u:d
tion sharing) is pushed by the d_\-numlcfx of world pupul.mf.m 1 . eve Ulp d
countries are strong in management, cagital, technology and prl\s.u,xflgrvpu'r;.ull;xjr
ing power. The developing countries off:r enormous and rapl.d \ L.Lliuwvé,murcs
surpluses.” (Drucker, 1980) Our description of joint \v:nlu'rv.a l.m‘ cg\v,. ares
involves many transactions that are outside of simple ol manu Ju?unng, ag :er
ments, but offshore manut‘actun’nt‘; \'cmulrv.:’ocr_culv:llhc greatest concern o

ing jobs simply to achieve cheaper labor input.
cxrr?lrcl::il]:gbl; in f)h)v. production - sharing ventures, r_g'gxslcrc(.l‘undgli Ehg'Ui.fSi:
Tariff Code categories 806.30 and 807.00 - where we might c.\p'g?l' l; 5,1.1. ?x%rl]iun
cant job expurt - the US. companies seein to have lmpru¥cd thIIJJ(l)) L_l:nv.:u on
ability. In terms of goods partially manufactured and 1mporlv:«\ ac mf oh) i
United States inrough production sharing agreements, lhv.j us. ‘junlzc:lsu ‘l v.:‘
imports hasincreased from 15.4 percent of their total \‘;{Il'cm 19(‘)(‘3 to24. pvc.rlchc‘ir
in 1983. More importantly, lhc{‘irrpsbfccl l:al i:cy have been able toimprove the

etitiveness and protect the jobs at hand. . _ 4
Cogi]fl;l-';;i‘ﬁrms in l:c United States in\'gl\'cq in pr.uducl!on-s‘harmg‘ wc.lrjsr:xnr‘
veyed regarding direct d:splacement of jobs in their bu>mc>>: xfwl Lom'o[: di;
jobs protected by a venture. Eleven companies rcporl.cd a oﬂv.- urc;onhc_xj1 dis-
placement. Sixteen reported less than one-for-one Jol_) loss, an‘ ldl ’:\:c u
reported negligible or no job loss. Clearly some pf the firms §urv;ss ﬁ nhep
some direct manufacturing jobs. The broadc.r.polnl to be considere d ist da " z
in some way enhanced their overall competitiveness. Most o.ff§119;'gdprf> ‘l(.IC min
ventures are done out of necessity --if acompany cannot Iof:~ e sl'_(?l ed wor Ct:S(
the U.S., or cannot afford to pay them, the pri_cc of notlooking oft sZorc ma.y' t:hoe
shut down completely. In this worst case, no jobs are protected and noone in
U.S. company benefits. (See chart)
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WORKER DISPLACEMENT
1983 SURVEY OF 66 FIRMS

Employment Number of Import Number of
Displacement U.S. Companies Shipmenis (§$M)  Workers
One-for-one basis 11 574 15,450
Less than one-for-one basis 16 187 9,118
Negligible or none 34 535 14,435
Do not know 5 562 31,750
Total 66 1,858 70,753

Survey fur the Committer on 306,30 & 807 00 inc. prepared by Montuwello Associates Inc. of Washington, D.C.

It seems that oroduction sharing “improves U.S. competitiveness in world
markets, enhances the employmant levels of the American workforee, supports
US. foreign policy interests, and provides American consumers with competi-
tively priced alternatives to wholly foreign imports.” (Committee for 806.30 and
807.00 Inc., 1984) Production sharing sometimes involves some loss of U.S. jobs to
protect others. Considering that the Commerce Department estimates that
approximately 25,000 jobs are created or sustained for every $1 billion exports,
the $5.4 billion ot domestic content in production sharing in 1983 can be asso-
ciated with protecting 136,000 jobs.

It is difficult to say whether importing the products partially finished with only
labor value added. as oppused to producing wholly within the US,, takes jobs
away from the United States. The Committee for 806.30 & 807.00 cites astudy by
the Flagstaff Institute, a nonprofit research organization dedicated to improving
world trade, which states that 50,000 Americans worked in jobs supplying compo-
nents shipped abroad for 806 and 807 assembly in 1976. Another 836,000 people
were directly employed in export-related manufacturing to supply less developed
countries with advanced technological products. These direct manufacturing
jobs resulted in indirect emplovment in America of sonie 2.9 million additional

persons, making the impact of 806/807 - related jobs 3.7 million in total.

It is easy tosay that the of fshore production sharing and other joint venture and
coventure strategies help US. firms maintaie efficiency. The most likely end
result is that we are protecting skilled and semi -skilled workers’ jobs but sacrific-
ing certain lower-skilied labor jobs. In a broad sense, industries are participating
in the normal exchanges of comparative advantage that underlie international
trade. The Committee for Production Sharing (in March 1986, The Committee for
806.30 & 807.00. Inc. reorganized as the Committee for Production Shiring)
argues that these types of ventures help U.S. firms by helping them to:

® maintain control over overall business operations

® protect proprictary and patent rights
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e protect and enhance the manutacturing base in the US.
® improve competitiveness of end item products

Outside of manufacturing ventures, we can see that the licensing, comarketing,
and other types of ventures help tirms develop international experience, access
markets, and improve competitiveness through ways other than reducing labor
costs.
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Summary

This study has attempted to integrate three major research areas:

1. the use of joint ventures and coventures enhance competitiveness of both
U.S. and LDC firms;

2. organizational and managerial characteristics of smatl-and medium-sized
enterprises that affect venture formation and development; and

3. the role SMEs can play in Third World development through joint ventures
and coventures.

