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I. PROGRAM SUMMARY

A. Ob!'ectives

The Joint Venture Feasibility Fund (JVFF) pilot program was established
in September of 1985 by the International Executive Corps (IESC) under
a cooperative agreement with the Agency for International
Development (AID) as specified in AID program LAC-0619-A-005093-
00. The JVFF program was designed to test whether IESC's exisiting field
support network could, in cooperation with other liaison and support
organizations, stimulate and facilitate business ventures between
companies and entrepreneurs in the Caribbean Basin and U.S. private
enterprises. Despite the international debt situation and the political
instability in Central America, it was believed that the JVFF presented
an opportunity to test whether new types of business ventures - such
as joint and cooperative ventures were viable, The intent of the JVFF
Program, an an objective of AID, was to facilitate the growth of private
sector business by the establishment of viable competitive private
enterprises. It was believed that the JVFF assistance funds, when
combined with the availablity of lower cost debt financing and funds
from local investors, would encourage firms both U.S. and LDC firms to
establish joint and cooperative ventures such as comarketing,
production drawback, licensing arrangements, etc. It is believed that as
LDCs develop more market oriented and open economies, U.S. private
enterprises will benefit from new markets and higher levels of LDC
economic activity. Further, it is believed that increased economic
activity in LDCs will produce increased opportunities for mutually
beneficial business relationships

The JVFF was structured to provide a process by which funds could be
accessed by small and medium-sized firms (SME's) and/or
entrepreneurs in the U.S. and Caribbean Basin Initiative countries in
order to reduce the cost/risks of early venture development activities
i.e. market research, feasibility studies, travel to identify possible
partners.

Small to medium-size entrepreneurs or firms are generally unaware of
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or unable to take advantage of potential business opportunities
available to them through joint or cooperative ventures between U.S.
and LDC firms. Business assistance programs are needed to encourage
the formation of joint and cooperative ventures between these firms if
either are to participate fully in the emerging global economy.

The JVFF, and other assistance mechanisms available through AID, the
International Executive Service Corps etc., provided these small to
medium-sized businesses with assistance in moving a venture idea
through the various initial stages into viable business opportunities.

Through the JVFF Program, IESC was able to provide U.S. companies
with information about the Caribbean Basin Initiative as well as country
specific information through IESC's various Country Director offices and
the cooperation of local AID Missions, OPIC, IDC, etc.

The JVFF was also structured to expand and test IESC's trade and
investment programming capabilities and to generate research,
planning materials and other assistance mechanisms capable of serving
ongoing AID and developing country objectives.

The JVFF was initially mandated to operate for a period of 24 months
but the Program was amended in 1988 to permit an extension of the
Program to a total of 37 months. (It should be noted, that in the first six
months of 1988, program effectiveness was limited due to an inability
to promote and approve funding while the JVFF contract extension
request was in review. ) During the course of the 37 months, JVFF
management staff received over 500 inquiries, reviewed 296 project
applications, approved the commitment of JVFF funds to 155 projects
and reimbursed 102 clients for early venture exploration expenses. The
approved projects were tracked by means of expense request
documentation from clients and phone contact. Of the 102 clients who
actually were reimbursed for project expenses by JVFF funds, 15 have
reported completed joint or cooperative venture agreements - a Success
rate of 14.7% actual. Approximately 1000 new jobs are expected to
result from the 15 new ventures formed with JVFF assistance. IESC's
original estimate was the generation of1,275 jobs ( 75 jobs per venture
times 17 ventures). Although, the results to date fall short of the
mark,it is believed that the 1275 estimate will be reached or exceeded
within 1 to 2 years. The lag time identified by AID and IESC research
relative to the establishment of a new venture is 18 months to 3 years.
However, using figures to date, $605,527 was spent for JVFF
administrative and project reimbursements therefore, the cost per job
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created amounts to $605 per job.

In summary, the JVFF Program underscored the difficulties facing for
small to medium-sized firms atempting to proceed with non-traditional
venture ideas. These businesses often find LDC assistance difficult or
impossible to obtain. Many of these businessmen reported that if a
venture is not of significant size or a businessman not of sufficient
importance or the project is not qualified for micro-enterprise
assistance, it will usually fail. The average SME or entrepreneur cannot
afford to pursue new venture idea without outside financial and
informational assistance.

The JVFF experience has demonstrated IESC's ability to provide a
critical information, planning and funding source for these smaller,
more innovative venture projects. Additionally, coordination with IESC
Country Director offices, USAID Missions, local business organizations
and U.S. businesses and entrepreneurs has provided important
information and linkage opportunities for U.S. and LDC clients during
the early stages of venture development. It is important to note that,
although the venture agreements formed through the JVFF were not
large in scale, they did generate about new jobs, bring exposure to new
technologies, introduce non-traditional businesses and access to new
markets to LDC economies badly in need of and seeking new avenues
for expansion.



B. Program Results
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JVFF Program Administration

JVFF staff organized and directed the administration of $739,267
of JVFF funds. The amount of $489,749.00 was available to fund
projects; $249,518 was used by IESC to pay for operating expenses
for 24 months of the 37 month period. - including the publication
of a research document. ( See "Lessons Learned:). Administration
of the JVFF was provided at no cost during the last 12 months to
Dec. 31, 1988 period. The sum of $356,008.09 was paid out in the
form of reimbursement grants to clients. The remainder of the
JVFF grant - $133,740.32, will not be drawn down from the Letter
of Credit from AID.

JVFF Applicants/Projects

500 inquires were fielded and routed by JVFF staff

296 applications were received and reviewed for eligibility
155 projects were approved for JVFF reimbursement grants.
102 clients submitted project cost reimbursement requests

Benefits Accrued( to individuals, regions, the U.S. and
AID interests)

JVFF funds were credited by clients as being crucial to the
formation of 15 joint/coventures.

Research materials resulting from the JVFF were used as the

basis of several conferences and seminars conducted during 1985 -
1986. (Appendix: JVFF Program Report 1985-1986) Participants
included U.S. public and private

sector individuals responsible for policy and technical issues
relating to economic development programming. Other participants
included interested small to medium-sized firms and individuals.

The JVFF research funds were used to produce background
7
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material and data on specific venture development cases. A
research document title "International Joint and Coventures" was
also produced and currently being printed. This publication(a
galley copy is included in the Appendix) describes and evaluates
joint and cooperative venture characteristics, as well as
recommendations concerning private enterprise planning and
development initiatives of USAID and other development
institutions.

4. Lessons Learned

. The JVFF program established the importance of assistance
funds to SMEs in joint venture planning and project development.
JVFF support funding enabled clients to access information and
assistance in project development. JVFF funding gave added
confidence to clients who, in some instances, would have been
reluctant or unable to move forward with venture plans because
of the financial risks inherent in early venture development.

. U.S. clients often choose to seek private funding as opposed to
becoming involved with the time-consuming application and
reporting processes required for government aided funding
sources.

. U.S. clients are reluctant to enter into venture agreements with
local firms or governments who seek majority ownership

. U.S. SMEs believe they are not always taken seriously by local LDC
governments , USAID offices or prospective LDC partners.

. However, many clients reported that JVFF funding, and the
association with IESC,added credibility to their projects when
dealing with local governments, financial insitutions and even
prospective clients.

. U.S. consultants report spending extensive time and money on the
investigation of potential venture projects only to suffer financial
losses when they cannot collect fees or expenses from clients.

. Although most U.S. businessmen consider their expertise or
experience to be assests with monetary value to a project, most
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funding sources do not value these assests when reviewing
loan applications.

The JVFF program proved to filled a gap in private sector
development planning. Although most CBI countries have
programs that encourage significant foreign investment or large-
scale export activity, the SME has difficulty qualifying for
assistance programs. Small projects do not receive encouragement.

The JVFF dealt with smaller projects not related solely to direct
foreign investment or export promotion. The joint or cooperative
venture activities supported by JVFF generally did not involve
large capital investments. Technology transfer was a major
component of many JVFF projects.

JVFF research findings indicated that extensive outreach to U.S.
firms and entrepreneurs is esstential to promoting the venture
opportunities available in less developed countries. Based largely
on JVFF research, IESC developed Trade and Investment Services
Country Investment Programs to conduct trade and investment
programs for USAID Missions in over 18 countries in various
regions, including, Asia/Near East, Latin America/Caribbean and
Africa. These are comprehensive programs involving staffing in
both the U.S. and LDC. At present, 4 IESC/Trade and Investment
Services Country Investment Programs are underway in Egypt,
Yemen, Belize, the Dominican Republic .TIS programs are scheduled
to begin in January 1988 .Morocco and Guatemala. Two IESC/ Trade
and Investment Services(TIS) Country Investment Programs
(Belize and the Dominican Republic) administer JVFF-type client
reimbursement funds. These programs are designed to help both
U.S. and LDC firms prepare to participate in the emerging global
economy.

IESC Trade and Investment Services has also developed
complementary programming which provides U.S. networking
outreach to USAID Mission countries unable to afford full trade and
investment program staffing in both countries and/or client
reimbursement funds.

One of the most limiting factors in administering the JVFF, and the
primary reason why IESC was unable to disburse all the
reimbursement grant funds available for the JVFF program,was the
inability to properly promote the program to U.S. businesses. The
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JVFF program would have benefited grealty if a separte
promotional line item had been written into the budget. All new
IESC TIS program proposals include line items for marketing and
promotional staff and materials.

JVFF staff firmly believes it would have been able to generate
more applications- and thus expend more JVFF funds - if IESC had
been able to more widely promoted the existence of the JVFF
Program. JVFF's limited promotion activities generated well over
500 inquiries; 296 applications were received by JVFF staff. These
inquiries were the result of only two press releases to appropriate
business news publications, two program development activities
and IESC Country Director promotion. This considerable response
indicates that a significant interest and desire existed for

assistance which could help reduce the costs/risks of early venture
exploration by SME's and entrepreneurs. Although the JVFF ceased
operating in September 1988, IESC is still receiving inquiries
about the JVFF at the rate of about 5 per week. Those inquiries
are now directed to the TIS Country Investment Programs in Belize
and the Dominican Republic where JVFF type funds are available.

A detailed report of the first year of the JVFF experience can be found
in the Appendix : JFVV Program Report 1985-1986 (February 1987).
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. THE JVFF TECHNICAL APRPPROACH

As proposed in the Business Plan, the JVFF provided client companies
access to partial reimbursement of early venture expenses that were
preapproved by the JVFF Review Committee.

Consistent with the IESC's requirement that a client contribute
significant monetary resources to a project in order to prove serious
commitment, clients were reimbursed only up to 50% of approved
project expenses (up to a total of $15,000 of JVFF funds). IESC required
that clients submit extensive expense documentation and a formal
report of project activities and findings before reimbursements were
made. This stipulation enabled JVFF staff to check progress toward
venture agreements at various stages of the venture development
process.

The JVFF funding supported a number of early venture activities.

The types of activities/expense normally approved by the JVFF Review
Committee inciuded:

1) Partner search activities, (travel, per diem expenses)

2) Feasibility studies and market research studies (including IESC
ABLE research studies, outside consultants)

3) IESC Volunteer Executive Technical Assistance projects
4) Other pre-approved activities (communications, legal,

accounting and ground expenses) required in the initial stages of
new venture explorations.

11
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The JVFF required applicants to complete a relatively detailed
application form. The application required :

« bank and business or professional references,

« a detailed business plan for the proposed venture project,

« background information about the applicanthis/her firm,his/her
potential partner (if identified), any consultants requested.

» a schedule of tasks and

* a detailed estimate of anticipated costs for which funding was
requested. (Sample application included in next section).

JVFF staff, in reviewing applications for JVFF funds conducted a basic
evaluation of project viability. = Review Committee consensus for
approval of JVFF funding was reached based on evaluations of business
plans and background information supplied by the applicant. The
Review Committee was not structured to carry-out an in-depth
technical analysis of project plans. A client's willingness to support half
the costs of the project under review, a projects potential for advancing
AID objectives i.e.

* Increased SME investment in LDC

* Increased U.S. technology and skill transfer
» Increased non-traditional exports

» coordination of IESC/AID resources

and the JVFF Review Committee's assessment of all expenses anticipated
were judged fair tests of serious intent and sufficient to warrant
approval of grant funds under the JVFF guidelines. The JVFF staff
determined after a number of months experience with JVFF clients,
that the most productive use of JVFF funding was for travel costs and
market research. These costs generally covered expenses of incurred
by the U.S. applicant to search for or meet identified partner or
government officials, seek sites and or facilities, locate raw materials
and labor forces, conduct feasibility studies, seek local financing and or
negotiate the deal.
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Often the services of consultants were requested. Depending on the size
and sophistication of the project, the JVFF Review committee would
approve the reimbursement of consultant costs of up to $250 a day for
5-30 days.

As documented in the JVFF Program Report - February 1987- (see
Appendix), a substantial number of CBI country firms' requests for
JVFF assistance originated with the IESC Country Directors. These
applicants requested assistance in identifying potential partners. CBI
country applicants requesting assistance in partner searches were
offered JVFF funds to cover half the costs of IESC ABLE reseach studies
to assist with potential partner searches in the U.S. As a result of the
need identified by JVFF experience, ABLE research studies are now
being offered to U.S, firms seeking partners in LDCs. Many U.S.
entreprenuers or firms were able to present applications that identified
potential partners. These partners were generally business
acquaintances or partners identified as the result of previous business
activity in or knowledge of that country or region. In many cases,
however, U.S. applicants were provided with assistance in locating
potential partners through local USAID Missions or other AID funded
private sector institutions.

13
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B. Tracking JVFF Pro!ects - Statistics/Forms

During the 37 months of the JVFF, over 500 inquiries regarding
program funding were processed. JVFF staff reviewed and processed
296 applications and approved 155 projects for JVFF funding
contributions. A total of 102 projects actually received JVFF
reimbursement funds.

1. Projects

Approved JVFF projects were tracked relative to:

a) Business Sector ( Agribusiness, Light industry, heavy industry,
Mariculture, Processed foods)

b) Type of Project
¢) U.S. Partner
d) CBI Partner

e Source of application initiation: Referred byIESC Country
Director/U.S. govt. agency /other

f)  Project Status : completed, venture reached, cancelled

g)  Utilization of IESC resources - i.e. ABLE research studies,
Volunteer Executives.

h) Approved JVFF 50% funding
i)  Funds Paid out to client
j). Amount of approved funding unspent

k) Amount of approved funding returned to general fund

A full statistical report is included in the Appendix.

14
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Forms
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The following forms were developed by IESC to track each project
application and include:

1)
2)

3)

4)

JVFF application form
Review committee forms:
Project evaluation
Project/.funding approval notice to client

Reimbursement forms

Project summary sheet
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INTERNATIONAL EXECUTIVE SERVICE CORPS
8 STAMFORD FORUM, STAMFORD, CONNECTICUT MAILING ADDRESS: P. 0. BOX 10005
(203) 967-6000 CABLE EXECORPS STAMFORD, CONNECTICUT 06904-20

IESC'S LIMITATIONS IN ASSISTING YOUR COMPANY

Please read carefully the following terms and conditions.

Accepting the enclosed materials or volunteer assistance
indicates your agreement to these conditions. If you do not
agree, please return enclosed materials to IESC and contact oux

representative to review the expected efforts of IESC staff or
volunteers.

IESC's trade and investment services provides general information,
including the identification of companies that might act in
partnership or other ccoperative relations. Through its unique
networks, IESC can collect and report to clients a wide variety
of information and comments. IESC is not involved in detailed
feasibility work nor does it act as prcfessional counsel for
clients. Accordingly, IESC cannot take responsibility for the
completeness of information or advice provided to clients nor how
the information is wused. Since IESC acts as an information
gatherer and limited technical advisor, the responsibility for
the ultimate viability of a rpartnership, contract, or other
arrangement belongs solely to the cperating partners.

IESC will make its best efiforts to report information and provide
comments as they are developed. This information and advice is
provided only as a background for the <client for their own
particular business plan and decision making. IESC strives for
accurate, complete reporting, but it cannot guarantee the
accuracy or completeness of the information provided to clients.
In all cases, clients should conduct their own investigation and
analyses of information and options, and shall excercise their
own judgment to evaluate a pctential business partner or venture.



IESC VENTURE ASSISTANCE FUND
IESC Trade & Investment Services

APPLICATION

Name: Requesting Organization/
Intermediary:

Office Address and Country:

Telex Address:

Telephone:

Principal Officers:

. ——

PARTNER A (HOST COUNTRY)

Name:

Office Address
and Country

Telex Address:

Telephones.

Principal Officers

Name: Title:

PARTNER B (U.S.)

Name:

Office Address
and Country

Telex Address:

Telephone:

Principal Officers

Name: Title:

l-----II---I-----.--------------------

LEGAL FORM OF ORGANIZATION (Corporation, Partnership, etc.)

PARTNER A

PARTNER B



PRINCIPAL BUSINESS: Products and Services (Manufacturer,
wholesaler, retailer, contractor, etc.)

PARTNER A (HOST COUNTRY) PARTNER B (U.S.)

Annual Sales Volume in Annual Sales Volume in

Uos- $ _ L . UOS' s .,

Year established == Year established ~
Number of employees o Number of employees

Foreign licensing agreements, if any. Products included.

Location of manufacturing plants

Location of branch sales offices/subsidiaries

BANK REFERENCES

PARTNER A (HOST COUNTRY) PARNTER B (U.S.)
Bank _ Bank ]
Telephone . Telephone .
Account # o Account # @ .
Account Name ) Account Name _

 — BUSINESS REFERENCES o mm—

e -

PARTNER A (HOST COUNTRY) PARTNER B (U.S.)
Name _ , .. Name
Address L o Address. N
Telephone — Telephbne:: , _
Relationship N ) Relationship




B — ' _RE"QU' EO T FOR A o T —— '

I.

BUSINESS PLAN: Please attach a concise business plan for

the overall project or venture.

II.

III.

Iv.

BACKGROUND INFORMATION: (attach additional pages if necessary)

l. Explain: Purpose of request. Expected use of program fund
(Attach: Supporting background information such as-

research studies/surveys pertinent to project feasibility.

FUNDING REQUEST

l. On separate sheet, present in a. clear format a.
detailed 1list of the specific costs for which funds
are requested.

a.) Specify cost categories (i.e. travel, per dien,
ground costs, consultants,etc.)

b.) For travel costs, describe purpose of trip, person
travelling, travel dates.

c.) For consultants, show daily pay rate, estimated

number of work days.

d.) Calculate costs in each category.

e.) Calculate total project costs

PROJECT TIMING

Present an approximate calendar for the steps planned in-
this project's development.

s
r\’



b

SUMMARY SHEET
L

1. Summarize the overall purpose of this project.

2. Explain the importance of the IESC funding request.

3. Detail the following:
a) Specific purpose of proposed trip (s).



b) Specific tasks for which funding is requested.

c) Roles of consultants (state names, at what rate they will
compensated and by whom. Attach resumes of all
consultants.)

4. Describe the roles of the potential partners.

a) What will each partner contribute to the
project?

b) What will be the involvement of each partner in an on-
going venture?



What type of on-going venture is expected to result betwee
the partners?

What socio-economic benefits will the proposed venture
provide to the host country?

Estimate the number of jobs this project is expected
to create.



L

U.S.

A.I.D. PER DIEM ALLOWANCES

U.S. VIRGIN ISLANDS

(as of November 1, 1987)
COUNTRY o o RATE & MONTHS
ANTIGUA 154 5 /1 11/30
207 12 /1 4/30
BARBADOS 120 4 /16 12/14
193 12/15 4/15
BELIZE 88
BRITISH VIRGIN ISLANDS 79 5 /1 11/30
92 12/ 1 4/30
COSTA RICA 82
DOMINICA 87
DOMINICAN REPUBLIC
LA ROMANA 89 4/16 12/14
200 12/15 4/15°
SANTO DOMINGO 78 4/16 12/14
85 12/15 4/15
OTHER 54
EL SALVADOR SAN SALVADOR 77
OTHER 39
GRENADA 121 5/1 11/30
150 12/1 4/30
GUATEMALA
GUATEMALA CITY 88
OTHER 45
HAITI
PORT AU PRINCE 86 4/16 12/14
CAP-HAITIEN 73
HONDURAS
SAN PEDRO SULA 86
TEGUCIGALPA 92
JAMAICA
KINGSTON 125
MONTEGO BAY 132 5/ 1 12/14
172 12/15 4/30
MONTSERRAT 100 5/ 1 11/30
120 12/ 1 4/40
NASSAU, BAHAMAS 150 5/ 1 12/14
190 12/15 4/30
PANAMA
PANAMA CITY 97
CANAL AREA 97"
ST. CHRISTOPHER AND NEVIS 105 5/ 1 --11/30
132 12/ 1 4/30
ST. LUCIA 92 5/ 1 11/30
114 12/ 1 4/30
SAINT MARTIN 139 5/ 1 12/14
208 12/15 4/30
ST. VINCENT & GRENADINES 123 5/ 1 11/30
143 12/ 1 4/30
TRINIDAD & TOBAGO TOBAGO 112 4/16 12/15
165 12/16 4/15
TRINIDAD 140

N

e

.



VENTURE ASSISTANCE FUND
IESC TRADE & INVESTMENT SERVICES

REIMBURSEMENT GUIDELINES
(as of March 30, 1986)

Reimbursements will be based on prescribed percentages of: the
approved project costs subject to the following limitations and
guidelines: :

AIR TRAVEL AND TRANSPORTATION COSTS

1. a) The client is required to present for approval, an
itinerary for each planned international trip financed
by his grant. The itinerary should indicate the following:

Name of traveler(s)

Purpose of the trip

(contacts to be made-businesses,
individuals,associaticne)
Origin/destination

Dates of travel

The itinerary must be submitted to the FUND at least three
weeks prior to departure.

b) Air fares must be obtained at-the lowest possible cost.
Air fares will be reduced to standard coach rates, where
applicable. Adequate . documentation for all air
transportation expenditures is required.

¢) Reasonably priced ground transportation costs shall be.
allowed. Adequate documentation of all ground
transportation is required.

d) Per diem allowances are to be pro rated on the first - day
of travel and the last day of travel. (See A.I.D. Handbook
22, page 9a47, section 155 for further details). 1In:
addition, per diem allowances are not available for
personal time spent during a trip (i.e. a.side trip to
see relatives, friends or to conduct personal business.)

e) For further details regarding acceptable travel expenses
under A.I.D. funded projects, see the A.lI.D. document
entitled Air Travel and Transportation, October 1984.

2. The client is required to present, for approval, an itinerary
for each planned trip within the U.S. financed by this grant.
(Use the same guidelines set forth above: la-e). :v{



3. The Fund is not to be used to reimburse overhead costs
( i.e. office rents, secretarial services, equipment rental
etc.) incurred by the client, U.S. partner or foreign firm.

4. Generally, no expenses incurred by a client will be reimburse
prior to a formal written approval of the project and paymen
by the client of said expenses.

PER DIEM EXPENSES

1. All international per diem allowances are to be guided by th
rates set forth by the U. S. Department of State. Th
allowances for foreign areas are stated in the Standardize
Regulations (Government Civilians, Foreign Areas). Thes
regulations, along with a rate schedule listing individua
per diem allowances by country are available, upon request
from the U. S. Department of State. Write to: Superintenden
of Documents, U. S. Government Printing Office, Washington
DC 20402. A schedule of per diem rates for selected countrie
is included in this package.

2. Per diem allowances within the United States will be: guide
by A.I.D. Handbook 22 and the standards set- fort

therein. (See pages 9a49 through 9a60) in A.I.D. Handbook 22
November 1985).

-

CONSULTING FEES

l. Independent consulting fees are permissible with the
following limitations:

a) The U. S. partner and foreign partner are precluded fro
charging consulting fees for themselves or- thei
employees. Consulting fees are to be charged b
independent consultants working with, not for, the clien
(The independent consultant can not be: 1) employed b
either the client or partner or any of it
subsidiaries; 2) a shareholder of either the client o
.partner or -any of its subsidiaries; 3) related to th
client or partner in any way which might be considered a
a non-armslength relationship.)

b) The independent consulting fees should be charged at a
armslength rate, not to exceed a predetermined amount pe
day. The predetermined amount will be specified i
writing by the Fund in its commitment letter.



¢) The qualifications of any consultant involved with a Fu
project must be included as part of the documentation
the Application.

d) Proof of client payment to the independent consultant £
services rendered ( invoice, cancelled check a
consultant's report) must be attached to. <client
invoice submitted to the Fund.

OVERALL GUIDELINES

1. All expenses submitted for reimbursement must be accompani
by the appropriate documentation (i.e. airline tick

receipts, taxi receipts, credit card receipts, hotel bi
etc.) . ’

2. Requests for payment will not be processed unless a
appropriate documentation has been included.

3. Expense reimbursement usually takes between 6 to 8 week:
Please do not call regarding the status of your invoice. A
questions regarding your invoice should be in writing a

should be submitted along with any appropriate additiomn
documentation.

