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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 thrcagh joint venture and conventure business strategies while simultaneously 
enhancing the national and intet national competitive market pozitions of each 
partner. We do this with a %tcwto identifying points of possible intervention for 
organizations seeking to facilitate the transfer of technology to lesser developed 
countries (LDCs), the growth of the LDC private sector and the contribution of 
pt-hate enterprise to LDC economic developmert goals. 

This report is an outgrowth of a year-long pi'ot program: The Joint Venture 
Feasibility Fund (JVFF); which utilized the networks and clients of the Inerna­
tional Executive Service Corps IIESC) and was funded by the United States 
Agency for Intcinational Dcelopmcnt (USAID). The JVFF was targeted toward 
small and medium-siued ente:prises (SME-s) ai;d provided funds to encourage 
venlure de.clupineit. Important informaion %%as gathered during the JVFF 
piugram cuncet ning the specific factors contributing to how and why joint ventu­
res and coventre ultimately come about. 

Review of existing business de'eupment literature for this report yielded 
little in the waN ol prcviuus studies ur rescarch concerning international joint 

cittur-es or coscntutes itivolsing SNFi.s. Gcncrall*. research on international 
business ventUics was conductcd %%ith larger firms. %Ahichdiffer strikingly from 
SMEs in their organiational and management characteristics. Thus, the ability to 
gencialize Itidings Ii oni prior tesearch to this rcport %%asextremely limited. In 
otder to exploic the unique role ol SMENiiniernational business ventures, four 
major strcams of research were selected for review and analysis: 

I. Hlow do joint v.cntureb or coventures enhance the competitive positions of 

IhieratuionalJoitf and Co'entt res 9 



the respective firm,; 
2. How do SME organizational and management characteristics affect yen-


ture formation and deselupment; 

3. 	 What role callSM s play in third world economic development through 
joint venture and coventure mechanisms;

4. What development assistance strategies would be most effective for 


increasing the number O cooperative ventures between sMEsin tile deve-


loped and developing countries? 

By focusing the research on the facturs 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 ofjuint ventures 
and casenturesb ould be the mosi successful and under %&fhat conditions; what 
stages of the business senture development process are the most critical orprone 
to breakdown; -.hether 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: 


SCase studies (84) of actual ventures involv'ing developed and developing 
country SMEs throughout the world. 


0 	 In-depth interviews with SME executives experienced in forming and oper­

ating cooperative ventures between U.S. and LDC firms. 

* 	 In-depth interviews with business devclopment professionals and interme-
diaries actively involved in tie venture development process. 

* 	 An extensive review of statistical sOumes repotling on worldwide venture 

activity in combination with other htMdies teporting statistical findings on 
venture activity by major opetrating arCa and other criteria. (See Appendix
D) 

D) Questionnacnrre 

Questionnairesw targeted to executives and development professionals 
which addressed the general pattern of venture formation and develop-
ment. {See Appendices B and C). 

B. THE PROGRAM 

A brief description of the program which was the basis orour research may help 

illuminate this report. The Joint Venture Feasibility Fund (JVFF) sought to pro-
mote business venture development between U.S. firms and firms in the 
Caribbean-Central America region. It was but one piogram among many that 

10 	 Itoernuioutuljiiot uid (C'entures 

sought to bring private sector enterpr-ies into the international trade and invest­
ment developennt process b elc.ouragttIg tndis dual firms ot developed and 

lesser deseloped countries to rtm mutually advantageous business 
relationships.
 

The JVFF provided matchingtunds to support Lilain business enIutedesel­
opment costs, including the research. Ita%el and consulting expenses necessary
for exploring the feasibility of a potential business veiture. The JVFF was also 
able to under tile" prrtion ot those expenltCs itCurl ed h ai I.DC It n for the 

services of a retired it'du:.try expert, pro ided b% IESC. khto could assist wilh
 
various aspects ofthe %entuie development process.
 

JVFF reimbursement of expettses ior a v'enture dc%elopnitiit piojet could nut 
exceed $15.000. or one-half ol $30.000. It was. thetelore. uttlikcls that large firms 
would dev'ote the time and cl ortto develop at elati el,small sout e ol0 inancing. 
In keeping with this orientation to SMEs. JVFF clients %kere tot cquired to spend 
undue time and cltlort to prepare undting applicationis. -obriit invoices and 
receipts or provide discussions regarding the status of their particular %enture, 
development. 

Significant guidance was received from various USAID prolessional staff in 
Washington. D.C. a.td the Caribbean Basin/Central America region. These indi­
viduals. though too numerous to list. co;ntributed substanitiall to a better under­
standing of the joint venture and coventure development process. 

This report also coptains Held research contributions h:um Nida Backaitis. 
Philip Barton, Molly Ilageboeck and Ludwig Rudel. Other individuals contribut­

ing to the editorial and publication nrucess are Sally Bus\vell, Liza Feyk Mark 
Pruett, Marv Gssen Wheeler and Deborah Joyner. 

C. A NOTE ON TERMINOLOGY 

Terminology is ittipottatti because we are ultimately interested in using the
information and kno, ledge gaited I toni this research to facilitate the real-w,orld 

dicx lttpttteiit pit ,ii'vs.It is ohtliv_"utiltst importance to understand the 

differences between types of joint ventures and coventures and the business 
considerations :hat habor one tle over anotller. 

The tel m "joint sCntture" teids to he used as a generic label to refer to many
ti IIit 'le msiLicensing aJg1eenlitnl 

chises. exciusive distributor atrangeniets and ecen simple subcontracts olten 
come under the join!%"enture" label. lor the purpos,: ol this study, a clearer 

Itr.s of tottpeiat is.agi s t- -i its. 	 s. han­

distinction is tei..ssat %. 
A joint vetitire is dclited as one that ciibodies a sel)ara,.legal entity jointly­

ossned and managed b the sentue patiners. it a iuintventure, partners may 

gain os netship t ivtiit h, ,th. t ecttt es. plantsequipment, manu­

factured goods or other resources. 
All other types of nun-equits-sharing cooperative relationships are defined 

generically as cotett tre,. or, specifically. as licensing agreements, contracts, 

Internationul Jout untd (uventres I 
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consortia or o icr i Il h. t IIIt ltac lt alel dc..cibc the 
.d 

nature 
o o t ga 

arid 
i n d 

lega' 
ir c tpa i t ne t I I .1 Lu IcII uil.-Cthe 

st ..lu tlu ol tlhh e es I ieoill ll 1 it 
1the idla , paliate legal entity is not 

lleihip I ght. IttoletheI teI .'. l tilcous%vL'ated. (ii'. eiltui ate ttoall.. li titcd to snhate kiio'wlcdlg or facilitate 
IO IL~IIta',aiat i. 

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 country or 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 U.S. and develcping 
country enterprises. 

Business enterprises operatirng within today's existing world economy have 
limited access to technology, capital or markets through traditional debt financ­
ing and direct foreign investment. The oppolunity tustimulate 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 seeking 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 U.S. 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 limited 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. 

InternationalJointandCoventures 13 
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A. GROWING ROLES OF SMALL AND MEDIUM-SIZE ENTERPRISES 
AR G SAD UB. 

Small and medium-sized enterprises (SMEs) have historically been mainstays of 
the American economy. These enterprises generally can act quickly ona business 
venture idea. are more flexible in their approach and implementation of an idea 
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 in business expansion in the developing world, 

The distinguishing traits shich lead SMEs to explore business ventures in LDCs 
art 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 th, 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 partirpate. 

Mechanisms for assisting ShiEs with the formation of new venture strategies 
should be keyed to the complete venture development process through which 
companies 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 busiess 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 front 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 and network development. 

In contrast to larger firms. SMs 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 effectively rule out such exploration. 

In studying 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 ue of the existing assets and abilities of the involved partners, while at the 
same time ensuring the independence of each partner. 

International Joint and Coventures 

PRINCIPLE STRATEGIES OF COOPERATIVE BUSINESS VENTURES 

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

Cost-reduction strategies refer to those ventures for which the driving 
force is cost reduction, such as the search by a manufacturer of a labor­
intensive piece of furniture who seeks 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.moregeneral 
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 strategies 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 
arid streamlining its operation and approaches the U.S. firm forsuch assist. 

ance. For the U.S. operation, an opportunity arises to enter into a long-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 
nmakes the decision that a venture oppotunity's benefits outweigh the risks. 
Smaller firms typically do not follow a systematic approach to forming new 
venture development strategies: generally they spend a considerable amount of 
time muddling through the various planning stages. Often, the successful devel­
upnient of a new venture depends on the visionof a seniormanageror the skillful 
assistance of an intermediary consultant or facilitatingorganization. Most impor­
tantly. a new business venture will usually only occur when an entrepreneur or 
ke) company manager has a clear picture of the business expansion opportunity 
and how the firm should approach its development. Generally speaking, a venture 
opportunity must provide new economic or competitive benefits for the SME and 
must not overly tax its resources whi!e the project moves through the feasibility 
and resource analysis stage to the subsequent stages of venture development. 

International Joint and Coventures 15 



C. CHARACTERISTICS OF NEW VENTURE DEVELOPMENT 

The d .velopmnent of a new bus..iess venture is a lengthy process. Devclopmenttime is dependent upon the risks involved, the venture experience ot thefirm, the 
complexity of the venture project and the availability of iesources. Normalls, th 
venture deelopment program must evolve through a number ot stages before
theventurt can begin- which can last anywhere fron l0to 3 

tmonths.Thingsdo 

not happen quicklv, as a rule.
U.S.SMEsseemad"erse tyventuredevelopment projectswsichinvlvesignifi. 

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 oflering promise of enhancing their return on investment.Successful joint ventures and covcntures require good personal and business
relationships between the partners. Intermediaries who are knowledgable of both 
par:ners and their capabilities, as sscll as the venture strategies most suitable fortheir venture, can contribute grcatl.%to the successful outcome of the venture 
development process. Unfortunatel). ho's.c er. manNfirms are unwilling to pay
upfront for this typeof intangible ser %ice because the,,do not understand theruleof the intermediary - intermediation lees are generally more closely tied to the 
ultimate success oh the venture. 

D. CONSTRAINTS ON VENTURE DEVELOPMENT 

Helping companies tovquickly 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-specificsupport to assist in these important "packaging" steps. Existing private enterpriea ss istan c o rganizations are m ost effective wh en they pro vide h ighly~specific 

assistanc- organiztionsaremost effetive wienshoy protdishigtlit eiiesclinkage networks, credible acess to partners and steady venture development 
follow-up pressure. New private sector institutions may require several years tobuild up appropriate credibility and facility at program packaging and
networking. 

Other constraints to venture development include: 

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

InternationalJointand Coventures 

0 the I at that les%inltial stn! iiic d' clopitent ideas reaL I theItinal stage 1.1 
SUCCIeSS. 

E. POSSIBLE TARGETS FOR ASSISTANCE 

A laige nun er etir deselopte nt ista ce oganiaton. atcstrkingtu

A paose tnuba
Lard ienlvre:! e lkpnent ssial]% gthrou tgh[Ieceatio iiofnew
 
pi-i ate trector iog ahe 'pd.Suc th
ciiattinsin Third organizatons must strI neto
iiprioe itadeurd inesintent litikages thrtough assistance ncjianisaistslih as 

0 ptosiding tunds to cover partial costs of irasel and early planning cli:rts;
0 pioviding sCarcth and CotaCt ncetorks %slhchencourage early personal 

contact bet'.een potential partnes,
 

a pulilishig and ptottititng iI\tspesoljoint aid co\ctureopp-,ortuliniesin
order to build cool idec taid positi attitude.s Iegarding citure de elop­
nient oppttunities, 

* encouraging clost LoopCation bciseetn lor-piolit inlernediaries atid
volulCCra s tislnC i ogians to help hJerthecost ofsuch asiancc;
 

0 developing US,outreach progranrs %%hich qualil% %entute development
,pportunitis atid technolog, issues, sshich callhe led to deteloping 
countries. 

* dev,loping m~setnt p utioti progratnss Itich tnt ,,nlv
Iocusondirect 
loreign il.tlsnenit silalt gies. but also encoutage a broader process o 
attatting capital atid icchnohg; 

* improving "xts:itg tiade and islestineit p: oionoll pliqugiatt tiles o coliple­nmentar%technical assistanct-suru ces in or der to intptii t capacity o desel. 
oping count tirm.,; 

* imptov~ing support strategies in LDCs w'hich also provide bet'1its to U.S. 
enterprises and are not directly associated with U.S. loss ol enplu\ ient 

enc traging existiigIeI poi t dc0cltC pii1 it la nsl r s o'~ ~ l .n u c , pin I)[ to c iuIn l 1( iI­\ q l U -d \c tl l c t¢ll li l .\ i h c l 
l i t
 
asiciii iiicopindeielopiticd iiialpil units.ots%0opIllti lr copltng ti1c1Ciacatfuprovidessith linitcd loial '.apa.iti tr \ut.aid qualit, uil 

ianulactut ing. 
a encotuagtng LDC ocUllcatrah piogtani, located in tIleIj.SuitEurop. to use 

national iidoirs neissot ks aid look to has c U.S. pingiatigenci aie Itigls 
Spionl idu:ciri nrcloptucnt ppoi uiti ics. 

!n suminary. it %%as gencial. Iound that developcd arid dcselping Lt1t-i 
SMF. can pla. a role in inte natinal economic des clopitent through %arious 
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typcs (A joint clitnurc and L CI lt IC IIW. h1.t1II I I hIM cLc tlI c, hl fLpalIlILi­
patiun in this ispc of Icitit c dkcc lpl0i)itLI IS Slllili'.iilt l. jlOiSITallItCd and/or 
linitcdc bca fi ut h .iic l ctdih adidunhcrcs-cd in ian,, dcc clop­
ing cUUntlicS. UsUal I ' 1llti LCd .Il 1.p1 Will .11S51il;.allL C pi g .illis ail it,) ci ate 
industr,spccitic lit l ,oik., Ihat. ll itl- p ptImm tic itcsc I Inkagcs %cchl. alC sUp-It 
ported by practical IcCh,iiLal assistailic pilogialliS .1i1d %IlichLall help iIpUvc 
developing counti., capacits%and alsu lit tli ncds ul dcLClopCd ttU,llU r 
elterpriscs. 
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THE VENTURE DEVELOPMENT PROCESS 

Although the process of venture development can vary greatly from venture to 

venture, there are a number of discrete stages that must occur and 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. 	 A search is made fura list of potential partners that meet the requirements 

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); 

5. 	 Negotiation takes place between the potential partners (NEGOTIATION); 
6. 	 Start-up of operations is begun to implement thejoint venture orcoventure 

(START-UP). 

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

The following diagram illustrates this process: 

GENERAL MODEL OF VENTURE DEVELOPMENT 

RECONNAISSANCE 
PREPLANNING & 
DEAL PACKAGING 
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B. JOINT VENTURES REPRESENT A MAJOR CHANGE 
IN BUSINESS STRATEGY 

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

H,rigan (1985) concludes that joint %entures represent a key corporate stra­
tegic decision. Joint venture decisions arc not taken lightly and generally require 
extensive planning, feasibilit) studics, negotiations, assessment of legal and tax 
implications and more. The Conicience Board study. "Joint Ventures with For­
eign Partners" (Bi%ens, 1906). reported that a firm', notivation fur entering into a 
joint venture u as to acquire some skili or resource which it either lacked orcould 
not afford to acquire through other means. Peller and Nowak (1976) also con­
cluded that firms enter into joint ventures when the, cannot afford to acquire the 
resources and competencies thev need on their own. 

C. JOINT VENTURES BRING TOGETHER NEEDED RESOURCES 

Firms generally enter into joint ventures to acquire advantages or resources theycannot obtain otherwise. Decision makers are cautious or reluctant to consider 
these arrangements because of their complexity and diszd~antages. The old 
saying."A partnership is a marriage without love," hir,ts 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 domtstic corporations(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 they sometimes can give partners 

combined strengths necessary to cope with foreign campetition. For some 
firms, increased competitiveness and survival may be far more important than 
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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 exccutiv.s often dislike venture participation by a foreign firm for 

many of the same reasons that host countries favor it. 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; maragerial freedom is restricted; and additional burden is 
placed on the company. Interestingly, U.S. firms are sometimes more or less 

forced into joint venture arrangements because of the requirements and restric-
tiors of the host government. A U.S. firm, for instance. may not be able to enter a 

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. In 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 eften 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 
es'ricted and controlled, over-politicized, and generally less effective and effi-

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 enterprises. 

Government restrictions can cause difficulties in other areas as well. For 

instance, a company with business activities in Brazil would be required to 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 ajoint venture found on the following chart are based 

on research gathered 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 
specialized international expertise a.i executive talent required to formulate and 
manage joint venture entities. 

This does not mean, however, that SMEs do not enter intojoint ventures: rather, 

their objectives tend to be more specific or limited to the commercial advantages 

might produce. For example, being able to sell aor profits such a venture 

proprietary technology toa foreignentity would likely beof much greater interest 
to a small firm than the opportunity to improve anti-foreign investment attitudes. 
a typical concern for a large firm. 

Because SMEs generally have limited capital or other resources to invest, they 

are naturally concerned with the "up-front" costs of venture development such as 

travel, feasibility studies and consultant fees. They cannot afford extensive explo­

rations and partner searches and are concerned with how quickly a new venture 
will become profitable. 

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 support intermediary activities, are based on recognition of these 
problems. 

WHY DEVELOP JOINT VENTURES? 

The reasons generally presentedforentering into international joint ventures include 
the following: 

* 	 To access a stable foreign source of raw materials. 

To enter into an attractive market that is legally-closed to wholly-owned 
foreign companies or which is difficult to enter for other reasons. 

* 	 To spread availabe investment capital over more projects, thereby lessening
 
overall risk.
 

* 	 To pool skills and gain knowledge of local customs and business practices. 

0 	 To use outdated resources profitably. 

* 	 To sell know-how or other technology. 
* 	 To integrate and rationalize world-wide activities. 

0 	 To stimulate or increase the worth of astagnant organization (Le.,byintroduc­ing new blood. resources. or activities). 

6 To improve anti-foreign investment attitudes. 
Rabo-k & Si -~ods. 1971 

F. PATTERNS OF JOINT VENTURE FORMATION 

The research performed for this study confirms that the most successful cooper­
ative ventures are those which match different but have complementary resour-
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ces and skills. However similarity between management styles, outlooks and 

control systems is an important ingredient for long-term success. The basis for a 

cooperative venture can be described 	as the "resource fit". Complementarity 
two firms will encourage cooperationbetween the resources and skills of 

between them. (Harrigan, 1985) 

PICTURE OF A RESOURCE FIT 

FIRM BFIRM A 
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The fit between firms may be classified into broad categories on the basis of the 

stages of production in which the partners cooperate. Horizontal cooperative 

ventures are those is which partners engage in the same stages of production. 
Vertical cooperative ventures are those in which each partner participates in a 
different stage of production. The diagram on the following page has been 
included to illustrate these concepts and the various stages of the product trans­

formation process. 

i. The Horizontal 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 sharpd production or ware-
to combine marketing channels, to carry out cooperativehousing facilities, 


research and development or to Derform joint mining or excavation projects.
 