Our aim was to review how, and under what conditions, small and medium-
sized U.S. enterprises can contribute to developing economies through ventures
with LDC firms, and simultancously enhance each partner’s position in national
and world markets.

Generally, we found that developing and developed country SMEs can play a
role in international cconomic development through various types of joint ven-
tures and coventures, but the extent of this participation is significantly con-
strained by numerous tactors on both sides. Itis not likely that SMEs represent a
major new development strategy with far-reaching impact, at least in the short
terny; rather, ventures with small and medium-sized firms should be considered
by development professionals as another “arrow in the quiver”, so to speak, as
oppused 1o a new “weapons system” for LDC development.

Significant constraints on the wider use of joint ventures and coventures
between developed and developing country SMEs include limited capital and
managerial resources ol small and medium-size enterprises, their lack of famil-
iarity with international ventures and a “stay-at-home” attitude, particularily on
the part of U.S. firms. For these companices to change, there must be a confluence
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of changing values and economic necessity. Changimg values canbe addressed. in
part. through informanon and education. but potential ventures must have a
sutficient cconomic potential and risk /benetit rationale if they are to be explored,
let alone developed. Sharing rishs and resources is an obvious wav to serve
muluple goals when common interests outweigh individual interests.

In addition to the limited resources of SMEs, another siguificant constraint on
venture development is the type and level of contributions LDC partners can
offer to US. firms. As LDCs are, by defnition, less developed industrially, their
potential centnibutions to increasing the competitive pusition of developed coun-
try partners are limited. Labor is the most important contribution. We found that
the most frequent motivation for U.S. SMEs to consider a venture is to reduce
assembly labor costs. Other common motivations are 1o increase revenues
and/or serve new markets, often by licensing technology or entering into other
types of agreements that would allow an LDC firm toiaarket and manufacture (in
whole or in part) a proprictary product.

The ability of a U.S. SME to capitalize upon an LDC natural resource or unique
geographic advantage represents another basis for venture formation. Although
this reason has generally been associated with larger maitinational corporations
which have the necessary capital to invest. opporiunities do exist for SMEs in
areas such as nontraditional agricultural products and natural endowments.

LDC SMEs, on the other hand, have somewhat different motivations znd
objectives for pursuing cooperative ventures. Access to the US. market, which
can represent a market and/or product differentiation strategy, s a significant
motivating force. Greater utilization of labor and production facilities, often
achieved through subcontracts with U.S. firms is another popular venture ratio-
nale. Access to more competitive technology and know-how is the driving torce
for other LDC-initiated ventures.

SMEs approach the entire venture development process from a significantly
different point of view then do larger and multinational firms. By definition,
multinational firms have a different perception of their sphere of operations.
Small- and medium-sized firms tend to be domestically oriented. This attitude, in
combination with the resource limitation: of SMEs, increases the level of risk
associated with these types of ventures. Increased economic risk {or perceived
risk) becomes an obstacle to active investigation of potential opportunities, and
can preclude serious consideration of potential opportunities that may be pres-
ented. Often this barrier is reduced when a key exceutive has some famiiiarity
with a particular country or region. A founding rationale for certain venture
development contact programs is to reduce this risk by increasing information
flows and reducing the cost of initial explorations by SME executives.

Although SMEs in the developing world appear to be more prepared to consider
cooperative ventures than their U.S. counterparts, the general opinion among
development professionals and excecutives interviewed during this research is
that many LDC SMEs are unable to perform at the level required tocompeteinan
increasingly competitive international business environment. They oftenlack the
managerial and technical expertise required to participate in more sophisticated
ventures. Many suffer from the less developed nature of local infrastructures,
and others are victims of broader government policies and goals that are not
conducive to business development. For example, currency restrictions and time-
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consuming procedures that delay imports of needed parts and supplics make it
difticult tor the LDC hrm 1o perform ata level required in a covperative business
venture.

Ii 1s important to recognize the unique characteristics and needs of specific
target populations and organizations when developing assistance programs. Not
all strategics are appropriate for all populations. The tindirgs of this study have
several implications for policy formulation and program design which are dis-
cussed in detail in Chapter VI In summniary, joint ventures and coventures are a
viable approach to enhance competitiveness and economic prosperity of U.S. and
developing country enterprises.
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Appendix A:

Example Trade
and Investment
Assistance Programs

Many less developed countries have established government investment promo-
tion organizations which engage in general public relations efforts throughout
the developed countries. Some have put together programs that are aimed at
highlv specific communities in the United States. Fewer programs look toward
the conventure strategy as a viable strategy for engaging smaller and medium-
sized firms. Many governmuent programs are principally interested in attracting
foreign investors and tend 1o emphasize projects that involve equity. Our
rescarch suggests that there is potential for ¢ngagement, on a broader front, of
industrial activities through coventure and less formal business structures.

The overall AID private sector strategy intends to exploit the capabilities of
private entreprencurs to help @ -hicve cconomic and sucial development goals. A
wide number of programs within AID indizate the emphasis on utilizing the
private enterprise for direct loreign investment and joint venture stimulation. A
review of these ditferent programs allows the isolation of the principal designand
planning fcatures.