A.I.D. REGULATIONS AND GUIDELINES

All projects receiving grant commitments from the IESC Ventu
Asgistance Fund are subject to the regulations and guidelines si
forth by the U.S. Agency for International Development (A.I.D.

It is the responsibility of the client to abide by these rul
and requlations.

If any statements made in this document conflict with regulatio:
set forth by A.I.D., A.I.D. regulations will take precedence.

36



Review Board Decision Notes

Date Project#

Filled out by Proj. Name

Board members present

Approval/Rejection Rationale

Ret checked? Plan adequate?__

Grant Commitment
Category Total

Approved
Expense

TOTALS

Total
Contribution




Grant Fund Pre-Review Worksheet

Date Projectt

Filled out by Proj. Name
Bank/Reference Check

_____Checked in-country

" _Checked in U0.S. by Date
Name Phone

Acct#

Comments




INTERNATIONAL EXECUTIVE SERVICE CORPS
8 STAMFORD FORUM. STAMFORD. CONNECTICUT
TELEPHONE (203) 967-6000 MAILING ADDRESS: P. O. BOX 10005

TELEX 4750174 (INTEXUI) STAMFORD, CONNECTICUT 06904-2005
FAX (203) 324-2531

Date
Assistance Fund:
Country:
Project #
Project Type:

Client:

The IESC VENTURE ASSISTANCE FUND is pleased to inform you that
your application for funding has been approved. The expenses [ESC
has committed to partially reimburse are based on your application.
The categories and amounts approved are detailed below.

CATEGORY TOTAL APPROVED REIMBURSEMENT

EXPENSES COMMITMENT
(in U.S. $) (up to %)
TOTALS

Please note the the Fund can reimburse expenses which were
incurred after .. which was the date we received
your funding application. In other words, we can reimburse
expenses incurred prior to your receipt of this letter subject to the
limits outlined above. Once expenses have been incurred, please




forward an invoice with all appropriate doumentation to the address
below. When submitting an invoice, include a detailed report of
activities completed and results.

Approval is subject to AID and IESC Venture Assistance Fund
guidelines. In addition, note:

1. All expense reimbursements are subject to Fund approval.
All reimbursable expenses must be paid by the client prior
to submitting an invoice. Invoices must have back-up
receipts attached.

3. All invoices should include detailed explanations of each
expense in a clear format. (Suggested invoice format
attached.)

4. A current status report on the project must be included with
each invoice.

Please read carefully the attached Reimbursement and Per Diem
Guidelines. These guidelines are not intended to cover every
situation, nor are they to be considered binding on the IESC
Assistance Fund. All guidelines are subject to change. Oral
statements by Fund personnel will not be considered binding. Final
approval of all reimbursement requests remains with the Fund.

If you have any questions regarding the enclosed material, please
contact the Fund office.

As confirmation that you received this approval package and agree
to the conditions and limitations described herein, please sign below.
Keep a copy of this approval for your records and return pages 1 and
2 to:

IESC Venture Assistance Fund

440 Middlesex Road

Darien, CT 06820

Name:
Title:
Signature:
Date:

Enclosures



INVOICE REVIEW

Reviewer:

Project Name:

Project and Invoice #
Date of Review:

TOTAL
COSTs ALLOWABLE
ITEM CLAIMED EXPENSES

VAF

L4 i



TO: Hobart Gardiner

FROM:
RE: Venture Assistance Funds Client Invoice DATE:
Attached please find Invoice for Project

covering expenses incurred under the

4/22/88



VENTURE ASSISTANCE FUND CLIENT INVOICE

Payable from which fund

PROJECT AND INVOICE #:

TOTAL GRANT COMMITMENT (UP TO) $

PAYMENT TO DATE AS QF

ceesesesesd

BALANCE AVAILABLE..........----.........-.......s

TOTAL AMOUNT OF EXPENSES REPORTED.....$

ADJUSTMENTS...................-.......s

TOTAL AMOUNT SUBJECT TO REIMBURSEMENT.S

VAF SHARE = $ =

Cececcscscccscccasreasaassannesd

GRANT COMMITMENT REMAINING.:¢sooscceccccsscccossccccss®

PAYABLE TO:

SEND TO:

.



NOTICE OF COMPLETION OF IESC VENTURE ASSISTANCE FUNDING
DATE

PROJECT NAME AND #

COUNTRY

FUND

CLIENT

This is to inform you that the assistance grant commitment by
IESC for the above project has been terminated and that our
commitment to reimburse approved expenses is hereby ended.

TOTAL GRANT COMMITMENT....... $

AMOUNT PAID......III..‘.......S

UNEXPENDED COMMITMENT....cec..$

The unexpended commitment, if any, is cancelled and is not
available for further use.

If you have not already done so, please submit a discussiop of
the current status of your venture efforts and your expectations
for the future. Specific information on project outcome, the
impact of funds received, etc. is especially helpful. We welcome

any additional comments, suggestions, or ideas that you feel are
appropriate.



NOTICE OF VENTURE FUND ASSISTANCE PAYMENT

PROJECT #, NAME, FUND:

CLIENT:

Please find enclosed reimbursement from IESC for the prescribed
percent of your recent expenses.(See line F) Below we have
indicated the current status of your funding:

A. TOTAL GRANT COMMITMENT (UP TO) $

B. PAYMENT TO DATE NOT INCLUDING THIS CHECK......S$

C. YOUR EXPENSE REPORT AMOUNT...cecovccscccsoccssd

D. ADJUSTMENTS.....-o..--ooooo.oo-ooo.ooooooo.ooos

E. TOTAL ALLOWABLE EXPENSESIl........-...........s

F. VAF SHARE...(

%)Oooootooo-oo.--ooooo.ooos

G. COMMITMENT UNEXPENDED (A = B = Fluceeeoocooosed

ARE UNEXPENDED FUNDS AVAILABLE FOR FURTHER USE?...... YES / NO

Note that further use of unexpended funds is subject to any VAF
regulations, procedures, conditions or restrictions--including
line item limits noted in original approval letter. The
unexpended amount above does not reflect invoices that may have
been submitted but not yet processed.

cc: project file

-f}..“r}



REQUEST FOR VAF PAYMENT

Project #

Project name

Pay from which fund?

NAME OF REQUESTING ORGANIZATION

VAF TOTAL GRANT COMMITMENT (UP TO)

VAF PAYMENT TO DATE AS OF

BALANCE AVAILABLE

CLIENT INVOICE NUMBER

TOTAL AMOUNT OF EXPENSES REPORTED

ADJUSTMENTS PER VAF, IESC, OR
AID GUIDELINES/REGULATIONS

DATE OF INVOICE

TOTAL AMOUNT SUBJECT TO REIMBURSEMENT

VAF SHARE = % =
UNEXPENDED COMMITMENT

1ST REVIEW BY

DATE

2ND REVIEW BY

$

DATE

FINAL SIGN OFF

DATE




JVFF/12/29/88

C. Evaluation Criteria for JVFF Program
1.) Success/Failure of JVFF Program

In order to evaluate the relative success or failure of the JVFF Program
the JVFF staff was asked by AID to address the following questions :

Did the Program contribute to

» Increasedsmall and medium-sized busineess investment in
LAC?

+ Facilitation of U.S. technology and skill transfer?
» Increased host country non-traditional exports?
+ Improved coordination with Missions and IESC activities.

Involvement of IESC and Missions - use of IESC resources,
appliccations intitiated by IESC country Director or Mission or
Missions supported associations

The JVFF staff tracked each project funded with respect to the above
criteria. Although each project was carefully followed and a full "jacket”
kept on file and constantly updated as information was received by
mail or telephone, it was impossible to calculate actual results until real
ventures were formed. As venture agreements began to occur, the JVFF
was able to accumlate evaluation data.
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JVFF/12/29/88

2 Venture Agreement Profiles

As a result of the JVFF, clients report that 15 ventures have been
formed. It is anticipated that additional ventures will eventually result
as an outgrowth of the program. AID and IESC research states that it
normally takes from 18 months to 3 years for a new venture to form -
from the idea stage to formal agreement.

The Project Agreement Profiles following this page will describe:

1) Projects and types of agreements reached as reported to the JVFF
staff by the client companies involved.

2) Time frame of JVFF involvement in venture( from application to
reimbursement)

3) The amount of JVFF funding reimbursed to clients;

4) Benefits to both U.S. and LDC (jobs created, technology/skills
transferred, traditional and non-traditional export activity

5) IESC or other assistance to the venture

6) The source of JVFF application initiation (i.e. suggested by IESC CD,
AID,OPIC, etc.)

The JVFF budget did not permit on site verification by JVFF
staff of these reported venture agreements. In certain cases,
IESC CDs were able to visit or talk with local partners to
verify accuracy. Virtually all venture results were confirmed
solely by telephone or written contact with the client
companies.

17 n
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JVFF/12/29/88

PROJECT AGREEMENT PROFILES

1. J0051 EL SALVADOR (Sawmill)

Applied:11/7/85
Completed: 4/3/88

JVFF Reimbursement Funds: $9,908.18
Agreement:

50/50 equity sharing Joint venture formed between Huna Totem Corp.
( U.S.) and El Pueblo de C.V.S.A.(El Sal) establishing Salvador Alaskan
Lumber Co. 340 acres of land purchased at La Union.

Purpose: to create a market for non exportable Alaskan saw logs in El
Salvador. The logs would be processed in El Salvador into lumber for
local and export purposes.

BENEFITS: To El Salvador

1) The import of raw materials for local construction and
manufacturing

2) Employment of estimated 60 + workers

3) Increased foreign exchange

4) U.S. investment in LAC small business

To U.S.

1) New market for unexportable logs

2) Importing low cost products necessary to Alaskan marketplace in
empty container ships

Assistance: Travel and feasibility costs reimbursed

IESC/MISSION Involvement: Application for JVFF initiated and
facilitated by IESC CD.

18



JVFF/12/29/88

2. JO065 - DOMINICAN REPUBLIC (Silk Scarves)

Applied:12/85
Completed:6/87

JVFF Reimbursement Funds: $11,924.29
Agreement:

Joint venture formed between JBM Associates (U.S.)and AFORMERO (D.
R.).

Purpose:to create and produce hand-painted, high-quality silk scarves
of two sizes (43"x 43" and 12" x 60") for the Dominican Republic and
U.S. small-boutique and tourist markets. Project involved training and
employing wives and daughters of local sugar farmers and sugar
plantation cutters. This will be a multi partner venture with the
partners sharing equity on a percentage basis.

BENEFITS: To Dominican Republic

1) Increased employment by rural workers(est. at full capacity of
100+)

2) Increased foreign exchange

3) Development of pool of workers with marketable
skills

4) Access to U.S. markets

5) U.S. capital investment in D. R.

To U.S.

1) Increase in production capability and cost
reduction

2) New market in D.R.i.e /tourist trade;
additional distribution in U.S.

3) Additional sales staff required in U.S.( est. min. 2+ additional sales
staff)

Assistance:Travel, feasibility and market studies, consultant expenses
reimbursed.

19

i



JVFF/12/29/88

3. J0067 - MONTSERRAT (Shipbuilding)

Applied: 1/14/86
Completed:10/23/86

JVFF Reimbursement Funds: $ 6,276.15
Agreement:

Joint venture formed "C-Ships Ltd." between Romeo Cipriani (U.S.) and
John Jarvis of Montserrat, a Montserrat boat builder and fisherman. 15%
of stock issued to Mr. Jarvis.

Purpose: C-Ships, Ltd. will manufacture luxury sailing yachts for
export; invigorate tourist trade through charter service/lease back
operation; initiate use of larger, safer fishing vessels on a lease-back
program in order to expand Montserrat fishing industry. Eventual
establishment of fish cannery. Last contact with client 3/88 through
Mr. William Horner, indicates Mr. Cipriani has built 3 fishing vessels and
is fishing to capacity, other boats under construction.

BENEFITS:
To Montserrat:

1) Safer, larger-capacity fishing vessels for increased production and
local employment (est. min. 10 + additional at capacity)
2) Technology transfer to local ship building enterprises
3) Increased foreign exchange through sale of fish inter-island ( no
- estimates available as yet)
4) U.S. investment in LAC small business

To U.S.

1) Equipment exports - Engines, high- tech navigational equipment
bought from U.S. companies

Assistance: Travel and feasibility study costs reimbursed.

Application resulted from article prepared by IESC and
appearing in CBI Bulletin

20
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4, J0077- JAMAICA(Lawn mower repair parts)Applied:
1/4/86 Completed:10/27/86

JVFF Reimbursement Funds: $2,215.28
Agreement:

Cooperative venture (production drawback agreement) between
Antistatic Industries, Inc.(U.S.) and Marzouca Group Limited (Jamaica)

Purpose: to produce lawn mower replacement parts for export to U.S.
from steel sheet goods sent to Jamaica.

BENEFITS:
To Jamaica:

1) Non-traditional export

2) Increased foreign exchange (no actual numbers available at last
contact)

3) Initial increase in full-time employment: 15 + jobs

4) Technology transfer(training from U.S. partner)

5) U.S. investment in LAC

6) Access to U.S. markets for exported goods

To U.S.

1) Export of unfinished (sheet metal goods) materials

2) Lower production costs

3) Increased foreign exchange anticipated within two years

4) Increased profits for U.S. company to expand its distribution and
consequent ability to hire more U.S. sales/distribution workers( no
est. available)

(Surprise benefit: While in Jamaica, U.S. client entered
separate negotiations with two factories to produce garments
for the computer industry.)

Assistance: Travel costs reimbursed.

Application resulted from IESC article appearing in CBI
Bulletin
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5. J0102 - COSTA RICA -(Winter crops)

Applied:2/18/86
Completed:10/18/86

JVFF Reimbursement Funds: $6,006.78
Agreement:

Agreement reached between Pacific Agricultural Labs (US) Mr. Eduardo
de la Espriella(CR).

Purpose: Land was purchased to grow strawberries for sale during
off-season in U.S. Project was enhanced by availability of in-country
financial assistance.

BENEFITS:
To Costa Rica:

1) U.S. investment in Costa Rica

2) Initial employment of estimated 25 - 50 full-time workers
3) Increased foreign exchange expected

4) Access to U.S. markets

To U.S.

1) Availability of off-season fruit

2) Increased market/distribution for U.S. company during off-season
which in turn means stability of U.S. jobs at end distribution point
where otherwise workers would be laid off until U.S. produce
ready for distribution.

Assistance: Travel and feasibility costs reimbursed.

Application facilitated by CCCA/ St. Lucia
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6. J0120 - NASSAU, BAHAMAS (Billboards)

Applied: 3/18/86
Completed:9/4/86

JVFF Reimbursement Funds: $2,350.00
Agreement:

U.S. client reported joint venture agreement between American Transit
Advertising and Mr. Michael Larrow to form Bahamian Media Network,
Ltd. for five year exclusive contract between BMN and Bahamian
Ministry.

Purpose: Establish transit and outdoor advertising agency. Contract
provisions include minimum net advertising royalties to Bahamian
government of $1,000,000 per year over the life of the contract; export
of substantial new technology from U.S.; and comprehensive training
program leading to employment of 15-20 unskilled and low-skilled
Bahamians. Also, contract provides the BMN, Ltd. with financial
resources needed to initiate an island-wide 8-sheet outdoor advertising
operation. (estimated 10-20 new jobs).

BENEFITS:

To Bahamas:

1) U.S. investment

2) Transfer of technology and training

3) Increased employment(15-20)

4) Increased foreign exchange via U.S. advertisers (est$1,000,000 per
annum Xx 5 years)

To U.S.

1) Export of equipment and technology

2) Revenues to U.S. company( percentage of advertising revenues)

3) Access to new market

Assistance: Travel and feasibility costs reimbursed.

23
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7. JO140- HONDURAS(Cucumbers)

Applied:4/29/86
Completed:11/6/86

JVFF Reimbursement Funds: $1,879.90
Agreement:

Agreement signed between Trabart International and Fruta del Sol
(Honduras)

Purpose: to establish a cucumber pickling plant during(phase one) and a
cucumber extract plant for cosmetics during (phase two.)Trabart
reported 1/27/88 that the agreement called for a capital investment of
$950,000 financed through the World Bank.

BENEFITS:
To Honduras:

1) Broaden income base for large Honduran company

2) Increase employment: 10 + new employees; extend employment
of 100 + seasonal employees by one month.

3) Increase foreign exchange

4) Access to U.S. markets

5) Transfer of technology/training from U.S.

6) Foreign investment

To U.S.
1) Export of equipment and technology
2) Increased revenues for U.S. company

3) Depending on volume, increase in sales staff in U.S. (min. 2)

Assistance: Travel and feasibility study costs reimbursed.
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8. J0178- BELIZE-(Wood Products)Applied:8/7/86 Completed:

9/16/87
JVFF Reimbursement Funds: $5,662.90
Agreement:

Agreement signed between American International Forest Products,
Ltd. and The Belize Timber Co.

Purpose: to produce wood veneer for the international market.
Machinery and equipment shipped to Belize
to a veneer mill established by partners.

BENEFITS:
To Belize:

1) Increased employment- estimated initial staff of
40 + new full-time employees(11/87), increased to 80 + when
operating at full capacity.

2) Increase foreign exchange

3) New technology

4) Access to world markets

5) Non-traditional export

To U.S.

1) Increased production capacity/serve world market needs
2) Equipment sales and technology transfer

3) Increased profits for U.S. company

Assistance: Travel costs reimbursed.

Application facilitated by IESC Country Director

25
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9. J0202 - HAITI (Handcrafts)Approved:10/6/86 Completed:
2/2/88

JVFF Reimbursement Funds: $8,555.50

Agreement: Agreement reached between Intercorp(Haiti) and U.S.
Partner Alario and Associates.

Purpose: to produce artisan-type handcrafts such as tapestries, hand-
crafted furniture, cane work etc. in Haiti with the aim of hiring local
workers, including the handicapped. Current cottage industry work to
be converted into "atelier" "under one roof operation.” As of 7/29/88,
actual production on hold due to political situation in Haiti. However,
arrangements have been made in Haiti to subcontract for
handwork(needlepoint, etc.) until actual factory operations can resume.
Arrangements made with North and South Carolina companies to
conduct training, supplied furniture and fabric to be finished in
Haitian atelier.

BENEFITS:* (Once production resumes)
To Haiti:

1) Training provided through factories in N.C. and S.C.

2) Increased foreign exchange

3) Increase in competency labor force/marketable skills

4) Increase in number of employees in the long-term( est. over 100
part and full-time)

To U.S.

1) Production drawback will increase capacity to meet market
demand in U.S. and Europe

2) Technology transfer

3) Increased sales

4) Increased foreign exchange for U.S. ( no est. available)

5) Increased employment for U.S. supplies/company(dependent on
volume of product available est. 2+ new jobs)

Assistance: Travel and consulting costs reimbursed.

Application facilitated by U.S. Department of Commerce in
Haiti

26
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10. J0212- HAITI— ELECTRO/MECH. ASSEMBLY

Applied:9/15/86
Completed:11/88

JVFF Reimbursement Funds: $1,716.77
Agreement:

Mr. Jean Robert Argant (Haiti) and Mr. Henry Pinto, Jr.(U.S.) and the
Florida Purchasing agency to incorporate in Florida.

Purpose: to establish an electro-mechanical assembly plant in Haiti.
BENEFITS:
To Haiti:

1) Non-traditional export

2) Technology transfer

3) Increased employment and training(est. 75+ jobs at full production)
4) Increase in foreign exchange

5) Access to U.S. markets

To U.S.:

1) Increased production capability lower costs

2) Foreign exchange as part of production draw-back

3) Enable greater distribution and ability to take
advantage of increased sales opportunities

Assistance: Partners contracted with IESC for and ABLE feasibility
study in addition to JVFF funds for travel and per diem for partner
meetings.

Application facilitated by IESC Country Director.
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11. J0232- COSTA RICA— VEAL PRODUCTION

Applied:12/15/86
Completed: 1/2/87

JVFF Reimbursement funds: $4,275
Agreement:

Agreement reached by FAR-GRO, with USDA approved Costa Rican
slaughter house.

Purpose: to slaughter, bone, vacuum package, box, freeze and ship
veal (bob)calves through Miami to U.S. markets. Originally project plan
included actual raising of veal and production and sale of milk replacer
(dried whole whey).

Costs of raising veal calves and importing dried milk products from U.S.
increased to the point of non-profitability.

BENEFITS:

To Costa Rica:

1) Increased employment (up to 30)

2) Increase foreign exchange (approximately $300M USD
in Year One.)

3) Technology transfer/veterinary supervision from U.S.

ToU.S.:

1) Provide U.S. sales, distribution jobs (min. 15 jobs)

2) Increase profits

3) Increase availability of veal on world market

Assistance: Travel costs reimbursed.

Application facilitated by CCCA.

28
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12. J0242- COSTA RICA - CERAMIC SUBSTRATES

Applied:1/16/87
Completed 11/87

JVFF Reimbursement funds: $3,125.25
Agreement:

New U.S. owned company established (50% financing secured in Costa
Rica.

Purpose: Company will export raw materials from U.S. and produce
high-tech ceramic substrates. U.S. market for the product is about $200
million per year. Basically only two manufacturing plants in U.S.
producing for end user. The rest of the demand is met by imports to
U.S. from South East Asia and by U.S. companies manufacturing for use
in their own products. These applicants were referred to IESC by U.S.
Embassy in Costa Rica.

BENEFITS:
To Costa Rica:

1) Non-traditional export

2) Estimated new employment in year one: 30+ full-time

3) Increased foreign exchange from value-added and spin-off
benefits.

4) Technology transfer/management expertise

To U.S.:

1) $1 million worth of machinery exported from U.S.

2) Raw materials exported from U.S.

3) Technology and training exported from U.S.

4) Production drawback will decrease amount of product
currently imported from Asia where no apparent benefit is
obtained by U.S. and CBI

5) MeetU.S. demand

Assistance: Travel and consulting costs reimbursed.

Application facilitated by U.S. Embassy contact.
29
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13. J0270 - GUATEMALA— GARMENTS

JVFF Reimbursement funds— $1,575.50

Agreement:

Simple sales agreement reach between Comercial VR and several
companies in Guatemala and El Salvador while continuing to reach 807
agreements with U.S. companies. Have had promising contact with U.S.
company representative in Guatemala who is interested in drawback
with Comercial VR.

BENEFITS:

To Guatemala:

1) Increase in foreign exchange (no estimate at this time as shipping

just began in Nov. 1988 for first exports to El Salvador.

2) If drawback agreement with U.S. goes forward as anticipated -
will have to increase employees - est. is 5-10 first year.

To U.S.

1) Fill U.S. demand for lower costs in production but will have value
added elements.

2) Theoretically, increase profits and need for new employees in
U.S. if successful on large scale. (no estimates available as this
is still in initial phases)

Assistance: Travel costs reimbursed.

Application facilitated by IESC CD.
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14. J0273 - HONDURAS - FURNITURE PARTS -

Applied: 9/20/87
Completed: 4/25/88

JVFF Reimbursement Funds: $ 2,621.50

Agreement:
Between NACO, Inc. (U.S.) and local partner/investor.

Purpose: NACO, Inc. to manufacture wooden chairs. U.S. partner
(NACO) to supply machinery and equipment used in manufacturing
process. Labor and raw materials to be supplied in Honduras. NACO
client reported (4/88) that plant site was purchased. Machinery and
technical expertise shipped to Honduras to begin plant operations end of
summer 1988.

BENEFITS:

To Honduras:

1) Increase employment and training( est. up to 30 jobs)
2) Foreign investment in Honduras.

3) Access to U.S. markets for Honduran product

ToU.S.:

1) Technology transfer

2) Export of U.S. machinery

3) Increased production capability/increased sales

4 Depending on volume, est. 5-10 new jobs.

Assistance: Travel costs reimbursed.
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15. J0287 - WOOD BLOCKS-BELIZE

Applied:12/30/87
Completed: 6/14/88

JVFF Reimbursement Funds: $1021.23
Agreement:

Agreement reached by Ames Corporation with Joe Loscot, owner of New
River Enterprises (saw mill) in Belize.

Purpose: to sell Ames discarded board feet of exotic woods /rough
milled and returned to U.S. for finishing as decorative wooden plaques
for trophies, etc. Estimated 1/2 million board feet will used in year one
(estimated minimum 30 new jobs) and $1 millions worth purchased
year 3. In third year the number of jobs produced in Belize should
exceed 100.

BENEFITS:
To Belize:

1) Increased employment by over 100 (new jobs) by
year three.

2) Increased foreign exchange

3) Income from sale of formerly discarded materials

Surprise benefit: Belizean partner invested $1,000,000 in
milling equipment to meet contracts. Has decided to expand
his operation to production of other finished wood products -
possibly "knock-down" furniture for export to Latin American
market and U.S.

To U.S.:

1) Supply of raw material (at low cost )not available

in U.S.
2) Increased U.S. employment (milling/sales)-est. 5 jobs
3) Increase in sales dollars for U.S. company.