Firms may also use a horizontal cooperative venture to team up against a power­
ventures to date have been prevalent inful competitQr. Horizontal cooperative 
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the petrochemical, pharmaceutical. steel and farm and industrial equipment 
industries, in which attainment of scale economies and good market share have 

been important competitive goals difficult to achieve independently. (Harrigan. 
1985) 

THE PRODUCT TRANSFORMATION PROCESS 
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leadership and commitment of a senior executive." This finding tends to support 
Ahroni's(I 966) contention that the most significant internal force for internation­
alization in a domestically-oriented company is the leadership of a senior 

2. The Vertical Cooperative Venture executie. 

Two or more firms cooperating in different stages of production, such as Firms A H. JOINT VENTURES ARE A RISKY BUSINESS 
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 countr. firms to penetrate the markets of industrializing The extent to which ventures survive to fruition is central to the usefulness of
countries (Bivens and Lo%ell. 1966). More recently, developing country firms haveused the international cooperative ,citure to penetrate the U.S. market. In the 84 cooperative ventures as a vehicle lor encouraging economic development. Theventure must last long enough to benefit the firms involved and to attain its goal.
projects studied for this report, 67 percent of projects initiated in the Caribbean Accoi e stimate e opedby teirs & C, h-
Basin followed the latter ,tratcgy (see Appendix C). According to estimator de\ eloped by McKinsey & Co., history has been a harshInternational vertical cooperative ventures have also been undertaken for the judge of cooperative partner.ships: only I in 30 proved to be a long-term success as 
purpose of investment or the organization of financing from international sour- an cooperative theventurediagram on the following page illustrates, theperce~ntage ofol going enterpis. As ideas that actually develop into long-termces. In addition, cooperative ventures have been used to transferalliances is ver small. (The estimated ercentages of success and failure at each
 
actual production facilities, to provide technical or management 
 services, to - al Teetritdpretgso ucs n alr tecattain competences or resources lacked by one partner, to market products from stage o. theventure process indicated in the diagram waee developed b McKin­one countrv in another or to establish a drawback operation. Firms have also scy & Co.. 1986). According to the McKinsv estimates. there is a 3 percent

probability that a venture will survive in the long-term once a formal agreemententered vertical cooperative ventures to decrease their dependency on particular has been signed, while 2 percent of all partnering concepts eventually blossom
supplier or buyer firms (Harrigar. 1985). into long-term successes.

In our sample of 84 projects. 7 percent of the cooperative ventures were Thinking of joint venture promotion, the McKinsey study would suggest aclassified as horizontal,p nhile92 percent were termed vertical cooperative ven- range of 6.7 percent to Ik.0 percent of all general project concepts reach a formal 
tures or coentures: I percent was "spiderweb" or a combination of horizontal agreement. The Singapore promotion office can get 27 percent of all companiesand vertical.Joint \cniture and coventure strategies were used by Caribbean and contacted to visit Singapore and 4 percent to invest. (Organization of American
U.S. firms for different objectives. American partners used the cooperative yen- States. 1985). 
ture process to access cheaper labor, less costly production facilities or cheaper 
sources of other inputs. Caribbean partners entered a cooperative venture in 
order to gain access to technology and management skills and to penetrate the 
U.S. market through the marketing and distribution channels of their U.S. I. COOPERATIVE VENTURES TEND TO BE UNSTABLE
 
partners. Harrigan reported that the American 
managers participating in her 
cooperative venture study concurred that market access is very important (if not 
the single most important) resource that U.S. partners cor.trol in cooperative 
venture negotiations. Technology was found to be almost as strong a motive for According to Harrigan (1986). The Conference Board Survey (1966), McKinsey &cooperative venture formation. Co. (1986), and our own survey of joint venture experts, several forces lead to the 

erosion of cooperative alliances in the long-term. These forces include: 

G. ATITUDES OF SENIOR EXECUTIVES ARE CRITICAL I. Uneven levels of commitment of the venture partners. 

While there may be compelling business reasons fora firm to internationalize,it is 
unlikely to do so without the commitment of senior executives. The influence Venture partnersmay devop uneven levels of commitment to the venturewhen
exerted by a senior executive is a significant factor in internationalization, it is critical to the success of one company's business strategy, but peripheral to
according to those participating in our survey. Survey results indicate a high level the other company's. Even if partners enter the venture with the same level of
of agreement with the statement: "A primary motivation for this venture was the interest, it is rare that the same level of interest is maintained over time. 
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2. Changing strategic objectives 

Joint ventuie partner firms have different motivations and face different situa­tions 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 
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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 is required 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. It is 
often the case that one or two managers (or owners) carry out the functions 
allocated to several departments of larger organization. 

Thus, small companies cooperating with larger firms are often frustrated bylong 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 ecoperative 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 smallpartner is able to provide, even if it is operating at capacity. Thus, a productmanufactured 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 cannot 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/smallfirm problem described above. Although firms may be of similar size, their
operating styles may, differ to such an extent that the partners are 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 behefits ofthe venture are outweighed by thtoperational inefficiencies it creates. 

5. Inadequate incentives for cooperation 

According to Professor Edward Roberts of M.T.'s Sloan School ofManagement, 
few partnerships fail because they are flawed strategically. Most failures occurinthe execution or implementation of the venture, not in the conception.

Cooperative agreiements are often crafted at the highest decision-making levels 
of companies, but are implemented by others within the a-ganization. For exam-
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ple. in a cooperative agreement Xhich e Ihaiiges production for market access. 
the salesmen are the ones charged %%ithimplementing the marketing agreement. 
Each partner must pitvide adequate im~enties to the arm of its organization 
charged with implementing the coopcldti. e strateg%or it will not live up to itsend 
of the bargain. 

6. Insufficient executive attention 

According to a study' by Coopers & L,,brand and Yankeovich. Skell. & White. 
executive involvement devoted to cooperative ventuies declines with time: 46 
percent of senior nianagemcnlt time allocated to partnering goes into the concep­
tual phase of the venture. 23 percent to the de%elopient phase. and only 9 prcent 
goes to the actual management of the venture. This study also found that most 
corporations underestimate the commitment of human resources hliCh are 
necessard to make the cetuie eentuly wran that theat ie inth 
need to devote to the venture eventually drains titeiti of their interest in the 
venture. 

7. Misjudgment of distribution capabilities 

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

8. Dlsappearance of reason for undertaking the venture 

The market for the product manufactured by the cooperative venture may 
disappear or one or the other partner may decide to exit 'ke business in which theventure 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 obj., -lves 

Differences in the long -and short- tern' 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. Ninet.-seven percent of the respondents in the JVFF survev indi­
cated that differences in long and short-term objectives wkere an important factor 
pre~enting the ventures from coming to fruition. 

Partner does not live up to expectations 
When one partner dues 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. 

oinmpleteness studies may mean that markets for 
the venture's product are weaker than expected case ma 
InaccuracyIncurc or incompleteness ofof Initialfeasibilitystudies 
therventuressproductsareaweaker thaniexpected (in(in whichwhich case thethe ventureventure ma 
be dissol.ed) or stronger than expected (in which case a firm ma have teamed up
with an inappropriate partner). Similarlv, inaccuracv of initial expectations about 
thepcd rfaiivfhvnuefereltihdsoutnrengthe expected prof itability of the enueoften results in the dissolution orrenego­

tiation of a cooperative venture. 
Lack of exp-rience 
The larger the firm's resource commitment to a cooperative venture (i.e., the 

greater the degree o importance in the overall company scheme) and the lessexperience it has with cooperative ventures, the more likely that substantial 
problems w ill be encountered. According to Hamgan (1985), there is a definite 

learning curve associated with cooperative -entures; the firms that have venture 
experience are m, -e likely to have learned to handle such difficulties. 

Host government Interference or changes In national policies 
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 progess of venture development and/or facilitating operations. They are 
also in a ,osit!on to 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 
communilcation, and language and cultural differencesdifferences betwee?.n 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 

4 
research on joint venture formation and operations has beenHistorically. most 

conducted with larger multinational firms. This research indicates that joint 

ventures are complex relationships, often unstable and prone to breakdown. nternational Ven ure 
Changes in external environmental conditions, inexperience of the partners, 

differences in partner philosophies and ways of conducting business, unrealized 

expectations and more, may create substantial problems. often leading to the 
dissolution of the partnership. The potential economic benefit that could be 

derived by the partners.is a necessary, but not sufficient, condition for longer- and M d uSizede iu m­term venture success. 
A variety r factors can interrupt the venture des elopment process at any stage. 

Anything is useful that can help the clients keep a clear vision of the opportunity at 
help them work through the various planning and 

hand. Also, assistance can 
negotiating details. Assistance programs tor venture formation must, therefore. 

be able to affect all stages of the process with information and technical assist­

ance. Maintaining pressure and incentiscs at each stage appears valuable to 

accelerating the project development cycle. A coi:< tent theme weaving throughout the research findings is that of the 
dillciences bctseen SME organizational and managerial characteristics and 
those of larger multinational tirms. Though there is sonic overlap between them, 
SMEN are a distinctly ditferent type of entity, which must be thoroughly under­
stood in order to design ellective support and assistance programs which are 
geared to their needs in bith the developed and developing countries. 

The aim ol this chapter is to explore a variety ol organizational and managerial 
characteristics of SNIE,, and to illustrate how these characteristics can affect the 
venture develupmett process. 

A. PLANNING IS LIMITED IN SMALLER FIRMS 

SMEs t pically lack an extensi e planning system and are not overly burdened by 
corporate bureaucracv. Once a ,ent ure idea or opportunity presents itself, SMEs 
generall, act quickly to explore such opportunities. This tendency to act quickly 
la be hcightened in thosefirs that already have a propensity to international. 
1/,. It niay alo I-,t! from pc,,onal exposure of key international business 
txeculiec, !(1a particular coullt, %orfron relative international involvement of 
their itidust;y. As an example, a smaller U.S. garmen; manufacturer may receive 
an unsolicited letter from a de%eloping country counterpart, or vice-versa, who 
seeks an opportitiI lot offshorc production. If the ensuing discussions warrant 
it. an agreement ma consequently be signed. 
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•auuuen cttanges in external business ensironmeni ircumstances may push afirm to internationalize. Secral requests lot tunding received by the JVFF in1486 in, ohed U.S. dairy operations who sought :o shift excess dairy herds todeveloping countries. as an alheinative to the slaughtering mandated bv Federallegislation for the purpose of reducing dairy herds. At the same time the U.S.
Departntnt of Ag iculture (USDA) explored this option, since the much public. 
ized dairfherd reduction met with strong opposition from the meat-packing
industry. which faced a heel surplus.The tendencs of nost ii nis to merge planning and action at the same time iswell-documcnted (Weick. 1979). Managers do not generally formulate compre-
h ensi v e p lans., ra th er t hey t end t o pla n as t h ey go a l o ng . I n t h e ab ov e d ai ryoperations illustration the idis dual dairs firms and the USDA quickly disco-vered that exporting cattle oerseas brought with it a ", ety of concerns,such as 

ersesi bough wih ofoncrns.suc asrationa %arit­
the ability of the host countries to operate dairy and livestock enterprises, theeffects of su ch ransfe rs on the recip ien t's lo ca l agribus iness econ om y, as well asthe effects of transport and relocation on the cattle. One firm complained of thescarcity of appropriate shippirtg and noted that sone cattle might die in transit,The realization that theexport transfersas not assimpleas initially presurnedled 

q u ickl to fea ib lit stud N effo rts i nio rd er to anrsw rercritical q uestio ns,It was found during our survey that the SME management process generally is
not a ssstematic niovemertt through a logical sequence from planning to action. 

There is little tite for isolated reflection on one's business. Most management

time is spent "firel ihting"(Mintberg. 1973). Thinking (planrning) is done concur­
rintl\ 
with other tasks or durirng time away from work. This view of the averagebusiness decision is critical to understanding why most U.S. and foreign firms 

rarels seek out inlorimation or technical assistancet 
 to assist them with planning
Rather. they "muddle along." reac:ing to day-to-day situations.
The ollo"ing case, an adaptation 
of an actual case in the Caribbean Basin,illustrates this management characteristic of SMEs. 

CASE STUDY:TUDY:ECA E-AaralsesCONTACT LENSES PANAMA 
Though the ii1Lnatri1 to iternationatie usualt' exists before a firm takes action,
SpL- ftt Citun.isiant-. carlU S. SME, irr paititula, 

chrange this. As the hollowing case study illustrates. for%cntrc det.lopmcnt steps do not necessarilv followstaca d ordd. . a 

E c', Panrana rirupa u Parraniancrientepreneursand businessowners.wered 

dic,,using %,a\,to make u,c of 
 the (aribbean Basin ltiiatie (CBI). One owned a 
conpar, tha nanulaclurcd conairers. on a ontraci basis, for personal care pro-ducts (hair spras. dcto.irant, Another film had lenssome knowledge of contactmanufacturing The% believed that. since contact lens manufacturing is relativelylabor inten ve, the, could Aler a lo',cr-c:ot soutne of contract supply to U.S. lensmanufacturers, it thc could acquire the nicessar, equipment and technology.With the help of art intermediar. theN prepared a proposal and presented it to U.S. 
-based contact lens nmanuact urcrs and distributors, ternatiunafizalion was a com­pletely new idea for most offirms. w.hen shown the U.S. firms contacted. I is w.rth noting that sucha specific. attractive opportunity, are usually quite willing to 
seriously consider it. ntroduction of a new idea. in the form of a specific proposal.started a development process wkhich included visits to Panama. discussions ofpotential problem areas in the manufacturing process, preliminar studies and nego-
tiations. 
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B. SMEs LACK INDUSTRY-SPECIFIC INFORMATION AND COMPANY
STRATEGIES ON COOPERATIVE VENTURES 

Changes in managements perspective of the existing business environment canlead 1o cXploration Possibilities. Mo st iniportatitnntctUrcOf a comnpanv i is moti­%e d t o epl or t io n %%en ti t p ite lyo a ta mu tos si sa nnwpo r at ti t i ­
rated to take action, he it pcrceilmS a new opportunity or threat thatmanaged Ponds, most beI71). Most firms rule out considerations fur venture collabo­

mih deselopirig countries unless they receive clezr arid specific infurma­tiononitll epstrategte i otriesn unss er Ua benefnb e n it the f irfor. ma s thmale car y clitth e ti .h. 
Mart enterprises. epecall, smoaller U.S. and de eoping country t 

irms havelittle urdcisiaandirg of the joint venture or coverture process. Our researchsuggests tarIv sntall and icioti ft nins arc unaaie, unclearor con­
a%eat Ilight rused abo u t Cso r't hrC n nlat u then i t et m s O tLost ed uLtio n 

new markt access or other beef its. A clear understanding (in te part ot the
potential partners regarding possiblesentre benefits is s ital to any significant 
esploratiuon of a vcnture idea. 

C. SATISFICING RATHER THAN BROAD PLANNING 

The concept of 'satisficing" (March & Sitton, 1958) challetges the idea that 

decisions ale based on optinalit. Firms generally do not develop elaborate
ol stralcg options anip choose file strategy with the highest weighted netalue. Instead. itost fitns make decisions in response to the first satisfac­

toy alteirnative that might solve the problem or need at hand - - they makedecisions which will both satisfy"Satisficig is more tnllnoi. even 
and "suffice". or "satisfice."

in larger firms, than broad-scale planningartd extensie analses. Most lit ins have neither the resources nor the inclinationfur broad planning. The reality of business planning and decision making isneither as rational nor as thorough as micro-economic stereotypes would 
indicate. 

D. LEVEL OF PLANNING FORMALITY DEPENDS ON THE VENTURE 

As noted earlier,venture development steps can vary. depending on the paricular 

opportunity being explored. Intermediaries and other professionals involved indeveloping 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 prctxess 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 
philosophies and cultures, key players personalities. interpersonal chemistries 

and prior international experience significantly affect the venture process. Even 
when firms have a propensity to internationalize, or to act. a catal.' st-either in the 
form of a specific idea or "felt need" - is required before the 'enture 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 forone 
venture opportunitv and essentially none for another. 

CASE STUDY:
 
ELECTRONICS MANUFACTURING - EL SALVADOR
 

Rhode Island Electronics" (RIE) technology is not complex. Most of its' manufactur-
ing operatins involve metal stamping. wiring and assemblh tasks. There are only 
two patentable process involved which are not considered to be major advances in 
the field. 

Until recentl?. RIE had no intel uational affiliaions. although it did export some 
products to Europ. In 1984. RIE noted ihat a number ol competitors w ere begmning 
to manufacture and sell in Europe At the same time. they noted an influx of foreign 
competitors in the U.S. market. Convinced of the need to internationalize. RIE and 
their local bank hired a consulting irm to explore their competitors' strengths and 
weaknesses and their business de'elopmtent strategies, as w.ell as various European 
countries and mtarkets. This information and analysis prov ided the basis fur RIE's 
emerging international strategy. Ultimately. the company decided to enter into a 
co'veiture with a German distributor who had preiously handled RIE's export sales. 

Realizing that internationalizaton had became a significant factor in their segment 
of the electronics industry. RIE also made a concerted effort to create a formal 
planning process for their interationaliation rather than informally "winging it." 
They sN.stematical. collected and analhied Information. dehined options, conducted 
cost benefit anal? ses. formulated a 5irategN and implemented a detailed action plan. 
Knowing that their competitors were operating on a global level. RIE's management 
expanded their thinking beyund simple exporting-a good example of the "band-
wagon" elfect lie. in this case. because RIE's competitors "ere going international. 
they lclt the%, needed to also to keep up with industry trends). They did not possess 
in-house internatisial expertise, but ete astute enough to recognize the need for. 
arid sullicient alue of. the scrtLces of outside experts in their development of an 
intetnational siratcg\.

RIE's venture ith the German distributor was successful and "whetted their 
appetite" Ir other international oppot tut:ics. 

Still cotierned with glowing cuntp.'tiiic pressures in their U.S. and Eutopcan 
markets. RIE had excluded the de. eloping world in their planning and thinking. To its 
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management. the det eloping vwild ieant smiall marlkets. quicksand poititks and 
vi Ih less curt.e'. thlt c.old int l he con\l'ild it d lials. 'o.eter. sinte the 
ctniulting itntretcatted |r the lu opelt pr ogram was also in ohed in a trade and 
itt'.esmcnt pt ogtam loi IJ Salvadur. RIE was encouiaged to explore ma nulacturing 
possthilittes in that coumtr. 

RIE h lid that mantagerial caiabilitv and plant capacit were a aiahle in El 
Sah adot, stthce th e etc se tcial local elect otic ctinlpoeti s tItanI U s .'.holacinlC 
had been phased tUit ol a cotttract 'itIt a talo Aiteti, alt cnicsi cotl pat'. 
subsidiar. RIlILsetlt omnponent saiples to these hi ttis attd Iood that nattulaclur-
Ing in El Sahatltr %-111lolost 15- 20, less than t RIE's U S platt. Although RIE was 
enthouiasistt ahto the tlptotunlt., tle .etnture is curretilh -ott hold.' due to a 
del)iessed maiket dciiad. 

In trlltl 	 ct ill the i tl \ Cittute e'plt atilil RIE' e. it Ilin o%El Sal%%ador 
el\ tutorntta int ,was ,nlati\'. it ittlce plattiiiiig. tle.'. tl e piesenited ..tilt a '.sa. ti 

atedcst As aFlNt'. d initial oI RIE %..i prepat to nake ia der. None of these stesl 
arid actiots nt'ohcd sigttll i-ati prepaationotr risk+ 

E. INTERMEDIARIES FACILITATE VENTURE DEVELOPMENT 

A surt-ev ol expericnried intermediaries ard tentture de.elopment experts %as
cotiduteld ais parI of lite JV I F rcstal h p ograi v%ith the purpose ol coilirtning 
Or c.illetigttig (tite[ tesearct tildtigS. Te results Co11t t at sitall to 

-catC tllt TheI eIulti ulilnttha ,mal t 
ilediLit-sed husinests die teluctant to pursie itt iatiotal \entots in gcn­
ci al arid to exploit opporlunitt' . ith LDC firtms i particutlar lItrttediaries 
hi)ttI specilic expCeietIte dilta kito\wlcdge to potential sciture partners and 
greally itc easet Itt pohbhility ol \ cnl ure forniation. 