Typical types ol technical assistance programs that are being pursued include
the following:

The African Project Development Fucility, sponsored by the International
Finance Corpuration, the African Develepment Bank, and the UN Develop-
ment Program, provides advisory services to small and medium-sized
Atrican entrepreneurs. AID is providing technical and managerial assist-
ance directly to entreprencurs to assist themin designing and implementing
projects and arranging financing. The Facility provides specialists who
identify viable indigenous enterprises ready for expansion and new busi-
ness ventures that need help with start-up activities. The Facility works with
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U.S. institutions, mcluding AID, in dentitying potential U.S. sources of
technical and hnancial assistance

The Egvpuan Investment Authoruy Feasibili
underwrite travel and feasibility studies of U
contemplating a joint venture acuvat in Eyvp
$6.000 can be wholly underwritten with this fun
fully covered up 1o a cost of $250,000.

Fund provides monies to
S. or Egvptian companies
L Travel expenses of up to
d. Feasibility studies can be

The Export Bank of Costu Rica (BANEX)wassctu
services and technical assistance to meiorexportdevelopment industries in
Cost Rica. The principal strategy of BANEX tom its Hirst vears of operation
was to provide information and assistance tor large US. and developed

country enterprises who might wish to open plants for of fshore production
in Costa Rica.

ptoprovide special credit

The Foundutton for Econonue Development (FIDE) in Honduras provides
funds to underwrite technical assistance, rescarch,
requirements ot Honduraa firms. Linkage
Farricd out by a number of contracting consulting firms which are located
in different regions of the United Stages, The FIDE program places great
emphasts on being able to assist a firm trom its mitial business idea through
a variety of ditferent technical assistance, manpower development, and
market development stages. '

and information
and partner scarch activities are

The FUSADES/PRIDEX Programiis a trade and investment program sup-
ported by AID in El Salvador. This program establishes a US. linkage office
that works along side a trade and investment program in El Salvador. The
program uses missions and seminars to promote interest of U.S. firmsina
wide varicty of programsin El Salvador. The program also prov
that will reduce the cost of trav el market research, and technic
that is required by either the US, or Salvadoran investor. This program
allows intermediaries to bring programs into Salvador and to exploit

resources or other networks being used by the FUSADES/PRIDEX
program.

ides funding
al assistance

GIDCQ Technology Transfer Prlot Projectin India utilizes a private volunteer
org;_:m_zaliun (PVO) as a principal contractor. This program, expected to
bggln in 1986, plans to have the PVO play an important role in promoting
joint ventures between U.S. and Indian firms, especially in joint research

and development, and opportunities to commercialize tech i
. nology lica-
ble to the Indian market. o6y applca

The Ir?dtulrjy Council for Development, a U.S. based nonprofit membership
organization, receives minimal AID support in order to help meet the needs
of planners and managers for information, advice and assistance in their
efforts 1o halt environmental deterioration and promote sustainable agri-
cultural production in the Sahel. A working group of large U.S. and Euro-
pean multinational corporations has set up a service center in Africa to
assist in agroindustrial development efforts. The ICD has included private
voluntary organizations, international assistance agencies, and host coun-
try and regional organizations in its recon-naissance missions designed to
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identify problems, build consensus and design project solutions. This pro-
gram s a good example of how AID can usctully tie its funds and know-how
to eaisting programs in the private sector.

The Indonesan Executive Development Fund is a program of AlD and the
Ministry of Finance to stimulate private sector development by improving
the management of Indonesian firms. Begun in 1986, the program enables
selected semwor level Indonesian executives to visit the United States tor a
formal management training course tollowed bv a several week internship
in their ticld of specialization with a U.S. company. The training program
attords the foreign executives an opportunity to study American manage-
ment practices, while allowing participating U.S. companices to become
acquaimnted with possible business partners.

The Market and Technology Access Project (MTAP) 1s an AID project work-
ing i six countnes (Yemen, Tunisia, Thailand, Turkev, Costa Rica and
Hatitr). This project tocuses on assisting smaller consultant and interme-
diary firms assemble a variety of conventure and foreign investment activi-
ties. The program’s initial activitics in Costa Rica indicate a higher
probability of coventure programming as opposed to direct foreign invest-
ment activitics.

Puath/Health Link s the tvpe of U.S. based organization with the capability
that AID sceks to work with the private sector overseas on a commercial
basis. Health Link provides brokering, feasibility and financing services,
and identities products and U.S. companies that can find a market in
developing countries. It works with the US. company tofind alocal partner,
assist in obtaining needed regulatory approval, and assess the local market
for production potential. AID provided both a grant and loans to promote
the introduction of health technologies in the Far East, through local private
production and distribution channels.

The Private Enterprises Promotion Project in Sri Lanka uses a “big eight”
accounting firm to support a business development center. This center has
contact poinis in S Lanka and the United States. In the US. the program
can provide market studies as requested by Sri Lankan companies,
scarches for US. partners and distributors and analvses ot appropriate U.S.
technology sources. The business center in Sri Lanka, in turn, has contact
activities with local companies and acts as a channel for techmcal assist-
ance and hinkage between itsell and international search and intormation
systems.

Private Sector and Development Project in Thailand has a U.S. consulting
firm assisting the Thailand Board of Investment to generate and process
investment applications. The consulting tirm has been retained torepresent
the Board of Investment and to perform searches tor US. companies
interested in investing in Thailand. This program has developed a svstem
through which companies can be identitied in the United States and quali-
fied in terms of investing in Thailand. This consulting tirm often arranges
misstons of Thai businessmen to visit US. firms to begin exploratory talks
and ¢valuations. In turn, return visits and contact programs are organized
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from the U.S.