Assistance: Travel costs reimbursed.
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III. STATISTICAL DETAIL
A. Project Funding Summary -

B. Charts
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JVFF FUND SUMMARY

Less

Less

$739,267.00
$249,518.00
$489,749.00

$489,749.00
$356,008.68
$133,740.32

JVFF LETTER OF CREDIT INCLUDING $300M EXTENSION
JVFF OPERATING BUDGET
AVAILABLE TO FUND PROJECTS

FUNDS AVAILABLE
FUNDS PAID OUT FOR JVFF CLENT PROJECTS
FUNDS REMAINING/RETURNED TO GENERAL FUND
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[KEY TO FOLLOWING STATISTICAL CHART:

VE IESC VOLUNTEER EXECUTIVE TECHNICAL ASSISTANCE PROJECT
L LEGAL ASSISTANCE

A IESC ABLE RESEARCH STUDY

F FEASIBILITY STUDY

D IESC VOLUNTEER EXECUTIVE DIAGNOSTIC PROJECT

c CONSULTANT

M MARKET STUDY

LCL CONS  LDC CONSULTANT

U.S. CONS  U.S.CONSULTANT

LCL REF LDC REFERRAL

U.S. REF U.S. REFERRAL

CD IESC COUNTRY DIRECTOR




JVFF STATISTICAL DETAILS 1985-1988

APPROVED PAID-OUT RETURNED

PROJECT SECTOR PROJECT TYPE US PARTNER CBI PARTNER FUNDING USED APPLICATION __ FINAL JVFF 50%  JVFF TO GENERAL
NUMBER FOR SOURCED BY STATUS _ FUNDING FUNDS FUND
JO001-ES AGRIBUS FIELD CROPS UNKNOWN AGRIDSA AT, CcD COMPLETED $13,750.00 $1,940.58 $11,809.42
J0002-ES LIGHT MFG CHEMICALS OLIN CORP QUINASA CD CANCELLED $10,000.00 $0.00 $10,000.00
JO004-ES PROC.FOODS GOOSE PROD. SCHILTZ FOODS INC./ ND AVAZ AT cD CANCELLED  $10,000.00 $0.00 $10,000.00
J0005-ES PROC. FOODS NOODLES O. KELERMAN (INVESTOR) FABRICA LYA ™ CcD COMPLETED $11,750.00 $2,043.75 $9,706.25
JOO06-ES LIGHT MFG METAL MKTG CAMLOCK/MDIV EMPIRE PROD. TALLEZA T CD COMPLETED  $4,000.00 $560.25 $3,439.75
JO007-ES  LIGHT MFG PLASTICS BEN G. INDUSTRIES MOLDEPLAST T cD COMPLETED  $3,300.00 $932.00 $2,368.00
JO009-CR  LIGHT MFG BRUSHES TBIBY ABLE STUDY BROCHAS Y PINCELES ATVE CcD CANCELLED  $8,770.00 $0.00 $8,770.00
J0010-DR AGRIBUS CUT FLOWERS A. H. ENTERPRISESMIAMI CONFIDENTIAL TF LCL/CONSULT COMPLETED $14,000.00 $13,821.90 $178.10
J0O11-HA PROC.FOODS FISH MEAL/STUDY UNKNOWN UNKNOWN TF LCL/CONSULT CANCELLED $11,000.00 $0.00 $11,000.00
J0022-CR  LIGHT MFG ELECTRONICS/STDY N/A NONE VE CINDE COMPLETED  $3,962.00 $3,962.70 $0.00
J0029-ES AGRIBUS PAPAYA/PAPAIN BASIC FOODS INTL FLA MERCADIO S.A. AT CD CANCELLED  $6,616.00 $2,052.00 $4,564.00
J0031-GU  LIGHT MFG RUBBER PRODUCTS DURKEE ATWOOD DITROSA ATVE CD COMPLETED  $9,750.00  $5,306.60 $4,443.40
J0032-CR AGRIBUS ORNAMENTAL PLTS VAUGHN JACKLIN CORP. EMBOTELLADORA INT. ATVE cD CANCELLED $11,305.00 $0.00 $11,305.00
J0033-DR  LIGHT MFG METAL TOOLS MARSHALLTOWN TROWEL CO PROMEDOCA T cD CANCELLED  $3,550.00 $650.00 $2,900.00
J0034-DR PROC. FOODS FROZ. COCONUT BASIC FOODS INTL/FLA EMPRESSAS AGRIMAR ATD cD CANCELLED $11,500.00 $0.00 $11,500.00
J0035-HO PROC. FOODS HONEY PRODUCTS CCPOLLENCO EXPORTADORADEMIEL T FIDE CANCELLED $10,000.00 $0.00 $10,000.00
J0036-HO LIGHT MFG ELEC. ASSEMBLY MIDCONTINENTAL CONST./KS DINA TF FIDE CANCELLED  $3,500.00 $0.00 $3,500.00
J0037-HO LIGHT MFG METAL PRODUCTS  SWIFTIEAA IMMECA TF FIDE CANCELLED  $3,000.00 $0.00 $3,000.00
J0038-HO LIGHT MFG SPORTING GOODS  SPORTS & LEISURE MARIA SELANO TF 4 FIDE GCANCELLED  $9,500.00 $0.00 $9,500.00
J0039-CR  PROC. MFG SPICES MCCORMICK UNKNOWN CINDE CANCELLED $961.00 $0.00 $961.00
JOO40-DR  LIGHT MFG TABLE LAMPS IDENTIFIED BY ABLE ALFARERIA ARTISTICA AT cD COMPLETED  $1,050.00 $314.73 $735.27
J0047-HO LIGHT MFG NEW PRODUCT UNKNOWN MAKO S A. TF FIDE COMPLETED  $2,500.00 $0.00 $2,500.00
J0048-HO LIGHT MFG VENTURE CAPITAL UNKNOWN TEXTILE MAY S.A. TF FIDE CANCELLED  $1,500.00 $0.00 $1,500.00
J0049-HO PROC. FOODS FOOD PROC. UNKNOWN INVERSIONES AGROIND. AF FIDE CANCELLED  $6,000.00 $0.00 $6,000.00

S



J0050-HO
JO051-ES
J0052-GR
JOO57BAR
J0058-CR
JO059-HA
JO060-HA
J0062-DR
J0065-DR
Jooe7-SL
J0070-CR
J0074-TR
JO076-BE
J0077-JA
JO078-ES
J0084-PA
J0090-CB
J0092-TR
J0094-JA
J0097-HA
J0098-JA
J0101-JA
J0102-SL
J0103-DR
JO104-JA
J0105-CR
JO107-HA
JO109-ES
J0110-HO

JO111-JA

LIGHT MFG
HEAVY INDUS.
LIGHT MFG
PROC.FOODS
SERVICE
AGRIBUS
LIGHT MFG
AQUACULTURE
LIGHT MFG
HEAVY INDUS
PROC. FOODS
AGRIBUS
AGRIBUS
LIGHT MFG
AGRIBUS
AQUACULTURE
LIGHT MFG
LIGHT MFG
LIGHT MFG
PROC. FOODS
LIGHT MFG
LIGHT MFG
AGRIBUS
HEAVY INDUS
LIGHT MFG
LIGHT MFG
LIGHT MFG
LIGHT MFG
HEAVY INDUS

SERVICE

LUGGAGE
SAWMILL
CONTACT LENSES
SPICES

INDUST. PART
ORNAMENTAL PLTS
SWIMSUITS
SHRIMP

SILK SCARVES
SHIP BUILDING
PEANUT BUTTER
BEEF PRODUCTION
CITRUS PULP

FAB. STEEL PROD.
CATTLE FEED LOT

UNKNOWN

HUNA TOTEM/ALASKA
X-CEL CONTACT/GA
FIESTA FAMS
MASSASOIT INVESTORS
UNKNOWN

GELFCO MFG

IROQUOIS GROUP

JBM ASSOCIATES/NJ
C-SHIPS, INC./.GA

PHOENIX DIVERSIFIED/AZ

OFF SHORE PARTNERS LTD.

MORROW RANCH INC. /TX

ANTISTATIC INDUSTRIES/NJ

CAREY-AGRI INC

SHELLFISH/SEAFOOD KENNETH DERROUGH/TX

MEDICAL DEVICES
ETHANOL PLANT
METAL FABRICATION
VEGETABLE OIL

HEALTHTEK INTL
PAN AM ENERGY INTL
N. FLORIDA SHIPPING

PS INTL

ELECTRON. ASSMBLY HARRIS CORP/ FL

ELEC. PRODUCTS
STRAWBERRIES
SILICA MINING
WOOD PRODUCTS
COSMETICS
SPORTS EQUIPMENT
GARMENTS/MACH'S
STELL FOUNDRY

DATAENTRY

UNKNOWN

PACIFIC AGRICULTURAL LABS

UNKNOWN

CASA FERNANDEZ ENT.
COLMER LABS/NY
MARKWORT

KANSAL

PENN. ENGINEERING CORP

SOUTHWEST TECHNICAL PROD

JVFF STATISTICAL DETAILS 1985-1988

INDUSTRIAS GALA

EL PUEBLO S.A.

ST. GEO. MED SCHOOL
UNKNOWN
INVERSIONES ZETA
ORNAMENTALES D' HAI
IMEX

VICTORIA BOTTLING
CAMPOS DE MOYA
JARVIS

UNKNOWN

BRUCE PROCOPE
CARIBBEAN SHIPPING
MARZOUCA GROUP
UNKNOWN
CANVERONERA DENATA
AHI PLASTICS CARIB.
RAMSARAN
TRANSNATIONAL CONT.
HAITIAN MARINE INDUS
ELECTRONEX/FL
JAMAICA TRANSFORM'S
JORGE GONZALES
HUGO CRUZ & CO
CARIFRAME LTD
LOURDAN INTL

R. TIPPENHAUER
MAQUINSAL

COMINA

T. GETTES GRANT

TF
TF
TF

T.D.VE

T.VEA

TFMC
TF
TF
TF

TF

TF

T.VE
1.C
VE
VE

TF

T.C

ATVE
TC
TF

AVET

FIDE

cD
LCL/CONSULT
LCL/CONSULT
IESC/CR

CD

CcD
LCL/CONSULT
LCL/CONSULT
CBIBLTN
CBIBLTN
CBIBLTN
CBIBLTN
CBIBLTN
CBIBLTN
CBIBLTN
CBPC/CHI
CBPC/CHI

CD

CBIBLTN

CcD

CcD

C/CCA ST.LUC
CD

CcD

CD

CcD

CcD

CBIBLTN

CcD

CANCELLED
JV FORMED

CANCELLED
CANCELLED
CANCELLED
CANCELLED
CANCELLED
CANCELLED
JV FORMED

JV FORMED

COMPLETED
COMPLETED
COMPLETED
JV FORMED

CANCELLED
COMPLETED
CANCELLED
COMPLETED
CANCELLED
CANCELLED
CANCELLED
COMPLETED
JV FORMED

CANCELLED
COMPLETED
CANCELLED
CANCELLED
COMPLETED
COMPLETED

COMPLETED

$2,500.00
$13,100.00
$8,000.00
$7,500.00
$2,500.00
$7,500.00
$7,750.00
$11,000.00
$14,896.00
$9,184.00
$3,000.00
$14,645.00
$10,500.00
$5,000.00
$10,510.00
$720.00
$5,000.00
$3,873.49
$3,000.00
$5,820.50
$4,250.00
$10,740.00
$10,000.00
$4,700.00
$11,202.00
$3,500.00
$7,750.00
$8,500.00
$3,000.00

$1,200.28

$0.00
$9,908.18
$0.00
$727.48
$0.00
$1,713.65
$829.00
$0.00
$11,924.29
$6,276.15
$2,404 .47
$5,880.00
$6,960.90
$2,215.28
$0.00
$464.29
$0.00
$3,873.49
$0.00
$693.50
$0.00
$1,590.90
$6,006.78
$0.00
$8,353.00
$0.00
$0.00
$7,688.64
$3,000.00

$1,200.28

$2,500.00
$3,191.82
$8,000.00
$6,772.52
$2,500.00
$5,786.35
$6,921.00
$11,000.00
$2,971.71
$2,907.85
$595.53
$8,765.00
$3,539.10
$2,784.72
$10,510.00
$255.71
$5,000.00
$0.00
$3,000.00
$5,127.00
$4,250.00
$9,148.10
$3,993.22
$4,700.00
$2,849.00
$3,500.00
$7.750.00
$811.36
$0.00
$0.00



JO112-CR
JO113-JA
JO114-JA
J0115-JA
Jo117-CR
JO118-NE
J0120-CB
J0121-CR
Jo122-BE
JO122A-BE
JO124-HA
JO125-HA
J0127-JA
J0128-JA
J0130-JA
JO131-CR
Jo135-DR
J0137-CR
JO138-JA
Jo139-HO
J0140-HO
J0142-CR
J0143-HO
JO153-HA
JO155-JA
JO156-HA
J0157-BE
JO161-HO
Jo162 SV

J0163-GU

LIGHT MFG
LIGHT MFG
LIGHT MFG
HEAVY INDUS
LIGHT MFG
SERVICE
SERVICE
LIGHT MFG
HEAVY INDUS
HEAVY INDUS
LIGHT MFG
HEAVY INDUS
LIGHT MFG
LIGHT MFG
LIGHT MFG
AGRIBUS
HEAVY INDUS
LIGHT MFG
SERVICE
AGRIBUS
AGRIBUS
LIGHT MFG
LIGHT MFG
LIGHT MFG
AQUACULTURE
LIGHT MFG
LIGHT MFG
LIGHT MFG
LIGHT MFG

PROC. FOODS

HOUSEWARES
GARMENTS
FURNITURE

BOAT BUILDING
CONTACT LENSES
SPORTS MED.CTR
ADVERTISING
TORTILLA PANS
DRAINAGE
IRRIGATION
GARMENTS
METAL HOUSING

LUGGAGE

NORDIC WARE

JANTZEN

UNKNOWN

CAPITAL MARINE
CALIFORNIA SOFT LENS
THE BODY & SPORTS INC
AMERICAN TRANSIT ADV.
IST&D RESEARCH
PETERSON DRAINAGE
PETERSON DRAINAGE
UNKNOWN

FULLERTON METAL

CHANGTEX TRADING CO

ELECTRONICS ASSEN UNKNOWN

PARACHUTES
COFFEE SEEDLINGS
MINING

LEATHER GOODS
TOURIST PUBLIC'NS
DAIRY CATTLE
CUCUMBERS

TILES

WOOD LAMINATES
TIFFANY LAMPS
FISH FARM
CERAMIC PROD
WOOD DOORS
AUTO FILTERS
GARMENTS

ROASTED CASHEWS

E-TRON
ICS(CONSULTANTS)
BILLINGS & ASSOC
PERSONAL LEATHER DESIGN
THE HILL RAG
WIGGINS & CO

JOHN AMICO & CO
UNKNOWN

LILLY INDUSTRIES
THOMAS INDUSTRIES
SEAGATE INTL
CERAMIC NOVELTIES
GABI ASSOCATES
PUROLATOR

M. LUSH

EAGLE SNACKS

JVFF STATISTICAL DETAILS 1985-1988

ACEROS TECNICOS
CM ASSOCIATES
JAMAICA FURN.GUILD
RAYMAR FURNITURE
LOURDAN INTL
SIMEON DANIEL

M. LARROW & ASSOC
UNKNOWN

ABRAM LOEWEN
ABRAM LOEWEN
RUSSO COMBETTE
CLOTURES D'HAIT!

CARRY-ALL LUGGAGE

CARIB. BASIN ELECTRON

MONTEGO MARINE
QUIRAZU
MATERIAS PRIMAS

MOURIER S.A.

JOAN WILLIAMS ASSOC
B. HENRIQUEZ Y ASSOC

FRUTA DEL SOL COOP
DANTE MARBLE
PINCASA

NAPEX

JAMAICA BROILERS
AGERICERAM
ALLIANCE FURNITURE
UNKNOWN

PATRICE REDICK

CAROHE S.A.

VE
TCF

TF

TF

TCF
T.CF
TVE

T

T
T.VE(x3)
T.C,VE
™
TC
TF

TF

TF

TF

TF

TL

TL

TF

TF

TC

CBPC/CHI

CcD

cD

CBi BLTN

CD
LCL/CONSULT
LCL/CONSULT
CINDE
US/CONSULT
US/CONSULT
CcD

cD

CcD

CD

CD
US/CONSULT
DS

CINDE
LCL/CONSULT
LCL/CONSULT
US/CONSULT
CcD

CD

CD

CBIBLTN

CD
LCL/CONSULT
CD
LCL/CONSULT

CD

COMPLETED
COMPLETED
COMPLETED
COMPLETED
COMPLETED
COMPLETED
JV FORMED

CANCELLED
COMPLETED
COMPLETED
COMPLETED
COMPLETED
COMPLETED
COMPLETED
CANCELLED
COMPLETED
COMPLETED
CANCELLED
CANCELLED
COMPLETED
JV FORMED

CANCELLED
CANCELLED
CANCELLED
CANCELLED
CANCELLED
COMPLETED
COMPLETED
COMPLETED

COMPLETED

$5,559.00
$11,000.00
$336.13
$3,680.00
$6,800.00
$10,000.00
$2,350.00
$538.00
$11,000.00
$2,050.00
$10,000.00
$7,000.00
$2,700.00
$9,500.00
$7,330.00
$3,650.00
$3,900.00
$750.00
$3,000.00
$9,825.00
$1,950.00
$5,000.00
$5,483.00
$1,000.00
$2,275.00
$6,925.00
$5,970.00
$9,630.00
$1,280.00

$3,000.00

$3,560.40
$4,740.41
$336.13
$3,589.00
$6,800.00
$9,672.43
$2,350.00
$0.00
$11,000.00
$1,779.05
$1,104.88
$787.25
$1,591.00
$3,000.00
$0.00
$3,650.00
$1,168.61
$0.00
$0.00
$3,279.87
$1,879.90
$0.00
$0.00
$783.08
$0.00
$0.00
$2,115.34
$1,084,90
$1,092.41

$3,000.00

$1,998.60
$6,259.59
$0.00
$91.00
$0.00
$327.57
$0.00
$538.00
$6,077.87
$270.95
$8,895.12
$6,212.75
$1,109.00
$6,500.00
$7.330.00
$0.00
$2,731.39
$750.00
$3,000.00
$6,545.13
$70.10
$5,000.00
$5,483.00
$216.92
$2,275.00
$6,925.00
$3,854.66
$8,545.10
$187.59

$0.00




J0164-SV
J0166-GR
J0169-BE
JO171-GU
J0178-BE
J0183-HO
J0185-DR
Jo187-JA

J0188-GU
JO191-ES
J0192-BA
J0197-CR
J0199-BH
J0201-PA
J0202-HA
J0204-MT
J0205-JA

J0210-DR
J0212-HA
J0214-CR
J0216-HA
J0218-BE

J0220-PA
J0223-HA
J0224-JA

J0225-CR
J0226-DR
J0227-BA
J0230-DR

J0231-DR

AQUACULTURE KING CRAB

PROC. FOOD DAIRY PROD
AQUACULTURE CRAWFISH
AQUACULTURE FISH FARM

LIGHT MFG WOOD PRODUCTS
AQUACULTURE FISH FARM

LIGHT MFG MACHINE PARTS
PROC. FOODS CROP DRYING
LIGHT MFG RUBBER PROD
AGRIBUS SNOW PEAS

PROC. FOODS FRUIT JUICE CONC.

LIGHT MFG STONEWARE

PROC. FOODS DAIRY PROD. SALES
AGRIBUS FLOWERS

LIGHT MFG HANDICRAFTS
AGRIBUS BEEF/POULTRY
AGRIBUS MACADEMIA NUTS

LIGHT MFG GRMTS/SWEATERS
SERVICE MANUF. REP.
SERVICE ANIMATION

LIGHT MFG MICROFILM
AGRIBUS LIVESTOCK FEED
HEAVY INDUS CREOSOTE FACTORY
LIGHT MFG FISHING LURES
PROC FOODS PRESERVES

LIGHT MFG TELEPHONE MFR
PROC FOOD TROPICAL FRUIT
PROC FOOD BAKING PLANT
AQUACULTURE SEAFOOD

LIGHT MFG CANVAS BAGS

AMERICAN INTERNAX PLAN'G

BURKLYN FARMS

CONTINENTAL SHELF ASSOC.

SHAMROCK FOODS
AMERICAN FOREST PROD
SWEETWATER FISH PROD
MIAMI ICE MACHINE
SOLAR MARKETING ASSOC
COOPER TIRE CO.

CAP CORP

MOUNTAIN STATES EX-IM
UNKNOWN
VENATACHALAM
MIRAFLORES

ALARIO & ASSOC
OFFSHORE PARTNERS
NEWKIRK IMPORTS

JBM ASSOCIATES

H. PINTO

MICHAEL ROWLAND
MEDREX LTD

JUNG & CO.

R. NORTON

FED ARBOGAST
BRASWELL'S FOODS

AM. ELECTRONIC & COMMUN
TERRA INTERNATIONAL

R. GILMORE

R.D. GARRISON

E. VANDERWAHL

JVFF STATISTICAL DETAILS 1985-1988

JAMES BAILEY
UNKNOWN
MCDOUGALL

FINCA CUNTAN
UNKNOWN

CODINSA

‘OEMPRESAS PRODES'
NEW WORLD VENTURES
DITROSA

EL SALVADORIA
GOLDEN ARROW PROC.
INCESA

THERMOWALL

ATHA S.A.

J. LIAUTAUD
E.BUFFONG

TULLOCK ESTATES
CAMPOS DE MOYA
ASSEMBLY & MFG ENT.
PROCINE PRODUCTIONS
HAITI MICROFILM

CAYE CHAPEL DEV. CORP
UNKNOWN

J. LIATAUD

SCOTT'S PRESERVES
GENERAL HYBRID
OSCAR PENA

N/A

WEST INDIES SEAFOOD

N/A

TF
TCL
TF

TF

T.VE

TF

T.F

TC

T

™

TF

A VE@2)
TF
TF
™™
TF

TF

LCL/CONSULT
US REF

CcD

CcD

CcD

CcD

CcD

CBIBLTN

CcD

CBIBLTN
CBIBLTN

CcD
LCL/CONSULT
LCUINV.C'NCL
D.O.C.HAITI
US/CONSULT
cD

N/A LCL

(o]0]

CINDE

CcD
LCL/CONSULT
LCL/INV.CNCL
CcD

CcD

CINDE

AID/DR
AID/BAR

LCL REF

CONSULT

CANCELLED
COMPLETED
COMPLETED
COMPLETED
JV FORMED

CANCELLED
COMPLETED
COMPLETED
CANCELLED
CANCELLED
CANCELLED
COMPLETED
COMPLETED
COMPLETED
JV FORMED

CANCELLED
CANCELLED
CANCELLED
JV FORMED

CANCELLED
CANCELLED
COMPLETED
CANCELLED
CANCELLED
COMPLETED
CANCELLED
CANCELLED
JV FORMED

CANCELLED

COMPLETED

$3,270.00
$4,215.00
$3,423.00
$5,000.00
$8,500.00
$9,900.00
$4,802.50
$6,505.00
$8,450.00
$5,668.00
$4,759.00
$1,650.00
$1,589.00
$7.641.00
$9,430.50
$9,379.50
$6,035.00
$4,915.00
$2,800.00
$1,180.00
$3,200.00
$2,944.50
$4,703.00
$3,450.00
$13,500.00
$2,850.00
$8,722.00
$4,165.00
$2,600.00

$1,980.00

$0.00
$4,215.00
$1,773.61
$1,420.10
$5,662.90
$0.00
$4,225.46
$6,505.00
$0.00
$0.00
$4,759.00
$1,650.00
$1,498.00
$7.641.00
$9,430.50
$8,281.50
$0.00
$611.75
$2,140.24
$0.00
$2,303.94
$0.00
$0.00
$0.00
$10,957.50
$0.00
$4,390.87
$3,131.40
$0.00

$1,980.00

$3,270.00
$0.00
$1,649.39
$3,579.90
$2,837.10
$9,900.00
$577.04
$0.00
$8.,450.00
$5,668.00
$0.00
$0.00
$91.00
$0.00
$0.00
$1,098.00
$6,035.00
$4,303.25
$659.76
$1,180.00
$896.06
$2,944.50
$4,703.00
$3,450.00
$2,542.50
$2,850.00
$4,331.13
$1,033.60
$2,600.00

$0.00



J0232-CR  AGRIBUS

J0235-HO AQUACULTURE
J0236-GR SERVICE
J0238-TR  SERVICE
J0240-HO LIGHT MFG
J0242-CR  LIGHT MFG
J0246-SL  PROC FOOD
J0247-JA  SERVICE
J0248-DR AGRIBUS
J0249-DR  LIGHT MFG
J0250-HO LIGHT MFG
J0251-BH  LIGHT MFG
J0254-GU  LIGHT MFG
J0255-GR  SERVICE
J0256-CR  LIGHT MFG
J0257-HO CLIGHT MFG
J0258~JA  LIGHT MFG
J0259-DR PROC FOOD
J0261-JA  LIGHT MFG
J0262-HA  LIGHT MFG
J0266-CR  SERVICE
J0267-DR  LIGHT MFG
J0268-JA AGRIBUS
J0269-GU AGRIBUS
J0270-GU  LIGHT MFG
J0273-HO  LIGHT MFG
J0275-BE  AQUACULTURE
Jo277-BE  LIGHT MFG
J0278-JA  PROC FOOD

J0279-GUA LIGHT MFG

VEAL FEED
SEAFOQD
SHOPPING CENTER
TELECOMMUNICATN

FERTILIZER PLANT

SAVGRO INC
R.G. JUNG

R. GOODWIN
R.N. KAUFMANN

HONDURAGO

ELECTRON. ASSMBLY ALTEX CORP

SPICES

DATA ENTRY
SWINE

FISHING LURES
WICKER FURN.
WIRE MFR

WOOD PRODUCTS
RETAIL SHOPS
FURNITURE
CRAFTS
CHEMICALS
PRODUCE IRRAD.
ELECTRONICS ASEM
BEVELED GLASS
ANIMATION
SEWING SUPPLIES
HYDROPON. VEGS
ANNATTO SEED
GARMENTS
WOOD PRODUCTS
SHRIMP
FERTILIZER
IRRADIATION

FURNITURE

MCCORMICK

ACCUDATA INC
OFFSHORE PARTNERS

T. DONLAN

MERCOR TRADING GRP
BECMEN TRADING
LASERCRAFT
MACKENZIE & SCOTT
CADE COMMUNICATIONS
MAYAN PARTNERS
FAIRBANKS CORP
BURKLYN SCIENTIFIC LABS
HARRIS CORP/FL
FEDERAL BEVEL CO.