ThcI suit%C r'spotileits \tMerexp'erieiced it the international %enture process. 
lthey had ail at et age of 15 years experience ill international joint \ ntiures and 
tttt i1 CS aid had parlicipated in an averagc ol 30 to 35 international coopera­

txe %it.ct e. They ttct e asked toans\era serieso questions regal ding coopera­
tite '.entures iii geteral atid the use of cooperatite strategies iii deteloping
cotlitics specificalh arAppet. i el.isee 

Reseach ott the lenture stiategies of large firms indicates that their need to 
satisl\ a tatiety ol internal, competiti e aid strategic needs nioti alt's them to 
cotsider a joint venture or cot cittire. Fit ins \. Iich lack the capahilities., sttengths 
or c,oturces toexploit an independent busitessoppuilunitv \.illconsidercouper­
atiouy A number of SME characteristics reduce their drit e to etngage in interna­
tional joint tentures or coventures. In fact. 85 percent ol the respondents to the 
ur'ev (elt that U.S. arid Caribbean Basin SMEs lacked appreciation of joint 

b-entures or cotentures as a business developnent strategy. 
Surt-e tesportdetis over\%hlngl\agreed tat the "lack ofdirect coventure 

.uxPerit'ce" of US. SEs is the most significant factr inhibitig the initiation of 
2 

cuopeiati-e ventures in the Caribbean Basin region. 
Inexperienced firms mav see coentures as being too complicated and may 

pursue other options or achicting their strategic goals. Unlike large firms. where 
strategic planning depart nents come up with venture ideas and lists of prospec-
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tihe venture partnets, small firis ot ten depciId on a single inIdi idual -usualls Ilie 
ow ner/ inanager - I(, gIC b IrSS ii Ipr u% ide at id pl UL csN st Ial ,lIS] ,i CIIt I Ic Ina Iit)n. 

Since the ownier, manager nmust also assufle mainv oterti Iolcs ill tile nmanage­
ment of a small huiicss. there ma% not bc much aaiabl, time tr stiategic 
planning and inlurnIlation gatheling regarding potential venture partiters. Thus. 
initial surveillance Ior prospects c pat niers mas be imiited - to t he extent that no 
suitable partners are found. Conversel. large irmis often sirvcv and intetrs ies all 
prospective panners being considered lor a particular enturc. Tile problems 
that a small firm encounters in a partner search are lurther complicated bN 
geographical distance and language dillerences. According to the sur%e\ results, 

80 percent of the respondents I it that "s mall anti mcdlu -si/ed U.S. and Carib-
bean Basin firms have difficulty identifking joint venturc opportunities and 
venture partners." 

Intermediaries. or venture brokers, often per orni tile lecinllaissan cc I lnCtion 
for the small firm. Intermediaries are generally k-miliar with firms in a particular 
industry or counti and can assess their viabilitN as potential senltue partners. 
Thus. intermediaries reduce partncrsearch costs for the small Iirm and increase 
its realm of strategic options. 

"Intervicwing potential partners and eventually meeting them" is an important 
step in the venture development process. According to 90 percent of the survey 
respondents, direct contact wsith potential partners is the must important actorin 
building commitment to tie cooperati,.c venture. Thus. JVFF tunds, sshich bacili-
tate prospective partner firms to meet one another, play an important rol' in the 
early stages of the venture developnient process. 

Once prospective veriture partners have been located, small Iirms may encoun-
tci the more fundamental dilicult ohhaving "insufficient knossledge of how to
organize the new business" or how to manage its grus'..th in a new dimension. 

Again. advisory services that provide effective, practical help in starting and 
managing a venture may increase the senture's chances of initiation and surv'i-
val. The results of the surve\ indicate, howec\r. that small and mediiui-si,'cd 
U.S. and Caribbean Basin firms "lack an understanding of how to use interme-
diaries and other advisorN facilities" to help organize cooperative ventures. 

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

" make firms in both countries aware of venture opportunities
" make firms in both countries aware of potential partners 

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

mot SMIs. plannng is geiwall u utuld in al and unsophisti. 
Lalcd This lact. otplcd sith tile ;ar i hat a 'lh hal ii lclaiiii is iot ncessary 

riiiid itiill at iitialing illlilintioil ciii is. hasi iait i iipli,.atiuns Ilor policies 
and Il igi anis buth ii i litehome and host ilIl Ic.. This rcalhty should'affect not 
o11 legislatIon .n1dpiIl( igain cLiient., bill Ii also has itplicatitns lor the \sa's in 
%.hi Ihthese piogl aln, wi c lliillounm.ied iti pluitclial entul ers. "Narkcted'" is 
pcrhaps a more appropiiite te rm than "'coilIIlulnicated," -ice the concept of 
joint %cituics and vo ciiiui cs i callk has t:,ih "sold" tosnialler and medium-sized 
cnte Ipriscs. 

S NIF.s oftcn I cquile a push IoS.I d i111tci nalionaiiC0nLsilC in busincss scitures 
and tile" need concrete ica.onis %sI' tic.' should intetrnationalize. Sonic have 
untaxorahle attitudes to(1'.dd dcseiupiiig couuntries that are not easily overcome. 
Siiic maini S, Es,

hase ilccr entered into oil eitLIUIS or coscntlurcs - either 
dimesticall or intcIIIatluI Ia l% - lIe'%i C(LII e guidance and inlormation regarding 
the tltell N,and practice ub suchLi. IiiA1tic .i.aiigciileilts. 

SNIES need assistance vsith idintili lg thosc features of their specific situation 
or biusiness wshich lend to inltiiatiiiial business venltues. Sonic SMEs may be 
unassare that fiticing for busi ess expansion and low-cost labor may be pro­

idcd b, developing countries. The\ iay nor be aare of a higher-qualit off­
shoc source oh a needed rass mali ial otr ma\ be ignorant of developing country 
markets for their pruducis and srti ics. 

Since most SMEs arc too bus\ "tirigliting" to devote time. resomrces and 
eflort to ,ictisel, seeking inriinaitional business uppoi tunities, they need assist­
ance to identil, and esaluate specilic ncillute oppoitunities. An intermediary 
mechanism. which would "push" potential senturc opportunities in both direc. 
tion. - to U.S. SMEs as well as those iII developing countries - would contribute to 
the greatest %keaknesses of SMEs - their relative inability to seek new specific
venture opportunities.

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 o an objective third party can provide 

the overview and knowledge of intern tional business relationships which the 
partners may lack. Specilicall\, external guidance .can help potentiai venture 
partners find financing, marketing channels, shipping/customs brokers, techni­
cal assistance, equipment, etc. Venture development assistance and promotionprograms targeted at SMEs provide excellent opportunities to train firms in the 
varied aspects of international business operations. 

Simply 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 
factor directly related to the successful development of further international 
business ventures involving smaller - and medium-sized enterprises. 

InternationalJointand Coventures 38 39 

http:to(1'.dd


5 
Characteristics of SME 
Joint Venture and 
Coventures 

A sur. e of the research literature on international ventures confirmed that the
majority of international SME ventures confirmed that the majority of interna­
tional SME ventures do not involve the creation of traditional, equity-sharing
joint ventures, nor the direct foreign investment typical of large multinationals. 
Rather, a variety of null-equity sharing coventures predominate, which tend to 
utilie a partner's existing assets and capabilities while simultaneously maintain­
ing a greater degree of independence between the firms. 

Set oral aspects of the projects examined in tch JVFF research that are consist­cnt wAith this tendency %%ere:a) the firms were genera!lv small to medium-sized
(,ith the corresponding resource lirnitations); b) the SME firms held a common 
perception ol the political and economic instability of the Third World; and c) the 
venture strategies of the SME firms were inclined toward the non-equity-sharing 
type of venture. 

This chapter will first profile the JVFF ventures by type and size ofventure andthen 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 Caribbean pal Inet ,I I.IIIiUbied tilebulk IIt tie resoil .es ICCLICd 

to carry out the idnUlactuiaoil.ilig I t lt l nIi I;as. labol, capital. I egtltotr 

permits, etc.), while the U S. ptincr t%pi,all- petlt in ed tie dIstribution lu iction 

and pruided technical assistance to tihe tiaiirbe.tn pitner. In SoneIC cases, tile 

it,tileManuhacturing function. 

thlesam plc ot J ViF%c tues anal ted
U.S. partner also proxidcd som mal itals 

oIn statistical terms. 92 pet.icnt 	 wee 

termed vertical rclaiunships,.7 perccit %cre classified as hlinrtollal. and I per-

cent represent a spider-web ete!:t combinations oh horizontal and sertrCal). 
25 pei LCIt %%Cerejoint %eItules(irislving the 

Futhermore. as shown inTablc A. 

ii o tenturc I pes is not surpl ising Iii
 

creation ot a new equrt) 1. Itis breakdo 

light of previous research wthich indicates that executites (especiall, those %.ho 

are owners of their businesses) attempt to maintain strategic flexibility as the,, 

venture, especially in situations wh ich they pcr ci%e to be risk or %hich have 

insuficient information. Harrigan (1986) also found that %enture partners gener-

allypreferred flexible arrangements when %enturing	intosituations peiceised to 
lorms of participation are\ulatile. The 6ion-equity. vertical 

consistent with the perception of U.S. SMEs of the Caribbean Basin as politically 
be uncertain and 

and economically unstable 

Table A 

VENTURE TYPFS 

(sample of 84 JVFF firms) 

Vertical Horizontal Spider-Web 

%
Joint Venture 22%% 	 i%Coventure 70% 4% 

Overall 

1%7%92%Sample 

The firms that chose non-equity forms of cooperation also tended to be smaller 

than those which chose equitv participation. Consistent with their limited resour­

ces and information-gathering capabilties many of the coventures were struc-

tured to utilize the existing abilites oh each parter, thereby making the creation 
of a third organization unncessary,. Those ventures that did invole equity, 

participation tended to invol'e soewyhat larger firms which possessed greater 
international experience and w.ere insulcd in industiics iequiiing greater ileels 

ofcapital. For example, one J.VFF-lunded venture centered around the creation 

of a sawmill in El Si ador. a relativel, expensiv e proposition, to process excess 
use.

low-grade Alaskan timber into lumocr (or local 

Another factor which makes equit, forms oh cooperation between U.S. and 

Caribbean Basin firms less likely is their size as\ mmctr_, (see Table B). Harrigan 
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(1985) otund that partncrs (ii snibstantiallN,ditteient sizes were less likely to be 

able to alloi d to tund and support their %enltues in simnilar amounts. 

Table B 

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

U.S. Partner Size Joint l 'cetitre.s Co'enttures 

Aerage Site $10.000000 $7.000.000 

Minimum 350.000 100.000 

Maximum 25.000.00 25,000,000 

Caribbean Partner Size 

Average Size 
Minirium 

$ 5.000.000 
35,000 

$ 4,470000 
60.000 

Maximum 16.000,000 4,000.000 

In valuing reciprocal contributions to venture opportunities, access to the U.S. 

tnIarket %%asthe most imptirtant resource controlled by U.S. partners in venture 

negotiations (Harrigan, I 985). Because technology changes rapidly, it was ranked 

below market access. Competitive advantages based solel), on technology are less 
market access. The developing country enterprises 

evaluated in the .study placed high value on locati-, partners who could provide 

access to both markets and technology. 

stable than those based on 

H. PRINCIPAL MOTIVATIONS OF DEVELOPING COUNTRY 

VENTURES PARTNERS
 

Developing country SMEs view cooperative ventures with U.S. partners as Ln 

Imporant mechanism to achies e their objectives of market expansion, business 

glowth and product disersilication. Among themost often-cited motivationsfor 

seeking cooperative ventures with U.S. partners are: 

I. Access to tile U.S. market 

2. Acquisition o technology and know-how 

3. Greater utilization of existing labor and production facilities 

4. To enter into a new business 
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sai %entute partncl s used the cooperati%e venture primarilyas a 
Carbbean 

nleals for gainlg access to the ria 	keting intelligence. dis tibutiltchainels and 

In addition. U.S. partners offered their Carib­
b and nais ol thicrU.S pat tnle 

ould otherwise lind verv 
bean partners aLess to techLiologN which they %% 

n 
t buy (Con lk'. 184; Hartigan. 198o). Ne.%machinery and new 

cult to de clop 
wete used to upgrade and build upon the existing skills of the 

technological skills 

Table C).Caribbean labor lurce (,ee 

Table c 

EAN VENTURE PARTNERS 
PerentagePertentageStrategic Foctn of 
initiatedFrof Values CaribbeanFirmsTalDCaribbean Basin Firnms 

56%31% 
3864%Market Access 
31%Enter New Business 60o14% 

60%
14% 

Existing Capabilities 33%10%Product Diversification 

new busin'ss ventures, represent yet
Entrepreneurial ideas, resulting 	in 

another category of venture motivation. These types of ventures were generally 

with unknown market potential and their feasibility
based on new ideas 
depended an the particular individuals involved in putting the venture together. 

Often the principals involved lacked the usual necessary ingredients for achieving 

venture success. The potential Caribbean partner may have been undercapital-

ized or lacked knowledge or experience in the industry they wished to enter.They 

also lacked the managerial expertise or other types of knowledge which are 

an idea and :ranstorm it into a revenue-generating businessrequired to take iegru.mart.i
formidable task for even the mst experienced and well- capital-

organization -aized group. 

This is not to say that this type of motivation lacks merit. Rather. it is important 

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
expertise.not have an organization in place to provide some of the necessary resources and 

The irony in developing countries is that the most capable manufacturing firms 

(anid putentially the most suitable venture partners) are often the least motivated 
to 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 to rationalize devoting the resources necessary to find 

potential U.S. partners, travel, test products. and perform all the 
and contact 

to bring about international business relationships. One 
activities necessary 
entrepreneur in the JVFF study put it quite simply 'Why work so hard when it is 
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VENTURE PARTNERS
C. PRINCIPAL MOTIVATIONS OF U.S. 

U.S. firms tended to use the cooperative venture primarily as a cost reduction 

strategy (see Table D). The results indicate that small to medium-sizcd U.S. firms 

of the opportunity tot educe costs bv manufacturinghad a low lc. el of awareness 


in the Caribbean since they did not intiate most of the cost-reduction ventures.
 

Table D
STRATEGIC OBJECTIVES OF U.S. VENTURE PARTNERS 

Percentage of 
Ventures 

Strategic Focus Percentages of Initiated 
of U.S. Firms 	 Ventures by U. Firms 

43%63%Cost ReducSion 


16% 
 30%
New Revenue Source 
Utilize Existing 
Capabilities	 43%10%si ficatin43%Prou 

10%3% 
Product Diversification 50% 

the traditional multinationalthe contention that gaining access to new 
o opeaievnr-

markets - is not the primary motivation for U.S. firms to invest in tne Caribbeantbe results alotenaingimarbear out oteation 
region. The Caribbean region offers sparse new markets to U.S. firms and is thus 

region
target for market expansio. However the Caribbean aunattractive as 

provides inexpensive labor and a short pipeline for U.S. manufacturers looking to 
reduce costs. Thus, by utilizing cheaper labor. U.S. partners may
reduce productionproduction costs without substantially increasing delivery times and 
costs, as would be the case if production were moved to the Far East for cost 

reduction purposes. 

Given the different motivations of U.S. and Caribbean firms for participating in 
the JVFF. it is not surprising that they played very different roles in the coventures 
that vwere formed, as outlined below. 
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ROLES OF CARIBBEAN AND U.S. FIRMS IN JVFF VENTURES 

Role of CaribbeanFirm 
-Manufacturing 
Agricultural Production 
Provide Facilities or Land 
Pro\ |de Market Channel,Provide Ra%, Manufacturing or Agricultural Materials 

Role of US. Firm 

Pro%ide 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 incIst or change opcratirs call be suninari/ed ir thee 
strategic orientations - cost reduction. market dillet crttiu, arrd dceslopitcinl t 
surprise revenues. Man trade and irvestienrit proglarils fail to ri-arket it these 
strategic options and choose to piortiot the geter alatlt buts ol a sooulr ill 
regard to trained labor, attlractLrsc taX . l\itrjntitsor tratis ,,lr tatlorn1 
adsantages. 

Increasingly. successful promotion programs %%ill be cxpliti ill qualking a 
conpan. needs and %% Hic, halliisln as licttnsing orill assist in des cloping a suc h 
coproduction to achieve these strategic goals.. orsidct ing lie %keak planning and 
problem-sulving capabilities of man, promtion I irtis arid their limited inanage-
ment resources, it is not surprising that proniotior pttograms lcaturing general 
data on a country achieve limited results. In tuortrast, companies contacted by 
promotion firms defining cost reduction. market expansion. or new sources Of 
revenues receiv ed fasorable interest. The follo\,,irg discussio ol strategic char-
actristics are in fact a basis for designing outreach communicatiin for trade and 
investment promotion. 

1. 	 Coat Reduction Strategies 

-ost r cduction strategies are those for s%hit h cust i eduction is the driving force, 
Fi etxample. a manufacturer ofi a labol -intenrsise piece ol I urniture might seek 
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oll shole asseibls %hItch p lo idcs los ci lbor costs. Another company might
seek a osscr-co',t Oftcigri sol C ofI aI) IiC'lal or a collIpolenlI. such as beef, 

pet haps. r tthe case oi al o dpioor esol Sol,,i 11dust ies- elect onics or garment. 
Ior illstance - has C a hitor%ol sLblr1 i.1k iMg Id.'1at rSlllhips %.ithforcign suppli­
ers. Tire extent to which othc industic. might bencit Irom cost reduction 
strategies is uncIleal. 

Cost ads aagnt.cs - a major wsa% to de dlop significant competitive advantage­
can he created b%changing ke- cost lacturs. sorietimes known as "cost drivers" 

iPolc. 1980). These changes cal includ: 

0 	 DL eloping cconotnic, ti scale 
* 	 Imp, u rig cniplos cc skills and experience 

0 	 Impioing integration of the firm's activities 

* Ilpt us ing tirliiig 

* 	 Inipi o%Irg ti' ciall polic development 

0 	 Changing Iocation and facilities 
* 	 Adjusting irstirtutional objectises 

These cost lactor changes are not mutually exclusive.Some, such as developing 

ecomriuics of scale or changing location and facilities, can be interdependent. 
Some changes are more rcadilyv undertaken than others. For instance, the first 
thing iost companies do %%henattempting to reduce costs is to change the cost of 
product imput. labor. or manrgement. The% may also try to increase production 
voluie or deteriine %as in %ihich costs may be shared withotherfirms-sucl as 
bariks or insuiance conipanics sharing the costs of large computer systems. 
Nurnial!v. Most companies do not realize that developing country partner can 
tiller a means to lo c costs. 

U.S. lirms gencralls arc %%illingto pursue those cost reduction opportunities 
%% tlie quic.kest path to cost improvement with the least exposure ofhich pruide 
capital and rira;agCri.il Icso rce.s. For the developing country f irm, the U.S. firm's 
push to reduce" Losts .1rrll 1cr a signilicant investment opportunity through 
Cxpansion ol plat pi odi Lil, incre 'seC-d plant C'apacits. and development of new 
business systetis - iust as it the firm sscrc selling to tie end market itself. The 
deselopiig LOrtLnt, lit-m uses capital, labor, and management skills to exploit the 
cost nced t the U. S. partner. %-.ho. in turn. possesses the necessary market 
presC-Cne arsl technology back-up for a venture. 