Project Development Assistance Program (PDAP) in the castern Caribbean
utilizes the services of a “big eight” accounting firni. Specitically, the con-
tractor has set up contact offices the in eastern Caribbean and deals primar-
ily with encouraging direct foreign investment into the region. This
accounting firm uses its own networks and a wide variety of other associa-
tions and volunteer organizations to helpidentity interested U S. partics and
bring them into contact with potential partners or investment opportuitics
in the castern Caribbean. This project has gradually evolved towards
greater emphasis on building institutional intrastructure within the castern
Caribbean 1o centinue trade and investment promotion.

US. - ASEAN Center for Technology 1xchunge was funded to establish
linkages betwceen private sectors in the ASEAN member countries and
private U.S. sources of technology. This program relies heavily on olfice
representation in three ASEAN countries and a central office in the United
States. Specifically, the program develops interest in joint ventures and
coventure through information services, and providing missions and recon-
naissance programs that bring ASEAN invesiors into the United States and
U.S. investors into various ASEAN environments.

The U.S. Investment Promotion Office (USIPO) was established by AID in
Egypt. This local institution was set up to create linkages between U.S. and
the Egyptian business community. The program offers information servi-
ces and investment profile programs. The USIPO does not have a perman-
ent office in the U.S., but its staff travels regularly between the countries in
order to help target and assist joint venture programming.
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Appendix B:
Quantitative Research
Measures

Two approaches for developing quantitative measures were pursued during the
research of the Joint Venture Feasibility Fund. The instruments focused on a
systematic analysis of 84 cases being handled by the program. The second set of
measures will be illustrated in Appendix C.

The first set of quantitative measures were developed by examining and categ-
orizing 84 cases being handled by the JVFF staff. Categories were developed on
the following criteria:

® Industry breakdown

® Who initiated proje=cts (US. or Caribbean company)

® Type of venture (vertical, horizontal, joint venture, coventure, or spider
web)

What was strategic goal of the program
Size of venture partners

Role of partners

Main contingencies affecting project

Appendix C will present the results of an attitudinal survey that sought the
opinions of experts in the field of intermediation. This questionnaire was broken
down into four sections: *

® What were partners initial objectives?

® What factors inhibit formation of joint ventures and coventures?

® What do firms believe are the general attributes of coventures and joint
ventures?

® What are the difficulties or problems most commonly experienced in day-
to-day operation?

The following pages review the results of the quantitative measures without
supporting analysis or interpretation.
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QUANTITAVE MEASURES I

CHARACTERISTICS OF 84 CASES 3. PROJECTS BY COUNTRY AND BY INITIATOR
Number of Percent Initiated by
\. INDUSTRY BREAKDOWN AND INITIATOR OF COOPERATIVE Country Ventures US. Firm
VENTURE SAMPLE El Salvador 12 42%
Initiator U.S. Curibbeun ntermedia . .
Wocv v cv ]V‘ C?} Dominican Republic 10 30%
Haiti 9 11%
Industry Honduras 10 40%
Service 1 2 0 1 0 1 Guatemala 3 33%
Agribusiness 4 6 3 2 0 3 Costa Rica 12 42%
Light . Panama 2 100%
Manufacturing 2 12 3 16 0 1 Jamaica 1 45%
i 0
Apparel/Textile 2 1 2 0 1 Belize 3 67%
i 0 1
Continuous Process ¢ 0 0 0 Trinidad 3 100%
Forest Products ) 1 0 Y Y 0 0 Grenada 3 67%
. 1 0 0
Pharmaceuticals 0 3 0 St. Lucia 1 100%
1 1
Development 1 0 0 0 St. Vincent 1 100%
Service and :
Manufacturing 0 0 0 1 0 1 Nevis ! 100%
Heavy Bahamas 1 100%
Manufacturing 1 0o o 0 0 0 Antigua 1 100%
13 21 7 34 0 7
2. VENTURE TYPE BY FORMS OF ALLIANCE 4. STRATEGIC USE OF COOPERATIVE STRATEGY BY U.S. FIRMS
Strutegic Focus % of % Initiated
of US. Firm Ventures by U.S. Firm
Vertical Horizontal  Spider-web Overall
Coveriure 70% 4% 1% 5% Cost reduction 63% 43%
Joint Venture 22% 3% 0% 25% \
New revenue source 16% 30%
Overall Sample 92% 7% 1% 100% Experience 10% 43%
New Business 4% 100%
Product
Differentiation 3% 50%
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S. STRATEGIC USE OF COOPERATIVE STRATEGY I}Y CARIBBEAN FIRMS

Strategic Focus of % of % Ininared by
Curibbean Firm Ventures Cartbbean Firm
Market Access 33% 43%
8. MAIN CONTINGENCIES IMPEDIN 5 VENTURE FORMATION
New Business 3% 56% .
Contingency % of Problem
New Revenue 14% 60%
U.S. Partner 34.6%
Product e
Differentiation 10% 33 Feasibility 19.2%
Market 16.7%
Caribbean Partner 15.4%
Financing 14.1%