M. ROWLAND

SIMON GREENSPAN
MEMPHIS MELON

PFIZER INTL

N/A

NACO

WEST RIDGE MARICULTURE
TENSAW, INC

ALPHA OMEGA TECH.

LEE ANDERSON FURNITURE

JVFF STATISTICAL DETAILS 1985-1988

JOSE IGNACIO
CARIBBEAN PRODUCTS
GEOFFREY THOMPSON
TEXTEL

FEPROEXA

N/A

RAMSIEUR ESTATES
COMPUTER PROX
INSPIUTO

J. GUZMAN

MEUBLES Y MEMBRES
FREEPORT PORT AUTH
FERNANDO SILVA

M. JALEEL

MADERO S.A.
HOREMAIN

CEK JAMAICA
INDOTEC

CARIB. BASIN ELECTR.
NAPEX

PROCINE PROD.
UNKNOWN

HYGRO LTD

CARDEX

COMERCIAL V.R.
HONDURAS PLYWOOD
N/A

PROSSER FERTILIZER
JAMAICA BROILERS

BAREN COMERCIAL

TF

TFC
TF

T.CF

T.C

TC

C/CAA
LCU/D.O.C.
AID/GR
AIDIJAM

OoPIC

US EMBASSY
LCL REF

LCL REF
US/CONSULT
LCL/CONSULT
cD

LCL REF

Cco

C/CCA

CBPC

LCL REF

CD

LCL REF

CcD

CcD

CINDE

CD

CBIBLTN

CcD

cD

cD

Cco

US REF

CcD

CD

COMPLETED
COMPLETED
CANCELLED
COMPLETED
COMPLETED
JVFORMED

COMPLETED
CANCELLED
COMPLETED
CANCELLED
COMPLETED
CANCELLED
CANCELLED
COMPLETED
COMPLETED
COMPLETED
CANCELLED
COMPLETED
COMPLETED
COMPLETED
COMPLETED
COMPLETED
COMPLETED
COMPLETED
COMPLETED
JV FORMED

COMPLETED
COMPLETED
CANCELLED

COMPLETED

$4,275.00
$8,311.00
$4,083.00
$5,263.00
$2,436.00
$3,726.00
$2,155.00
$834.00
$10,521.00
$2,643.00
$1,645.00
$6,571.00
$2,825.00
$1,949.50
$1,671.50
$2,235.00
$5,500.00
$4,927.00
$6,500.00
$4,000.00
$5,734.50
$3,083.00
$5,015.00
$7.969.00
$2,575.00
$5,262.50
$1,756.00
$5,203.50
$7,247.50

$1,709.00

$4,275.00
$8,184.49
$0.00
$2,180.00
$2,436.00
$3,125.25
$1,877.43
$0.00
$7.116.50
$796.75
$693.35
$0.00
$0.00
$1,342.03
$957.78
$2,235.00
$0.00
$3,060.50
$5,107.00
$3,140.50
$4,670.50
$649.58
$0.00
$7,514.71
$836.15
$2,621.50
$1,053.50
$4,395.84
$5,739.74

$1,709.00

$0.00
$126.51
$4,083.00
$3,083.00
$0.00
$600.75
$277.57
$834.00
$3,404.50
$1,846.25
$951.65
$6,571.00
$2,825.00
$607.47
$713.72
$0.00
$5,500.00
$1,866.50
$1,393.00
$859.50
$1,064.00
$2,433.42
$5,015.00
$454.29
$1,738.85
$2,641.00
$702.50
$807.66
$1,507.76

$0.00



J0281-DR
J0282-DR
J0284-DR
J0285-SV
J0287-BE
J0292-GU
J0293-CR
J0294-CR-
J0295-CR-

J0296-CR

LIGHT MFG
LIGHT MFG
LIGHT MFG
AQUACULTURE
LIGHT MFG
AGRIBUS
LIGHT MFG
AGRIBUS
PROC FOOD
PROC FOOD

COCONUT CARBON
GARMENTS
GARMENTS
SEAFOOD

WOOD PRODUCTS
ASPARAGUS

DOLL CLOTHING
ASPARAGUS
GLUCOSE

PUMPKIN PUREE

N/A

MEN'S APPAREL GROUP

T. DONLAN

COUNTERTRADE

JOHN AMES CORP
MURANAKA FARMS/CA
TOTSY CO

DOVE WALSH CO
DISTRIBUTION MGT.

MID CONTINENT FOOD TECH

JVFF STATISTICAL DETAILS 1985-1988

INDUST& MIN. CONSULT TL

IMMOBILARIA THOMGIN T

JACINTO GUZMAN T
N/A T
JOE LOSCKOT T
ESGUASA T
UNKNOWN T
LA MESETA T

C.R.COCOAPRODUCTS T

EMPRESA LAB. DE FRUTA T

AID

CD

CBPC/CHI

US REF

CD

CD
US/CONULT
CcD
US/CONSULT

US.CONSULT

COMPLETED
CANCELLED
COMPLETED
CANCELLED
JV FORMED

COMPLETED
COMPLETED
COMPLETED
COMPLETED

COMPLETED

$7.182.50
$3.602.50
$11,906.00
$5,875.00
$1,084.00
$4,303.00
$1,540.50
$2,308.00
$603.00

$603.00

$5,595.80
$0.00
$4,401.80
$0.00
$1,021.23
$1,239.74
$1,540.50
$1,111.57
$603.00

$539.72

$1.586.70
#REF!
#REF!
#REF!
#REF!
#REF!
$0.00
#REF!
$0.00

$22.28
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Foreword

Thomas S. Carvall
Presidenie and CEO of the Internatonat Exceutive Service Corps

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

Within the United States, we are also concerned about our internationai com-
petitiveness. The small -and medium- size firm, on which we count so much for
labor generation and new technology, has virtually no understanding or capabil-
ity for international business expansion. Traditional ideas about direct foreign
investment and simple exporting practices are not helpful to United States indus-
try. Companies are unaware of offshore co-marketing agreements, co-
production, and technical assistance contracis represent viabie mechanisms to
help penetrate heavily protected foreign markets.

The United States government and many intergovernmcental agencies have
useful .programs that can help establish innovative types of joint ventures and
conventures; unfortunately, few U.S. or developing country firms know how to
exploit these resources. The following materiai was developed in a series of
extensive field programs of IESC and helps to point out why and how companies
can develop new ventures in developing countries.

The various cases and planning guides also point out opportunities forimprov-
ing our assistance efforts that are organized to stimulate more effective private *
enterprises.

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

Author’s Note
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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 todeveloping country econom-
ics through joint venture and coventurc business strategies, while simultaneously
enhancing the national and internativnal competitive market positions of each
partner. We do this with a view to identifving points of possibie intervention for
organizations seeking to facilitate the wransfer of technofogy 10 lesser developed
countries (LDCs), the growth of teh LDC private scctor, and the contribution of
private enterprise 1o LDC ceonomic development goals.

This report is an outgrowth of a vear-iong pilot program -The Joint Venture
Feasibility Fund (JVFF)- which utilized the networks and clients of the Interna-
tional Executive Service Corps IESC) and was funded by the United States
Agency for International Development (USAID). The JVFF was targeted toward
small -and medium- sized cnterpriscs (SMEs) and provided funds to encourage
venture development. Imporiant information was gathered during the JVFF
program which contributes to the specific factors contributing to how and why
joint ventures and.coventures ultimately come about.

Review of existing business development literature for this report provided
little in the way of previous studics or rescarch concerning international joint
ventures or coventures involving SMEs. Generally, rescarch on international
businuss ventures was conducted with larger firms, which differ strikingly from
SMEs in their organizational and management characieristics. Thus, the ability to
generalize findings from prior rescarch 1o this report was extremelv limited. In
order to explore the unique role of SMEs in international business ventures, four
major streams of rescarch were sclected for review and analysis:

—

. How do joint ventures or coventures enhance the competitive positions of
the respective firms;

2. How do SME organizational and management characteristics affect ven-
ture formation and development;

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

4. What development assistance strategies would be most effective for

increasing the number of cooperative ventures between SMEs in the deve-
loped and developing countrics?

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

To help fill the literature gap, data was also collected from several primary
sources, such as:
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Casc studies (84) of actual ventures involving developed and developing
country SMEs 1hroughout the world.

Indepth interviews with SME executives experienced in forming and oper-
ating cooperative venturcs beiween U.S. and LDC firms.

Indepth interviews with business development professionals and interme-
diaries activelyv involved in the venture development process.

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

® Questionnaires targeted to exccutives and development professionals
which addressed the gencral pattern of venture formation and develop-
ment. (See Appendices B and Q).

B. THE PROGRAMA

A brief description of the program which was the basis for our research my 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 program among many that
sought to bring private sector enterprise into the international trade and invest-
ment development process by encouraging individual firms of developed and
lesser developed countries to form mutually advantageous business
relationships.

The JVFF provided matching funds to support certain business venture devel-
opment costs, including the research, travel, and consulting expenses necessary
for exploring the feasibility of a potential business venture. The JVFF was also
able to underwrite a portion of those expenses incurred by an LDC firm for the
services of a retired industry expert provided by IESC, who could assist with
various aspects of the venture development process.

JVFF reimbursement of expenses for a venture development project could not
exceed $15,000, or one-half of $30,000. It was, therefore, unlikely that large firms
would devote the time and effort to develop arelatively small source of financing,
In keeping with this orientation to SMEs, JVFF clicnts were not required to spend
undue time and effort to prepare funding applications, submit invoices and

receipts, or provide discussions regarding the status of their particular venture
development.
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Significant guidance was received from various USAID professional staff in
Washingion, D.C. and the Caribbean Basins Ceniral America region. These indi-
viduals, though 1oo numerous to list, contnbuted substanually 1o a better under-
standing of the joint venture and coventure development process.

This rcport also contains ficld rescarch contributions from Nida Backaitis,
Philip Barton. Mollv Hageboeck, and Ludwig Rudel. Other individuals contribut-
ing to the cditorial and publication process are Sally Buswell, Liza Fevk, Mark
Pruett, Marv Gwen Wheeler, and Dceborah Joyner.

C. A NOTE ON TERMINOLOGY

Terminology is important because we arc ultimately interested in using the
information and knowledge gained from this research to facilitate the real-worid
venture development process. It is of the utmost importance to understand the
differences among types of joint ventures and coventures and the business 3

considerations that favor one tvpe over another. -+
The term “joint venture” tends to be used as a generic label to refer to many .
types of cooperative agreements between firms. Licensing agreements, fran-

chises, exclusive distributor arrangements, and even simpie subcontracts, often

come under the “joint venture” label. For the purpose of this study, a clearer
distinction is necessary.

A joint venture is defined as one that embodies a separate legal entity jointly-
owned and managed by the venture partners. In a joint venture, partners may
gain ownership rights to each other's natural resources, plants, equipment, manu-
factured goods, or other resources.

All other types of non-equity-sharing cooperative relationships are defined 8]
genericallv as coventures, or, specifically, as licensing agreements, contracts,
consortia, or other terms that more accurately describe the nature and legal
structure of these relationships. In a coventure, the partners do not gain direct
ownership rights to the resourcesof the other and a separate legal entity is not

created. Coventures are usually formed to share knowledge or facilitate
transactions.
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Executive Summary

Strengthening private business activity for international competitiveness has
proven to be difficuit and compiex; traditional foreign trade and business invest-
ment concepts do not adequately address the needs of developing country or US.
businesses looking to expiore or expand international business opportunities.
Asxistance organizations and governments are cagerly secking new approaches
to stimulate business growth and cooperation between U.S. and developing
country enterprises.

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

The prevailing global debt and competitive business environment requires
more effective business venture coilaboration that will create access to markets,
technology and finance for U.S. and LDC firms seeking to expand their interna-
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 to 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 rescurces, ineffective information, and weak networks to consuitants,
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.

o ol RN St o O

.2

1"



—

A. GROWING ROLES OF SMALLAND ——~ —— ——

MEDIUM-SIZE ENTERPRISES (SMEs)

Small- and medium-sized enterprises (SMEs) historically have been a mainstay of
the American economy. These enterprises generallv canact quickly on a business
venture idea, are more flexible in their approach and impiementation 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 worid.

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

Mechanisms for assisting SMEs with the formation of new venture strategies
should be keved 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 business ventures.

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

In contrast to larger firms, SMEs lack many of the resources and abilities which
spur internationalization and help it succeed. Capital, trained management, busi-
ness networks, and international experience are oniy 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 studving the international venture activities of SMEs, it was determined that
the majority of such ventures are unlikely to involve the creation of a traditional,
equity-sharing joint venture. Rather, most are likely to enter into coventures that
make use of the existing assets and abilities of the invoived partners, while at the
same time ensuring the independence of each partner.
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B. PRINCIPLE STRATEGIES OF
COOPERATIVE BUSINESS VENTURES

For the purpose of this studv, joint ventures and coventures can be further
analyzed and defined in relation 1o three main swrategies: Cost reduction, product
and market differentiation. and surprise rcvenues.

Cost-reduction stratcgics refer 10 those venwres for which the driving
force is cost reduction. such as the scarch by a manutaciurer of a labor-
intensive piece of furniture who seeks offshure 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 from larger, more general
product classifications or market segments. In this instance, customers are
always interested in cost, but service, reliability, quality, and product adap-
tation are as important in building client and customer bases.

Surprise revenue venture 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
and streamlining its operation and approaches the U.S. firm for such assist-
ance. For the U.S. operation, an opportunity arises to enter into 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
makes the decision that a venture opportunity’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.
opment of a new venture depends on the vision of a senior manager or the skillful
assistance of an intermediary consultant or facilitating organization. Most impor-
tantly, a new business venture will usuallv only occur when an entrepreneur or
key company manager has a clear picture of the business expansion opportunity
and how the firm should approach its deveiopment. Generally speaking, a venture
opportunity must provide new economic or competitive benefits for the SMEand
must not overly tax its resources while the project moves through the feasibility
and resource analysis stage to the subscquent stages of venture development.
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C. CHARACTERISTICS OF ~~ "~ = EEp——
NEW VENTURE DEVELOPMENT

The development of a new business venture is a lengthy process. Development
time is dependent upon the risks involved, the venture expenience of the firm, the
compilexity of the venture project. and the availability of resources. Normally, the
venture development program must ¢volve through a number of stages before
the venture can begin-which can last anvwhere from 10 to 36 months. Things do
not happen quickly, as a rule.

U.S. SMEs seem adverse to venture development projects which involve signifi-
cant capital risks in a developing country. They are, however, open 10 innovative
ventures that exploit their own technology, management sysiems, or market
channels, while also offering promise of ¢enhancing their return on investment.

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

D. CONTRAINTS ON
VENTURE DEVELOPMENT

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

® theinability of typical SMEs to identify and clarify potential venture oppor-
tunities or partners; and

® the fact that few initial venture development ideas reach the final stage of
success.

"



E. POSSIBLE TARGETS
FOR ASSISTANCE

A large number of venture development assistance organizations are striving to
improve trade and investment linkages. especially through the creation of new
private sector organizations in the Third World. Such organizations must striveto
improve trade and investment linkages through assistance mechanisms. such as:

providing funds to cover partial costs of 1ravel and carly planning ctforts;
providing search and contact nctworks which encourage early personal
contact between potential parincrs;

publishing and promoting new types of joint and coventure opportunities in

order to build confidence and positive attitudes regarding venture develop-
ment opportunities;

encouraging closer cooperation between for-profit intermediaries and
volunteer assistance programs to help lower the cost of such assistance;

developing U.S. outreach programs which qualify venture development
opportunities and technology issues which can be fed to developing

‘countries;

developing investment promotion programs which not only focus on direct
foreign investment strategies, but also encourage a broader process of
attracting capital and technology.

improving existing trade and investment promotion program ties to compli-
mentary technical assistance sources in order toimprove capacity of devel-
oping country firms; .

improving support strategies in LDCs which also provide benefits to U.S.
enterprises and are not directly associated with U.S. loss of employment;
TERMINA ARCHIVO L DISCO 242
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® cncouraging existing export development programs to choose joint ven-

tures or conventures as venture development options, which can provide

options for coping with limited local capacity for volume and quality of
manufaciuring; '

® encouraging LDC outreach programs located in the U.S. or Europe to use ¥
national industrv networks and look 1o have U.S. programs generate “highly
specific” venture development opportunities.

In summary, it was generally found that developed and developing country
SMEs can piay a role in international economic development through various
tvpes of joint venture and coventure mechanisms. However, the extent of partici-
pation in this type of venture development is significantly constrained and/or
limited by a number of factors which are not readily addressed in many deveiop-
ing countries. Usually venture development assistance programs fail to create
industry-specific networks that can help promote new linkages which are sup-
ported by practical technical assistance programs and which can help improve

developing country capacity and also fit the needs of developed country
enterprises.
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COMIENZA CAPITULO TRES

Historical Characteristics
of Joint Ventures

For the purposes of this report, it is important to be aware of and undersiand the
process of venture development -a series of more-or-less discrete stages through
which an idea or strategy evolves into a practical business arrangement.

The seemingly logical flow of anideafrominitialideatoactionis not character-
istic of SME behavior. Rather, the venture development process is intimately tied
. to the specifics of an idea or proposal introduced to a firm. The discrete steps

involved in any SME venture development evolution do take place, but they do
not follow a consistent order when different venture situations are compared.
SMEs mayv move almost immediately from a rough idea about export marketing
to actual export, or they may spend time analyzing partners and markets before
beginning or increasing production. In general, SMEs tend to identify opportuni-

ties and act upon them as quickly as possible and with a minimum of planningand
analysis.

The definition of a joint venture used in this textis one in which partnersform a
new entity to which each contributes equity in the form of capital and/or other
valuable resources, such as technology or equipment. Although the new entity is
jointly owned by the partners, it may not be jointly-managed, ownership may not
be divided equally, and more than two pariners can be involved.

A coventure, on the other hand, is the term used for all other types of coopera-
tive relationships. These may include exclusive distribution agreements, licensing
agreements for manufacturing technology, products or brand names, contracts
for joint research and development, subcontracts or drawback arrangements,
and similar types of contract-related business relationships.

With these distinctions in mind, it is easier to discuss the characteristics of joint
ventures and why they do or do not occur, the players involved, and the critical
environmental and firm-specific factors influencing their development.
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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 occurplace and which
can be organized in a working model. These Stages include the following:

1. Anidea is developed by an entreprencur 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 for a list of potential partners that meet the requirements
of the venturer (PARTNER SEARCH);

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

5. Negotiation takes place between the potential partners (NEGOTIATION);
and,

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

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

The following diagram illustrates this process:
GENERAL MODEL OF VENTURE DEVELOPMENT

IDEA
RECONNAISSANCE :
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B. JOINT VENTURES REPRESENT A

MAJOR CHANGE IN BUSINESS STRATEGY

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

Harrigan (1985) concludes that joint ventures represent a key corporate stra-
tegic decision. Joint venture decisions are not taken lightly and generally require
extensive planning, feasibility studies, negotiations, assessment of legal and tax
implications, and more. The Conference Board study, “Joint Ventures with For-
‘eign Partners” (Bivens, 1966), reported that a firm's motivation for enteringintoa
joint venture was to acquire some skill or resource which it either lacked or could
not afford to acquire through other means. Pfeffer and Nowak (1976) aiso con-
cluded that firms enter into joint ventures when they cannot afford to acquire the

resources and competencies they need on their own.

C. JOINT VENTURES BRING

TOGETHER NEEDED RESOURCES

Firms generally enter into joint ventures to acquire advantages or resources they
cannot obtain otherwise. Decision makers are cautious or reluctant to consider
these arrangements because of their complexity and disadvantages. The old
saying, “A partnership is a marriage without love,” hints at some of these difficul-
ties. However, the number of joint venture formations in the United States has
been increasing recently, with many occurring between domestic corporations
(Harrigan, 19885).

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
the combined strengths necessary to cope with foreign competition. For some
firms, increased competitiveness and survival may be far more important than
the difficulty of meshing the distinct structures and svstems of two or more
partners.
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D. BUSINESS EXECUTIVES ARE WARY OF
PARTICIPATION IN FOREIGN ENTERPRISES

U.S. business executives often dislike venture participation by a forcign firm for
many of the same reasons that host countries tavor it. Sume of these reasons are:
authority is given to local entities, which at times may have ditferent goals than
those of the U. S. firm: managerial freedom is restricted; and additional burdenis
placed on the company. Interestingly, U.S. firms are somelimes more or less
forced into joint venture arrangements because of the requirements and restric-
tions of the host government. A U.S. firm, for instance, may not be able 10 enter a
market or set up a manufacturing plant without meeting government require-
ments for 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 often 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
restricted and controlled, over-politicized, and generally less effective and effi-
cient. In a convincing confirmation of this belief, the topic of divestment and
privatization of state-owned enterprises has received steadilv-increasing atten-
tion in recent vears 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 actjvitiesin Brazil would be required to fly any
air freight into Brazil on onc 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 usc.
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E. SMALL FIRMS ARE LESS LKELY
TO BECOME EQUITY JOINT VENTURE PARTNERS

The reasons for developing a joint venture found on the following chart arc based
on rescarch gathered on larger corporations. Generaily, SMEs do not have the
same visibility, scale of operations, or concerns as their muitinational counter-
parts. Neither do they have the financial resources. access to information. nor the
specialized international expertise and executive talent required to formulate and
manage joint venture entities.

This does not mean, however, that SMEs do not enterintojoint ventures: rather,
their objectives tend to be more specific or limited to the commercial advantages
or profits such a venture might produce. For example, being abie to sell a
proprietary technology to a foreign entity would likcly be of much greaterinterest
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 concerncd 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.
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WHY DEVELOP JOINT VENTURES?

The reasons generally presented for entering into international joint ventures include
the following:

® To access a stable foreign source of raw materiais.

® 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.

To use outdated resources profitably.

.

L4 .
e To sell know-how or other technology. =
e To integrate and rationalize world-wide activities.

'y

To stimulate or increase the worth of a stagnant organization (i.e., by introduc-
ing new blood, resources, or activities).

To improve anti-foreign investshent attitudes.
Robuck & Simmonds, 1973

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-
ces and skills. However similarity between management styies, outiooks, 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
between the resources and skills of two firms will encourage cooperation
between them. (Harrigan, 1985)

PICTURE OF RESOURCE FIT
NEEDS FIRMA FIRMB NEEDS RESOURCES NEEDS
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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
venturcs are those is which partners engage in the same stages of production.
Vertical cooperative venturcs 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.

1. The Horizontal Cooperative Venture

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

2. The Vertical Cooperative Venture

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

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

In our sample of 84 projects, 7 percent of the cooperative ventures were
classified as horizontal, while 92 percent werc termed vertical cooperative ven-
tures or coventures; | percent was “spiderweb” or a combination of horizontal
and vertical. Joint venture and coventure strategies were used by Caribbean and
U.S. firms for different objectives. American partners used the cooperative ven-
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.
panners. 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 control in cooperative
venture negotiations. Technology was found to be almost as strong a motive for
cooperative venture formation.
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G. ATTITUDES OF SENIOR EXECUTIVES
ARE CRITICAL

While there may be compelling business reasons for a firm 1o imernationalize, it is
unlikcly to do so without the commitment of senior executives. The influence
exerted by a senior exccutive is a signilicant [actor in internationalization,
according 1o those participating in oursurvey. Survevresults indicate a high level
of agrecement with the statement: “A primary motivation for this venture was the
lcadership and commitment of a senior exceutive.” This finding tends to support
Ahroni’s (1966) contention that the most significant internal force for internation-
alization in a domestically-oricnted company is the leadership of a senior
executive.