Sc'\ oral pi imars cost reduction strategies exist: I) manufacturing drawback or 
licensed rianuulacturing. 2) comarketing. and 3) technology sharing. The follow­
ing discussion s\ ill address these cost reduction strategies. 

Manulacturing dras back orlicensed manufacturing allows an offshore manu­
facturcr to act as a subcontractor and to otfer a U.S. firm lower labor costs, 
favorable tax treatmnt. tos.er plant overicador theabilits forthe U.S. company 
to expand production vithout expanding its own operations. 

As a rule, the U.S. part ncr possees the tochnolotr and other know-how. the
enLineering specitications and, sometimes. equipment. He may then contract with 
an LDC firm to manufacture or assemble a specific quantiy of items(sometimes 
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components) according to specilications.The LDC firm essentiall, pe Irn'ts as a 
job-shop subcontractor, supplying the plant capacitv., skiled or setiti-skillcd labor. 
basic manufacturing expertise and, sometimes, rav, niateials. 

The U.S. partner may also provide training, assist %withproduLtion and quality 
control problems, or supply specialized equipment, such as jigs or dies. which are 
needed for production. There are also 806-807 arrangcntents (gener-all, in gar­
ment and electronics manufacturing) wherein the U.S. partner supplies the basic 
materials or subassemblies and value is added by the developing country partner. 
The product is then returned to the U.S. and duty is only levied on the value added 
(su ch as la b o r). 

The following case stud% is presented as an example of a typical drawvback 
venture. 


CASE STUDY: 
Plastic Drawback -Cost& Rica 

Plasko de Costa Rica. a chemicals and plasticscupan operates a dtaaba,;k 


production program with Motorola. The venture took place because of the entrepre-
neurial interest and credibility of Plasku's general manager, and his abilits to gain 
Motorola's confidence, 

Even a firm as large and experienced as Motorola is hesitant to experiment with a 
new venture overseas. Plasko's general manager credits his succesf uldeselopment 
of this venture to the fact that he vxas U.S. - educated. spoke English. hadexccllcnt 

been treasurer ofthe U.S. Chamber of Commerce. and peisonallx knewx several ma-
nagement individuals atMotrula.Even with this strung foundation aiid careful 
planning, it took nearly t*so %cars to d",efop the first piudu .:iunprogram. 

After the Costa Rican economic crisis of 1979-80, Plasko began aci.cl*,searching 
for product di,ersification opportunities hich could build on its plastics and chemi.wv 
cals divisions. The general manager targeted Motorola as a possible client and met 
with several local Motorola staff. Healso began written communications with Motor-
ola's U.S. offices. 

As a result of the general manager's efforts. Motorola sent Plasko de Costa Rica a 
sample for costing. The initial costing was too expensive, probablx as a result of 
Plasko's difficulties in costing a new product without running the molds in the plant. 
Determined to continue. how,ever. the general manager met in the U.S. w,ith Motoro-
la's production staff. Consequently. Motorola agreed to setup 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 pieces w*ith 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 llustrates several important lessons for firms which are consid-lessonsfor firmtwhich aeThis cas study ilustrate severalimportan 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 partnerwho 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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Thc 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 upon quality standards and the ability to
 
deliver.
 

The wilingness to invest significant tim, andc money to develop business 
opportunities can bear fruit, if an entrepreneur is persistent in his efforts.
 

Lumarketiig lr cust reduction is les common but is an interesting way to
 
s r m r c o s t r i s c , a A m eri c a n b u s a n ui t e r i g b e
k e t n g 	 n 


share marketing costs. For itstance. an American brush manufacturer might be 
intetested in selling the brush line of a Costa Rican firm. This type of sharing of 
marketing costs could lessen the U.S. firm'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 be seen as a U.S. firm seeking an offshore 

soul ce of brushes in order to provide lower-cost products, it can be characterized 
as a contarketing cost reduction strateg, if the initial "d'river" of the venture 
exploration is the U.S. firm's desire to lower its marginal cost of marketing by 
selling more pr oducts. 

Technogy -sharingreduces costs by allowing one partner to benefit from the
 
technology of the other, making it possible for the firm to have access to the
 
technolog%without ha%ing io de%clop it or purchase it. An exampleof such a cost
 
reduction strategv might be a U.S. computer chip manufactutcrxwho isseeking to
 
lower manufacturing costs by producing the cumputerchips offshore.This type
 
of inanulactut tng requires skilled labor, but it also requires a complex manufac­

turing tchnologx, consisting of both complex skills and equipment.
 
The U.S. I tit could provide a developing country partner with the skills and
 

equipmcnt net cs-,ai gaining a lower-cost labor pool.
v,thcreb 
Tlhis exantplc differs significantlv from the earlier analysis of Rhode Island
 

Electronics' IRIE) devclopment of an assembly venture in El Salvador as it
 
requires the sharing and transfer of a sophisticated technology. The RIE ventu e,
 
on tho other hand, consisted essential of utilizing standard electronics assembly
 
procedutes and skills. 

CASE STUDY:
 
Advanced Technology -El Salvador
 

The Dlnun Corporation in t 	 advanced
ihe Unated State is a small company that sells 
technulug% equipment tothe U.S. Navy.Over the lastfiveyears the company grew 
because of its spccialiued sonar equipment. v%hich is made on a piece-by-piece basis. 
The compan', number one cunstraint. however, is raising capital to develop newmanufacuring I culdtiutwliice "job-tehthi"Juvhisl teshnoltechnoogythrtedeeel­
opmen of more gnralithcd products. 

In 1984. the companm began de.eloping a portable bank teller device.Technology 
d~eveloped for the nav.y%is applicable in this area and it was felt that there was a largemmaket for the product. The capital required for the project could only be sourced 
through venture capital firms, as most banks felt the firm was toosmallanddid not 

have a stable enough manulacturing base to %%arrant major debt. The venture 
capitalists, on the other hand, required a signilicant share of the company for only 
small amounts of capital. (fMost 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 nut considered any tNpe of olI shorc invuhment 
until a team, sponsored by USAID. %isitedthe hirm in 198o. Alter discussions, the company realized that itcould devclup a coenture or joint sentuoe t) car, out itsplan. Specificall,. the company noted from the discussions that many groups in
Central America wkere anxious to link ssith U.S. firms %%hichhad a bright future inadvanced technology. The Caribbean firms could proside manufactuiig facilities., 
engineering, and other resources necessars to help produce and assemble the U.S.designed product. 

The advanced technulog) component of the project had to do sith circuitry aid 
design.Assembly and plant dclupment could casik be placed inthe Cariabean
Basin. Negotiations began involving Dolman Curporatiui's estabhliliment of a yen-ture whereby it ssould maintain control over a large operation Aith offshore manu.
facturing capabilities. 

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

The Caribbean-based firms insohed in such a senture are able to develop along-term presence in the U.S. market aid a more stable source of tmcihnulogicall,
competitive products. This strategy, therefore, might reduce the effective cost ofcapital for a U.S. company as well as de-elop a new application for electronics
manufacturing capabilities in Central America. 

2. Market Differentiation Strategles 

The second general category of strategies for improving competitive positiondeals with howa firm can "differentiate itself from its competitors :f itcan acquire
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 to customers. Drivers that create 
a unique value to 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 perception of value 

These are but a fev of the points raised by Michael Porter in his discussion of
various strategic options to cost reduction activities. Normally, we perceive these 
types of activities whetn companies change a product feature or offer a new
service. Other manifestations are vhen we extend the product tonew marketsor 
improve the information suppliers to hu\ ers to help them select and apply theproducts and sCtsices. Dcclun iIg counyiv partnerships and cooperative ven. 
tures can create dillerentiation stralegi s lur themselves and U.S. firms,


The following is a discussion of 
 the niost common types oh ventures whichinvolve market dillerentiatiun, such as export development, exploitation of a 
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country's natural endusknents, and comarketing.The export de%elopment st rateg?, usualh inolves a unique product, or capabil­
it'. which appears to have broader (International) market potential. Often theseare products being produced for the local or regional market which, with somefurther development or ielinement, may be competitite on the U.S. market.
Handicrafts and "productus tipict)s" fall into this categois.

The U.S. partner ma% piovide: modified designs geared to the tastes of U.S. 

buyers; training and other manuf act uring knoss -hoss; ras materials not generally
a\'ailable in the local environment; other lorIns ol support and assistance requi­
red by the LDC partner to develop the product and to ensure that production
quotas and quality standards are met. The key role of the U.S. partner is to mar­ket. sell and distribute the product in the U.S. These actis .iies may be done direc­
tlv (by adding the product to his current line of ielated items). or indirectly, as arepresentatise or intermediary %%ho locates outlets f or the product and convinces
distributors, retailers, and others to add the product to their inventorics.

A major difference hetweenthe export developient strategy and the draw­back sr ateg is the effect of the market. For drawnback orsuh ntract artrange­

ments, the U.S. manufacturer assumes nearlk all the business ri.k. Orders going
to the LDC partner are definite-at least in the short term arid pavment for hiswork is not contingent upon the U.S. manufacturer's sales of the ultimate pro­duct. The only instance in wshich there would be risk fl t: i I .DC paitner would be 
if he made a substantial investment in upgrading his plant atd equipment in 
anticipation of a long-term source of production demand which did not material­
ize. Of course, the U.S. partner also assumes a risk associated wsith the LDC 
partner's potential inability to maintain quality standards and delivery schedules. 
These types of risks are significant barriers to venture development in developing 
countries and at-e discussed in morc detail in the following chaptc..The export development strategy, on the other hand. has a level of risk that isusually tied to market demand. The U.S. partner may invest "up-frott" costs necessary for assessment of the potential product market, or investment may be
made in new designs, travel to the developing country or around 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 employees, or he may have to bear the direct and 
indirect costs of prototype development. 

ExportCASE STUDY:Development . Dominican Republic 
Caribbean Furniture, S.A.. a joint venture in the Dominican Republic. illustrates theexport development model. This is a multipanner joint venture which was estab­lished in 1982 to produce contemporary lacquered furniture for export to the United
States. Initialcapitalization is estimated at $250.000.00. Expected revenues of $5M to
$10M a year are expected to be generated when the project is full operational.The 
venture is considered to be the nucleus of a larger-scale furniture industry for the 
Dominican Republic in the future. 

This venture evulved as a result of a U.S. entrepreneur'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 electncal and electronic manufacturers were intensifying,
he established a subsidiary to manufacture comnpunents in the DomInican Republic.
His 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 for the local market. When the idea for the furniture 
company was first considered, it %,asrecognized that Dominican furniture craftsmen 
are highl, skilled and might ha e the potential fur making furniture of the stle and 
quahty that could compete in international markets. Horeser although the quality
of materials and workmanship vas high. the products themselves had a limited 
market because the stsling sas primanly geared to local narket needs.They alsohad
limited appeal for the more sophisticated consumers in the U.S. and otherdeveloped
countries. 

As a first step in the de elupment of this venture idea. a feasibility,/market research 
study was conducted which determined that contemporary-st)led lacquered furni-
ture was the fastest growing product in the U.S furniture industry and was. thereforertargeted for future development. A shup-bv-shop sur Ie of crafitspeople producing
furniture forthe local market swasconducted andanassessment made of each shop's
capabilities, level of interest. adaptability to new products, atid needs fur equipment.

An important next step w'.as to pruide selected shops with designs for the most 
complicated stsles. The selected shops then made prototype pieces to prove their 
ability to produce this style of furniture. 

As a cottage industry, furniture making is mostly an individually crafted activity
Individuals working in small shops lacked the industrial organization, management
systems and large-scale production v'alues required to compete on an international 
basis. On-time deliver, standardization and intrchangability of parts, materials 
requirements 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 pioduc-
lion coordination, quality control and on-time deliveries was also required.

Market representation was necessary in the U.S. to coordinate sales, as were the 
logistics necessary to d-ccer orders to buyers' specifications. These areas of need 
involve considerable, detailed planning, development. aid expense. The w,hule"pack.
age" must be conceived and managed as an integrated sstenm. Caribbean Furniture 
S.A. is intended to serve also as a model for organizing and developing other cottage
industries in the Dominican Republic u hich have the potential for producing pro-
ducts to international markets. 

The renture is currently in a pre-productiun" developmentpieces of furniture phase. Prototpehave beent designed and produced, craftsmen have been identi-
fled, and shops have begun to wurk clusel- with the Caribbean Furniture. S.A. group,
A :raining program has been organized and materials hae been develupcd 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 strategies, the venture seeks to capitalize on a specific 
natural endowment of the host country such as land, climate or location. Typical
ventures might involve nontraditicnal agricultural products, unique approaches 
to tourism, continuous processing operations and small mining projects. Often, 
the objectives of these types of venture businesses are to I urther developor refine 
products which may create new demand in international markets, such as non-
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traditional agncultural products. 
Often. the motivating force lot- large-scale projects is to generate new sources 

of foreign exchange, ieduce Ioreign exchange expenses through import substitu­
tion, and to create enphl nrcit. Thus, it is not surpiising to find governments
in' oh cd in projects, such as a geothermal project, to generate energy anid reduce
foreign exchange expeinditures fur oil. to use U.S. government financing.

Thete is an importait role for SME firms or individuals in this area, as the fo-
The e s ilustrat e s
 

flosing case study illustrates.
 
CASE STUDY:
 
Natural Endowments - Costa Rica
 

The Co oltuit Cut purat on giow s and cxpui is bananas, I n te cal 1% I70'.ho 'cc l. 
the company began to CxplUl e dl crNil itationm ppoi tuniti ad ioted [tiat Oic of the

c , 

Paciic coast port tousns. Gulfiro. represented an uppoituiit lot ,stirishing and 
tourism. 

A small fishing and port facilttv was determined to povscss the ntcvesai %location 
and natural endowiments swhich might be developed into at ittcinational toullst 
attraction-an idea that its ow ner had "'anted to pursue for soic title. it look neal I' 
12Ncars, however, to coin ince tile ow ner that the present facilities %c c no suitable 
to attract sports fishermen from the U.S. and that he did not lia eific financial 
resources necessar to upgrade the facility to the appropriate Icrcl. not the abilit to 
market the business inthe U.S. 

With the assistance of anintermediary, a partner searchp wa nitiated. In order to
interest investors in this opportunitra usitss-vacaioupackage[ oIoNa Rica was 
put together. For less than $N.O an interested mnesor could Is to Costa Rica. stay at a 
irslt-clas, hotel, attend various semiinars and functons dcsigncd to piuoulc Costa 

Rica and become acquainted writh bu ,Sne-spicnand '. ltitCnlllt officials. After 
three of these busines-acation packages had icupited potential iestors ,ere 
identified and ital negotiations conieiced. 

Work to improte the facilities '.%as begun and was expected to be conpleted in 
1987. U.S. marketing and business dec-lopment actlri tcs commenced and the pro­
ject was expected to generate abou t %carinforeign echange forCosta$Illionper 
Rica and 50 new jobs. The project was to ptoide an important stimulus to the 
southern Pacific coast of Costa Rica and would have likel created other business 
opportunities in its wake. 

Although the development of tourism has been a principal target of the Costa Rican 
go ernment for sonic time - signitlicant monies ha'. e been spent o tourism promo­
tion atid infrastructure imprucrentis - it is difficult to match the ellectiveness ofventure that is targeted 

a 
to a specific marl,el niche (sport fishermen, in this case) for 

achreting tourism promotion oals. This joint venture required a strong U.S. partner
for marketig. Iiancng atid the knorrldge of rrhat '.ould appeal to sports fisher­
men. as wrell as the natural endowments of the Costa Rican partner's land and his 
nanagenent capabilities. The role of the internediar was critical throughout the 
project development process. 

Ironically, the project uhnmately was halted due to an accidental death that led the 
U.S. group to withdraw after its initial investment. 

Much has been written about the value of the LDC partner's knowledge oflocal business customs and contact networks. Ho%%ever, the value of this know­
!edge is contingent upon the underlying value of tie resources he represents. The 
emphasis on the value of an LDC partner's knowledge appears to reflect the over­
all bias of previous research, which predominantly focuses on multinational 
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companies (MNCs). Frequentls. MNCs ish to establish a presence in a countr,
or region in order to rationalize a global organization, prevent a competitor r-on 

gaining market accLss. create a divctsiona-' tactic or for other reasons iliado 

havehave a direct profit outconic. A joiit %cuiture ..itha local partner can shortcn 

a learning cur-%e and may be the nost economical means to accomplish their 

objectives. SME., on the other hand. arc interested in direct ventulre pay-off anid 

take the local partner's kno..lcdge lot granted. 

3. Surprise Revenues and Incremental Income Opportunities 

Surprise revenue strategies are dictated bv unexpected circumstances or oppor-
tunities. An American poultry operation, for instance, may be quite successful initscurrent operation and not acti~cly seeking new opportunities. However.ifapproached bN a
deeloping countr, Iirm seeking technical assistance inorder to 

upgrade itsfacilities
and strcaline itsopratiome,kthe U.S. ir in oave an 

excellent cippirtunit
to enter a long-term technical asistance agrUeS.
n nt hich 

ecill benefit both parties. 


Generall, Surprise oi Incremental ,c~enueoptions may be catgo,izcd as:
technology sales, technical assistance contracts, or project nmarnagement lees.Technilug% sales repicscnt an opportunit% for U.S. fitns to sell patented ornon-patented technology or knul\-hu
ga'.ct, 
 to a of users-Additionally, cupv-


rights or trademarks, ar-e also considered valuable technology. Ilthe Third World. 
technology represents all ol the kno., ledge st stems that are necessar," tooperateor expand a husines:. For sinlplicit . ' s sake. w.eoften refer to technto10g as both 
hard and _suotsk stems. 


Hardtechnoiogy sstems are represented by equipment. operating standards,

tools. processes ur procedures. It is cas- to n%ision his I,, pe of technology becau-
se it has a clearcu' physical embodrient. A small chenical plant cannot operate

without a variety 0 
 manuals that describe the exact process aind procedures thatusig e uipm
needto b folo\,eontvahepaticuar orm las.Har tcc no-everyneed lo be follo'.seo ".hcn using equipment or particular formulas. Hard techno-evrorti'casiwsfllog, is easier to selt because it normally has clearl, identifiable characteristics 

and its output or value to the hr-ni is easily measured. 


Soft technology s~stems tend to be management systenis %%Iichare not so 

easily identil cd. but ',,'hich have significant value to a f irm. such as planning sys-

tems. cost 
control procedures, and maintenance programs. These syslents are 
critical to a firm's ability to apply hard technology cl ectivcl,.The four categories 
of soft technology are: 

Orgapitzingtechntologies.'Thoseorganizational structures.,job descriptions.training r oogrms: T.hose oganiesatioal toetbrsinb esecrtionbust-
training programs. etc., w.hich are essential to establishing effective husi-
ness systems, This t orvalued in the 
Third World. dcorsidered 
Planingtechnologies:The various systems neccssary to set goals, identify
potential markets, and organize a company for uture growth. 
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IuItotlhiIg ,. JI o I.dh tcI SIupep nisti cost accounting, manufacturing
control -,sst. and oilier piogi anis Ifhatguide and control routine busi-
Ite5 ait'. tics 
MotrtIui"II)g ilmlleadiig sIge1t.'cs."thoe issues of personnel direction, moti­
vat ion, group hcha. oi.atid other actt' itics that help iniprove humanpoten­
tial \.,ithin a conpamn. 