6. ROLE OF CARIBBEAN FIRM IN COOPERATIVE VENTURE

Role % of Type

Manufacturing 63.4%

Agricultural Production 19.7%

Provide Facility 6.1% 9. TYPE OF INTERVENTION BY JVFF

Market Channels 6.1% Type % of Intervention

Raw Materials 4.5% Travel 42.2%
Technical Assistance 20.0%
Feasibility Studies 18.5%
Partner Scarch 10.4%
Linkage 8.9%

7. ROLE OF U.S. FIRM IN COOPERATIVE VENTURE

Role % of Type

Provide Channel 52.0%

Technical Assistance 45.5%

Design Assistance 5.4%

Raw Matenials 3.6%

Provide Facility 3.6%
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US. Partner

Average Size
Minimum
Maximum
Curibbean Partner
Average Size
Minimum
Maximum

B. Coventure

US. Partner

Average Size
Minimum
Maximum

Caribbean Purtner

Average Size
Minimum
Maximum

10. SIZE OF VENTURE PARTNERS
A. Joint Ventures

$10,000,000
350,000
25,000,000

$ 5,000,000
35,000
16.000,000

$ 7.000,000
100,000
25,000,000
$ 4,470,000

4,000,000
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Appendix C

Questionnaire
Results

The second approach for developing quantitative measures pursued during the
research of the Joint Venture Feasibility Fund utilized a questionnaire that was
circulated to individuals considered expert or in some way heavily involved in
joint venture and coventure development.

This segment deals with measures which are attitudinal in that they sought the
opinions of experts about which factors scem to be the most important. The
questionnaires focused on four areas of interest:

What were partners initial objectives?
What factors inhibit formation of joint ventures and coventures?

What do firms believe are the general attributes of coventures and joint
ventures?

® What are the difficulties or problems most commonly experienced in day-
to-day operations?
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QUANTITATIVE MEASURES 11
ATTITUDINAL QUESTIONNAIRES

PARTNERS' INITIAL OBJECTIVES

Factor

Importance of Factor

(percentage of respondents)

FACTORS INHIBITING THE INITIATION OF JOINT
VENTURES AND COVENTURES

5 3 2 1
Most Important

1. To expand existing 333 48.7 18.0 0 0
production facilities
and/or reduce costs mean = 415

2. To expand existing 385 385 20.5 25 0
marketing, sales and
distribution mean = 413

3. To gain a competitive 44.7 332 132 79 0
advantage mean = 405

4. To gain access to new 359 333 20.5 103 0
foreign markets mean = 395

S. To sell acquired 103 28.2 360 230 25
know-how mean = 321

6. To secure access to 18.4 31.6 ‘18.4 15.8 15.8
raw materials mean = 3.13

7. To use outdated re- 53 15.8 23.7 395 157
sources in a profitable
manner mean = 249

8. To gain profits on 54 16.2 325 243 216
excess funds mean = 246

Factor

Extent of Agreement

(pereentage of respondents)

92
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5 4 3 2 1
Most Impertant
1. Lack of dircect exper- 65.0 275 5.0 25 0
ience/knowledge in
joint ventures mean = 455
2. Developing country- 450 40.0 75 75 0
tirms lack an
understanding of how mean = 423
jouint ventures can be
structured and used as
a business development
strategy
3. Developing country 45.0 35.0 100 7.5 25
firms have difficulty
identifving joint- mean = 413
venture opportunities
4. Firms lack the 475 30.0 5.0 125 5.0
management resources
and time needed to plan mean = 403
and execute cooperative
ventures
S. Firms lack the 425 300 200 15 0
confidence to initiate
COOperative ventures mean = 395
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FIRM ATTITUDES ABOUT COOPERATIVE STRATEGIES

Factor

>

Extent of Agrecment

tpoteentage of respondents)

4 3

b

-

. Direct contact with
potential partners is
the most important
factor in building com-
mitment to the cooperative
venture

. Firms lack understand-
ing of how to use con-
‘sultants to help
organize joint
ventures

. Smaller firms are tnore
prepared to consider
equity rather than non-
equity forms of cooperation

. US. firms seldom con-

* sider a cooperative
venture with a develop-
ing country firm as a
viable strategy

. Larger companies are
more prepared to con-
sider joint venture

Most Important

300

50.0

375

325

28.2

10.0 73
mean = 465
40.0 25
mean = 433
35.0 200
mean = 4.03
35.0 100
mean = 375
359 20.5
mean = 3.65

to
wn

7.5

75

200

(=
!‘J
oo

25

26
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CAUSES OF DIFFICULTIES AND PROBLEMS EXPERIENCED IN
PARTNER RELATIONS AND DAY-TO-DAY OPERATIONS

Factor Imponance of Factor
(percentage of respondents)
5 4 3 2 1
Most Impourtant

1. Ditferences in part- 18.0 66.6 128 - 2.6 1]
ners long and shon
term objectives mean = 388

2. Host government inter- 333 43.6 154 26 5.1
ference or changes in
national pulicy mean = 3.88

3. Inability 1o recognize 28.2 48.7 128 10.3 0
and adapt to the need
tfor change mean = 385

4. Partner was not able 23.1 51.3 231 25 0
to perform at the
eapected level mean = 385

S. Inaccuracy of initial 23.7 2.1 342 0 0
expectations regarding
profitabiluy of the mean = 37
venture

6. Inaccuracy, incom- 237 50.0 18.4 79 1]
pleteness of initial
studies mean = 37

7. Difficulties in inte- 18.0 53.8 179 10.2 0

1.