_H. JOINT VENTURES ARE A RIKY BUSINESS

The extent to which ventures survive to fruition is central to the usefulness of
coaperative ventures as a vehicle for encouraging economic development. The
venture must last long enough to benefit the firms involved and to attain its goal.

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

Thinking of joint venture promotion, the McKinsey study would suggest a
range of 6.7 percent to 16.0 percent of all general project concepts reach a formal
agreement. The Singapore promotion office can get 27 percent of all companies

contacted to visit Singapore and 4 percent to invest. (Organization of American
States, 1585).

I. COOPERATIVE VENTURES
TEND TO BE UNSTAEBLE

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

1. Uneven levels of commitment of the venture partners.

Venture partners may develop uneven levels of commitment to the venture when
it is critical to the success of one company’s business strategy, but peripheral to
the other company's. Even if partners enter the venture with the same level of
interest, it is rare that the same level of interest is maintained over time.

2. Changing strategic objectives

Joint venture partner firms have different motivations and face different situa-
tions in their business activities. Thus, the importance of the venture for the
partner firms may change at varying rates. Additionally, one partner may find

that cooperation with the other slows his operauons or both partners may find
that cooperation slows both down.
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3. Large/small firm mismatch
Decision-making capabilities, risk-taking propensities, and the scope of organiza-
tional resources that each partnerisrequired to devote to the success of a venture
differ between small and large firms. Large firms have access to outside consul-
tants, market research deparuments, svstemalic 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 by
long decision-making processes, paperwork requirements, numerous meetings,
and the lavers 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 cooperative ventures.
For example, a manufacturing-type venture where the U.S. firm s responsible for
marketing and distribution may require far more volume that its potential small
partner is able to provide, even if it is operating at capacity. Thus, a product
manufactured by a Caribbean firm for which there is a strong market in the U.S,
may be rejected by a potential U.S. partner if it cannot be obtained in sufficient
volume 1o make marketing the product cost effective for the U.S. firm.

4. Dissimilar corporate cultures

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

5. Inadequate incentives for cooperation
According to Professor Edward Roberts of M.IT.'s Sloan School of Management,
few partnerships fail because they are flawed strategically. Most failures occurin
the execution or implementation of the venture, not in the conception.
Cooperative agreements are often crafted at the highest decision-making levels
of companies, but are implemented by others within the organization. For exam-
ple, in a cooperative agreement which exchanges production for market access,
the salesmen are the ones charged with implementing the marketing agreement.
Each partner must provide adequate incentives to the arm of its organization

charged with implementing the cooperative strategy or it will not live up toitsend
of the bargain.
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6. Insufficient executive attention

According 10 a study by Coopers & Lybrand and Yankclovich, Skelly & White,
executive involvement devoted to cooperative ventures declines with time: 46
percent of senior management time allocated to partnering goes into the concep-
tual phase of the venture; 23 percent to the development phase; and only 9 percent
goes to the actual management of the venture. This study also found that most
corporations underestimate the commitment of human resources which are
necessary to make the cooperative venture work, and that the actual time firms

need to devote to the venture eventually drains them of their interest in the
venture.

7. Misjudgment of distribution capabilities

Marketing new products often creates problems for even the most developed
sales and service organizations. Many firms which undertake marketing a pro-
duct for their venture partner find that thev 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 iself.

8. Disappearance of reason for undertaking the venture
The market for the product manufactured by the cooperative venture may

disappear, or one or the other pariner may decidc to exit the business in which the
venture operates.

9. Other Factors

Qur 1986 survey of joint venture authorities (see Appendix C) revealed several

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 objectives

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

Pariner does not live up to expectations

* When one partner does not perform as the other expected, the cooperative

venture is greatly strained and will be dissolved unless more negotiations bring
the partners to a new understanding.
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Inaccuracy or incompieteness of iniiiul siudies
Inaccuracy or incompleteness of feasibility studies mav mean that markets for
the venture's product are weaker than expected (in which case the venture may
be dissolved) or stronger than expected (in which case a firm may have teamed up
with an inappropriate partner). Similarly.inaccuracy of initial expectations about
the expected profitability of the venture often results in the dissolution or renego-
tiation of a cooperative venture.

Lack of experience

The larger the firm's resourcc commitment to a cooperative venture (i.e., the
greater the degree of importance in the overall company scheme) and the less
experience it has with cooperative ventures, the more likelv that substantial
probiems will be encountered. According to Harrigan (1985), there is a definite
learning curve associated with cooperative ventures; the firms that have venture
experience are more likely to have iecarned 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 for the smooth operation of
business. Host country partners can help cut through red tape, greatly accelerat-
ing the progress of venture development and/or facilitating operations. They are
also in a position 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

communications and language and cultural differences

differenes between partners

Surprisingly, our respondents ranked geographic distance, language and cultural
differences as less likely to lead to the dissolution of cooperative ventures than
any of the other factors described above. It appeared that as long as there wasa
sound business rationale for the venture and government interference did not
make business operations too difficult, the venture would prosper-language and
cultural barriers notwithstanding.
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J. SUMMARY OF HISTORICAL CHARACTERISTICS

Historically, most research on joint venture formation and operations has been
conducted with larger multinational firms. This research indicates that joint
ventures are complex relationships, often unstable and prone to breakdown.
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-
term venture success.
A variety of factors caninterrupt the venture development process at any stage.

. Anything is useful that can help the clients keep a clear vision of the opportunity at
hand. Also, assistanice can help them work through the various planning and
negotiating details. Assistance programs for venture formation must, therefore,
be able to affect all stages of the process with information and technical assist- 73
ance. Maintaining pressure and incentives at each stage appears valuable to '
accelerating the project development cycle.

International Venture

Development of Small-
and Medium-Sized

- Enterprises (SMEs)

A consistent theme weaving throughout the research findings is that of the
differences between SME organizational and managerial characteristics and
those of larger multinational firms. Though there is some overlap between them,
SMEs are a distinctly different type of entity, which must be thoroughly under-
stood in order to design effective support and assistance programs which are
geared to their needs in both the developed and developing countries. :
The aim of this chapter is to explore a variety of organizational and managerial
characteristics of SMEs and to illustrate how these characteristics can affect the
venture development process. ’



PLANNING IS LIMITED
IN SMALLER FIRMS

SMEs typically lack an extensive planning sysiem and are not overly burdened by
corporate bureaucracy. Once a venture idea or opportunity presents itself, SMEs
generally act quickly to explore such opportunities. This tendency to act quickly
may be heightened in those firms that already have a propensity to international-
ize. It may also result from personal exposure of key international business
executives to a particular country or from relative international involvement of
their industry. As an example, a smaller U.S. garment manufacturer may receive
an unsolicited letter from a developing country counterpart, or vice-versa, who
seeks an opportunity for offshore production. If the ensuing discussions warrant
it, an agreement may consequently be signed. '
Sudden changes in external business environment circumstances may pusha

firm to internationalize. Several requests for funding received by the JVFF in . '

.1986 involved U.S. dairy operations who sought to shift excess dairy herds to
developing countries, as an alternative to the slaughtering mandated by Federal
legislation for the purpose of reducing dairy herds. At the same time, the U.S.
Department of Agricuiture (USDA) explored this option, since the much public-
ized dairy herd reduction met with strong opposition from the meat-packing
industry, which faced a beef surplus.

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

It was found during our survey that the SME management process generallyis

" not a systematic movement through a logical sequence from planning to action.

There is little time for isolated reflection on one's business. Most management
time is spent “firefighting” (Mintzberg, 1973). Thinking (planning) is done concur-
rently with other tasks, or during time away from work. This view of the average
business dedision is critical to understanding why most U.S. and foreign firms
rarely seek out information or technical assistance to assist them with planning.

Rather, they “muddle along,” reacting to day-to-day situations.

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




"AND COMPANY STRATEGIES ON COOPERATIVE VENTURES

tion on these strategies and how they can benefit the firm.

CASE STUDY:
CONTACT LENSES - PANAMA
Though the inclination to internationalize usually exists before a firm takes action,

specific circumstances can change this. As the following case study illustrates, for
U.S. SMEs in-particular, venture development steps do not necessarily follow a
standard order.
Eyeco Panama, a group of Panamanian entrepreneurs and business owners, were
discussing ways to make use of the Caribbean Basin Initiative (CBI). One owned a
company that manufactured containers, on a contract basis, for personal care pro-
ducts (hair spray, deodorant). Another firm had some knowledge of contact lens .-
manufacturing. They believed that, since contact lens manufacturing is relatively”
labor intensive, they could offer a lower-cost source of contract supply to US. lem
manufacturers, if they could acquire the necessary equipment and technology. . .
With the help of an intermediary, theypreparadaproposalmdprsentedumus.' <=
-based contact lens manufacturers and distributors. Internationalization was a com-
pletely new idea for most of the U.S. firms contacted. It is worth noting that such _
firms, when shown a specific, attractive opportunity, are usually quite willing to -.-";
seriously consider it. Introduction of a new ides, in the form of a specific proposal,
started a development process which included visits to Panama, discussions of

potential problem areas in the manufacturing process, preliminary studies, and
negotiations.

B. SMEs LAK INDUSTRY-SPECIFIC INFORMATION

Changes in management'’s perspective of the existing business environment can
lead to exploration of venture possibilities. Most importantly, a company is moti-
vated to take action when it perceives a new opportunity or threat that must be -
managed (Pounds, 1971). Most firms rule out considerations for venture collabo-
ration with developing countries unless they receive clear and specific mfo

TERMINA ARCHIVO N DISCO 242 PAGINA 27
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Many enterprises, especially smailer U.S. and developing country firms, have

feseovejegngl

suggests that many small- and medium-sized firms are unaware, unclear, or-
confused about what coventures might mean to them in terms of cost reduction,
rew market access, or other benefits. A clear understanding on the part of the -
potential partners regarding possibie venture benefits is vital to any significant
exploration of a venture idea. g
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C. SATISFICING RATHER THAN BROAD PLANNING -

The concept of “satisficing” (March & Simon, 1958) challenges the idea that™*
decisions are based on optimality. Firms generally do not develop elaborate .
analyses of strategy options and choose the strategy with the highest weighted net .
present value. Instead, most firms make decisions in response to the first satisfac-
tory alternative that. might solve the problem or need at hand - - they make
decisions which will both “satisfy” and ‘e”, or “satisfice.” )
."Satisficing is more common, even in la: . r firms, than broad-scale planning
and extensive analyses. Most firms have neither the resources hor the inclination
for broad planning. The reality of business planning and decision making is
_neither as rational nor as thorough as micro-economic stereotypes would
indicate.
D. LEVEL OF PLANNING FORMALITY
DEPENDS ON THE VENTURE -

Asnoted earlier, venture development steps can vary, depending on the parti

opportunity being explored. Intermediaries and other professionals involved in
developing joint ventures or coventures report that the level of venture planning
formality depends on the:

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

the presence or absence of an intermediary; and,

the amount of investment required.
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The perceptions, expectations, realities of the local business climate, company
phxlosophles 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 catalyst-either in the
form of a specific idea or “felt need” -is required before the venture process can
begin. &

The findings on satisficing and the informality of planning should not be A
generalized to all small- and medium-sized firms. The following case studyis a e
good case in point, sinceitillustrates a firm which did substantial planning for one
venture opportunity, and essentially none for another.

CASE STUDY:
ELECTRONICS MANUFACTURING - EL SALVADOR

- Rhode Island Electronics’ (RIE) technology is not compiex. Most of its’ manufactur-
ing operations involve metal stamping, wiring, and assembly tasks. There are only
two patentable processes involved which are not conndcred to be major advanca in
the field.

Until recently, RIE had no international affiliations, although it did expon some
products to Europe. In 1984 RIE noted that a number of competitors were beginning
to manufacture and sell in Europe. At the same time, they noted an influx of foreign

i competitors in the U.S. market. Convinced of the need to internationalize, RIE and
o their local bank hired a consulting firm to explore their competitors’ strengths and
weaknesses and their business development strategies, as well as various European
countries and markets. This information and analysis provided the basis for RIE's
emerging international strategy. Ultimately, the company decided to enter into a
: coventure with a German distributor who had previously handled RIE's export sales.
A " Realizing that internationalization had become asignificant factorin their segment
of the electronics industry, RIE also made a concerted effort to create a formal
planning process for their interationalization rather than informally “winging it."
They systematically coliected and analyzed information, defined options, conducted
' cost benefit analyses, formulated a strategy, and implemented a detailed action plan.
. Knowing that their competitors were operating on a giobal level, RIE's management
expanded their thinking beyond simple exporting-a good exampie of the "band-
wagon” effect (i.e. in this case, because RIE's competitors were going international,
they felt they needed to also 10 keep up with industry trends). They did not possess
in-house international expertise, but were astute enough to recognize the need for,
and sufficient value of, the services of outside experts in their development of an
international strategy.

RIE's venture with the German distributor was successful and “whetted their
appetite” for other international opportunities.

Still concerned with growing competitive pressures in their U.S. and European
markets, RIE had excluded the developing world in their planning and thinking. Toits
management, the developing world meant small markets, quicksand politics, and
worth less currency that could not be converted to dollars. However, since the -
consulting firm retained for the European program was also involved in a trade and -
investment program for El Salvador, RIE was encouraged to explore manufacturing -
N possibilities in that country. '
b RIE found that managerial capability and plant capacity were available in El -
e Salvador, since there were several local electronic components manufacturers who
: had been phased out of a contract with a major American electronics company's

subsidiary. RIE sent component sampies to these firms and found that manufactur-

ing in El Salvador would cost 15-20% less than in RIE's US. phm. Although RIE was .

enthusiastic about the opportunity, the venture is currently “on hold,” due.to b
i depressed market demand.
: In contrast to the European venture exploration, RIE's exploration of El Salvudor .
% was relatively informal, with little or no planning. They were presented with a wayto

reduce costs. They sent samples and were satisfied with the Salvadoran firms’ quality
and cost. As a result, RIE was prepared to make an initial order. None of these steps
and actions involved significant preparation or risk.
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E. INTERMEDIARIES FACILITATE
VENTURE DEVELOPMENT

A survey of experienced intermcdiaries and venture development experts was
conducted as part of the JVFF research program with the purpose of confirming
or challenging other research findings. The resuits confirm that small- to
medium-sized businesses are reluctant to pursue international ventures in gen-
eral and to exploit opportunities with LDC firms in particular. Intermediaries
bring specific experience and knowledge to potential venture partners and
greatly increase the probability of venture formation.

The survey respondents were experienced in the international venture process.
They had an average of 15 years experience in international joint ventures and
coventures and had participated in an average of 30 to 35 international coopera-

tive ventures. 'I‘hey were asked to answer a series of questions regarding coopera-
" tive ventures in general and the use of cooperative strategles in developing
countries specifically (see Appendix C). o

Research on the venture strategies of large firms indicates that their need to -~ 3
satisfy a vanety of internal, competitive, and strategic needs motivates them to - -
consider a joint venture or coventure. Firms which lack the capabilities, strengths,
- orresources to expioit an independent business opportunity will consider cooper-

ation. A number of SME characteristics reduce their drive to engage in interna-
" tional joint ventures or coventures. In fact, 85 percent of the respondents to the

survey felt that U.S. and Caribbean Basin SMEs lacked appreciation of joint
ventures or coventures as a business development strategy.

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

Inexperienced firms may see coventures as being too complicated and may
pursue other options for achieving their strategic goals. Unlike large firms, where
strategic planning departments come up with venture ideas and lists of prospec-

. tive venture partners, small firms often depend on a single individual -usually the
owner/manager- to provide and process strategic business venture information.

Since the owner/manager must also assume many other roles in the manage-
ment of a small business, there may not be much available time for strategic
planning and information gathering regarding potential venture partners. Thus,
initial surveillance for prospective partners may be limited-to the extent thatno
suitable partners are found. Conversely, large firms often survey and interviewall
prospective partners being considered for a particular venture. The problems
that a small firm encounters in a partner search are further complicated by
geographical distance and language differences. According to the survey results,  §
80 percent of the respondents felt that “small-and medium-sized U.S. and Carib- - 4
bean Basin firms have difficulty identifying joint venture opportunities and . ;

. venture partners.” b




Intermediaries, or venture brokers, olten perform the reconnaisance function
for the small firm. Intermediaries are generally familiar with firms in a panticular
industrv or country and can assess their viabilitv as potential venture partners.
Thus, intermediaries reduce partner search costs for the small firm and increase
its realm of strategic options.

“Interviewing 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 with potential partners is the most important factorin
building commitment to the cooperative venture. Thus, JVFF funds, which facili-
tate prospective partner firms to meet one another, play an important role in the
early stages of the venture development process.

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

The survey of experts suggests that in order to stimulate the development 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

e familiarize firms in both countries with the venture development process

(lack of experience is the greatest factor inhibiting the formation of cooper-
ative ventures)
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F. SUMMARY OF VENTURE DEVELOPMENT OF SME:s

For most SMEs, planning is generaily unsuructured, informal, and unsophisti-
cated. This fact, coupled with the fact that o “global orientation™ is not a necessary
condition for initiating international ventures, has many implications for policies
and programs both in the homie and host countries. This reality should affect not
only legislation and program content, but it also has implications for the ways in
" which these programs are communicated to potential venturers. “Marketed” is
perhaps a more appropriate term than “communicated,” since the concept of
joint ventures and coventures really has to be “sold” to smaller- and medium-
sized enterprises.

SME:s often require a push toward considering international business ventures
and they need concrete reasons why they should internationalize. Some have
unfavorable attitudes toward developing countries that are not easily overcome.
Since many SMEs have never entered into joint ventures or coventures-either
domestically or internationally-they require guidance and information regarding
the theory and practice of such cooperative arrangements.

SMEs need assistance with identifying those features of their specific situation
or business which lend to international business ventures. Some SMEs may be
unaware that financing for business cxpansion and low-cost labor may be pro-
vided by developing countries. They may not be aware of a higher-quality off-
shore source of a needed raw material or may be ignorant of developing country
markets for their products and services.

Since most SMEs are too busy “firefighting” to devote time, resources, and
effort to actively seeking international business opportunities, they need assist-
ance to identify and evaluate specific venture opportunities. An intermediary
mechanism, which would “push” potential venture opportunities in both direc-
tions -to U.S. SMEs as well as those in developing countries- would contribute to
the greatest weaknesses of SMEs -thcir 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 of an objective third party can provide
the overview and knowledge of international business relationships which the
partners may lack. Specifically, external guidance can help potential venture
partners find financing, marketing channels, shipping/customs brokers, techni-
cal assistance, equipment, etc. Venture development assistance and promotion
programs 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.
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Characteristics of SME
Joint Venture and
Coventures

A survey of the research literature on international ventures confirmed that the
majority of international SME ventures confirmed that the majority of interna-
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 non-equity sharing coventures predominate, which tend to
utilize a partner's existing assets and capabilities while simultaneously maintain-
ing a greater degree of independence between the firms.

Several aspects of the projects examined in teh JVFF research that are consist-
ent with this tendency were: a) the firms were generally small- to medium-sized
(with the corresponding resource limitations); b) the SME firms held a common
perception of the political and economic instability of the Third World; and ¢) the
venture strategies of the SME firms ere inclincd 1oward the non-cquity-sharing
type of venture.

This chapter will first profile the JVFF venturcs by tvpe and size of venture and
then discuss the motivations of both U.S. and Caribbcan 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 rescarch tended to form non-
equity-sharing vertical relationships with their U.S. partners. In most of these
coventures, the Caribbean partner contributcd the bulk of the resources needed
to carry out the manufacturing function (matcrials, labor, capital, regulatory
permits, etc.), while the U.S. partner tvpically performed the distribution function
and provided technical assistance to the Caribbean partner. In some cases, the
U.S. partner also provided some materials to the manufacturing function.

In statistical terms, 92 percent of the sampie of JVFF ventures analyzed were
termed vertical relationships, 7 percent were classified as horizontal, and 1 per-
cent represent a spider-web effect (combinations of horizontal and vertical).
Furthermore, as shown in Table A, 25 percent were joint ventures (involving the
creation of a new equity). This breakdown of venture types is not surprising in
light of previous research which indicates that executives (especially those who
are owners of their businesses) attempt to maintain strategic flexibility as they
venture, especially in situations which they perceive to be risky or which have
insuficient information. Harrigan (1986) also found that venture partners gener-
ally preferred flexible arrangements when venturing into situations perceived to
be uncertain and volatile. The non-equity, vertical forms of participation are

consistent with the perception of U.S. SMEs of the Caribbean Basin as politically
and economically unstable.

R

T -

e ——



In valuing reciprocal contributions to venture opportunities, access to the U.S.
market was the most important resource controlled by U.S. partners in venture
negotiations (Harrigan, 1985). Becausc technology changes rapidly, it was ranked
below market access. Competitive advantages based solely on technology are less
stable than those based on market access. The developing country enterprises

evaluated in the study placed high value on locating partners who could provide
access to both markets and technologh.

B. PRINCIPAL MOTIVATIONS OF DEVELOPING
COUNTRY VENTURES PARTNERS

Developing country SMEs view cooperative ventures with U.S. partners as an
important mechanism to achicve their objectives of market expansion, business
growth and product diversification. Among the most often-cited motivations for
seeking cooperative venturces with U.S. partners are:

Access to the U.S. market
Acquisition of technology and know-how

Greater utilization of existing labor and production facilitics

To enter into a new business
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Caribbean Basin venture partners used the cooperative venture primarily as a
means for gaining access to the marketing intelligence, distribution channels, and
brand names of their U.S. partners. In addition, U.S. partners offered their Carib-
bean partners access to technology which they would otherwise find very diffi-
cult to develop or buy (Connoly, 1984; Harrigan, 1986). New machinery and new
technological skills were used 10 upgrade and build upon the existing skills of the
Caribbean labor force (see Table C).

Table C

STRATEGIC OBJECTIVES OF CARIBBEAN VENTURE PARTNERS
Strategic Focus of Percentage Percentage
Caribbean Basin Firms of Values Initiated by

o Caribbean Firms

Market Access ’ 38% 43%
Enter New Business 31% 56%
Greated Utilization of
Existing Capabilities 14% 60%
Product Diversification 10% 33%

Entrepreneurical ideas, resulting in new business ventures, represent yet
another category of venture motivation. These types of ventures were generally
based on new ideas with unknown market potential and their feasibility
depended on the particular individuals involved in putting the venture together.
Often the principals involved 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
required to take and idea an transform it into a revenue-generating business
organization -a formidable task for even the most experienced and well- capital-
ized group.



This is not to say that this 1y pe of mouvation lacks merit. Rather. itis 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
not have an organization in place to provide some of the necessary resources and
expertise.

The irony in developing countries is that the most capable manufacturing firms
(and potencially 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
and contact potential U.S. partners, travel, test products, and perform all the
activities necessary to bring about international business relationships. One
entreprencur in the JVFF study put it quite simply: Why work so hard whenitisso
unclear what the benefit will be?

C. PRINCIPAL MOTIVATIONS OF
U.S. VENTURE PARTNERS

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-sized U.S. firms
had a low level of awareness of the opportunity to reduce costs by manufacturing
in the Caribbean, since they did not initiatc most of the cost-reduction ventures.

Table D
STRATEGIC OBJECTIVES OF U.S. VENTURE PARTNERS

Percentage of

Ventures
Strategic Focus Percemages of Initiated
of US. Firms Ventures by U.S. Firms
Cost Reduction 63% 43%
New Revenue Source 16% 30%
Utilize Existing
Capabilitics 10% 43%
New Business 4% 100%

Product Diversification 3% 50%




The results also bear out the contention that the traditional multinational
motive for engaging in international cooperative ventures-gaining access to new
markets- is not the primary motivation for U.S. firms to invest in the Caribbean
region. The Caribbean region offers sparse new markets to U.S. firms and is thus
unattractive as a target for market expansion. However, the Caribbean region
provides inexpensive labor and a short pipeline for U.S. manufacturers lookingto
reduce production.costs. Thus, by utilizing cheaper labor, U.S. partners may
reduce production 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 plaved very different roles in the coventures
that were formed. as outlined below.

ROLES OF CARIBBEAN AND U.S. FIRMS IN JVFF VENTURES

Role of Caribbean Firm

Manufacturing

Agricultural Production

Provide Facilities or Land

Provide Market Channels

Provide Raw Manufacturing or Agricultural Materials

Role of U.S. Firm

Provide Access to Marketing Channels
Technical Assistance

Design Assistance

Raw Materials

Provide Facilities




D. THREE STRATEGIC DIRECTIONS i
DOMINATE DECISIONS OF U.S. PARTNERS

The motivations to invest or change operations can be summarized in three
strategic oricntations-cost reduction, market differentiation, and development of

surprise revenucs. Many trade and investment programs fail to market to these .

strategic options and choose to promote the general attributes of a country in
regard to trained labor, attractive tax cenvironments or transportation
advantages.