Increasingly. Third World cniterp ises realize the need for a continuing mix of 
hard and soft technologies. With rapidly changing technological environments.itis important to have outside linkages in order to keep up-to-date in equipment and 
training techniques fur 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 mecha­nisms by which a company can sell knowledge or assistance overseas and gener­ate unexpected income.As discussed cailier, developing country firms have 
difficulty linking to other organizations that can help train staff. update manufac­
tturing procedures and provide ideas [or ne'.s 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 semin­ars. The following ease comibin . chata cl iestics of several related projects inThailand. Indonesia and the Philippines. 

CASE STUDY: 
Technical Assistance Contract - Thailand

The Natgrow Corporation of Thailand manufactured a variety of animal feeds. 
Large-scale feedmills were set-up tuhandle different t , pes ofanimal feeds. Formany
of these operations., machinery was developed for pelletizing and bagging feed forvarious uses. 

In 1981. Natgrow recognized that one obstacle to efficiency was inappropriately 
trained supervisors at the pelletizing and bagging stations.Since equipment changedfour to fiveears, it was fell that some tvpe flong-term training programw'as 

hsmepoingemrangrgam
necessary to keep supervisory practices up-to-date with equipment charges. 5 

Naigruw discussed itstraining dilemma with several U.S. equipment suppliers.These firms had engineering capabilities to design and manufacture the equipment. 
but could not provide sites where supervisors could receive on-the-job training.
Consequently, Natgrow was introduced to several U.S. feedmillers who used similar 
equipment. Naigrow was able to set up a simple technical as7istance contract 
through which it paid two U.S.companies to 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 ol about ten percent a year thereby keeping a steady
flow of newly trained supervisors that could deal with the pelletizing and baggingarea. 

For the U.S. company, this technical assistance agreement provided a urexpectedand elcome source ofnew income. The companies themselves felt no real burden at 
having to accept only one or two trainees a! a time. These U.S. companies had never 

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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specific task. Normall. project management fees cuter a limited period of time

and are 
associated %kithlarge-scale engineering activities. For instance, large 
turnkey plant developm ents typically include project m anagem ent fees. These
fees are paid to the engineering cumpany 
to organize the various construction. 

training and start-up activities necessar 
 to tileproject


It has become increasingl[, ob 
 ious in tile 1980s that large-scale turnkey plants

are not being pursued in the Third World. 
Rather. financial groups are more 
concerned k.th Putting together conortius and contracting project manage-
ment suppliers vsho do not require up-front, large-scale pa?,ments. Engineeringfirms are still required for complex projects. Intcrestinglyv however, there are many programs where a typical manutacturing company in the U.S. could earn
project management fees. Normally, these fees are forservies performed for theprocurement of equipment, training of personnel and production line start up. 

. 

The following case study isi an analog,, to actual projects in Mexico, Thailand, 
and the Philippines. 


CASE STUDY:
 
Project Management Fees - Philipplae
Philippine Packers is a large compan that is involved in proce..-ing and distributingvarious food pivducts. In tite late 1970s. the cumpan inestiated thedevelopment 

of speciatcd food products that could be exported Iro it the Philippine ethnic 
mar kes to the U.S w.est coast. In order to de%elop packaging mtore suitable to the U.S.market, Philippine Packers needed not unlv to acquire new technology, but italsoneeded a Lcnipan) to assistline, %kitthorganization and development of new packagingTh 

tThe compan, had the necessar% facilities arid acquired the equipment foraseptic
packaging. Iloweer it lacked the abilit, toorganizea comp ehensive managements .stem. It needed the assistance of a U.S. .umpan?,skilled in aseptic packaging thatcould help intall new equippment. train personnel. adL set up theccundar%procurement procedues. 


A three-.ear contract was coisequentl, agreed 
 upon with a U.S. company tocontrol the technolog, suppliers and to assure that the equipment was installed and
empluces "ere eftectivelk trained. The U.S. compan as asked to assure that 
accounting, shipping. and other general procedures werc changed to fitthe new
aseptic pakaging s%stem and to coordinate the deelupment of its marketing andsales practice in order to meet the expectations of its U.S. clientele, 

Although ihis contract has nut gone into operation, it reflects an iorcreasing trend inthe Third World to seek nuntraditiunal project itanagemcnt arid technical assistance
suppliers. At the sane time. the U.S. firm had an opportunitv to understand thePhilippine market, to de.elup relationships s''th a pov,crtul'offs hore packaging 
group, and to gain a new source of revenue and income. 

It appears that thei e is a large worldwide market for the sale of technology,
technical assistance and project management skills. Unfortunately, ,er, few U.S.companies are actively engaged in offering these services. In most cases studied,
the companies are unaware of how to package, transfer,or manage such technol-
ogy sales. At the same time, hostever, the developing country firms are aware ofavariety of technology and technology assistance needs, but lack the experience
and networks to locate supplie's or to organize contracts to 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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Wvcan conclude that xentures hetvteen U.S. SNIs andThird World partners
tak plac cohenundelsing econes ,tni conmnmercial advantages are perceived
tak e a e und co m s and r n tl re p r iveden el i vn t 
to be great enough to oltt thc11ide costs risks inherent in venture. This is atie 


ecessa 
 - but not net edifaflu astn1l icieflt conditon tonl10 ale t he partners toSuccess depends uon a wid, airanget 'enteoe-specunic fators,such as the
product.the cnplexind o the anulaceuring process or technology involved. 
the purpose of the venture, the forni of the venture. the presence or absence of anintermediary and the amount of insesttment involved. The host country, itscompanies, the persnalities of key pla~crs. interpersonal chemisries and thepior international experience of the partners also play important roles. It is
important to bear in mind that these are business relationships. Macroeconomic
goals, inlrastructure development, industtial development and job creation
benefits, all normal priorities inthe development community. are not the primary
motivations in business ventures. 

E. A VARIETY OF VENTURE
FACTORS CONSTRAIN DEVELOPMENT
 

The resource fit between U.S. stall- and medium-sized enterprises and develop­reo reftb t enU. .,na -ad 
m di -izd nepiss nd eel 
 -
ing country firms creates a fertile context for certain types of cooperative busi­
ness relationships. Manufacturing drawback and export development werefound to be prime areas for SMEs. Extractive industries, commodities, andinfrastructure development projects require more extensive resources and are 
more appropriate for larger enterprises.The process of venture development is often long and arduous. An idea for aventure goes through a series of steps or stages on its way to becoming afunctioning commercial reality. Each stage imposes new barriers and restrictions
that must be overcome. Not surprisingly,ideas sffera high mortality rate during
this development period. Lack of information, experience, and management 

resources combine with cultural barriers to stop many projects. 

1. Lack of Information as a General Constraint 

Risk is perceived to decrease with knowled,e or information. The more informa­
tion one has about a situation, it is believed, the better (less risky) the decision. Theability to make an "informed decision" depends on the amount and quality of
information at hand. A lack of information on the part of both U.S. and LDC 
businessmen can act as a major barrier. 

Much has been written about theglobal village,shrinking world, and theeffects
of mas, media communications that bring the world into one's living room. Thefact of the matter,however, is that decision-makers in smaller U.S. enterprises are
insular. with J.S. businessmen evidencing a "stay at home" attitude. As long as 
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business is good, they are generally satislied; when they experience a downturn in 
business, they maY look :o exports as a possible source of increasing sales 
revenues. but are no hkely to be inure ambitious in expanding internationally,This same insularity is a prevailing characteristic of businessmen in the devel-
oping world. We frequently found that the most successful firms were the mostreluctant to consider venture relationships that would gise them access to the 
U.S. market. If they are doing well, they are generally satisfied and not motivated 
to seek out new opportunities. if they have a problem, then the motivation
increases substantially. but only if management perceives a venture as asolution 
to the problem. 

One of the primary reasons that cooperativre not considered is that
businessmen on both sides are unaware Of the possibilities. Even if there is awareness, firms are likely to be unfamiliar with the process and steps involved.,they do not know how to begin or where to get preliminary information. Without 
this rudimentary knowledge, they can be paralyzed and overwhelmed by the 
prospect of what they might magfne is involved. Intermediary organizationswhich push ideas forward and assist with project development can help over-
come this problem. 

The JVFF survey PerformedTh' YFFsureyfo ths sudyerfrmefond st'on C hatPicofor this stud found a strong concensus that"developurg country firms lack a clear understanding of how cooperative yen-tures can be structured and how they can be used as a business developmentstrategy." A similar high level of agreement was shown for the statements, 
couvldpnprovld ecountry firms hasve difficulty identifying specilic opportunities ta" t bi raventure c r o-entureirseioic Opor"Atl that 

d pro ie norecoventurethe basis frajoint venture relationshipw "A lack ofoordirect experience or knuwledte of uther firms' successes ;n developing interna-tional ventures inhibits U.S. ai~d LDC fir successes, insdevelopingty tes a-fplants.
tionantures iC firms fro Prsing these types of en 
tures." (See Appendix C) 

Clearly. a major problem in venture development is to identify a definite projectidea or profile proposed by capable entrepreneurs. 

through knowledge of other firms' successes, are lacking. We should not be 

. Nrprised by this. After all. the entire emphasis on SME venture development is
rc!tively new. at least in terms of a wider business audience. Since joint venturesana ,:os'entures have been recognized to have potentially positi e implications for 

bnesdesave een rcgidSince 

business development, job creation and competitive advantages for both U.S 

and LDC firms, there is a strong need to disseminate information, education and 

the "hands-on" support required 
to introduce this concept to businessmen on 
both sides. 

2. Cultural Barriers Inhibit Venture Formation 

Ventre eveopmnt tsmewatcnstainsrlatd lak ofinfrmaionandgambleknowledge include geographic distance, travel and communications expenses,language and cultural differences and. unfortunately, a general negative percep-
tion of the Third World on the part of U.S. businessmen. Without the benefit of 
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specific country experience. U.S. businessmen tetid to group developing coun­
tries together. There is a general perception that the Third World is not a goodplace to do business because the go ernment might expropriate one's business.
the markets are small, government red tape will tie-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 e'ci %thing 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 developing countries get "tarred with the same brush." Development of yen­
tures is generally more attractive in industrialized countries. Intermediariessuch 
as lawyers, consultants or volunteer programs, especially those that are aware ofindustry - specific opportunities, are able to bridge the gaps of knowledge and 
understanding. 

CASE STUDY:
 
Contract Manufacturing - Cost Rica
 

CE Cosmnetics manufactures a %anielv of women's cosmetics, including eye­shadow, lipsticks, bodv powdcrs. The company has been a successful manufacturerand exporterin Central America 1k'r a numberof ,ears. In 1984. the presidentof Pico
CE was asked to accompany a goernment trade mission to the United States. He wasanxious to support government programming fur ne expo development and was 
niu ospotgvrmn rgamn u xoseeking product diversification e eeomn n aopportunities for his compat,. During the trip. he 

spentetseral da.s in Orange County. California visitingplants. a i umber of electronics 

While visiting the plants, he was surprised to see that the assenblyc,eratiuns were 
vegiy simple. He stated, "My plant actually requires much more difficult operations
and activities. I reaized that electroneassemblsometimes is not high-technology at
all." 

Upon his return, the president spoke with government export agencies, but found 
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 toCE'srpresidentrknew expouldentu d r a e mj r n w e p be ableoconics booies tr m n s w t o p e l c r n c e h o o is 

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

In 1985. discussions began with a company in California fIr 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 t" be assembled at a cost 
determined by the U.S. company. Simply speaking, the president did not want towaste time trying to cost out omething he knew very little about. He was willing toand use a few workers to assemble an initial order. If successful his plan wasto open up a 35.000 square foot area that would employ approximately 300 workersin order to assemble between 300.000 and 500.000 of the same orsimilar electronic 

products. 

It is important to note the role of the intermediary in this case. Fifteen U.S. 

InternationalJoint and Coventures 

58 

59 



candidate firms 'Are intruduced to Pico before a suitable firm %xaslocated. Incontrast, thego,-innent agencies",rL.not intere,ted in Mle lower leel techiulogv.
esen though simpler transactlon!. were easier to start. The\ had igreed to help Pico.ad intoduced it to o on. p.tential tirm. Thep . but. in fact. rlp ade intermediary. 
the other hand. quickly undersloo th oncernitean\ura locallocal and US.atentrepreneurial of tnentofirms and the need to bring several firms into contact with Pico in order to find the 
right "fit." 

The entrepreneur's confidence logo forward with his idea came from hisabiity tovisualize the production requirements for electronic asw-mbl. operations and hisforetight to engage an intermneda, to lcate a pilt program.
The attitudeof thegovernment export development agenciesin this caseillustrates 

ageneral problem in the area of SME venture development. lany developing coun.try governments belev.e that only the more highly developed. sophisticated technolo­gies are worthy of their development ,"forts, while smaller, less sophisticatedassembly operations are not taken seriously or are treated with disdain. 

3. 	 Partner Selection 

The Conference Board stud , "Joint V,,, res with Foreign Partners," statedthat 
the most significant problem for joint ventures is that of locating a suitable 
Partner An experienced international executive uho participated in this studywas quoted at length on this issue:"The greatest problem is finding satisfactory partners, especially in less deve.loped areas. There appears to be a serious shortage of potential partners who
Possessboth funds and managerial talent who are not already tied to competitivecompanies. Even where there ar partners available, their oncepts of qualitycontrol, PEvicing marketing reinvestment, dividend Policy, and accounting maybe so aliento a foreign partner that there is no hope for an effective rapport.yboaen'stoasareg artner that the isn of an e ti apo 

Hartigan's research also illustrates the importance of partner identificationand selection. She found that the ultimate success and endurance of joint yen-

-mmanagersanages mustmustargdevelop ay t dan he y venturhe paterse mon 

tries will succeed and what factors mediate the success of failure of a venture" 


velap a way too teflmanatell in advance whetheritr joint venture chemis-
An important dimension of the partner identification and mutual selectionprocess is the issue of credibility and trust. In addition to theneed for a reciprocal 


resource fit and "good chemistry," businessmen pay particular attention 
to 

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. This is a 

general characteristic of all business relationships, and takes 
on even greatersign',icance in cooperative ventures that are expected to endure for some period
of Lime. Essentially, the buyer wants to make sure that the seller can deliver what 

.te says he can in 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.cotl)

lems 	 dor a ter the serce 	 p T s0For 1-i;part. the seller wants to make sure that he is going to get paid. The risks 
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of potental' higch costs. loss ol prolfits and other ncgati, e conscquences that canIcsult \%lCil"oe part%to a tiansaction tails to meet his commitnmens are major
o 

%t 
uler to deal wth people theN have dealt %%ithin theref ded b pone they kw dl t rnae. ae rec ded b someonea venturesinf trms.and ind i u %%h rdtrust. ra 


Man% itternatiunal %enturcs ins olvc 
Iirms and individuals who are strangers
and likel%have no oithcr business associates in common or easy access to ready 
information that will allow them to "check the other guy out." This lack of
credible evaluation a,bistance can constrain the venture development process.Most experienced clients agree that. "Direct contact with potential partnern isprobabl, the must important factor in building confidence and commitment to aventure. 

4. 	 Other Risks In LDC Joint Ventures 

The relational and market risks inherent in a production sharing joint venture or 
coventures are not significantly different from the risks a firm would encounter 
Ta"whenrelying on any domestic subcontractor who is responsible for supplying a 
subassembly or product component. Though these risks are not substantially
different, the are greater when LDC firms are involved. Components must be 
delivered on time, in the right amounts, at the level of quality specified and for theagreed upon price. 

On-time delivery of goods to a U.S. firm can be critical In the garment industry.for example, shipment,; to retailers by manufacturers are often tied to advertising
campaigns and special sale days. if delivery from a sewing subcontractor isdelayed and the garments are not ir the stores for. say. the Washington's Birthdaysale, the retailer loses sales, incurs wasted advertising expenses and more thanlikely has to deal with angry customers who came to the store specifically to buythat particular sale item. The garment manufacturer, in turn, also loses sales 

since the store will not accept the shipment after the sale is completed. Themanufacturer has not only lost sales, but he now has a shipment of garments that 
nno wants. He has to find another buyer, probably in the "off pn ce" market,onewho will give him 20 cents on dollar - if he's lucky. Cnsequently he also maylose the retailer as a future customer. 
A JVFF survey of 56 experienced venture partners and intermediaries wereasked to list the most difficult issues, or problems, they' faced in developing a

specific venture. Those most frequently mentioned included: 

& 	 the LDC firm's inability to provide accurate price quotes based on volume 
purchases; 

th ns rired touu thet arodu exact quality control specifia­
to required throughout the production process (in-process quality 

n s 

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 "timely" deliverv; 
" the LDC firm's lack of business systems and inabilit. to train workers to 

perform production tasks at required quality le els; 
0 	 the U.S. firm's lack of confidence that the LDC firm can maintain deliverv 

schedules; and. 

" 	 the difficult transition to industrial cultural valuesin non-industrialized 
countries. 

These are basic issues that must be addressed by developing country firms ifthey are to become credible, reliable partners for U.S. firms and are to'compete
with the newly industrialized countries of the Far East. If an LDC firm is unable toaddress and ca'-,r out accurate price quotes, quality control, training of skilled
workers, respond in a timely manner, provide business systems and managerialskills 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 to obtain (import)
hardware and other basic manufacturing supplies. They otten are unable to 
secure adequate financing for upgrading plants and equipment and the, tend to
be out of the mainstream of :ndustry developments. The%do not routinch attend 
U.S. trade shows, are not contacted by salespeople (a primary source of newideas/products) and often have to deal with government restrictiuns and changes
that are nut supportive of business. 

As has been stated before, the decision to halt the development of a venture 
may occurat any phase of the venture formation process.Legal obstacles,such as
import restrctions or other trade barriers, can spell the demise of a venture. as 
can the lack of funding or managerial commitment. 1 the v.enture proves to be 

too expenshide, too difficuh or otherwise untenable, management %%ill probably
scrap the idea.

Our survey determined that intermediaries who work w%ith the U.S. and devel-
oping country partners and are familiar with the entities involved in the develop-ment of an international coventure can the 'enturehelp smooth formation 
process. The involvement of a capable intermediary familiar with all parties 
involved can be critical to successful venture form ation. 

FACTORS THAT CAN HALT VENTURE FORMATION 


* cannot get* 	 PartnersPartners cannot get alongalong 

" 	 Managers cannot get along 

" Markets disappear 


" Promised delivery could not be made
 

" 	 Partner ieneged on promise 

" 	 Appearance of a better alternative 

* Inability to manage venture effectively 

" 	 Inexperience in cooperation 
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9 	 Inaccurate initial unde.standing of eai.h 

partner's contiibuti--' 
* 	 Geographic distance 

* 	 Communication problem - language or other 

* 	 St dis are e 

0 	 Staffing disagreement 

0 	 Profit distribution 
* 	 Political disruption 

9 	 Production factors, price changes, and availability 

ISSUES 
F. 	 SUMMARY OF DECISION-MAKING 

We can conclude that jkint ventures and coventores between U.s.and developing
countiy SME partners take place wlen the underl ing economics ori ommercial
adantag s are perceived to be large enough tooffset thecostsand risks inherent 
imecnu r \entur
e , lpen on h mecanisa difficult andtime-cons uming processfi. SoLtc,-,als dcpendslt the mechanics and character­
itics of the specilic \etnturc. the pcrs,,catic ando esperience of those involved, 

the host count\ environmnt nds i,o, th emphasizing that thes t.plae allncerelatedor absenset"to businessftnmintermediar.tiations. notact r s: ar It 
economic development goals. 