grating pulicies, pro-

cedures and operating mean = 37
methods with established

corporate routines

. Language and cultural 333 436 154 2.8 5.1
differences mean = 3,68

. Conflicts of interest 18.0 41.0 25.6 12.8 2.6
between venture objec-
tives and local part- mean = 35
ner's other business
interests

. Effects of geographic 102 308 28.2 23.1 7.7
distance on r utine
communications mean = 3.0
Initial reasons for 139 139 417 250 55
venture were no longer
valid mean = 298
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Appendix D:
General Trends
in Global Joint
Venture Activity

A. CONSTRAINTS ON THE ANALYSIS

The process of assessing trends in joint venture formation, requires reasoned
generalization. Joint venture formation is but one manifestation of private direct
forcign investment (FDI). Parent multinational enterprises (MNEs) have under-
taken nearly 12,500 PFDIs through roughly 100,000 foreign affiliates; approxi-
mately one quarter of these operate in developing countries. The flow of U,
private FDlis a complex function of the operating environment with the volume
and areas of activity sensitive 1o the political stability and economic promotion
policies of the host countries involved.

Given this understanding, conclusive evidence exists that the volume of private
FDl activity and the incidence of international joint ventures, in particular, have
risen steadily in the post-1950 period. The key underying causes for this trend
have been the general grouth of the international economy, increasing interde-
pendence among national economies, assertion of sovereign rights in resisting
wholly-owned subsidiaries, by many developing countries and recognition by
MNCs of the need to pursue cooperative business strategies in the face of an
increasingly competitive world economy and resource constraints.

B. DATA AVAILABILITY ON JOINT VENTURES

The historical trends in international joint venture activity have been summar-
izedin recent study by Karen Hladik (1985), entitled International Joint Ventures.
Briefly, the groundwork for substantive trend analysis and statistical description
was laid by Friedmann and Kalmanoff's study of the developing country joint
venture phenomenon in the late 1950s, and the analysis conducted by Stopford
and Wells and Franko on coventures of the 1960s. The principal statistical work
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Exhibit 1
Formed (1951 - 1975)
haracteristics of Subsidiaries
Geners! cl":nlure by Major Operating Area (MOA)

All Joint Ventures: B - -

Joint ventures in LDCs rose from 41% of all joint ventures to 49% from1

® Jointv
to 1975; o ' .
Joint ventures, as a percentage of all U.S. subsidiaries formed in LDCs. r

® Jointve . \
from 24% in 1951-55 to 45% by 1975; . _—
Over the period, the acceptability of joint venture formauondaj:x me

* cc:ne;ucling business in developing countnes increased steadily:

RN ave lc"dt ¢S Wl > *nLs \r\llha
e US fir HISII dto view jount ventures th host gon.rnmv.nl

P! yp S,
hlghel dcgl ec Of suspicion thar other types 0( j()llll ventur

Mamufacturing Jomt Ventures:

® Accounted tor a large percentage (68%) of all joint ventures formed aver the
period;
®  Averaged 39%of manufactuning entries over the

perivdand reached as high
as 48% between 1961 and 1905;

® Collaboranve R&D was fwrly uncommion betore 1970;

®  Small manutacturess (less than one half of industry leader sales) tended to
tavor collaboratne R&D entry over 15 times more often than large
manutacturers;

® R&D-intensive tirms tend to prefer wholly-owned subsidiaries over joint
ventures to shield proprictary technology;

® Joint venture exports otten present a problem for U.S. multinationals and
represents a souree of joint venture instabiity;
® Overthe penod, there was aclearineréase in the

local ownershipsare held
in the juint venture entries:

® Local ownership usually consists of one or a small number of private
partners holding a large block of shares (thus enabling little public trading).

Suales and' Z:: e Jumnt Ventures:

® The benetits associated with foreign partners were
am~ng subsidiaries of which only 15% of the

® Among sales and service joint ventures, the
partner in full two thirds of the incidents.

less apparent in the past
net flow were joint ventures:

US. tirm was the minority
Extraction Juimt Ventures:

® Extractive juint ventures activity tended 10 be fairly localized in the host
country selected;

® Wholly-owned subsidiaries represented 65% of the entries during the
period, leaving the remainder 1o joint ventures:

® Asforalljomntventures, problems associated with disputes over retention of
carnings and dividends represent the greatest source of joint venture
instability;

®  Minority owner joint ventures represented 62% of the joint ventures formed
in the period;

.

The incidence of joint venture formation with another specialized, non-host
country partner was a distinctive feature of extraction entries during the
period, particularly after the late 1960s,

Other Cute gury: Exploranion, Rescarch and Development, Eic.:

® This segment remained a relatively small component of the total pool of
joint venture entry in the period;

ternaiicomeal Lissr ovaerd £ ceroronpnn o



® R&Djoint ventures are much more liheh to occur among the smaller hinms
than larger firms, and the collaburation ot owner-partncrsis tacihtated by
similar cultural background and tramming,

® There appear to be many oppurtunitics tor new tpes of hirm couperation in
these areas since the projects are usually umgue and lack any comparabie
precedents.