Increasingly, successful promotion programs will be explicit in qualifving a
company needs and will assist in developing a mechanism such as licensing or
coproduction to achieve these strategic goals. Considering the weak planning and
problem-solving capabilitics of many promotion firms and their limited manage-
ment resources, it is not surprising that promotion programs featuring general
data on a country achicve limited results. In contrast, companies contacted by
promotion firms defining cost reduction, market expansion, or new sources of
revenucs reccived favorable interest. The following discussion of strategic char-

actristics are in fact a basis {or designing outreach communication for trade and
investment promotion.

1. Cost Reduction Strategies
Cost reduction strategies arc those for which cost reduction is the driving force.
For example, a manufacturer of a labor-intensive piece of furniture might seek
offshore assembly which provides lower labor costs. Another company might
seek a lower-cost foreign source of raw material, or a component, such as beef,
perhaps, in the case of a food processor. Some industries -electronics or garment,
for instance- have a history of subcontracting relationships with foreign suppli-
ers. The extent to which other industries might benefit from cost reduction
strategies is unclear.

Cost advantages -a major way to develop significant competitive advantage-
can be created by changing key cost factors, sometimes known as “cost drivers”
(Porter, 1980). These changes can include:

@ Developing economics of scale
¢ Improving emplovee skills and experience

e Improving integration of the firm's activities

® Improving timing

® [mproving overall policy development
® Changing location and facilities

e

Adjusting institutional objectives

AN



These cost factor changes are not mutually exclusive. Some. such as developing
economies of scale or changing location and facilities, can be interdependent.
Some changes are morce readily undertaken than others. For instance, the first
thing most companies do when attempting to reduce costs is to change the cost of
product imput, labor, or management. They may also trv to increase production
volume or determine wavs in which costs mav be shared with other firms-such as
banks or insurance companics sharing the costs of large computer systems.
Normally, most companics do not realize that developing country partners can
offer a means to lower costs.
~ UsS. firms gencrally are willing to pursuc those cost reduction opportunities
which provide the quickest path to cost improvement with the least exposure of
capital and managerial resources. Forthe developing country firm, the U.S. firm's
push to reduce costs can offer a significant investment opportunity through
expansion of plant production,. increased plant capacity, and development of new
business svstemns-just as if the firm were selling to the end market itself. The
developing country firm uses capital, labor, and management skills to expioit the
cost need of the U. S. partner, who, in turn, possesses the necessary market
presence and technology back-up for a venture.

Several primary cost reduction strategies exist: 1) manufacturing drawback or
licensed manufacturing, 2) comarketing, and 3) technology sharing. The follow-
ing discussion will address these cost reduction strategies.

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

As a rule, the U.S. partner possesses the technology and other know-how, the
engineering specifications, and sometimes equipment. He may then contract with
an LDC firm to manufacture or assemble a specific quantity of items (sometimes
components) according to specifications. The LDC firm essentially performs as a
job-shop subcontractor, supplyving the plant capacity, skilled or semi-skilled labor,
basic manufacturing expertisc, and sometimes raw materials.

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

The following case study is presented as an example of a typical drawback
venture.
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CASE STUDY:
Plastic Drawback - Costa Rica

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

Even a firm as large and experienced as Motorola is hesitant to experiment with a
new venture overseas. Plasko's general manager credits his successful development
of this venture to the fact that he was development of this venture to the fact that he
was U.S. -educated. spoke excellent English, had been treasurer of the U.S. Chamber
of Commerce, and personally knew several management individuals at Motorola.
Even with this strong foundation and careful planning, it took nearly two years to
develop the first production program.

After the Costa Rican cconomic crisis of 1979-80, Plasko began actively searching
for product diversification opportunities which could build on its plastics and chemi-
cals divisions. The general manager targeted Motorola as a possible client and met
with several local Motorola staff. He also 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, probably as a result of
Plasko's difficulties in costing a new product without running the moids in the plant.
Determined to continue, however, the general manager met in the U.S. with Motoro-
la’s production staff. Consequently, Motorola agreed to set up a test production run.
Molds were sent and thesample run was made. Based on the results, Motorola agreed
10 a large-scale test of 100,000 units, which resulted in high quality pieces with a

- rejection rate of nearly zero.

The 100,000 unit test opened the gates. With faith in Plasko, Motorola increased its

use of Plasko's facilities and, by 1986, was subcontracting the production of several
million units per year.

This case study illustrates severalimportant lessons for firms which are consid-

ering joint ventures or coventures, particularly for those motivated by cost
reduction strategies.

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

A developing country partner’s ability to establish credibility and personal

linkages is essential for creating trust and an effective working
environment.

The ability to accurately cost and to plan effectively is crucial for securing
opportunities to perform test runs and sample batches for potential clients.

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

The willingness to invest significant time and money to develop business
opportunitics can bear [ruit, if an entreprencur is persistent in his efforts.




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

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

Technology sharing reducces costs by allowing one partner to benefit from the
technology of the other. making it possible for the firm to have access to the
technology without having 10 develop it or purchase it. An exampie of such a cost
reduction strategy might de a U.S. computer chip manufacturer whois seeking to
lower manufacturing costs by producing the computer chips offshore. This tvpe
of manufacturing requires skilled labor, but it also requires a complex manufac-
turing technology, consisting of both complex skills and equipment.

The U.S. firm could provide a developing country partner with the skills and
equipment necessary, thereby gaining a lower-cost labor pool.

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

CASE STUDY:

Advanced Technology - El Salvador
The Dolman Corporation in the United States is a small company that sells advanced
technology equipment to the U.S. Navy. Over the last five years the company grew
because of its specialized sonar equipment, which is made on a piece-by-piece basis.
The company’s number one constraint, however, is raising capital to develop new
manufacturing facilitics which would utilize this “job-shop” technology for the devel-
opment of more generalized products.

In 1984, the company began developing a portable bank teller device. Technology
developed for the navy is applicable in this arca and it was felt that there was a large
market for the product. The capital required for the project could only be sourced
through venture capital firms, as most banks felt the firm was t0o small and did not
have a stable enough manufacturing base to warrant major debt. The venture
capitalists, on the other hand. required a significant share of the company for only
small amounts of capital. (Most venture capitalists feel that only one out of ten
projects bring a significant return and. therefore. major returns are expected from
anv contribution of capital.



#

The Dolman Corporation had not considered any type of offshore involvement
until a team, sponsored by USAID, visited the firm in 1986. After discussions, the
company realized that it could develop a coventure or joint venture to carry out its
plan. Specifically, the company noted from the discussions that many groups in
Central America were anxious to link with U.S. firms which had a bright future in
advanced technology. The Caribbean firms could provide manufacturing facilities,
engineering, and other resources necessary to help produce and assemble the U.S.
designed product.

The advanced technology component of the project had to do with circuitry and
design. Assembly and plant development could easily be placed in the Caribbean
Basin. Negotiations began involving Dolman Corporation’s establishment of a ven-
ture whereby it would maintain control over a large operation with 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 would even be used in market testing
and engineering application studies. Through this strategy, the capitalization con-
straints were dealt with bv forming a new partnership.

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

2. Market Differentiation Strategies

The second general category of strategics for improving competitive position
deals with how a firm can “diffcrentiate itself from its competitors if it can acquire
something that is valuable to its buvers.” (Porter, 1980) Firms strive to provide
some tvpe 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
® Lowecring the buver's cost
® Raising the buver's performance

® Improving the buver's perception of value



A major difterence between the export development strategy and the draw-
back strategy is the effect of the market. For drawback or subcpmract arrange-
ments, the U.S. manufacturcr assumes nearly all the business risk. Orders going
to the LDC partner are definite-at least in the short' term-and payment for his
work is not contingent upon the U.S. m:mufacm‘rcrs sales of the ultimate pro-
duct. The onlvinstance in which there would be risk for the LDC partner would be
if he made a substantial investment in upgrading his piam and €quipment in
anticipation ot a lung-term source o1 production dc_mand whfch did not material-
ize. Of course, the U.S. partner also assumes a risk assocxmcc.i with the LDC
partner’s potential inability to maintain quality standards and dehve'ry schedul_es.
These types of risks are significant barriersto venture devglopment indeveloping
countries and arc discussed in more detail in the following chapter. ' '

The export development strategy, on the other hand, ha_xs a levsl of nsk"that is
usually tied to market demand. The U.S. partner may invest upfront” 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 pnned States
to line up distributors, in marketing and sales promotion programs, literature, etc.
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These are but a few 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 when companies change a product feature or offer a new
service. Other manifestations are when we extend the product to new markets or
improve the information suppliers to buyers to help them select and apply the
products and services. Developing country partnerships and cooperative ven-

tures can create differentiation strategies for themselves and U.S. firms.

The following is a discussion of the most common types of ventures which
involve market differentiation, such as export development, exploitation of a

country’s natural endowments, and comarketing.

The export development strategy usually involves a unique product, or capabil-
ity, which appears to have broader (international) market potential. Often these
are products being produced for the local or regional market which, with some
further development or refinement, may be competitive on the U.S. market.

Handicrafts and “productos tipicos” fall into this category.

The U.S. partner may provide: modified designs geared to the tastes of U.S.
buyers; training and other manuf acturing know-how; raw materials not generally
available in the local environment; and other forms of support and assistance
required by the LDC partner 10 develop the product and to ensure that produc-
tion quotas and quality standards are met. The kev role of the U.S. partner is to
market, sell and distribute the product in the U.S. These activities may be done
directly (by adding the product to his current line of related items), or indirectly,
as a representative or intermediary who locates outlets for the product and
-convinces distributors, retailers, and others to add the product to their

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

CASE STUDY:

Export Development - Dominican Republic
Caribbean Furniture, S.A.. a joint venture in the Dominican Republic, illustrates the
export development model. This is a multipartner joint venture which was estab-
lished in 1982 10 produce contemporary lacquered furniture for export tothe United
States. Initial capitalization is estimated a1 $250.000.00. Expected revenues of $5Mto
$10M a vear arce expected to be generated when the project is fully operational. The
venture is considered to be the nucleus of a larger-scale furniture industry for the
Dominican Republic in the future.

This venturce evolved as a result of a U.S. entreprencur’s business and personal
intercest in the Dominican Republic. His firm in the United States manufactures
electrical and electronic components for the O.E.MM. and after-market automotive
industries, as well as for other industries. In 1971, as competitive pressures from
Japanese and other Asian clectrical and electronic manufacturers were intensifying, o
he established a subsidiary to manufacture components 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 was recognized that Dominican furniture craftsmen
are highly skilled and might have the potential for making furniture of the style and
quality that could compete in international markets. However, although the quality
of materials and workmanship was high, the products themselves had a limited
market because the stvling was primarily geared tolocal market needs. They also had
limited appeal for the more sophisticated consumers in the U.S. and other developed
countries.

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

An important next step was to provide selected shops with designs for the most
complicated styles. The sclected shops then made prototype pieces to prove their
abilitv to produce this stvic of {urniture.

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 values required to compete on an international
basis. On-time dclivery, standardization and interchangability of parts, materials
requirements planning, production scheduling, qualitv control and other necessities
for industrial production were lacking.



There was a need tor new technology and methods requiring training 1n the
application of these new techniques. Training in basic management skills for produc-
tion coordination, quality control and on-time deliveries was also required.

Market representation was necessary in the U.S. to coordinate sales, as were the
logistics necessarv to dcliver orders to buvers’ specifications. These areas of need
involve considerabic, detailed planning, development, and expense. The whole “pack-
age” must be conceived and managed as an integrated system. Caribbean Furniture
S.A. is intended to serve also as a model for organizing and developing other cottage
industries in the Dominican Republic which have the potential for producing pro-
ducts to international markets.

The venture is currently in a “pre-production” development phase. Prototype
pieces of furniture have been designed and produced. craftsmen have been identi-
fied, and shops have begun to work closely with the Caribbean Furniture, $.A. group.
A training program has been organized and materials have been developed with a
manager receiving ongoing training. A central facility has been established and
equipped. Protoiype 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, orlocation. Typical
ventures might involve nontraditional agricultural products, unique approaches
to tourism, continuous processing operations, and small mining projects. Often,
the objectives of these tvpes of venture businesses are to further develop or refine
products which may create new demand in international markets, such as non-
traditional agricultural products.

Often, the motivating force for large-scale projects is to generate new sources
of foreign exchange, reducc foreign exchange expenses through import substitu-
tion, and to create emplovment. Thus, it is not surprising to find governments
involved in projects, such as a geothermal project to generate energy and reduce
foreign exchange expenditures for oil, to use U.S. government financing,

There is an important role for SME firms, or individuals, in this area, as the
following case study illustrates.



CASE STUDY:
Natural Endowments - Costa Rica
The Cocofruit Corporanon grows and exports bananas. In the carly 1970s, hewever,

the company began o eaplore diversinication opporiunitics and noted that one ol the
Pacific coast port town, Gullito, represented an opportunity for sport fishing and
tourism.

A small fishing and port faaility was determined to possess the necessary location
and natural endowmoents winch nught be deveioped 1nto an internauonai tourist
attraction-an idea that its owner had wanted 1o pursue for some ume. It took neariy
12 vears. however, 1o convinee the owner that the present facilities were not sustable
to attract sports fishermen from the US. and that he did not have the financial
resources necessary to upgrade the facility to the appropriate level, nor the ability to
market the business in the U.S.

With the assistance ol an intermediary, a partner scarch was initiated. In order to
interest investors in this opportunity, a business-vacation package 1o Costa Rica was
put together. Forless than $600 an interested investor could fly to Costa Rica, stay at a
first-class hotel. attend various seminars and functions designed to promote Costa
Rica. and become acquainted with businessmen and government officials. After
three of these business-vacation packages had occurred, potential investors were
identified and initial negotiations commenced.

Work to improve the facilities was begun and was cxpected to be completed in
1987. U.S. marketing and business development activities commenced and the pro-
ject was expected to generate about $1 million per year in foreign exchange for Costa
Rica and 50 new jobs. The project was to provide an important stimulus to the
southern Pacific coast of Costa Rica and would have iikely created other business
opportunities in its wake.

Although the development of tourism has been a principal target of the Costa Rican
government for some time-significant monies have been spent on tourism promotion
and infrastructure improvements- it is difficult 1o match the effectiveness of a
venture that is targeted to a specific market niche (sport fishermen, in this case) for
achieving tourism promotion goals. This joint venture required a strong U.S. partner
for marketing, financing, and the knowledge of what would appeal to sports fisher-
men, as well as the natural endowments of the Costa Rican partner’s land and his
management capabilities. The roie of the intermediary was critical throughout the
project development process.

Ironically, the project ultimately was halted, due to an accidental death thatled the
U.S. group 1o withdraw after its initial investment.

Much has been written about the value of the LDC partner’s knowledge of
local business customs and contact networks. However, the value of this
knowledge is contingent upon the underlying value of the resources he
represents. The emphasis on the value of an LDC partner’s knowledge
appears to reflect the overall bias of previous research, which predomi-
nantly focuses on multinational companies (MNCs). Frequently, MNCs wish
to establish a presence in a country or region in order to rationalize a global
organization, prevent a competitor from gaining market access, create a
diversionary tactic, or for other reasons that do have have a direct profit
outcome. A joint venture with a local partner can shorten a learning curve -
and may be the most cconomical means to accomplish their objectives.
SMEs, on the other hand. are interested in direct venture pay-off and take
the local partner’s knowledge for granted.
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Organizing technologies: Those organizational structures, job descriptions,
training programs, etc., which are essential to establishing effective busi-
ness systems. This type of technology is particularly undervalued in the
Third World.

Planning 1echnologies: The various svstems necessary to set goals, identify
potential markets, and organize a company for future growth.

Conrrolling technologies: Supervisory, cost accounting, manufacturing
control svstems, and other programs that guide and controi routine busi-
ness activities.

Motivaiing and leading strategies: those issues of personnel direction, moti-
vation, group behavior, and other activities that helpimprove human poten-
tial within a company.

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

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

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

A ="



3. Surprise Revenues and Incremental

Income Opportunities

Surprise revenue strategies are dictated by unexpected circumstances or
opportunities. An American poultry operation, for instance, mayv be quite
successful in its current operation and not actively seeking new opportuni-
ties. However, if approached by a developing country firm seeking technical
assistance in order to upgrade its facilities and streamiine its operations, the
U.S. firm mayv have an excellent opportunity to enter a long-term technical
assistance agreement which will benefit both parties.

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

Technology sales represent an opportunity for U.S. firms to sell patented
or non-patented technology or know-how to a variety of users. Additionally,
copyrights or trademarks, are also considered valuable technology. In the
Third World, technology represents all of the knowledge svstems that are
necessary 1o operate or expand a business. For simplicity’s sake, we often
refer to technology as both fiard and sofi svsiems.

Hard technology systems arce represented by cquipment, operating
standards, tools, processes or procedures. It is easy to envision this tvpe of
technology because it has a clearcut physical embodiment. A small chemi-
cal plant cannot operate without a variety of manuals that describe the
exact process and procedures that need to be followed when using equip-
ment or particular formulas. Hard technology is easier to sell because it
normally has clearly identifiable characteristics and its output or.value to
the firm is easily measured.

Soft technology svstems tend to be management systems which are not
so easily identified, but which have significant value to a firm, such as
planning systems, cost control procedures, and maintenance programs.
These systems are critical to a firm’s ability to apply hard technology
effectively. The four categories of soft technology are:
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CASE STUDY:

Technical Assistance Contract - Thailand . : ;
The Natgrow Corporation ol Thailand manufactured a variety of animal feeds.
Large-scaic beednnlis wo. o o -upto nanaic diici cnt iy pes ui animat leeds. For many

ol these vperations, niaciinery was deveioped lor pelietizing and bagging teed for
Various usces.

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

Natgrow discussed its traming dilemma with several U.S. equipment suppliers.
These firms had engincering 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. Natgrow was able to set up a simple technical assistance contract
through which it paid two U.S. companies 10 house its supervisors for six months a
vear. By placing six supcrvisors a vear in the United States for training, Natgrow
accomplished a rotation rate of about ten percent a year, thereby keeping a steady
flow of newly trained supervisors that could deal with the pelletizing and bagging
area.

For the U.S. company. this technical assistance agreement provided a unexpected
and welcome source of new income. The companies themselves felt noreal burden at
having 1o only accept onc or two trainees at a time. These U.S. companies had never
considered 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
specific task. Normally, project management fees cover a limited period of time
and are associated with large-scale engineering activities. For instance, large
turnkey plant developments tyvpically include project management fees. These
fees are paid to the engincering company to organize the various construction,
training, and start-up activities necessary to the project.

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

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



CASE STUDY:

Prq{ccli Management Fees - Philippines _ ! Bamei’ )
Philippine Packers is a large company that is involved in processing and distributing
various food products. In the late 1970s, the company investigated the development
of specialized food products that could be exported from the Philippine ethnic
markets to the U.S. west coast. In order to develop packaging more suitable to the U.S.
market, Philippine Packers needed not only to acquire new technology, but it also
needed a company to assist with organization and development of new packaging
lines.

The company had the necessary facilitics and acquired the equipment for aseptic
packaging. However, it lacked the ability 1o organize a comprehensive management
svstem. It needed the assistance of a U.S. company skilled in aseptic packaging that
could help install new equipment, train personnel, and set up the secondary procure-
ment procedures.

A three-vear contract was cunsequently agreed upon with a U.S. company to
control the technology suppliers and to assure that the equipment was installed and
employees were effectively trained. The U.S. company was asked to assure that
accounting, shipping, and other general procedures were changed to fit the new
aseptic packaging system and to coordinate the development of its marketing and
sales practice in order to meet the expectations of its U.S. clientele.

Although this contract has not gone into operation, it reflects anincreasing trend in
the Third World to scek nontraditional project management and technical assistance
suppliers. At the same time, the US. firm had an opportunity to understand the
Philippine market, to develop relationships with a powerful offshore packaging
group. and 1o gain a new source of revenue and income.

It appears that there is a large worldwide market for the sale of technology,
technical assistance and project management skills. Unfortunately, very few U.S.
companies are actively engaged in offering these services. In most cases studied,
the companies are unawarc of how to package, transfer, or manage such technol-
ogy sales. At the same time, however, the developing country firms are aware of a
variety of technology and technology assistance needs, but lack the experience
and networks to locate suppliers or to organize contracts to gain access. There
appears to be a strong opportunity for intermediaries to play a role in bringing
together technology suppliers and users.

We can conclude that ventures between U.S. SMEs and Third World partners
take place when underlying economics or commercial advantages are perceived
to be great enough to offset the costs and risks inherent in the venture. Thisis a
necessary --but not necessarily a sufficient-- condition to motivate the partners to
work through an often difficult and time consuming development process.

Success depends upon a wide range of venture-specific factors, such as the
product, the complexity of the manufacturing process or technology involved,
the purpose of the venture, the form of the venture, the presence or absence of an
intermediary, and the amount of investment involved. The host country, its
companies. the personalities of kev playvers, interpersonal chemistries, and the
prior international experience of the partners also play important roles. It is
important to bear in mind that these are business relationships. Macroeconomic
goals, infrastructure development, industrial development and job creation

benefits, all normal priorities in the development community, are not the primary
motivations in busincss ventures,



E. A VARIETY OF FACTORS CONSTRAIN
VENTURE DEVELOPMENT

The resource fit between U.S. small- and medium-sized enterprises and develop-
ing country firms creates a lertile context tor certain 1ypes of cooperative busi-
ness relationships. Manufacturing drawback and export development were
found to be primc arcas for SMEs. Extractive industries, commodities, and
infrastructure development projects require more extensive resources and are
more appropriate for larger enterprises.

The process of venturce development is often long and arduous. An idea for a
venture goes through a series of steps or stages on its way to becoming a
functioning commercial realitv. Each stage imposes new barriers and restrictions
that must be overcome. Not surprisingly, ideas suffer a 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 knowledge or information. The more informa-
tion one has about asituation, it is believed, the better (less risky) the decision. The
ability 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 the global village, shrinking world, and the effects
of mass media communications that bring the world into one’s living room. The
fact of the matter, however, is that decision-makers in smaller U.S. enterprises are
insular, with U.S. businessmen evidencing a “stay at home” attitude. As long as
business is good, they are generally satisfied: when they experience adownturnin
business, they may look to exports as a possible source of increasing sales
revenues, but are not likely to be more 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 most
reluctant to consider venture relationships that would give them access to the
U.S. market. If they are doing well, they are generally satisfied and not motivated
to seek out new opportunitivs. If thev have a problem, then the motivation

increases substantiallv, but onlv if management perceives a venture as a solution
to the problem.
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One of the primary reasoiis (it cooperative ventures are not considered is that
businessmen on both sides are unaware of the possibilitics. Even if there is
awarcness, firms arce likelv to be unlamiliar 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 imagine is involved. Intermediary organizations
which push ideas forward and assist with project development can help over-
come this problem,.

The JVFF surveyv performed for this study found a strong concensus that
“developing country firms lack a clear understanding of how cooperative ven-
tures can be structured and how they can be used as a business development
strategy.” A similar high lcvel of agreements was shown for the statements,
“Developing country firms have difficulty identifying specific opportunities that
could provide the basis for a joint venture or coventure relationship,” or “A lack of
direct experience or knowledge of other firms' successes in developing interna-
tional ventures inhibits U.S. and LDC firms from pursuing these types of ven-
tures.” (See Appendix C)

Clearly, a major problem in venture development istoidentify a definite project
idea, or profile, proposed by capable entrepreneurs.

Information and knowledge [rom direct experience, or even familiarity gained
through knowiedge of other firms' successes, are lacking. We should not be
surprised by this. After all, the entire emphasis on SME venture development is
relativelv new, at least in terms of a wider business audience. Since joint ventures
and coventures have been recognized to have potentially positive implications for
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
Venture development constraints somewhat related to lack of information and
knowledge include geographic disiance, travel and communications expenses,
language and cultural differences ind, unfortunately, a general negative percep-
tion of the Third World on the part of U.S. businessmen. Without the benefit of
specific country experience, U.S. businessmen tend to group developing coun-
tries together. There is a general perception that the Third World is not a good
place to do business because the government might 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 everything 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 ven-
tures is generally more attractive in industrialized countries. Intermediaries such
as lawvers, consultants, or volunteer programs, especially those that are aware of
industry--specific opportunitics, are able to bridge the gaps of knowledge and .
understanding.



CASE STUDY:

Contract Manufacturing - Costa Rica
Pico CE Cosmetics manulactures a variety ol women's cosmetics. including eve-
shadow. lipstichs. body powduers. The company has been a successful manufacturer
and exporter in Central America for a number of years. In 1984, the president of Pico
CE was asked toaccompany a government trade mission to the United States. He was
anxious to support government programming for new export development and was
seeking product diversilication opportunities for his company. During the trip, he
spent several days in Orange County, California, visiting a number of electronics
plants.