Probably the single mlost itirportlani hairrier to 'entutre dex clopment in the ThirdWorld is the degre of perceived riik"asrrciated %%ithla nture. Mnarket risk andrelational risk are present inand joint or covntuice How.ever. dueto avariety of
featio al dileree ack of comnturstanding, geographic distan­

andtt td es hig e isa re 

ces. 
-these risks are

development expenses. negative Perceptions and attitudesperceived to be greater %%hena foreign firm is considered by a U.S. firm as a 
venture partner. A variety of other internal and external factors within a firm 
constrain the development of cooperative ventures. Lack of information regard­
ing venture possibilities, lack of lamiliaritv with the venture development process 
and the inability to locate qualified partners all act to hinder or constrain the 
venture development process. 
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6 
Implications 
for Restructuring 
Trade and Investment 
Assistance Programs 

and a varietyThe United States Agency for lnternational Development (USAID) 

are presently implementing private


of international development organizations 
sector development programs throughout the Third World. Often these projects 

U.S. firms and firms in 
are designed to encourage business linkages between 

assume that such linkages will improve
developing countries. These programs 

businesses and. in turn, will generate increased employment and foreign exchange 

earnings for the developing countries. 
In many countries, private enterprise strategies have focused on encouraging 

foreign investment. However. there is a stronger opportunity to develop coven­

tures rather than equity- sharing joint ventures or independent direct foreign 

investment. 
Ludwig Rudel reports in his study on international technology access (June, 

1986) that most AID projects for the private sector are designed to "create a more 

hospitable policy environment for foreign private investment and seek to estab­

lish mechanisms by which local private companies may find partners abroad who 

match their respective needs and help foreign firms find suitable local partners.-

Rudel goes on to 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 attention of kes decision makers and to link partners with potentially

mutual business aims and interests. 


Many developing countries have established government investment promo-


Many countries
tion organizations hich conduct general public relations throughout the deve-

loped countries. Some have organized programs aimed at highly-specifca. 

communities in the United States. Few programs recognize that coventures area 


elopingde% 

viable strategy for small-and medium-sized firms. Many government programs 

are primarily oriented to attract foreign investors and. therefore, tend to emphas

ize projects that involve equity. Our research suggests that coventures and less
invesmenbine~ strcrs ofemoeptnaltadosdie-fri-quy

formal business structures offer more potential than does direct-foreign-equity 


A central concern of this stud,',is the ability of the firms on either side of the 

international transaction to carry out planning and research activities. To some 

degree, many trade and investment institutions assume that there is some active
 
search interest on the part of one or both of the partners. In fact, our research
,lo-ueior p des theoee 	 of pot the co thtebeneisschav eroj d are 
ends to support the corusion that fe enterprises have clear idea of theof projects they could pursue or the benefits ofsuch projects and, thereforehave 

not motivated to exploit information and search systems.Programs designed on

the assumption that SMEs are actively searching for international opportunities 

should be modified to help companies identify opportunities and formulateThis 

proposals should also provide further follow up. such as feasibility studies and
cost benefit analyses,.ubrtfdvlomn 

A. 	 TRADE AND INVESTMENT ASSISTANCE PROGRAMS HAVE 

NOT ALWAYS BEEN CONSISTANT WITH AID STRATEGIES
 

pri ate entrepreneursl i order to achieve economic and social development
goals. A nut ber of programs within AID retlect the emphasis on using the private 
enerse for direcfrogrein ivstmn ADen terp ri se fo r d irec t inv estm en t jt treasimo uiscio prianyofforeig n and join t v e n ture s tim o latior .M an y o fthese programs are: des-igned to help rationalize, modernize anti otherwise res-

raionaize 
tructure the private enterprise so that it can play a more significant role in 
generating employment and foreign exchange, 

thes prgrastohel ar deignd moernie au oherwse es-Historically. 

Program strategies are generally built on the premise that firms require assist-anorin mp erie rertineraly acesthpreie armsrequirelop-
ance in improving operating technology, access to foreign markets, and develop-
ingemanlow eer their operation. It is often assumed that U.S. and otherwitn
developed country enterprises will help provide the technology, marketing chan-
nets or other business linkages necessary for business and organization develop-
ment zt the firm level. 

Most USAID programs addre.s the need for technical assistance simultane­
ouslv with the need to improve the policy environment that affects risk taking, 
foreign inestment and other private sector activities. Technical assistance pro-
gramming is increasingly oriented toward helping the private enterprise establish 
a more competitive positiun abruad and towsard establishing linkages to sources of 
offshore technology and markets. This assistance is often termed "capacity 
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building".
Confusion between capacity exploitation and capacitynbudding creates serious 

on lopment.ai Ieo 	 nfs ena ltaion an d cavoping countries. macro uco­
vreyo~prooblemssincproigramn dwd 

-adequate and unusable.t iscritical tounderstand the difference 
~ nomic studies suggest a wide variety of surplus capacity. In fact. in many cases. 

this capacity isusable capacity and the need to signiticantl, overhaul and create new 
cpit.Acapacity. programo exploiting viable andailbecpitnestofusna Hilormation and getting partners together lotdeals othatill 
co n t equre inificatinvestmetng term orzon" On thather 
probably not require significant investment or long-term horizons. On the otherhand, programs to build new capacity' requaire lunger time horizons and the need 
iti focus on basic in%estment decisions including staff training or developing new 

nations, particularly improved produoction processes. from 
A number of recent trade and investment programs sought to exploit perceived 

products. Creation of new capacity oten requires inputs developing 

capacityexpectationswith disappointing results. In the area oof ftshore assembly, many,cre raised about the possibility' of shitting garment and metal 

fabrication tasks into the Caribbean Basin rorn Asia. Unfortunately, these shiftsnot taken place rapidly. since they literally required the creation of new 
plants rather than the exploitation of existing surplus capacity. The presence ofphysical structures ard equipment does not indicate a true capacity to manufac­

critical distinction has plagued a 
number (,f developmc rgas erntprograms. 

3. PROGRAM DESIGN SHOULD COMBINE DIFFERENT STRATEGIES 

Some 15 trade and investment programs in operation %.sorldwide ere reviewed 

to isolate principal design and planning features (see Appendix A). Major design
issues were identified to provide a basis for evaluating dilferent program
approaches. Programs were found to focus on improving a firm's environment. 
its operational capability, and its ability to attract investor s. technology or marketa c 	 es me h n s s i t"h u n . us a l r m a d v l p d n t oaccess mehnssinto the country, usually front a developed nation. 

assistance has for ,ased on building up local in-stitutional capability" 
onbuidnup oal utionai .cal 

to help firms gain access .o credi. technica goidance and other support. Local
institution building is still central to many larger assistance programs, but there isar increasing emphasis on building stronger links to external markets, sources of
technology and operational assistance. Intermediaries and specializedconsulting
firms are often employed to facilitate these linkages.The most common strategies identified in our review of current programs are 
listed below. Some programs combine a mix of these specific stralegies. 

pograms v.hich emphasize attracting f oreigninvestmentasaprinci­
pal means ul cteating and generating foreign exchange.

* Programs which focus principally on building host country institutions to 
provide training and technical assistance to local enterprises. 
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" Programs wkhich establish significant representative offices or contact pro­grams in the United States and other developed countries to loca!.- potential 
partners or investors. 

• Programs which focus on a pairticular level of technology, i.e., programs
which emphasize more advanced technolop)y goals targets for jointventure or coventurcs. as 

" venttoPrograms which emphasize creating a demand for technical assistance orservices as "wellas providing a supply of technical assistance, i.e., programs
that have in-place nt orks to help companies identify problems and createan interest in improvement. 


" Program'. which focus 
on assistance for export activities, as opposed tothose that locus on import substitution or sub-regioual trade. 
" Programs which encourage the utilization of a variety of intermediaries asopposed to programs which tend to use one particular channel to stimulatetrade and investment relationships.
" Programs which provide funding to reduce the risk of travel, research orother actn,,ities necessary to move ventures through the project cycle,
" Programs which are built around short-time horizons, i.e.. those thatassume trade and investment activities can beinitiated andput in motion in a relatively short period of time (less than three years). 
" Programs which provide loans and loan guarantees for projects which areexpected to be viable over the long term. 
" Programs which establish credit rating services in overseas countries so 

that potential U.S. joint senture partners can qualify host country firms 
with some degree of speed and confidence.
 

" 
 Programs which research business opportunities, comparative advantage.legislative barriers and incentives pnor to the design of industrial develop-
m ent and trade prom otion projects. 

" Programs which help host countr), governments to translate laws, writeclear regulations, and streamline administrative procedures; all of which, ifoverly cumbersome, can drive away potential investors and partners. 
Some USAID programs build up the technical infrastructure of the host coun-
tr,(education sstems, laboratories, etc.) while others deal directly with enter-
prises or institutiois expected to facilitate enterprise growth. Those programs


aimed directl, at the enterprise can be grouped into two types: those which aredesigned to atfett the internal capabilities of the firm and those focusing on theexternal environment or resource support. 
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TYPES OF ENTERPRISE ASSISTANCE 

l'Jhrnal Fuc.o Etierna! Focus 

0 Training ser, ices 0 Piovision of access 

sntormation and partner 
search services 

buins networkscsto business networks 
(local and international) 

0 Trade and export 0 Financing services 
management assistance 

0 Technical assistance e Improvement of policy 
and investment climate 

This framework helps illustrate why programs normally designed to deal withbusiness activities or management processes wkithin the firm also need to relate tothe political and market environment outside the firm. Within the firm, programsmust address production. finance, marketing, human resource development,prouct de elopinent and international business s~stcms. Companies must beable to build their management processes--planning, controls, staffing, organiza­
tion structures, and leadership sys tems--in order to compete internationally.These needs are addressed b%programs that pro ide direct assistance to enter­prises and by those which build local institutions forlng-term assistance capabil­ities. These objecties can also be met b% programs that encourage foreign
investors or technical partners. 

C. SIZE OF BENEFICIARY ENTERPRISES INFLUENCES
PR O FRAEE I G N 

PROGRAM DESIGN 

Many trade and investment programs have a mix of activities to "build capabili­
ties" of local firms, while others "exploit" capabilities b.,moving the enterpriseinto new markets, products, or productives'tm . D mvlopmentexperts varyon
the degree of emphasis that should be placed on these goals, but generally agree
that capacit% building and capability exploitation must conic together. Unfortu­natel".. this is analogous to the "chicken and egg" dilenma. Local enterprises,undcr increasing pressure to earn foreign exchange, compete ellectively anddiversify their inteiests will usually not invest in long-term capacity improve­ments without identified markets. Similarly. foreign markets, clients or partnersare reluctant to become involved with local firms uncommitted to improved
capacity and efficiency.

Enterprise size can predict the focus of assistance which will be more useful inthe short and long run. Larger local firms are capable of linking to foreign 
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investurs o- cstablr..itig ncw just it %cstul es and SeLC.~1.They usualls are alsu 

able to absorb taining, eM<Jrt assistance and oltlch nuretehnrILal asistance 
efecti el%. This is nut the a.s ul tIe siall and mndium-sucd l oal I nimnut of 
the n llindusti N Or IlliOl l UIInaSc 


T ,picall%li ited h Capteal per L ,a e l
ilin.alIagerinent I lid c Wlince.S NM-.su i able"toIfIo 
junlp ituIrajur no\\ ,aItlesif i. r l lii Iider or o i(0. ir rgt 1111tae I'ntllC 
changes in business act iSrt For gr sU II,. l errt %killageIltelnrd to htk Io0s 
smaller incremental changes I rom shit terrn pi Ialt kC­idti.tIit% garsorreli 
opportunities requi rIng sitall aniS t ,.apital Or IIianlageIent LIIoie "hcrlost 
approp-late focus tor SME pogranis then %%ouldbe actru ites such ascuoerlture 
strategies, subcuntracts and simple ttaditg a.tiilrjes. 

The micruenrp rse or 1iurlal sct11lir Illsale aliInost lotalls incapable ilo 
absorbing complex as.,istance or major tress business opprirtulrries espec.tallh
those in\'olsing substanitral chanrges irr products o lnlarlrlacr urlrg pr oc+esses lrJkeths ivkigubtnnlhrie IlIMJ.1.1 lgII CNC -kenklpreftpldICSO 
the SME. the ver small firm %krllbe ers rcepris e to prt g ils iraht hel'Ip et 
a product or extend an existing ser%i c. Providing exPort rrrarragerrrnrrt sert %Ies or 
basic training and technical assistalcescr ices that iricrCieiralls rrrrprin s. 
ing operations and pIocesses have a much greater rrrpacL I halrthose that irs of% 
major changes in organization characteristrcs and riper atios due to the lirnit.d 
ability of these micruenterprises to absorb change. Changcs in the local polic% 
environment and market conditions max nut has ea dramatic impact on gru th 
of these enterprses for the same reason. 

D. OTHER KEY DESIGN ISSUES 

The development of local technical assistance organiatiuns, professional associ-
ations. consultants, and training institutions is an important parallel activity to 
reinforce direct enterprise assistance programming. Must countries have a great 
need to iniprose the abilit, of local educators and cor sultants to %ork %sith iiills 
to improve operations. stimulate planning and orhrersiise act as a cataistior 
managerial and technical change. The activities o local support organilations 
should be coordinated wsith programs that link local i nisto immediate Sources 
of t-chnologs. market channels or trirteriredialIes. Tie hollosxrrg diagram illus- 
trates which trade and investmnent strategies are the most useful 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 

I "L I fololl & Ilri'llO)..'Iruiig& firatce & 
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S.RATEGIE (irlCSTRAIEGIIES Irocrgri I Ie.hiiral lPohL 
rlrw1rl .i'ii Ct A gtirli As 0 n er. asl 


TARGET 
ENTERPRISES 

Large
lIrmal GOOD GOOD GOOD GOOD CRITICAL 

iprise 

SM E GOOD GOOD CRITICAL CRITICAL 
G
 

Mrcro &
 
Inloinal WEAK CRITICAL CRITICAL
 

Assoclatiorn 
& Institution
 
Building ALSO ALSO ALSO
 

SERVICE SERVICE SERVICE 
FOR FOR FOR 

CLIENTS CLIENTS CLIENTS 

Tire polic>, and general economic environment has the most decisive influence 
on rite elrtes prse arid is the mo , dflticol to change. TIre trade. irl%(stent and 

toI)Irrial assrstancc ,srategres ear be nxcd toreach a variet of beneficiary 
and assocrations. Vuuties deeeopmer t should beTechnical irfrastructure 

lrnkcd to direct enterprise asslstarIce. Ventore development programs require 
srrotrg rd ustrs contac t tls ks arid sustaied pressure anrd l.i ow-up to 
iitpe cstu e ard nove rteraI lss.orruoghthepmc Cooperativeventure devel­opulent progranis are art ahtertatre or conlplenrentar) adjunct to trade and 

inxcstntent progranis, espcciall\ lor small and riedium-sie firms. 
EitCrprieC harnge Is a lurg-tern eltort shich requires specific expertise and 

continuing pressure to achiee demonstrable results. This meal.s that most 
shutrcr-ter n programs can achieve unis minimal demonstrable r esults unless 

cluscly tied to building local capacit, to continue assistance and netvk orking. The 
abilrt, to forge personal and practical links to the U.S. business and technical 

comnunity is ins aluable lor the developing country firm, yet network building 

and maintenance is ery difficult for smaller firms to execute. 
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entues are olten perceied nercl as a wa tol loveUnfortunately. overseasEntrepreneurs and piofessional managers generalls comprehend the issue of iobs offshore without 01w direct benefit to the uited States. Clearl jobs are 
risk and resistance to change. The success of an ,newv programstratecg, such as sometimes lost when manulacturing vliuts lioUS tinltdeceloping countries.fostering SME joi:,t and cosentures. depends upon the program's ability to dem- However, it is tie general feeling that w ithout some type of coopcratie ventu'e 
onstrate success disseittinte appropriate inorneaot and educationand rein, smaller U.S. manufacturers cannot compete efectiels,. U.S. companies no 
force perception and attitude changes that cone about Slowly. Joint ventures arid longer have the luxury of deciding to compete internationalls --the international 
coventures are al ead. a component otassistance pi ogans designed to streng. mar ket has come to them and they must compete ttuprotect their closest regional
then private enterprises. They will be increasinglI uselul as netwoorks strengthen markets from international competitors. The lnosefli towoard an iouteasiigly
and business strategy options are inure widely understood. Assistance to acceler- open world economy has meant greater competition for U.S. domestic producersto in virtually all industes.ate cooperative ventures will be must effective when it provides networks 


identifs opportunities, search for partners, qualify stt ategies arid assisi in plan-
 For 16 .ears. the International Trade Commission has studied the relationship
fling and launching the venture, of offshore production to loss of jobs. 1'concluded that cooperative ventures, 

like joint ventures and production sharing. actually build employment in the U.S. 

Production sharing is a term that usually means combining U.S. iechnology andAND JOB DISPLACEMENT IN THE UNITED STATES content with host country labor skills and factor costs througha t%%u plant system.According to management expert Peter Drucker. "This growing trend (produc­

sharing) is pushed by the dynamic.s of world population. Thie developedtion 
countries are strong in management. carital, technulogv and cutsuTier purchas-

The present political enirnment ithin the United States argues forgreater use ing power. The developing countries offer enormous and rapidl, growing labor 
of the joint venture strategy inThird World deelopment assistance.Our assist surpluses." (Drucker, 1980) Our description of joint ventures and coventures 
anceeff-rls reinforceprivateenterprisesand free market systems,but monev for involves many transactions that are outside of simple of manufaicturing agree­
direct assistance is limited. The U.S. Go ernment will discourage programs that ments, but offshore manufacturing labor input.ventures create 
promote LDC exports to the United States at he-expense of U.S. industr. How- exporting jobs simply to achieve cheaper the greatest concern over 

ever, SME cooperative ventures with LDC firms cai- benefit both firms and their Interestingly, in the production - sharing ventures. registered under the U.S. 
countries in general. U.S. SMEs are the most important job creators and technol- Tariff Code categories 806.30 and 807.00 - %%;herew e might expect to see signifi­
ogy developers in our econom,,, cant job export - the U.S. companies secem to have improv ed their job generation 

"over90 percent of the 20 million new jobs formed in the U.S. in the last decade were ability. In terms _1 goods partially manufactured and imported back into the 
generated b ,small busineses, whle employment in targer firms has declined. The United States ;hrough production sharing agreements. the U.S. content of these 
dynamic resource represenied b smaller enterprises is gaining recognition world- imports has increased from 15.4 percent of their total valve in 1966 to 24.8 percent 
wide. At the same time. U.S. share of international technological innovation is declin- in 1983. More importantly, the firms feel that ihey have ben able -o improve their 
ing.an estimated drop from 75 percent to 50 percent in the last 30 years. It is not that competitiveness and protect the jobs at hand. 
the U.S. is innovating less. but that other nations have also recognized the power of Sixty-six firms in the United States involved in production sharing were sur­
the commercialization of technology to stimulate economic growth and create new c
veyed regarding direct d.placement o jobs in their business. not considering
jobs. U.S. Department of Commerce. t986. jobs protected by a venture. Eleven companies reported a one-for-one job dis-

This quote is from a Department of Commerce document which argues for placement. Sixteen reported less than one-for-one job loss. and thirty-four 
more cooperation between U.S. and foreign firis. The program for International reported negligible or no job loss. Clearly some of the firms surveyed gave up 
Partnerships for the Commercialization of Technologv (INPACT) maintains that some direct manufacturing jobs. The broader point to be considL red is that they 
"U.S.and foreign companies alike c,n better profit from cooperative entrepre- in some way enhanced their overall competitiveness. Most offshore production 
neurial activities that can bring together technologically innovative people, pro- ventures are done out of necessity --if a company cannot loc. :e skilled workers in 
ducts, and processes, and expand markets." INPACT argues that joint ventures the U.S., or cannot afford to pay them, the price of not looking offshore may be to 
have distinct advantages over direct investment and licensing since they tend to shut down completely. In this worst case, no jobs are protected and no one in the 
preclude one firm exploiting or absorbing the other. Further. having a vested or U.S. company benefits. (See chart)

full-time partner in an overseas country provides stability and other advantages.
 