Hiadik extended the work of the Harvard MNE study by doevclopmp a database
of her own, based on intetviews and tabulation o a sunvey instiument trom 420
U.S. - foreign joint venture partnerships tormed between 1974 and 1982 1n the
manufacturing industries. Hladik tound that the absolute number of interng-
tional joint ventures increased signiticantly in the penod, particulan v in the final
four vears, but the pattern of juint ventnre tormaton teveals some \?cglg'c ot
cyclic'alil_\'. The primary charactenstics ot the joint ventuies Hladih's sample
include: '

1. Incontrast with the pattern ot traditional juint ventures that tended tosere

only local markets, export activity was undertaken by about halt ot the jomt
ventures formed cach yvear:

2.7 R&D operation in juint ventures huve mereased toronly 8% of the samplein
1975 to over 20% in 1982;

3. The relative proportions of majonity, co-owned, and minonty has rcn}aincd
stable over time, although a sigmficant unknown compuonent remains,

4. The most popular location tor juint venture formation remams the OECD
nations with very few located in low income countres sid no clear pattern
in the trend over joint venture formation in developing countries over the
nine year period.

Exhibit 2 summarizes the results of the Hladik research project.
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Exhibit 2
CHARACTERISTICS OF INTERNATIONAL JOINT VENTURE ACTIVITY
Manufacturing Joint Ventures between 1974 and 1982

Churacteristic 475 70 77 78 79 80 81 82 Towl
Sample size 64 29 28 23 28 54 72 68 S4 420
“Activity

% with exports 22% 34% 25% 3S5% 2i% 37% S3% Si% 44% 39%
% with R&D 8% 0% 7% 4% I4% 22% 22% 16% 20% 1S%

‘Ownership

% majoritv-own % 10% 18% 9% 18% 15% 13% 9% 17% 15%
% non-majonity S0w 62% 46% S5t 54% 60% S51% S50% S6% S55%
% unknown own  39% 28% 3o%w 22% 29% 3i% 28% 31% 28% 31%

“Distribution

% in high-inc S84 48% 57% 05% S0%w S(% 47% SY% 65% S55%
% in mid-inc 34w 48% 36% 35% 36% 48% 47% 35% 26% 39%
% in low-inc 3 3% 0% 0% 7% 0% o% I% 6% 3%

Source: Hladik. Karen, nternational Joint Ventures, (Boston: D. .. Heath & Company, 1985)
Note. Distribution of juint ventures based on World Bank classifications as follows:
Low income countries have GNP per czpita of less than $410 (1980 dollars)
Middle mcome countites have GNP per capita of between $420 and $4,500
High income countries have GNP per capita of over $4.800.

Ao majonty constitutes 51-90% ownership, non-majority constitutes 10-50% ownership.

C. DATABASE DEVELOPMENT UNDERTAKEN
FOR THE RESEARCH PROJECT

Given the time and funding constraints of the Joint Venture Feasibility Fund
(JVFF) Research Project, the database development effort was undertaken with
the goal of identifying significant past trends in jomnt venture activity, investigat-
ing initial hypotheses specifically developed for the JVFF, and collecting the most
current data available from public and readil: accessible non-public data. The
greatest obstacle in conducting this trend anaiysis and building a current data-
base is the fragmented state of the data and lack of any single authoritative
source Even Hladik, who spent a considerable amount of time tracking down
citations from the Frost 4 Sullivan's Index of Corporate Change, acknowledged
that only 70 percent of the citations could be identified.

The trends identified above were tested in this database development and, for
the most pan, confirmed. Due to the apparent cyclicality of international joint
venture formation, this database added a tally of total joint venture activity on the
theory that US. - based joint ventures often provide the foundation and relevant
experience base on which lirms can later undertake international joint ventures.
While some caveats must be applied to this theory (especially in the R&D area), as
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international jomt ventures have gamned aceeptance among MNLEs Lack of tanul-
jarty with and eaperience i managig joit ventures have emierged as vbstacles
to higher levels of activaty.

In the past five years, the absolute number ot juint venture entnes dentitied
(10-90% MNE ownership) rose 40 pereent annually through 1983 (318 maidents)
until the total number ot known entres pulled back 1 233 1984, Absu, the
pattern of entries in the international and domestic ateas closely paralleled cach
other. During the penod, international joint ventures consistenthy rv:prcjc:mud
zbout three fifths of total juint venture entry activaty identiticd 139,63,57.57, and
62% of each vear, respectinely). Between 1980 and 1983, internativnal joint ven-
ture entries rose 43% annually untl dropping 8% trom 130 to 148 entriesin 1934,
The primary source for this databuse was Merger: Yearbook on Corporate
Mergers, Joint Ventures und Corporate Policy. Other sources were v:mplg_\cd to
cross-check the Merger intormation and 1o search tor the joint ventures formed
with Latin American and Canbbean partners.