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

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

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

In 1985, discussions began with a company in California for Pico CE to assemble a
simple pill box comaining a built-in timer which would alert the user when a pill
should be taken. Pico CE agreed to start with 10,000 units 1o be assembled at a cost
determined by the U.S. company. Simply speaking, the president did not want to
waste time trying 1o cost out something he knew very little about. He was willing to
gambie and use a fuw workers to assemble an initial order. If successful, his plan was
to open up a 35,000 square foot area that would employ approximately 300 workers
in order to assemblie between 300.000 and 500,000 of the same or similar electronic
products.

1t is important to note the iole of the intermediary in this case. Fifteen U.S.
candidate firms werc introduced to Pico before a suitable firm was located. In
contrast, the government agencivs were not interested in the lower level technology,
even though simpler transactions were easier to start. They had agreed to help Pico,
but. in fact, had intruducced it to only one potential firm. The private intermediary, on
the other hand. quickly understood the entrepreneurial concerns of local and U.S.
firms and the need to bring several firms into contact with Pico in order to find the
right “fit.”

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

The attitude of the government export development agenciesin this case illustrates
a general problem in the area of SME venture development. Many developing coun-
try governments believe that only the more highly developed, sophisticated technolo-
gies arc worthy of their developmem efforts, while smaller, less sophisticated
assembly operations arc not taken scriously or are treated with disdain.



3. Partner Selection

The Conference Board study, "Joint Ventures with Foreign Partners,” stated that
the most significant problem for joint ventures is that of locating a suitable
pariner. An experienced international executive who participated in this study
was 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
possess both funds and managerial talent who are not already tied to competitive
companies. Even where therc are partners available, their concepts of quality
control, pricing, marketing, reinvestment, dividend policy, and accounting may
be so alien to a foreign partner that there is no hope for an effective rapport.”
(Conference Board. 1966)

Harrigan's research also illustrates the importance of partner identification
and selection. She found that the ultimate success and endurance of joint ven-
tures was “largely a matter of managing the chemistry among the partners
..managers must develop a way to tell in advance whether joint venture chemis-
tries will succeed and what factors mediate the success of failure of a venture.”

An important dimension of the partner identification and mutual selection
process is the issue of credibility and trust. In addition to the need for areciprocal
resource fit and “good chemistry,” businessmen pay particular attention to
another firm's “track record” and history. Of particular concernis the question of
whether or not the potential partner will be able to deliver as promised. Thisis a
general characteristic of all business relationships. and takes on even greater
significance in cooperative ventures that are expected to endure for some period
of time. Essentially, the buyer wants to make sure that the seller can deliver what
he 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.

For his part, the seller wants to make sure that he is going to get paid. The risks
of potentiaily high costs. loss of profits. and other negative cosnequences that can
result when one party to a transaction fails to meet his commitments are major
reasons why businessmen prefer to deal with people they have dealt with in the
past or, alternatively, are recommended by someone they know and trust.
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Many international ventures involve firms and individuals who are strangers
and likelv have no other Busimiess assodlates in common or easy access lo ready
informauon that wiil ailow them 1o “cheek the other guy out” This lack of
credible evaluation assistance can constrain the venture development process.
Most experienced clients agree that, “"Direct contact with potential partners is
probably the most important factor in building confidence and commitment to a
venture.

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
when relving on any domestic subcontractor who is responsible for supplying a
subassembly or product component. Though these risks are not substantially
different, they are greater when LDC firms are invoived. Components must be
delivered on time, in the right amounts. at the level of quality specified, and for the
agreed upon price. '
On-time delivery of goods 10 a U.S. firm can be critical. In the garment industry,
for example, shipments to retailers by manufacturers are oftentied to advertising
campaigns and special sale davs. If delivery from a sewing subcontractor is
delaved and the garments are notin the stores for, say, the Washington's Birthday
sale, the retailer loses sales, incurs wasted advertising expenses, and more than
likely has to deal with angry customers who came to the store specifically to buy
that particular sale item. The garment manufacturer, in turn, also loses saies,
since the store will not accept the shipment after the sale is completed. The
manufacturer has not only lost sales, but he now hasa shipment of garments that
no one wants. He has to find another buyver, probably in the “off price” market,
who will give him 20 cents on a dollar--if he's lucky. Consequently, he also may
lose the retailer as a future customer.
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A JVFF survev of 56 expcricnced venture partners and intermediaries were
asked 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;

® the LDC firm's inability to understand the exact quality control specifica-
tions required throughout the production process (in-process quality
control);

® the LDC firm’s inabilitv 10 adapt production to the higher volume levels
required by the U.S. firm;

® the LDC firm'’s inability to understand the importance of “timely” delivery;

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

e the US. firm's lack of confidence that the LDC firm can maintain delivery
schedules: and,

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

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

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

As has been stated before, the decision to halt the development of a venture
may occur at any phase of the venture formation process. Legal obstacles, such as
import restrictions or othcr trade barriers, can spell the demise of a venture, as
can the lack of funding or managerial commitment. If the venture proves to be
too expensive, too difficult, or otherwise untenable, management will probably
scrap the idea.

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



FACTORS THAT CAN HALT VENTURE FORMATION
® Partners cannot get along
& Managers cannot get along

® Markets disappear

Promised delivery could not be made
Partner reneged on promise
Appearance of a better alternative
Inability to manage venture effectively

Inexperience in cooperation

Inaccurate initial understanding of each
partner's contribution

Geographic distance

Communication problem - language or other

Equity disputes
Staffing disagreement
Profit distribution

Political disruption

Production factors, ;Srice changes, and availability

F. SUMMARY OF DECISION-MAKING ISSUES

We can conclude that joint ventures and coventures between Uss. and developing
country SME partners take place when the underlying economics or commercial
advantages are perceived to be large enough to offset the costs and risks inherent
in the venture. The venturc development process, however, is a difficult and
time-consuming process. Success also depends on the mechanics and character-
istics of the specific venture, the personalitics and experience of those involved,
the host country environment, and the presence or absence of an intermediary. It
is worth emphasizing that thesc factors are all related to business motivations, not
economic development goals.

Probably the single most important barrier to venture development in the Third
World is the degree of perceived risk associated with a venture. Market risk and
relational risk are present in any joint or coventure. However, due to a variety of
factors --cuitural differences, lack of common understanding, geographic distan-
ces, development expenses, negative perceptions and attitudes-- these risks are
perceived to be greater when a foreign firm is considered by a U.S. firm as a
venture partner. A varicty of other internal and external factors within a firm
constrain the development of cooperative ventures. Lack of information regard-
ing venture possibilities, lack of familiarity with the venture development process,
and the inability to iocate qualified partners all act to hinder or constrain the
venture development process.



Implications for Restructuring
Trade and Investment
Assistance Programs

The United States Agency for Internationai Deveiopment (USAID) and a variety
of international development organizations arc presently implementing private
sector development programs throughout the Third World. Often these projects
are designed to encourage business linkages between U.S. firms and firms in
developing countries. These programs assume that such linkages will improve
businesses and in turn will generate increased employment and foreign exchange
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 policv 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 1o point out that AID programs, along with other intergovernmen-
tal programs, usually tend to strengthen the institutional framework for handling
the foreign investment and trade process. However, many trade and investment
programs have proven very costly and have required much greater time and
follow-up effort than originallv 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
to the attention of key decision makers and to link partners with potentially
mutual business aims and interests.

Many developing countries have established government investment promo-
tion organizations which conduct general public reiations throughout the deve-
loped countries. Some have organized programs aimed at highly-specific
communities in the United States. Few programs recognize that coventures are a
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
formal business structures offer more potential than does direct-foreign-equity -~
investment in LDCs.

A central concern of this study 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 intcrest on the part of one or both of the partners. In fact, our research
tends to support the conclusion that few enterprises have clear ideas of the types
of projects they could pursue or the benefits of such projects, and therefore, are
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 formulate
proposals should also provide further followup, such as feasibility studies, and
cost benefit analvscs.



A. TRADE AND INVESTMENT ASSISTANCE PROGRAMS HAVE
NOT ALWAYS BEEN CONSISTANT WITH AID STRATEGIES

The overall AID private sccior strategy intends to exploit the capabilities of
private entrepreneurs in order to achieve cconomic and social development
goals. A number of programs within AID reflect the emphasis on using the private
enterprise for direct foreign investment and joint venture stimulation. Many of
these programs are designed to help rationalize, modernize, and otherwise res-
tructure the private enterprise so that it can play a more significant role in
generating employment and foreign exchange.

Program strategies are generally built on the premise that firms require assist-
ance in improving operating technology, access to foreign markets, and develop-
ing manpower within their opcration. It is often assumed that U.S. and other
developed country enterprises will help provide the technology, marketing chan-
nels or other business linkages necessary for business and organization develop-
ment at the firm level.

Most USAID programs address the need for technical assistance simultane-
ously with the need to improve the policy environment that affects risk taking,
foreign investment, and other private sector activities. Technical assistance pro-
gramming is increasingly oricnted toward helping the private enterprise establish
a more competitive position abroad and by establishing linkages to sources of
offshore technology and markets. This assistance is often termed “capacity
building”.

Confusion between capacity cxploitation and capacity building creates serious
problems in program development. In manv developing countries, macroeco-
nomic studies suggest a wide variety of surplus capacity. In fact, in many cases,
this capacity isinadequate and unusable. It is critical to understand the difference
between usable capacity and the nced to significantly overhaul and create new
capacity. A program exploiting viable and available capacity needs to focus on
contact, exchange of information, and getting partnerstogether for deals that will
probably not require significant investment or long-term horizons. On the other
hand, programs to build new capacity require longer time horizons and the need
to focus on basic investment decisions including staff training, or developing new
products. Creation of new capacity often requires inputs from developing
nations, particularly improved production processes.
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A number of recenttrade and investment programs sought to exploit perceived
capacity with disappointing results. In the area of offshore assembly, many
expectations were raised about the possibility of shifting garment and metal
fabrication tasks into the Caribbean Basin from Asia. Unfortunately, these shifts
have not taken place rapidly, since they literally required the creation of new
plants rather than the exploitation of existing surplus capacity. The presence of
physical structures and equipment does not indicate a true capacity to manufac-
ture, assemble or operate an enterprise. This critical distinction has plagued a
number of development programs.

B. PROGRAM DESIGN SHOULD COMBINE
DIFFERENT STRATEGIES

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

Historically, assistance has focused on building up local institutional capability
to help firms gain access to credit, technical guidance, and other support. Local
institution building is still central to many larger assistance programs, but there is
an increasing emphasis on building stronger links to external markets, sources of
technology and operational assistance. Intermediaries and specialized consuiting
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 strategies.

® Programs which emphasize attracting direct foreign investment asa princi-
pal means of creating and generating foreign exchange.

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

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

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

®

Programs which emphasize creating a demand for technical assistance or
services as well as providing a supply of technical assistance, i.e., programs

that have in-place networks to help companies identify problems and create
an intercst in improvement.
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® Programs which locus on assistance for export acusities, as opposed to
those that focus on import substitution or sub-regional trade.

® Programs which ¢ncourage the utilization of a variety of intermediaries as
opposed to programs which tend to use one particular channel to stimulate
trade and investment relationships.

® Programs which provide funding to reduce the risk of travel, research or
other activities necessary to move ventures through the proiect evele.

® Programs which arc built around short-time horizons, ic., those that
assume trade and investment activities can be initiated and put in motion in
a relatively short period ol time (less than three vears).

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

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

® Programs which rescarch business opportunities, comparative advantage,
and legislative barriers and incentives prior to the design of industrial
development and trade promotion projects.

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

Some USAID programs build up the technical infrastructure of the host coun-
try (education systems, laboratories, etc.), whil others deal directly with enter-
prises or institutions expected to facilitate enterprise growth. Those programs
aimed directly at the enterprise can be grouped into two types: those which are
designed to affect the internal capabilities of the firm and those focusing on the
external environment or resource support.

TYPES OF ENTERPRISE ASSISTANCE

Internal Focus External Focus

® Training services ® Provision of access
to business networks

(local and international)
® Information and partner

search services

® Trade and export e Financing services
management assistancce %
® Technical assistance ® Improvement of policy

and investment climate




This framework helps illustrate why programs normallv designed to deal with
business activities or management processes within the firm alsoneed torelate to
the political and market environment outside the firm. Within the firm, programs
must address production. finance, marketing, human resource development.
product development and international business svstems. Companies must be
able to build their management processes--planning, controls, staffing, organiza-
tion structures, and leadership systems--in order to compete internationally.
These needs are addressed by programs that provide direct assistance to enter-
prises and bvthose which build local institutions for long-term assistance capabii-
ities. These objectives can also be met by programs that encourage foreign
investors or technical partners.

C. SIZE OF BENEFICIARY ENTERPRISES
INFLUENCES PROGRAM DESIGN

Many trade and investment programs have a mix of activities to “build capabili-
ties” of local firms, while others “cxploit” capabilities by moving the enterprise
into new markets, products, or productive svstems. Development experts vary on
the degree of emphasis that should be placed on these goals, but generally agree
that capacity building and capability exploitation must come together. Unfortu-
nately, this is analogous to the “chicken and egg” dilemma. Local enterprises
under increasing pressure to carn foreign exchange, compete effectively, and
diversify their interests will usually not invest in long-term capacity improve-
ments without identified markets. Similarly, foreign markets, clients or partners
are 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 in
the short and long run. Larger local firms are capable of linking to foreign
investors or establishing new joint ventures and services. They usually are also
able to absorb training, export assistance, and other technical assistancc more
effectively. This is not the casc of the small- and medium-sized local firm nor of
the microindustry or informal scctor.

Tvpically limited by capital, management, and experience, SMEs are not able to
jump into major new activities with larger foreign firms or to undertake major
changes in business activitv. For growth, management will tend to look for
smaller incremental changes from short-term productivity gains or new market
opportunities requiring small amounts of capital or management effort. The most
appropriate focus for SME programs then would be activities such as coventure
strategies, subcontracts, and simplc trading activities.

The microenterprise or informal sector firms are almost totally incapable of
absorbing complex assistance or major new business opportunities, especially
those involving substantial changesin products or manufacturing processes. Like
the SME, the very small firm will be very receptive to programs that helpit export
a product or extend an existing service. Providing export management services or
basic training and technical assistance services that incrementally improve exist-
ing operations and processes have a much greater impact than those that involve
major changes in organization characteristics and operations due to the limited
ability of these microenterprises to absorb change. Changes in the local policy
environment and market conditions may not have a dramatic impact on growth
of these enterprises for the samc reason.



D. OTHER KEY DESIGN ISSUES

The development of local technical assistance organizations, professional associ-
ations, consultants, and training institutions is an important parallel activity to
reinforce direct enterprise assisiance programming. Most countries have a great
need to improve the ability of local educators, and consultants to work with firms
to improve operations, stimulate planning, and otherwise act as a catalyst for
managerial and technical change. The activities of local support organizations
should be coordinated with programs that link local firms to immediate sources
of technology, market channels. or intermediaries. The following diagram illus-
trates which trade and investment strategies are the most useful for different
tvpes of enterprises. (Naturally, training and technical assistance is useful to all
tvpes of enterprises, but has the greatest impact on smaller enterprises.)

-1
/

The policy and general economic environment has the most decisive influence
on the enterprise, and is the most difficult to change. The trade, investment and
technical assistance strategies can be mixed to reach a variety of beneficiary
communities and associations. Technical infrastructure development should be
linked to direct enterprise assistance. Venture development programs require
strong industry contact networks, and sustained pressure and follow-up to
initiate ventures and move them through the process. Cooperative venture devel-
opment programs are an alternative or complementary adjunct to trade and
investment programs, especiallv for smail- and medium-sized firms.

Enterprise change is a long-term effort which requires specific expertise and
continuing pressure to achieve demonstrable results. This means that most
shorter-term programs can achieve only minimal demonstrable results unless
closely tied to building local capacity to continue assistance and networking. The
ability 1o forge personal and practical links to the U.S. business and technical
community is invaluable for the developing country firm, yet network building
and maintenance is very difficult for smaller firms to execute.
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Entrepreneurs and professional managers generally comprehend the issue of
risk and resistance to change. The success of any new program strategy, such as
fostering SME joint and coventures, depends upon the program’s ability to dem-
onstrate success, disseminatc appropriate information and education, and rein-
force perception and attitudc changes that come about slowly. Joint ventures and
coventures are already a component of assistance programs designed to streng-
then private enterprises. Thev will be increasingly useful as networks strengthen
and business strategy options are more widely understood. Assistance to acceler-
ate cooperative ventures will be most effective when it provides networks to
identify opportunities, search for partners, qualify strategies, and assist in plan-
ning and launching the venture.

E. JOINT VENTURES AND JOB DISPLACEMENT
IN THE UNITED STATES

The present political environment within the United States argues for greater use
of the joint venture strategy in Third World development assistance. Our assist-
ance e%fons reinforce private cnterprises and free market svstems, but money for
direct assistance is limited. The U.S. Government will discourage programs that
promotce LDC exports to the United States at the expense of U.g. industry. How-
ever, SME cooperative ventures with LDC firms can benefit both firms and their
countrics in general. U.S. SMEs arc the most important job creators and technol-
ogy developers in our economyv.

" “over 90 percent of the 20 million new jobs formed in the U.S. in thelast decade were
generated by small busincsses. while emplovment in larger firms has declined. The
dvnamic resource represented by smaller enterprises is gaining recognition world-
wide. At the same time, U.S. share of international technological innovation is declin-
ing. an ¢stimated drop from 75 percent 10 50 percent in the last 30 years. It is not that
the U.S. is innovating less, but that other nations have also recognized the power of
the commercialization of 1cchnology to stimulate economic growth and create new
jobs.” U.S. Department of Commurce, 1986.

This quote is from a Department of Commerce document which argues for
more cooperation between U.S. and foreign firms. The program for International
Partnerships for the Commercialization of Technology (INPACT) maintains that
“U.S. and foreign companies alike can better profit from cooperative entrepre-
neurial activities that can bring together technologically innovative people, pro-
ducts, and processes, and expand markets.” INPACT argues that joint ventures
have distinct advantages over direct investment and licensing since they tend to
preclude one firm exploiting or absorbing the other. Further, having a vested or
full-time partner in an overscas 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 to compete internation-
ally without such ventures. It is clear that cooperative ventures can help move
smaller firms into international business, whether through the more committed
joint venture sought by the INPACT strategy or the coventures thatrepresent the
first level of firms-coming together.



Unfortunately, overscas ventures arc olten perceived mereiy as a wav tomove
jobs offshorc without anv dircct benefit to the United States. Clearly jobs are
sometimes lost when manutacturing ventures move into developing countries.
However, it is the general fechnyg that without some tvpe of cooperative venture
smaller U.S. manufacturers cannot compete effectively. US. companies no
longer have the luxury of deciding to compete internationally --the international
market has come 10 them and thev must compete to protect their closest regional
markets from international competitors. The movement toward an increasingly
open world cconomy has meant greater competition for U.S. domestic producers
in virtually all industrics.

For 16 years, the International Trade Commission has studied the relationship
of offshore production and loss of jobs. It 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. technology and
content with host country labor skills and factor costs through a two plant system.
According to management expert Peter Drucker, “This growing trend (produc-
tion sharing) is pushed by the dvnamics of world population. The developed
countries are strong in management, capital, technology and consumer purchas-
ing power. The developing countrics offer enormous and rapidly growing fabor
surpluses.” (Drucker. 1980) Qur description of joint ventures and coventures
involves many transactions that are outside of simple of manufacturing agree-
ments, but offshore manufacturing ventures create the greatest concern over
exporting jobs simply to achieve cheaper labor input.

Interestingly, in the production - sharing ventures, registered under the U.S.
Tariff Code categories 806.30 and 807.00 --where we might expect to see signifi-
cant job export-- the U.S. companies seem to have improved their job generation
ability. In terms of goods partially manufactured and imported back into the
United States through production sharing agreements, the U.S. content of these
imports has increased from 15.4 percent of their total value in 1966 t0 24.8 percent
in 1983. More importantly, the firms feel that they have been able toimprove their
competitiveness and protect the jobs at hand.

Sixty-six firms in the United States involved in production sharing were sur-
veyed regarding direct displacement of jobs, in their business, not considering
jobs protected by a venture. Eleven companies reported a one-for-one job dis-
placement. Sixteen reported less than one-for-one job loss, and thirty-four
reported negligibic or no job loss. Clearly some of the firms surveyed gave up
some direct manufacturing jobs. The broader point to be considered is that they
in some way enhanced their overall competitiveness. Most offshore production
ventures are done out of necessity --if a company cannot locate skilled workers in
the U.S., or cannot afford to pay them, the price of not looking offshore may be to

shut down completely. In this worst case, no jobs are protected and no one in the
U.S. company benefits, (Sce chart)

7
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WORKER DISPLACEMENT
1983 SURVEY OF 66 FIRMS

Emplovinem Nwnher of lmpaort Number of
Displaccmen LN Compaimes Shipments (5M) Workers
Onc-lor-one basis 1 574 15,450
Less than one-tor-one buases 16 IR7 9118
Negligible or none 34 33§ 14.435
Du not know 5 562 31,750
Total 66 1.858 70,753

Susaey tor the Commuiee on aer S0 8 0700 Ine prepared by Monticelo Assocrates Ineof Washingion, D.C.



It scems that production ~harme “improves US competitiveness in world
srarhets, cihances the crproyment foveis of the Amenican worktoree, supports
LS. forctgn pohoy micrests, ana provides Amcncan consumers with competi-
tively priced alternatnes wo whoilv torcign imports.” (Conunniee Tor 306.30 and
807.00 Inc.. 1984) Production ~sharmg somenmesinvolves some loss of US. jobs to
protect others. Considerig that the Commerce Department estimates that
approximately 23.000 jobs are created or sustained lor every 31 billion exports,
the $5.4 billion ol domestic content in production sharing in 1983 can be asso-
ciated with protecting 136,000 {obs.

It is difficult to sav whether importing the products partially finished with oniv
labor valuc added. as opposed (o producing whollv within the U.S,, takes jobs
away from the United States. The Committee for 806.30 & 807.00 cites a studv by
the Flagstaf[ Institute, a nonprolit research organization dedicated to improving
world tradce, which states that 50,000 Americans worked in jobs supplving compo-
nents shipped abroad (or 806 and 807 assembly in 1976. Another 836,000 people
were directly employ ed in export-related manufacturing to supply less developed
countries with advanced technological products. These direct manufacturing
jobs resuited inindirect cnplovment in Amcerica ol some 2.9 million additional
persons, making the impact ol 806/807 -refated jobs 3.7 million in total.

[Uis casvitosay that the olishore production sharing and other joint venture and
coventure strategics help V.S firms maimain officiencey. The most likely end
result is that we are protecting skilled and semi -skilled workers' jobs but sacrific-
ing certain lower-skilled labor jobs. In a broad sense, industrices are participating
in the normal exchanges of comparative advamage that underlie international
trade. The Committee For Production Sharing (in March 1986, The Commitiece for
806.30 & 807.00. Inc. reorganized as the Committee for Production Sharing)
argues that these tvpes ol ventures help US. lirms by helping them to:

e muaintain control uver overadl business operations

® protect proprictary and patent rights

e protect and enhance the manutacturing base in the US.
® improve competitiveness of cndd item products

Qutside of manuiacturing ventures, we camsee that the licensing, comarketing,
and other tvpes of ventures help lirms develop international experience. access
markets, and improve competinveness through wavs other than reducing labor
cosls.
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Summary

This study has auempted to integrate three major rescarch arcas:

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. therole SMEs can plav in Third World development through joint ventures
and coventurcs.

Qur 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 simuitaneously ¢nhance 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 coventures, 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 new development strategy with far-reaching impact, at least in the short
term; rather, ventures with smali- and medium-sized firms should be considered
by development professionals as another “arrow in the quiver”, so to speak, as
opposed 10 a new "“weapons svstem” for LDC development.

Significant constraints on the wider use of joint ventures and coventures
between developed and developing country SMEs include limited capital and
managerial resources of small- and medium-sized enterprises, their lack of famil-
iarity with international ventures, and a “stav-at-home" attitude, particularily on
the part of U.S. firms. For these companies to change, there must be a confluence
of changing values and economic necessity. Changing values can be addressed, in
part, through information and education, but potential ventures must have a
sufficient economic potential and risk/benefit rationale if they are to be explored,
let alone developed. Sharing risks and resources is an obvious way to serve
multiple goals when common interests outweigh individual interests.

In addition to the limitcd resources of SMEs, another significant constraint on
venture development is the tvpe and level of contributions LDC partners can
offer to U.S. lirms. As LDCs are, by definition, less developed industrially, their
potential contributions to increasing the competitive position of developed coun-
try partners arc limited. Labor is the most important contribution. We found that
the most frequent motivation for U.S. SMEs to consider a venture is to reduce
assembly labor costs. Other common motivations are to increase revenues
and/or serve new markets, often by licensing technology or entering into other
types of agreements that would allow an LDC [irm to market and manufacture (in
whole or in part) a proprietary product.