The smaller U.S. or developing country firm cannot access the necessary market
 
expertise, technology or management systems necessary tocompete 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 represent the
 
first level of firms coming together.
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o protect and enhance the manulacturing base in the U.S. 

WORKER DISPLACEMENT e improve competitiveness of end item products 
1983 SURVEY OF 66 FIRMS 

Outside of manufacturing ventures, we can see that the licensing. comarketing,
Number of Import Number ofEmployment and other types of ventures help firms develop international experience, access 

WorkersDisplacement U.S. Companies Shipments ($M) 
markets, and improve competitiveness through ways other than reducing labor 

costs.574 15.450I1One-for-one basis 

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 

Sy f" thc Cummitt" R & 80700 Inc. p qpard by Monwcta A-ootn Inc. j WaSgwt. D.&30 

It seems that oroduction sharing "improves U.S. competitiveness in world 
markets, enhances the employment levels of the American workforce. supports 
U.S. 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 ol 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 opposed to producing %sholly within the U.S., takes jobs 
away from the United States. The Committee for 806.30 & 807.00 cites a study by 
the Flagstaff Institute, a nonprofit research organization dedicated to improving 
world trade, which states that 50.000 Americans worked injobs 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 employment in America of some 2.9 million additional 
persons, making the impact of 806/807 - related lobs 3.7 million in total. 

It is easy to say that the offshore production sharing and otherjoint venture and 
coventure strategies help U.S. firms maintain efficiency. The most likely end 
result is that we are protecting skilled and semi -skilled workers'jobs but sacrific­
ing certain lo\ er-skil,:d 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 th-! Committee for Production Shzring) 
argues that these types of ventures help U.S. firms by helping them to: 

* maintain control over overall business operations 

* protect proprietary and patent rights 
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7 
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 small -and medium-sized 
enterprises that affect venture formation and development; and 

3. 	 the role SMEs can play in Third World development throughjoint 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 simultaneously 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 economic development through various types of joint ven­
tures and covcntures, but 'the extent of this participation is significantly con­
strained by numerous factors on both sides. It is not likely that SMEs represent a 
major nek dc clopmnt strategy with far-reaching impact, at least in the short 
term; rather. vent ures with small and medium-sized firms should be considered 
b%development professionals as another "arrow in the quiver", so to speak, as 
opposed to a ncw *'%%capons system" for LDC development. 

Significant constraints on the %kidcruse of joint ventures and coventures 
bctwccn de eloped and dc eloping country SMIEs include limited capital and 
managerial resources of small and medium-size enterprises, their lack of famil­
iarity %ith international ventures and a "stay-at-home" attitude, particularily on 
the part of U.S. Iirms. For these companies to change, there must be a confluence 
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of changing %aluesand economic necessit .Changingvaluescan beaddressed, in 
part, through information arid education, but potential %entures must have a 
sulficient economic potential and risk!beneuit rationale if the, are tobe explored,let alone de eloped. Sharing risks and resources isan obvious way to serve 
multiple goals %%hen tcunnon interests outweigh indisidual interests. 

In addition to the limited resources of SME.s, another significant constraint on 
venture deselopment is the type and level of contributions LDC partners can
offer to U.S. firms. As LDCs are. b,6dLt nition, less developed industrially, their
potential centributions to increasiing the competitis e position of develped 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 motivatioas are to increase revenues 
and/or serve new markets, often by licensiiig technology or entering into other 
types of agreements that would allow an LDC firm to jarket and manufacture (in
whole or in part) a proprietary product.

The ability of a U.S. SME to capitalize upon an LDC natural resource or unique
geographic ad%antage represents another basis for venture formation. Although
this reason has generally been associated %%ihlarger tn; tinational corporations
which have the necessary capital to ins est. opportunities do exist for SMEs in 
areas such as nontraditional agricultural products and natural endowments.

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

SMEs approach the entire venture development process from a significantl'
different point of view then do larger arid 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 executive has some fam;iiaritv
with a particular country or region. A founding rationale for certain venture 
development contact programs is to reduce this risk by increasing information 
flows arid reducing the cost of initial explorations bv 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 executives interviewed during this research is
that many LDC SMEs are unable to perform at the level required to compete in an
increasingly competitive international business environment. They often lack 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 businessdevelopment. For example, currency restrictions and time-
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consuming proceduies thai dela, imports ol needed paris anid supplies make it 
diflicult or the LDC hrin to pcioim at a lesel required in acooperalive business 
%enture.
 

It is important to recognize the unique characteristics and needs of specific
target populations and organizations when developiig assistance programs. Not
all strategies are appropriate for all populations. The Iindit~gs of this study have
several implications for polic formulation and program design which are dis­
cussed in detail in Chapter VI. In summary, 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 
highly specific communities in the United States. Fewer programs look toward 

the onventure strateg as a v iable stratgy Ior engaging smaller and medium. 

sized firms. Many goeriment programs are principally interested in attracting 

foreign inivestors aid leid to emphasize projects that involve equity. Our 

research sug*ests that thci c is potential for engagement. on a broader front, of 

industrial activities thi ough cosenturc and less formal business structures. 

The overall All) prisate sector strategy intends to exploit the capabilities of 

private entreprencuts to help z hice economic and social development goals. A 
wide number of programs within AID indi-ate the emphasis on utilizing the 

private cnterprise fur direct lo eign ins estmcit and joint venture stimulation. A 
review of thescditlerent prog an s allows the isolation of the principal design and 
planning feat ures. 

Typical t%pes ol technical assistance programs that are being pursued include 
the following: 

The African Project Developmenrt Facility. sponsored by the International 
Finance Corporation, the African Development Bank. and the UN Develop­
ment Program. provides advisory services to small and medium-sized 

African entrepreneurs. AID is providing technical and managerial assist­
ance directly to entrepreneurs to assist them in 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. institutiois, Including All). in identiting potential U.S. sources of 
technical arid financial assistance. 

The Egvptian Ilve.te~iepil Aiahari iea-ib'ilt. Fund provides monies to
undensrite travel and leasibilit studies of U S. or Egyptian companies 
contemplating a joint senture acti%it% i,Egs pt. Trav.el expcnses of up to$6.000 can be %,.holl undcrlitten %siththis fund. Feasibilit, studies can be 
fully covered up to a cost of $250,tK)0. 

The E__rorank of Cta Rtca( BAN EX) sasset upto prride special creditservices and technical a to c
Bsistance asstr uxporptdoi peidustries in
Cstrica. thpicial assstaey to BA CXfi-t deveClent inmentCost Rica. The principal strateg%of BANEX hi)nl its first %cearsof operation 
was to provide infornmation and assrtanice tor large U.S.
country enterprises s, 
 and developedho might wish to open plants for offshore production
in Costa Rica. 
Tire Fundton Ior'Ecoronnc"Devclopment (FIDEI;n tHonduras provides 
requirement:, of Hondura,i firms assistance, research. andfunds to underkrite technical informationLinkage and partner search activitiesare 

carried out b, a number of contracting coiistlting firms %%hichare located 
in different regions of the United States. The FIDE program places greatemphasison being able toassist a firm from its initial business idea through 
a varietV of different technical assistance, manpovser development. and 
market deselopment stages. 

Tire FUSADESPRIDEXPrograni is a trade and *nvestment program sup-ported by AID in El Salvador. This program establishes a U.S. linkageoffice
that isorks along side a trade and investment program in El Salvador. The 
program uses missions and seminars to promote interest of U.S. firms in awide variety of programs in El Salvador. The program also provides funding 
that will reduce the cost of tra%el. market research, and technical assistancethat is required by either the U.S. or Salvadoran investor. This program
allows intermediaries to bring programs into Salvador and to exploit
resources or other networks being used by theprogram. FUSADES/PPcDEX 

GIDCOTechnolo&v TransferPilotProjectin India utilizes a private volunteerorganization (PVO) as a principal contractor. This program, expected to
begin 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 technology applica-ble to the Indian market. 

The Industr Councilfor 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 theirefforts to halt environmental deterioration and promote sustainable agri-
cultural production inthe Sahel.A working group of large U.S.and Euro-

pean multinational corporations has set up a service center in Africa toassist inagroindustrial 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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identi, probl:mis. build consensus arid design project solutions. This pro­gram is a gooid exaniple of ho AID can useull. tic its funds and know-how 
to existing programs iii the prisate sector. 

The lnesran E-xecutive DevelopmentFund is a program of AID and the
NMinistt\ of Finance to stinulate pri%ate sectur development by improving
the niatiagemeiint of Indonesian firms. Begun in 1980.the program enablesselecteri senior level Indonesian executemvs to visit the United States tor a 
formal nianiagement training course tollossed by a several week internship 
in their- field of specialization k%ith a U.S. conpany. The training program
aflords the foreign executises an ripportunitv to studs American manage­

practices.acquainted s hile allostiig participating U.S. companieswith possible business partners. to become 

7tie Market and Technology Act'es. Project(MTAPI is an AID project work­
ing in six countries (Yemen. Tunisia. Thailand. Turkc, Costa Rica and 
Haiti). This project focuses on assisting smaller consultant and inter me­
diar% I tIns assembleties. The programs a %arltN ofconentureand loteignitinitial activities in Costa Rica estmentactivi­indicate a higher 

probabilit, of coveiture programming as opposed to direct foreign invest­
ment activities. 
Path/t'iealth1.ink is the type of U.S. based organization %kiththecapabilht%
that AID seeks to w.-ork with the private sector o%erseas on a commercial 
basis. Health Link provides brokering. feasibility and financing services, 
and identifies products and U.S. companies that can find a market indceeloping countries. It ksorks % ith the U.S. companN to find a local partner.
assist in obtaining needed regulatory approval, and assess the local market 
fur production potential. AID provided both a grant arid loans to promotethe introduction of health technologies in the Far- East. through local pr ivate 
production and distribution channels.
 
Tire Private Ertterprt~es Promotion Project in Sri Lanka uses a "big eight'
accounting firm to support a business deselopint center. This center has 
contact pouini in Sri Lanka and the United States. Ill [lieU.S., tile programcan pruxide market studies as requested b% Srt iankan conies.
 

searches or- U.S. partners and d ristqbuers se app opriateU.S.an a aI o r
technology sources. The business center in Sri Latnka, in tur n. has contact 
actisities wsith local companies and acts as a channel for technical assist­
ance and linkage betsseen itself and international search arid inormation 
systems.
Private Sector and Detelopment Project in Thailand has a U.S. consulting 
firm assisting the Thailand Board of Investment to generate and process
investment applications. The consulting firm has been retained to represent
the Board of Investment and to perform searches for U.S. companiesinesting in Thailand. This program has deseloped a system
interested in 
through %hich companies can be identitled inthe United States and quai­
fied in terms of irsesting in Thailand. This consulting I irm of ten arrangesmissions of Thai businessmen to visit U.S. firms to begiu explorator talks 
and evaluations.Inturn. return visitsand contact programs are organized
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from the U.S. 

Project Development Assistance Program(PDAP) in the eastern Caribbean 
utilizes the services of a "big eight" accounting firm. Speciicallk. the con­
tractor has set up contact offices the ineastern Caribbean and dclsprinar­
ily with encouraging direct foreign insestment into the region. This 
accounting firm uses its opn networks and a wide %arict, ut other associa­
tions and volunteer organizations to help identity interested U.S. parties and 
bring them into contact with potential partners or ivestient opptun
in the eastern Caribbean. This project has gradual_ eulked towards 
greater emphasis on building institutional infrastructure w,thin the eastern 
Caribbean to continue trade and investment promotion. 

U.S. - ASEAN Center for TechnoloKy ELtchange was funded to establish 
linkages between private sector, in the ASEAN member countries and 
private U.S. sources of technology. This program relies heasil,, on oflice 
representation in three ASEAN countries and a central olfice in the United 
States. Specifically, the program develops interest in joint %enturesand 
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.rU.S. rvestorsint rousASEAN nfieUi)wso etbhTwo 
Tie U.S. Investment Promotion Ofice (USIPO) a established by AID in 
t Egptianlbusinss itui heporam onfesiotin Srthe Egyptian business com m unity. The program offers information ervi. 
ces and investment profile programs. The USIPO does not have a perman-
ent offite 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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Antids
 
Q uantitative
 
Measures 

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 ofe s r s wl eil s r t d i p e d x C 
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 onthe follow.ing criteria: 

* 	 Industry breakdown 
* 	 Who ini:iated projects (U.S. or Caribbean company) 
* 	 Type of .enture (vertical. horizontal, joint venture, coventure, or spider 

wcb) 
* 	 What was strategic goal of the program 
* 	 Size of %enturepartners 
* 	 Role of partners 
* 	 Main contingencies affecting project 

Appendix C will present :he 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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OUANTITAVE MEASURES I
 

CHARACTERISTICS OF 84 CASES 


1. LNDUSTRY BREAKDOWN AND INITIATOR OF COOPERATIVE 
VENTURE SAMPLE 

Initiator U.S. Caribbean Intermediary 
IV CV iV CV IV CV 

Industry 

Service 1 2 0 1 0 1 

Agribusiness 4 6 3 "1 0 3 

Light 
Manufacturing 2 12 3 16 0 1 
Apparel/Textile 2 0 1 2 0 1 

Continuous Process 0 0 0 1 0 0 

Forest Products 1 0 0 0 0 0 

Pharmaceuticals 1 0 0 3 0 0 

Development I 1 0 1 0 0 

Service and 
Manufacturing 0 0 0 1 0 1 

Heavy 
Manufacturing 1 0 0 0 0 0 

13 21 7 34 0 7 

2. VENTURE TYPE BY FORMS OFALLANCE 

Vertical Horizontal Spider-web Overall 

Covenre 70% 4% 75% 

Joint Venture 22% 3% 0% 25% 

Overall Sample 92% 7% 1% 100% 

International Joint and Cot etimies 

3. PROJECTS BY COUNTRY AND BY INITIATOR 

Number of PercentInitiatedby 
Countr' Ventures 

El Salvador 12 

Dominican Republic 10 

Haiti 

Honduras 

Guatemala 

Costa Rica 

Panama 
J c 
B 

Trinidad 

Grenada 

St. Lucia 

St. Vincent 

Nevis 
Bahamas 
Antigua 

4. STRATEGIC 
Strategic Focus 
o/ U.S. Firm 

Cost reduction 

9 

10 

3 

12 

2 

3 

3 

3 

1 

1 

1 
1 

1 

USE OF COOPERATIVE STRATEGY 
% of 

Ventures 

63% 

New revenue source 16% 

Experience 10% 

New Business 4% 

Product 
Differentiation 3% 

International Joint and Coventures 

U.S Firm 

42% 

30% 

11% 

40% 

33% 

42% 

100% 

45% 
67% 

100% 

67% 

100% 

100% 

100% 
100% 

100% 

BY U.S. FIRMS 
% Initiated 

U.S. Firm 

43% 

30% 

43% 

100% 

50% 
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5. STRA TEGICUSE OFCOOPERATIVE STRATEGY BY CARIBBEAN FIRMS 

Struiegic Focu. of 4 01 4vhniw d In­
Car:bbeanFirm i'entr's CaribbeanFirm 

Market Access 38% 43% 
New Business 31i% 56% 

60Contingency14%New Revenue 


Product 

Differentiation 10% 33% 

6. ROLE OF CARIBBEAN FIRM IN COOPERATIVE VENTURE 

Role %of Type 

Manufacturing 63.4% 

Agricultural Production 19.7% 

Provide Facility 6.1% 

Market Channels 6.1% 

Raw Materials 4.5% 

7. ROLE OF U.& FIRM IN COOPERATIVE VENTURE 

Role %Of Type 

Provide Channel 52.0% 

Technical Assistance 45.5% 

Design Assistance 5.4% 

Raw Materials 3.6% 

Provide Facility 3.6% 

InternationalJoint and Coventures 

8. MAIN CONTINGENCIES IMPEDIK" 
Contigency% 


U.S. Partner 

Feasibility 

Market 

Caribbean Partner 

Financing 

9. TYPE OFINTER VENTION BY JVFF 

Type 96of Intervention 

Travel 421% 

Technical Assistance 20.0% 

Feasibility Studies 18.5% 

Partner Search 10.4% 

Linkage 8.99 

International Joint and Coventures 

VENTURE FORMATION 
of Problem 

34.6% 

19.2% 

16.7% 

15.4% 

14.1% 
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Appendix C 
Questionnaire 
Results 

10o.SIZE OF VENTURE PAR TNERS 
A. Joint Ventures 

U.S.Partner 

Average Size 	 $10.000000 
Minimum 	 350.000 
Maximum 	 25.000.000 

CaribbeanPartner 

Average Size $ 5,000,000 The second approach for developing quantitative measures pursued during the 
Minimum 35.000 research of the Joint Venture Feasibility Fund utilized a questionnaire that was 
Maximum 16.000.000 circulated to individuals considered expert or in some way heavily involved in 

joint venture and coventure development. 
B. Coventure 	 This segment deals with measures which are attitudinal in that they sought the 

US 	Partner opinions of experts about which factors seem to be the most important. The 
focused on four areas of interest:$ 7questionnairesAverage Size 

Minimum 	 100.000 0 What were partners initial objectives? 
Maximum 	 25,000,000 * What factors inhibit formation of joint ventures and coventures? 

CaribbeanPartner 	 0 What do firms believe are the general attributes of coventures and joint 
Average Size $ 4.470,000 ventures?
 