The distabution of international and total joint venture entrics over the past
five vear across major operatng arca (MOA) reveals those areas w here interna-
tional joint ventures have a greater propensity to oceur. E.\hlbll'} compares
absolute entry counts for total and international joint venture activity. For the
purpose of completeness, the “unknown” component is estimated at 10%
although the actual percentage in this category may range b_cl\\‘ een 5%(AHur\'ard)
and 30% (Hladik) of the total number of joint v ature entries 1n any given year.
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EXHIBIT 3

HISTORICAL DATABASE OF JOINT VENTURE ACTIVITY
Comparatlve Joint Venture Entry Count

1984 1983 1982 1981 1980
SIC Industry It Tor Imt Tot Imt Tot Imt Tor Imt Tout

20-45 Manufacturing 104 143 127 178 99 144 87 112 80 113
48-81 Sales and Service 31 73 35 97 35 87 21 9 11 30
9

1-14 Extraction 5 11 12 24 13 12 18 5 11
13, 82-900 ther, Expl.,
R&D 8 11 6 19 14 31 12 32 9 19
- Unknown 15 24 18 32 16 28 13 21 11 17
TOTAL 163 262 198 350 173 303 145 232 116 190

Note: “unknown” joint venture entries estimated at 10% of “known” absolute total

Exhibit 3 arravs the joint venture entry incidents or occurrences that closely
approximate the MOA categories used in the Harvard MNE study. The different
MOAs are referenced by the Standard Industry Code (SIC) numbers of the
business activities included under each MOA. Imually striking is the high percen-
tage of manufacturing joint ventures conducted in the international field com-
pared with total manufacturing joint venture entries. In additon, the cvelicality
identified in entry activity by geographical area is mirrored in the MOAs. The
slowdown in entry activity in the exploration, refining and extraction MOAs since
1983, is indicative of this joint venture formation characteristic.

The distribution of total joint venture activity across the difterent major operat-
ing arcas. presented in Exhibit 4, has centered in the manufactuning industries
over 50%) although the sales and service industries are increasingly popular for
juint venture formation. Entry rates for eatraction industry joint ventures have
declined in populanty in recent years, probably due to the relatve decline in raw
materials prices. Examination of the raw data indicates that a high proportion of
the domestic (U.S.) joint ventures are formed among R&D intensive firms and
consumer goods sales firms. In theinternational arena, asurgé inautomotive and
pharmaceutical joint ventures among U.S. European, and Japanese firms has
contributed to total joint venture growth.

Closer inspection of the MOA entry trends internationally reveals that manu-
facturing joint ventures continues to be a popular form of entry into developing
markets and occurs with greater frequency in the international field thanin the
aggregate, as reflected in comparing Exhibits 4 and 5. In 1984, 63.8% of interna-
tional joint venture entry activity occurred in the manufacturing area, about the
same level as 1983. Sales and service-related joint ventures have increased rela-
tively in recent years and have taken up the slack from a relative decline in
extraction and exploration joint ventures since 1982.

International Joint and Coventures 103


http:59,3.57.57

EXHIBIT 4

HISTORICAL DATABASE OF JOINT VENTURE ACTIVITY
Total Joint Venture Activity by Major Operating Area

SIC Industry 1954

EXHIBIT 6
HISTORICAL DATABASE OF JOINT VENTURE ACTIVITY
Post-war Joint Venture Activity
Internatlonal Jo!nt Venture Activity by MOA - Trend Table

1953 1982 1981 1980
15-45 Manufacturing S54.6% 50.9% 47.5% 48.3% 59.5%
48-81 Sales and Service 27 8% 27.7% 28.8% 21.1% 15.8%
1-14 Extraction 4.2% 0.9% 13% 7.7% 5.8%
13, 82-900 ther, Expl, R&D 4.2% 5.4% 10.2% 13.8% 10.0%
- Unknown 9.2% 9.1% 9.2% 9.1% 8.9%
TOTAL 100.0% 1000% 1000% 100.0% 100.0%
EXHIBIT §

HISTORICAL DATABASE OF JOINT VENTURE ACTIVITY
International Joint Venture Activitely by Major Operating Area

SIC Industry 1984 1983 1982 1981 1980
1545 Manufacturing 63.8% 64.1% 57.3% 59.8% 68.9%
48-81 Sales and Service 19.0% 17.7% 20.2% 14.5% 9.5%
1-14 Extraction 1% 6.1% 5.2% 8.4% 4.3%
13, 82-900 ther, Expl, R&D 4.9% 3.0% 8.1% 8.3% 7.8%
- Unknown 9.2% 9.1% 9.2% 9.0% 8.5%
TOTAL 1000% 100.0% 100.0% 100.0% 100.0%

In the postwar period, manufacturing joint ventures have predominated both
in the level of international joint venture entry and the growing net flow of
manufacturing joint ventures. A growing volume of sales and service joint ven-
ture entries Lave captured a progressively larger share of the entry total. The
major obstacles to drawing conclusions from the data stem from the uncertainty
about the “unknown” element and lack of complete data on international joint
ventures in the 1976-1979 period. Exhibit 6 provides the available historical
information on postwar joint venture formation activity.
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SIC Industry 81-84 70-80 71-75 66-70 61-65 56-60 51-55
15-45 Manufacturing 01.3% 489% 66.6% 67.6% 70.0% 72.0% 58.0%
48-81 Sales and Service” 179% 220% 17.6% 14.8% 14.0% 13.0% 14.0%
1-14 Extraction 57% 10.1% 42% 38% 20% 30% 11.0%
13, 82.900 ther, Expl, R&D 6.1% 1035% 102% 100% 60% 60% 8.0%
- Unknown 9.1% 85% 14% 38% 80% 7.0% 11.0%
TOTAL 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
SIC Industry 1951-1975 1976-1984
15-45 Manufacturing 68.0% 52.2%
48-81 Sales and Service 15.0% 25.0%
1-14 Extraction 4.0% 7.3%
13, 82-900 ther, Expl.. R&D 8.0% 10.8%
Unknown 5.0% 4.7%
TOTAL 100.0% 100.0%
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