Minimum 60,000 o What are the difficulties or problems most commonly experienced in day-

Maximum 4.000.000 to-day operations?
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QUANTITATIVE MEASURES U 
ATTITUDINAL QUESTIONNAIRES FACTORS INHIBITING THE INITIATION OF JOINT 

PARTNERS' INITIAL OBJECTIVES 	 VENTURES AND COVENTURES 

Factor Importance of Factor Factor Extni of Agreement
 
(percentage of respondents) (pet centage of respondents)
 

5 4 3 2 15 4 3 2
 

Most InlipttantMost Important 
1. To expand existing 33.3 48.7 18.0 0 0 	 . Lack of direct cr- 65.0 27.5 5.0 2.5 0 

ience/ kno%%ledge inproduction facilities 

and/or reduce costs mean = 4.15 joint %enltue, mean = 4.55
 

2. To expand existing 38.5 38.5 20.5 2.5 0 	 2. Develuping country- 45.0 40.0 7.5 7.5 0 
marketing, sales and 	 lirms lack an
distribution mean = 4.13 	 understanding of hoA mean = 4.23
 

joint ventures can be
 

3. To gain a competitive 44.7 34.2 13.2 7.9 0 	 structured and used as 
advantage 	 mean = 4.05 a business deselopment
 

strateg6
 
4. To gain access to new 35.9 33.3 20.5 103 0 3 Deeloping country 45.0 35.0 20.0 7.5 2.5 

foreign markets mean = 3.95 firms ha%e difficulty 

5. 	 To sell acquired 10.3 28.2 36.0 23.0 2.5 identifying joint- mean = 4.13
know-how mean = 3.21 	 venture opportunities 

6. To secure access to 18.4 31.6 18.4 15.8 15.8 4. Firms lack the 47.5 30.0 5.0 12.5 5.0 
raw materials mean = "3.13 management resources 

and time needed to plan mean 4.03
7. 	 To use outdated re- 5-3 15.8 23.7 39.5 15.7 

sources in a profitable ventures 
manner mean = 2.49 

8. To gain profits on 5.4 16.2 32.5 243 21.6 	 5. Firms lack the 42.5 30.0 20.0 7.5 0 
confidence to initiatemean = 2.46excess funds cooperative ventures mean = 3.95 
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FIRM ATTITUDES ABOUT COOPERATIVE STRATEGIES 

Factor 	 Extcnt ol AgILIh]Cllt 

(pcO Cerlage o rcspondents)


5 4 3 2 

Most inP011ant 

I. 	 Direct contact with 80.0 10.0 7.5 2.5 0 
potential partners is 
the most important rm.an 4.65 
factor in building com-
mitment to the cooperative 
venture 

2. 	Firms lack understand- 50.0 40.0 2.5 7.5 0 
ing of how to use con-

"sultantsto help mean = 

organize joint 

ventures 


3. 	Smaller firms are inure 37.5 35.0 20.0 7.5 0 
prepared to consider 
equity rather than non- mean = 4.03 
equity forms of cooperation 

4. 	U.S. firms seldom con- 32.5 35.0 10.0 20.0 2.5 
sider a cooperative 
venture with a develop- mean 3.75 
ing country firm as a 
viable strategy 

5. 	Larger companies are 28.2 35.9 20.5 12.8 2.6 
more prepared to con-
sider joint venture mean 3.65 

InternationalJoint and Coventures 

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

Factor Importance of Factor 
(percentage of respondents) 

5 4 3 2 

Most Important 
1. Differences in part- 18.0 66.6 12.8 - 2.6 0 

ners long and short
 
term objectives mean = 3.88
 

2. 	 Host government inter. 33.3 43.6 13.4 2.6 5.1 
ference or changes in 

national polioN 	 mean = 3.88 

3. Inability to recognize 28.2 48.7 12.8 10.3 0 
and adapt to the need
 
for change mean = 3.85
 

4. 	Partner .as not able 23.1 51.3 23.1 2.5 0 
to perform at the 
expected he\el mean = 3.85 

5. 	 inaccuracN of initial 23.7 42.1 34.2 0 0 
expectations regarding 

profitability of the mean = 3.7
 
venture
 

6. Inaccuracy, incom- 23.7 50.0 18.4 7.9 0 
pleteness of initial
 

studies mean 3.7
 
7. Difficulties in inte- 18.0 53.8 17.9 10.2 0 

grating policies, pro­

cedures and operating mean 3.7
 
methods with established
 
corporate routines
 

8. 	Language and cultural 33.3 43.6 15.4 2.8 5.1 
differences mean = 3.68 

9. 	Conflicts of interest 18.0 41.0 25.6 12.8 2.6 
between venture objec­tives and local part- mean = 3.5 

ner's other business
 
interests
 

10. Effects of geographic 10.2 30.8 28.2 23.1 7.7distance on r 'utine
 
communications mean = 3.05
 

II. 	 Initial reasons for 13.9 13.9 41.7 25.0 5.5 
venture were no longer
 
valid mean 2.98
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Appendix D: 
General Trends
 
in Global Joint
 
Venture Activity
 

A. CONSTRAINTS ON THE ANALYSIS 

The process of assessing tren~ds in joint venture formation, requires reasonedgenerali7ation. Joint venture formation is but one manifestation of private directforeign investment (FDI). Parent multinational enterprises (MNEs) have under­taken nearly 12,500 PFDIs through roughly 100.000 foreign affiliates; approxi­mately one quarter of these operate in developing countries. The flow of U.S.private FDI is a complex function of the operating environment with the volumeand areas of activity sensitive to the political stability and economic promotion
policies of the hust countries involved.

Given this understanding, conclusive evidence exists that the volume of privateFDI activity and the incidence of international joint ventures, in particular, haverisen steadily in the post-1950 period. The key underlying causes for this trendhave been the general grouth of the international economy, increasing interde­pendence among national economies, assertion of sovereign rights in resistingwhoUy-owned subsidiaries, by many developing countries and recognition byMNCs of the need to pursue cooperative business strategies in the face of anincreasingly competitive world economy and resource constraints. 

B. DATA AVAILABILITY ON JOINT VENTURES 

The historical trends in international joint venture activity have been summar­ized in recent study by Karen Hladik (1985). entitled InternationallointVentures.Briefly, the groundwork for substantive trend analysis and statistical description
was laid by Friedmann and Kalmanoff's study of the developing country jointventure phenomenon in the late 1950s, and the analysis conducted by Stopfordand Wells and Franko on coventures of the 1960--The principal statistical work 
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is the LulhaI. DaIdson and Surt 
study (1975) entitled I-rcing the MidtlatiaL.1975 This stud- grc U01 0theon 	international Julnt .entures be[ore 

Harvard Multinational Enterpn-e (NINE) PioltecJ. 
The Harvard NINE Project examined the toi aaion ot subsidiares toni an 


inventory model approach and tracked the explosioln ilipisate It-eign direct 

investment. The stud,, lound that. troni a nlet ilow ot 2.1%,, stobsIdials at %car-

end 1950. 13.795 subidiaries were added in the period 19' ad 4793 


flowin ~a~ anhea altdecdesraiedota ne 	 netllw t i .i48 t te btnnmg* 

or a net 1ncicase of about 7.000 this triplingof the sudrr

exits occured. 

flow in two andahalt decades raised the ta etbo to lj thc_o led8b95niii 
of 1970 Ot this net flow. neariN 70 percent t7.741) represented d arolls-tned 

plus) subsidiariles, nine percent) 1.090) consisted ot majorit w,ited and another 


rune percent (1079) were nrinont.-ow ned t5.49,k), Theownershipdl tlbutionoto 

thethatremainder50 .as unknown. An exanilinatioll o the net blow ot entrie. indltates


Ian 29% in sale.occurred n iacturing. 3% in cxtra:tIun industr Ics.8% 

in research and de,,clopmItlit, lesou[ce exploration and "other ".tilelalJor opel a-ung rea(MOA o|5% ,ereunknv~nrepresents 


ring area (MOA) ob 5%were unknownThe primary contributions ot the lar%,ard NINE stud%,and the other semnal 
studies ,ere the insights these studies protided into the flo. o PFDLI which 
ilstudie wr he s exa e , .	 - thet 	n i.hs t g the U.S 01t0er ea-, n % tment po ,ition 
entres ne 195 of erin,out 46% were nene formed.another 42% were 

acquired, and .3%were descendent (rcorganized) subsidiaries (remainder wasp 

unknown). In characterring the subsidiaries prior to 1975. Hladik notes an 
increase in manufacturing subsldianes over the period. but hspoth ieles that 
collaborative R&D was uncommon In pre-19 7 0 joint %entures. Other analhses 
(e.g. Freidmann andKalmanoff. I 9 6 1 ) found that U.S. firns oteninternationalize
by purchasing existing manufacturing facilities with the goal of expansion. Fricd-

mann and Beguin (1971) acknowledged a decade later the spread oh joint yen-
tures into other MOAs. and. in particular. an increase in extractive industry joint 

ventures in the late 1960s. These findings suggest that private FDI responds to 
entity formed in ways that are distinctive to the nvAinvolved. Exhibit 1offers anopportunities and constraints in the host country environment and tailors the 

overview of some of sthafe Harvard MNE study. 

Exhibit I 


- 1975)Characteriscs of Subsidiaries Formed (1951 

Feature by Ma[jor Operating Area (MOA) 


rtIeral 


11frAll joint Ventures: 


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

to 1975; 

from 24% in1951-55 to 45% by 1975:
e 	 Joint ventures, as a percentage of all U.S. subsidiaries formed in LDCs. rose 

* 	 Over the period. the acceptability of joint venture formation as a means of 
conducting business in deseloping countries increased steadily; 

* 	 U.S. firms have tended to view joint ventures with host governments with a 

higher degree of suspicion thai other types of joint ventures-

A.4la lulcturng JuIltI iVntres: 
* 	 Accounted Iur a large percen tage (68%) of all joint ventures formed over the 

perio

peuiodg 3 

Aeraged 

3 9o1manufac5urgentnesoertheperiodandreachdashgh 
as 48% between 1961 and 195;
 

Collaborative R&D was irl, uncommon betore 1970;
Small niaril actor e;s jless than tine halt ol industry leader sales) tended to 

basr coliaboratise R&D enitrl u5cr 1.5 times more often than large 
!acm95% t eR Dm 
nanubacturers: 

0 R&D-intensic firms tend to preler holh-owned subsidiaries uer joint 
vrenturcs to shield proptictar- tLchtlo.1gs; 

* 	 Joint %eritoreesports obten present a problem for U.S. multinationals and 

source o joint istabi!itv; r t• Joit aa urce olon %entsrnture abl . i s 

Oserthe peintod threretasaclearineus'aseinthelcalossnerships',areheld*Oc h eid hr a la ni s ntelclo esisaehl 

0 L cal ow nership usuall , consists of one or a small num ber of private 

partners holding a large block (ifshares (thus enabling little
public trading).
 

Vepttre. 
S e b s asoi t itrei
 

The bentbisassoiated w ith foreign arers were lessapparent inthepast 
am-fig subidirics of which only 15% of ihe net flow werejoin! ventures; 

* 	 Among sales and sertice joint ventures. the U.S. Frm was the minority 

partner in fue two thirds of the incidents. 

Ettactiori Joint lentures: 

0 	 Extractis e joint ventures activity tended to be fairly localized in the host 
country selted;
 

represented 65% of the entries during thesubsidiaries entures;o 	 Wholly-ownedperiod, lea%.ing the remainder to joint % 

* 	 As foralljointrtes problemsassociatedwithdisputesoverrtentionof 

earnings and dividends represent the greatest source of joint venture 
inst abihitN;
Minurit v owe r joint ventures represented 62% of the joint ventures formed 

inthe period;
 
The incidence of joint venture formation with anotherspecialized. non-host 

period, particularly after the late 1960s. 
* 

country partner was a distinctive featur. of extraction entries during the
 

Otier Cat,guo-: Exploruton. Recurch and Development, Etc.: 

6 	 Tbi, segment remained a relatively small component of the total pool of 
joint venture entry in the period: 



'9 	 R&Djoint ventures ale IIIuLh tll1 C lkV'lto OCLor allii"the Sintler Inills
 

than larger firms, and the collaboiatiun ol uo%nel-pal IIlisl s tatcditate'd by 

similar cultural background and training. 


0 	 There appear to be man, opportunttii tlotie\,,I)t' , t01In LoUp'latlonn 


these areas since the projects are usualk unlllqtte
and la.k all%Cotipat able 
precedents. 

a daltaaha', 

of her own, based on inter \ e.s atid tabulation ul a sot \ .'init utient Iiot 420 
\ .hq1tnI
Hladik extended the %%mk of the lar'.ard INE stlud\ 1. Ill 

U.S. -foreign joint ,enture pfartnerships ltt0-id bct\,,cc 1974 and 1982 in the 
manufacturing industries. Filadilk ound that the absolute tLit oX'ltintiina-
tional joint ventures increased sigtilticatil. In the ptLttd. tat ti ulaI1 ill the final 

ti niatiton t e'..als sone degce ot 
four ,ears, but the pattern of joint et lte 

cvclicalitv. The primary characteristics ot the joint enitules in Hladik's sample
inlueinclude: 

w ,iththe pattern ot trad itiotnal join t %en tutes that tended t ) er eb-'e 
. In contrast 


only local markets, export actiit> \%as undertaken b\ about halt ot t 
 oil 


ventures formed each ea58% 

2. 	 R&D operation injoint %etturcshaetncreased toruor, 8%ot thesantplein 

1975 to over 20% in 1)82;
 

3. 	 The relative proportions ot majorit'. co-oned, and minort'. has remained 
stable over time, although a signitcant unkno%n conpotnent remains; 

4. The most popular locatiun (or joint venture torniaton remains. the OEC.'D 

nations with very few located in loss income counnri,' ".idno clear pattern 
in the trend over joint venture formation in developing countries u er the 

nine y p 

Exhibit 2 summarizes the results of the Hladik research project. 

I-t-rnatinnal Jointand Coventures 

Exhibit 2 
CHARACTERISTICS OF INTERNATIONAL JOINT VENTURE ACTIVITY 

Manufacturing Joint Ventures between 1974 and 1982 

Characteristic 74 75 76 77 78 79 80 81 82 Total 

68 54 420Sample size 64 29 28 23 28 54 72 

Actiyity 

% with exports 22% 34% 25% 35% 21% 37% 53% 51% 44% 39% 
% with R&D 8% 0% 7% 4% 14% 22% 22% 16% 20% 15% 

nership
 

b 	 nmajoritt-oihn10% 10% 18 9 18% 15% 137%50% 560 15% 
% nun-majjJt\t 50% 62% 40% 5,11 541o 60% 51% 50% 56% 55% 
%unknov, n osn 39% 28% 3 % 22%" 29% 31% 28% 31% 28% 31% 
"D stb tion 

int
 

48% 57% 5% 0% 5 47% 59% 5% 55%
 
% in mid-inc 34% 48% 36% 35% 36% 48% 47% 35% 26% 39% 
% it, low-inc 3% 3% 0% 0% 7% 0% b% 1% 6% 3% 

Source Hladik. Kat en. t'razitoatJutn t It trems.(Boston. D. L Heath & Company. 1985) 
Note Dilibutotof jotit 'clitrtes based on World Bank classifcations as fol-Iov.: 

Lo4. 	 ThtioepTountrit. hae GNP per c, pta of less than $410 (1980 dollars) 

Mhddk l k c, untie, ha e GNP per capita of bctsren $420 and $4.500 
Hitgh coe LOoutIi hae GNP per Capita oftcs oser $4.800. 

Also ni.ajulnt onstitutes 51-90% ownership, non-majurit 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 joint 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& SulliansIndex of CorporateChange,acknowledged 
that only 70 percent of the citations could be identified. 

The trends identified above were tested in this d,.tabase development and, for 

the most part, 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 U.S. - based joint ventures often provide the foundation and relevant 

experience base an which firms 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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s. la,. k ol ta ItI­international oInIt - 'nturies ha'.e gained t.. cptai. c a111 1g %NI-N 

iant1 w,ith and experilence in managing .juilit %cInI i ha\ ccnic god a obst, I.csE 
to higher levels ut actiitN. 

In the past five ears. the absolutle number ot joint ,cn.ituiL c ehi is id'ciinti ed 

(10-90% MNE owxnership) Iose 4o percent alniuallk thl ough 1983 (318 Incidentsl 
entres pulled back t, 238 in1 1984. Also, the

until the total number ol kno'.n 

pattern ot entries in the interruatitnal and d stl0CS1lC .,l\OCIpatalleled eaC.hat cas 

p nod, intl national joit e"ntucs cotsitenit rcpreentedother. During the 
about three fifths ol total joint %entureentiN actix it% idei tihied j59,3.57.57. and 

62% of each year. Iesp|e.cn'.l',). Bekt,.%en 1980 and 1983. international joint N.en-

tureentries rose 43% annualli untildropping 18%trom 180to 148entriesn 1984. 

The primarv source for this databa-e %.,as.elrger.Yearbook on Corporate 

Mergers, Joint lcnture-s and Coporate Polhc. Other soulces ", ere emplo ed to 

cross-check the Merger intorinatitn and to search lor the joint %enturestormed 

with Latin American and Caribbean partiters. 
The distribution of international and total joint .enture entries user the past 

wshere interna­
five year across major operating area (MOA) rescals those areas 

tion l joint ,enturs hase a greater propensity, to occur. Exhibit 3 compares 

absolute entr, counts for total and international joint venture acti.ity. For the 
is 	 estimated at 10% 

purpose of completeness. the unknossn" component 

although the actual percentage in this category may range betw.een 5% (Har,ard) 
nture entries in an given year.

and 30% (Hladik) of the total number of joint v 
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B 

HISTORICAL DATABASE OF JOINT VENTURE ACTIVITY 
Com-atratlve Joint Venture Entry Count 

SIC nditisr 
1984 

Imt Tot 
1983 

lnt Tot 
1982 

Int Tot 
1981 

lIt Tot 
1980 

In, Tot 

20-45 Manufacturing 104 143 127 178 99 144 87 112 80 113 

48-81 Salesand Serv'ice 31 73 35 97 35 87 21 49 11 30 

1-14 Extraction 5 11 12 24 9 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 

190TOTAL 163 262 198 350 173 303 145 232 116 

Note: "unknown-joint venture entries estimated at 10%of"known" absolute total 

Exhibit 3 arrays the joint venture entry incidents or occurrences that closely 
approximate the MOA categories used in the Harvard MNE stud',. The different 

MOAs are referenced b, the Standard Industry Code ISIC) numbers of the 

business activities included under each MOA. lnitially sinking iNthe high percen­

tage of manufacturing joint ventures conducted in the international field com­

pared with total manufacturing joint venture entries. In addition, the cvclicality 

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 activ ity across the dilt erent major operat­

ing areas, presented in Exhibit 4. has centered in the manufacturing industries 

(over 50%) although the sales and service industries are increasingly popular for 

joint venture formation. Entry rates for extraction industry joint ventures have 

declined in popularity in recent Nears, probably due to the relative 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 the international arena, a surge in automotive 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 than in 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. 
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EXHIBIT 4 

HISTORICAL DATABASE EXHIBIT 6
OF JOINT VENTURE ACTIVITY HISTORICAL DATABASE OF JOINT VENTURE ACTIVITYTotal Joint Venture Activity by Major Operating Area Post-war Joint Venture Activity
SIC Industry 1984 1983 
 1982 1981 1980 
 International Joint Venture Activity by MOA - T:end TableSIC Industry 81-84 7-80 71-75 66.70 61-65 56-60 51-55
 

15-45 Manufacturing 54.t% 509% 47.5% 48.3% 59.5%48-81 Sales and Ser%ice 27.8% 27.7% 28.8% 21.1% 15.8% 15-45 Manufacturing 61.3% 48.9% 66.6% 67.6% 70.0% 72.0% 58.0%1-14 Extraction 4.2% b.9% 4.3% 7.7% 5.8% 48-81 Sales and Service'13. 82-900 ther, ExpL. R&D 4.2% 5.4% 10.2% 13.8% 10.0% 
17.9% 22.0% 17.6% 14.8% 14.0% 13.0% 14.0% 

1-14 Extraction 5.7% 10.1% 4.2% 3.8% 2.0% 3.0% I 1.0%- Unknown 9.2% 9.1% 9.2% 9.1% 8.9% 13. 82-900 ther. Expl.. R&D 0.1% 105.% 10.2% 10.0% 6.0% 6.0% 8.0% 
- Unknown 9.1% 8.5% 1.4% 3.8% 8.0% 7.0% 11.0% 

TOTAL 100.0% 100.0% 100.0% 100.0% 100.0%
 
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% 
EXHIBIT 5
 

HISTORICAL DATABASE 
 OF JOINT VENTURE ACTIVITY
 
International Joint Venture Activitely by Major Operating Area 
 TOTAL 100.0% 100.0% 

SIC Industry 1984 1983 1982 1981 1980
 

15-45 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 3.1% 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 100.0% 100.0% 100.0% 100.0% 100.0% 

In the postwar period, manufacturing joint ventures have predominated both 
in the level of international joint verture entry and the growing net flow of 
manufacturing joint ventures. A growing volume of sales and service joint ven­
ture entries 1.ave captured a progressi,6ely 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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