The abilitv of a U.S. SME to capitaliz¢ upon an LDC natural resource or unique
geographic advantage represents another basis for venture formation. Although
this reason has generally been associated with larger multinational corporations
which have the necessarv capital to invest. 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 and
objectives for pursuing cooperative ventures. Access to the U.S. market, which
can represent a market and/or product diffcrentiation strategy, is a significant
motivating force. Greater utilization of labor and production [acilities, often
achieved through subcontracts with U.S. firms is another popular venture ratio-

nale. Access to more competitive technology and know-how is the driving force
for other LDC-initiated ventures.




S S R

a

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

Although SMEsin the developing world appear to be more prepared to consider
cooperative ventures than their U.S. counterparts, the general opinion among
development professionals and exccutives interviewed during this research is
that many LDC SMEs are unable to perform at the level required tocompeteinan :
increasingly competitive international business environment. They often lack the 6
managerial and technical expertise required to participate in more sophisticated
ventures. Many suffer from the less developed nature of local infrastructures,
and others arc victims of broader governmem policies and goals that are not
conducive to business development. For example, currency restrictions and time-
consuming procedures that delay imports of needed parts and supplies make it
difficult for the LDC firm 1o perform at a level required in a cooperative business
venture.

It is important to recognize the unique characteristics and needs of specific
target populations and organizations when developing assistance programs. Not
all strategies arc appropriate for all populations. The findings of this study have
several implications for policy formulation and program design which are dis-
cussed in detail in Chapter V1. In summary, juint ventures and coventures are a

viable approach to enhance competitiveness and economic prosperity of U.S.and
developing country enterprises.



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 havc put together programs that are aimed at
highly specific communities in the United States. Fewer programs look toward
the conventure strategy as a viable strategy for engaging smaller- and medium.
sized firms. Many government programs are principally interested in attracting
foreign investors and tend to emphasize projects that involve equity. Our
research suggests that there is potential for engagement, on a broader front, of
industrial activities through coventure and less formal business structures.

The overall AID private sector strategy intends to exploit the capabilities of
private entrepreneurs to help achieve economic and social development goals. A
wide number of programs within AID indicate the emphasis on utilizing the
privatc entcrprise for dircct forcign investment and joint venture stimulation. A
review of these different programs allows the isolation of the principal designand
planning features.

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

The African Project Development Facility, spunsored by the International
Finance Corporation, the African Development Bank, and the UN Develop-
ment Program, provides advisorv scrvices 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
U.S. institutions, including AID, in identifving potential U.S. sources of
technical and financial assistance.

The Egyptian Investment Authority Feasibilitv Fund provides monies to
underwrite travel and feasibility studies of U.S. or Egyptian companies
contemplating a joint venture activity in Egypt. Travel expenses of up to
$6,000 can be wholly underwritten with this fund. Feasibility studies can be
fully covered up to a cost of $250,000.

The Export Bank of Costa Rica (BANEX) was sct up to provide special credit
services and technical assistance to major export development industries in
Cost Rica. The principai strategy of BANEX from its {irst vears of operation
was to provide information and assistance for large U.S. and developed

country enterprises who might wish to open plants for offshore production
in Costa Rica.
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The Foundation for Economic Development (FIDE) in Honduras provides
funds to underwrite technical assistance, rescarch, and information
requirements of Honduran firms. Linkage and partner search activities are
carried out by a number of contracting consulting firms which are located
in diflerent regions of the United States. The FIDE program places great
emphasis on being able 1o assist a firm from itsinitial business idea through
a variety of different technical assistance, manpower development, and
market development stages.

The FUSADES/PRIDEX Program is a trade and investment program sup-
ported by AID in El Salvador. This program establishes a U.S. linkage office
that works along side a trade and investment program in El Salvador. The
program uses missions and seminars to promote interest of U.S. firmsina
wide variety of programs in El Salvador. The program also provides funding
that will reduce the cost of travel, market rescarch, and technical assistance
that is required by cither the US. or Salvadoran investor. This program
allows intermediaries to bring programs into Salvador and to exploit

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

GIDCO Technology Transfer Pilot Projectin India utilizes a private volunteer
organization (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 opportunitics to commercialize technology applica-
ble to the Indian market.

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

The Indonesian Executive Development Fund is a program of AID and the
Ministry of Finance to stimulate private scetor development by improving
the management of Indonesian firms. Begun in 1986, the program enables
selected senior level Indonesian excecutives o visit the United States for a
formal management training course followed by a several week internship
in their field of specialization with a U.S. company. The training program
affords the foreign executives an opportunity to studv American manage-
ment practices, while allowing participating U.S. companies to become
acquainted with possible business partners.




The Market and Technologv Access Projeci (MTAP) is an AID project work-
ing in six countries (Yemen, Tunisia, Thailand, Turkev, Costa Rica and
Haiti). This project focuses on assisting smaller consultant and interme-
diarv firms assemble a varietv of conventure and foreigninvestment activi-
ties. The program’s initial activitics in Costa Rica indicate a higher
probability of coventure programming as opposed to direct foreign invest-
ment activities.

Path/Health Link is the tvpe of U.S. based organization with the capability
that AID seeks to work with the privaie scctor overseas on a commercial
basis. Health Link provides brokering, feasibility and financing services,
and identifies products and U.S. companies that can find a market in
.developing countries. It works with the U.S. companytofind a local partner,
assist in obtaining needed regulatory approval, and assess the local market
for production potential. AID provided both a grant and loans to promote
the introduction of health technologics in the Far East, through local private
production and distribution channcls.

The Private Enterprises Promotion Project in Sri Lanka uses a “big eight”
accounting firm to support a business develupment center. This center has
contact points in Sri Lanka and the United States. In the U.S,, the program
can provide market studies as requested by Sri Lankan companies,
searches for U.S. partners and distributors, and analyses of appropriate U.S.
technology sources. The business center in Sri Lanka, in turn, has contact
activities with local companies, and acts as a channel for technical assist.
ance and linkage betwceen itself and internationai search and information
systems. .

Private Sector and Deveivopment Project in Thailand has a U.S. consuiting
firm assisting the Thailand Board of Investment to generate and process
investment applications. The consuiting firm has been retained torepresent
the Board of Investment and to perform searches for U.S. companies
interested in investing in Thailand. This program has developed a system
through which companies can be identified in the United States and quali-
fied in terms of investing in Thailand. This consulting firm often arranges
missions of Thai businessmen to visit U.S. {irms to begin exploratory talks

and evaluations. In turn, return visits and contact programs are organized
from the U.S.

Project Development Assistance Program (PDAP) in the eastern Caribbean
utilizes the services of a “big eight” accounting firm. Specifically, the con-
tractor has set up contact offices the in eastern Caribbean and deals primar-
ily with encouraging direct foreign investment into the region. This
accounting firm uses its own networks and a wide variety of other associa-
tions and volunteer organizations to helpidentify interested U.S. parties and
bring them into contact with potential partners orinvestment opportunitics
in the castern Caribbean. This project has graduaily cvolved towards
greater emphasis on building institutional infrastructure within the eastern
Caribbean to continue trade and investment promotion.

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

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

i



Appendix B:
Quantitative Research
Measures

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

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

L]
| ]
L}

Industry breakdown

Who initiated projects (U.S. or Caribbean company)

Type of venture (vertical, horizomai, joimt venture, coventure, or spider
web)

What was strategic goal of the program

Size of venture partners

Role of partners

Main contingencies affecting project

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

What were partners initial objectives?

What factors inhibit formation of joint ventures and coventures?

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

What are the difficultics 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.



QUANTITAVE MEASURES 1
CHARACTERISTICS OF 84 CASES

. INDUSTRY BREAKDOWN AND INITIATOR OF COOPERATIVE

VENTURE SAMPLE
Initiator Us. Caribbean Intermediary
Jv ¢v Jv ¢V v cv
Industry
Service 1 2 0 1 0 |
Agribusiness 4 6 9 0 3
Light
Manufacturing 2 12 3 16 0 i
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 ] 0 0 3 0 0
Development 1 1 0 i 0 0
Service and
Manufacturing 0 0 0 1 0 1
Heavy
Manufacturing 1 0 0 0 0
E- -2—2- 8 31 0 10
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2. VENTURE TYPE BY FORMS OF ALLIANCE

Vertical Horizontal ~ Spider-web Overall

Coventure 70% 4% 1% 75%
Joint Venture 22% 3% 0% 25%
Overall Sampie 92% 7% 1% 100%
3. PROJECTS BY COUNTRY AND BY INITIATOR

Number of Percent Initiated by
Country Ventures U.S. Firm
El Salvador 12 42%
Dominican Repubilic 10 30%
Haiti ’ 9
Honduras. 10
Guatemala 3
Costa Rica 12 42%
Panama 2 100%
Jamaica 11
Belize 3
Trinidad 3 100%
Grenada 3
St. Lucia 1 100%
St. Vincent 1 100%
Nevis 1 100%
Bahamas 1 100%
Antigua 1 100%

4. STRATEGIC USE OF COOPERATIVE STRATEGY BY U.S. FIRMS

Strategic Focus % of % Mnitiated
of U.S. Firm Ventures by U.S. Firm
Cost reduction 63% 43%
New revenue source 16% 30%
Experience 10% 43%
New Business 4% 100%
Product

Differentiation I, 50%

L
N



5. STRATEGIC USE OF COOPERATIVE STRATEGY BY CARIBBEAN FIRMS

Strategic Focus of % of % Initiated by
Caribbean Firm Ventures Caribbean Firm
Market Access 38% 43%

New Business 31% 56%

New Revenue 14% 60%
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.S. 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%

8. MAIN CONTINGENCIES IMPEDING VENTURE FORMATION

Contingency % of Problem
U.S. Partner 34.6%
Feasibility 19.2%
Market 16.7%
Caribbean Pariner 15.4%
Financing 14.1%




9. TYPE OF INTERVENTION BY JVFF

Type

Travel

Technical Assistance

Feasibility Studies
Partner Search
Linkage

% of Intervention
42.2%
20.0%
18.5%
10.4%
8.9%

10. SIZE OF VENTURE PARTNERS
A. Joint Ventures

U.S. Partuer

Average Size
Minimum
Maximum

Caribbean Partner
Average Size
Minimum
Maximum

B. Coventure

U.S. Partmer

Average Size
Minimum
Maximum

Caribbean Partner

Average Size
Minimum
Maximum

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

$ 5,000,000
35,000
16,000,000

$ 7.000,000
100,000 y
25,000,000

$ 4,470,000
60,000
4,000,000




Appendix C

Questionnaire
Results

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

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

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

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

What are the difficulties or problems most commonly experienced in day-
to-day operations?
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QUANTITATIVE MEASURES II
ATTITUDINAL QUESTIONNAIRES
PARTNERS’ INITIAL OBJECTIVES
Factor Importance of Factor
{percentage of respondents)
5 4 3 2 1
© Most Important

1. To expand existing 333 48.7 18.0 0 0
production facilitics
and/or reduce costs mean = 4.5

2. To expand existing 385 385 20.5 25 0
marketing, sales and
distribution mean = 4.13

3. To gain a competitive 44.7 342 13.2 79 0
advantage

mean = 405

4. To gain access to new 359 333 20.5 10.3 0

foreign markets
mean -~ 395

5. To seil acquired 10.3 28.2 36.0 23.0 25
know-how mean = 321

6. To secure access to 18.4 3lLe6 18.4 15.8 15.8
raw materials mean = 3,13

7. To use outdated re- 53 15.8 237 39,5 15.7
sources in a profitable
manner mean = 249

8. To gain profits on S4 16.2 3258 243 216

excess funds mean = 246




FACTORS INHIBITING THE INITIATION OF JOINT
VENTURES AND COVENTURES

Factor Extent of Agreement
(percentage of respondents)
5 4 3 2 1
Most Important
. Lack of direct exper- 65.0 275 50 25 0
ience/knowledge in .
joint ventures ) mean 4.55
. Developing country- 450 40.0 75 75 0
firms lack an
understanding of how mean 423
joint ventures can be
structured and used as
a business development
strategy
. Developing country 450 35.0 100 75 25
firms have difficuity
identifying joint- mean 413
venture opportunitics
. Firms lack the 475 300 5.0 12.5 5.0
management resources
and time needed to plan mean 4.03
and execute cooperative
ventures
. Firms lack the 425 300 20.0 7.5 0
confidence to initiate
cooperative ventures mean 3.95




FIRM ATTITUDES ABOUT COOPERATIVE STRATEGIES

B =2

Factor

Extent of Agreement
(percentage of respondents)

. Direct contact with
potential partners is

the most important

factor in building com-
mitment to the cooperative
venture

. Firms lack understand-
ing of how 10 use con-
sultants to help
organize joint

ventures

. Smaller firms are more
prepared to consider

equity rather than non-
equity forms of cooperation

. U.S. firms seldom con-
sider a cooperative
venture with a develop-
ing country firm as a
viable strategy

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

S 4 3 2
Most Important

80.0 10.0 7.5 2.5
mean = 4.65

50.0 40.0 25 7.5
mean = 433

375 35.0 20.0 7.5
mean = 4.03

325 350 10.0 20.0
mean = 375

28.2 359 205 12.8
mean = 365

o

25

2.6




CAUSES OF DIFFICULTIES AND PROBLEMS EXPERIENCED IN

PARTNER RELATIONS AND DAY-TO-DAY OPERATIONS

Factor Importance of Factor
(percentage of respondents)
) 4 3 2 i
Most Important
1. Differences in part- 18.0 66.6 12.8 2.6 0
ners long and shon
term objectives mean = 3.88
2. Host government inter- 333 43.6 154 2.6 5.1
ference or changes in
national policy mean = 3.88
3. Inability to recognize 282 48.7 12.8 103 0
and adapt to the need
for change mean = 3.85
4. Partner was not able 23.1 513 23.1 25 0
to perform at the
expected level mean = 385
S. Inaccuracy of initial 23.7 42.1 342 0 0
expectations regarding
profitability of the mean = 3.7
venture
6. Inaccuracy, incom- 237 50.0 184 79 0
pleteness of initial
studies mean = 3.7
7. Difficulties in inte- 18.0 53.8 179 102 0
grating policies, pro-
cedures and operating mean = 3.7
methods with established
corporate routines
8. Language and cultural 333 43.6 154 2.8 5.1
differences mean =  3.68
9. Conflicts of interest 18.0 41.0 25.6 12.8 2.6
between venture objec-
tives and locai part- mean = 3.5
ner's other business
interests
10. Effects of geographic 102 30.8 28.2 23.1 7.7
distance on routine
communications mean = 3.05
11. Initial reasons for 139 13.9 417 250 5.5
venture were no longer
valid mean = 298
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APPENDIX D:
GENERAL TRENDS IN GLOBAL JOINT VENTURE ACTIVITY

A. CONSTRAINTS ON
THE ANALYSIS

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

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

B. DATA AVAILABILITY ON
JOINT VENTURES

The historical trends in international joint venture activity have been summar-
ized in recent study by Karen Hladik (1985), entitled InternationalJoint Ventures.
Briefly, the groundwork for substantive trend analysis and statistical description
was laid by Friedmann and Kalmanoff's study of the developing country joint
venture phenomenon in the late 1950s, and the analysis conducted by Stopford
and Wells and Franko on coventures of the 1960s. The principal statistical work
on international joint ventures before 1975 is the Curhan, Davidson and Suri
study (1975) entitled Tracing the Multinationals. This study grew out of the
Harvard Multinational Enterprise (MNE) Project.

The Harvard MNE Project examincd the formation of subsidiaries from an
inventory model approach and tracked the explosion in private foreign direct
investment. The study lound that, [rom a net flow of 2,196 subsidiaries at year-
end 1950, 13,795 subsidiaries were added in the period 1951-1975 and 4,793
“exits” occured, for a net increase of about 7,000 this tripling of the subsidiary net
flow in two and a haif decades raised the total net flow to 11,198 by the beginning
of 1976. Of this net flow, nearly 70 percent (7,741) represented wholily-owned (95%
plus) subsidiaries, nine percent (1,090) consisted of majority owned, and another
nine percent (1079) were minority-owned (5-49%). The ownership distribution of
the remainder was unknown. An examination of the net flow of entries indicates
that 50% occurred in manufacturing, 29% in sales, 3% in extraction industries, 8%
in research and development, resource exploration, and “other”, and the major
operating area (MOA) of 5% were unknown.
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The primary contributions of the Harvard MNE study and the other seminal
studies were the insights these studies provided into the flow of PFDI which
illustrated ncw ways of cxamining the U.S. overscas investment position. Of the
entries in the 1951-75 period, about 46% were newly formed, another 42% were
acquired, and 3% were descendent (reorganized) subsidiaries (remainder was
unknown). In characterizing the subsidiaries prior to 1975, Hladik notes an
increase in manufacturing subsidiaries over the period but hipothesizes that
collaborative R&D was uncommon in pre-1970 joint ventures. Other analyses
(e.g. Freidmann and Kalmanoff, 1961) found that U.S. firms often internationalize
by purchasing existing manufacturing facilitics with the goal of expansion. Fried-
mann and Beguin (1971) acknowledged a decade later the spread of joint ven-
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
opportunities and constraints in the host country environment and tailors the
entity formed in ways that are distinctive to the MOA involved. Exhibit 1 offersan
overview of some of these MOA-specific features cited in the Harvard MNE study.

Exhibit 1
General Characteristics of Subsidiaries Formed (1951 - 1975)
Feature by Major Operating Area (MOA)
All Joint Ventures:

@ Joint ventures in LDCs rosc from 41% of all joint ventures to 49% from 1950
to 1975;

e Joint ventures, as a percentage of all US. subsidiaries formed in LDCs, rose
from 24% in 1951.55 to 45% by 1975;

e Over the period, the acceptability of joint venture formation as a means of
conducting business in developing countries increased steadily; and

® US. firms have tended to view joint ventures with host governments witha
higher degree of suspicion than other types of joint ventures.

Manufacturing Joint Ventures:

® Accounted for a large percentage (68%) of all joint ventures formed over the
period;

® Averaged 39% of manufacturing entries over the period and reached as high
as 48% between 1961 and 1965;

e Collaborative R&D was fairly uncommon before 1970;

¢ Small manufacturers (less than one half of industry leader sales) tended to
favor collaborative R&D entry over 1.5 times more often than large
manufacturers;

® R&D-intensive firms tend to prefer whollv-owned subsidiaries over joint

ventures to shield proprietary technology;

e Joint venture exports often present a problenmy for U.S. multinationais and
represents a source of joint venture insiability;

® Overthe period, there was aclearincreasc in the local ownership share held
in the joint venture entries; and

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

1
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Sales and Service Joint Veniures:

The benefits associated with forcign pariners were less apparentin the past
among subsidiaries of which oniv 15% ol the nct flow were joint ventures;
and

Among sales and service joint ventures, the U.S. firm was the minority
partner in fully two thirds of the incidents.

Exiraction Joint Ventures:

Extractive joint ventures activity tended to be fairly localized in the host
country selected;

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

As for all joint ventures, problems associated with disputes over retention of

earnings and dividends represent the greatest source of joint venture
instability;

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

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

Other Category: Exploration, Research and Development, Elc.:

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

R&D joint ventures are much more likely to occur among the smaller firms
than larger firms, and the collaboration of owner-partners is facilitated by
similar cultural background and training; and

There appear to be many opportunities for new types of firm cooperation in

these areas since the projects are usually unique and lack any comparable
precedents.

Hiadik extended the work of the Harvard MNE siudy by developing a database
of her own, based on interviews and tabulation of a survey instrument from 420
U.S. -foreign joint venture partnerships formed between 1974 and 1982 in the
manufacturing industrics. Hladik found that the absclute number of interna-
tional joint ventures increased significanty in the period, particularly in the final
four years, but the pattern of joint venture formation reveals some degree of

cyclicality. The primary characteristics of the joint ventures in Hladik’s sample
include:

® In contrast with the pattern of traditional joint ventures that tended toserve

only local markets, export activity was undertaken by about half of the joint
ventures formed each year;

. R&D operation in juint ventures have increased for only 8% of the samplein

1975 to over 20% in 1982;

The relative proportions of majority, co-owned, and minority has remained
stable over time, although a significant unknown component remains; and

The most popular location for joint venture formation remains the OECD
nations with very few located in low income countries and no clear pattern

in the trend over joint venture formation in developing countries over the
nine year period.

Exhibit 2 summarizes the results of the Hladik rescarch project.



et ————— v TIRIWIS® UETWEE 1977 and 1982

Characteristic 74 75 76 77 78 79 80 81 82 Total

Sample size 64 29 28 23 28 54 72 68 54 420
*Activity i

% with exports 229% 34% 25% 35% 21% 37% 53% 51% 44% 39%
% with R&D 8% 0% 7% 4% 14% 22% 22% 16% 20% 15%

"Ownership

% majority-own 11% 10% 18% 9% 18% (5% 13% 19% 17% 15%
% non-majority 50% 62% 46% 54% 54% 60% S51% S0% 56% 55%
% unknown own 39% 28% 36% 22% 29% 31% 28% 31% 28% 31%

*Distribution

% in high-inc 58% 48% 57% 65% 50% 50% 47% S59% 65% 55%
% in mid-inc 34% 48% 36% 35% 36% 48% 47% 35% 26% 39%
% in low-inc 3% 3% 0% O% 7% 0% 6% 1% 6% 3%

Source: Hladik, Karen, International Joint Ventures, (Boston: D.C. Heath & Company, 1985)
Note: Distribution of joint ventures based on World Bank classifications as follows:
Low income countries have GNP per capita of less than $410 (1980 dollars)
Middle income countries have GNP per capita ol between $420 and $4,500.
tHigh income countries have GNP per capita of over $4,800.

Alor majority constitutes 51-90% owncership, non-majority constitutes 10-50% ownership.

C. DATABASE DEVELOPMENT UNDERTAKEN

FOR THE RESEARCH PROJECT

Given the time and funding constraints of the Joint Venture Feasibility Fund
{JVFF) Research Project, the database development effort was undertaken with
the goal of identifying significant past trends in joint venture aclivity, investigat-
ing initial hipotheses specifically developed for the JVFF, and collecting the most
current data available from public and readily accessible non-public data. The
greatest obstacle in conducting this trend analysis 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 & Sullivan’s Index of Corporate Change acknowledged
that onlyv 70 percent of the citations could be identified.

The 1ends identified above were tested in this database development and, for
the mo-t part, confirmed. Due to the apparent cyclicality of international joint
venture lormation, this database added atally of total joint venture activity on the
theory that U.S. -based joint ventures often provide the foundation and relevant
expericnce base on which firms can later undertake international joint ventures.
While some caveats must be applied to this theory (especially inthe R&D area), as
international joint ventures have gained acceptance among MNEs, lack of famil-
iarity with and experience in managing joint ventures have emerged as obstacles

to highcr levels of activity.



In the past five years, the absolute number of joint venture entries identified
(10-90% MNE ownership) rose 46 percent annually through 1983 (318 incidents)
until the total number of known entries pulled back to 238 in 1984. Also, the
pattern of entries in the international and domestic areas closely paralleled each
other. During the period, international joint ventures consistently represented
about three fifths of total joint venture entry activity identified (59,63,57,57, and
62% ol cach vear, respectively). Between 1980 and 1983, international joint ven-
ture entries rose 43% annually until dropping 18% from 180 to 148 entries in 1984.
The primary source for this database was Merger: Yearbook on Corporate
Mergers, Joint Ventures and Corporate Policy. Other sources were employed to
cross-check the Merger information and to search for the joint ventures formed
with Latin American and Caribbean partners.

The distribution of international and total joint venture entries over the past
five x car across major operating area (MOA) reveals those areas where interna-
tional joint ventures have a greater propensity to occur. Exhibit 3 compares
absolute entry counts tor total and international joint venture activity. For the
purposce ol completeness, the “unknown” component is estimated at 10%
although the actual percentage in this category may range between 5% (Harvard)
and 30" (Hladik) of the total number of joint venture entriés in any given year.
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EXHIBIT 3

HISTORICAL DATABASE OF JOINT VENTURE ACTIVITY
Comparative Joint Venture Entry Count

1984 1983 1982 1981 1980
SIC Industry Imt Tot Imt Tot Imt Tot Imt Tot Int Tot

20-45 Manufacturing 104 143 127 178 99 144 87 112 80 113
48-81 Sales and Service 31 73 35 97 35 87 21 49 11 30

1-14 Extraction s 1t 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 1S 24 18 32 16 28 13 21 11 17
TOTAL 163 262 198 350 173 303 145 232 116 190

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

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

The distribution of total joint venture activity across the different major operat-
ing arcas, presented in Exhibit 4, has centered in the manufacturing industries
(over 50%) although the sales and sevvice industrics are increasingly popular for
joint venture formation. Entry rates for cxtraction industry joint ventures have
declined in popularity in recent years, 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, asurge in automotive and
pharmaceutical joint ventures among U.S., European, and Japanese firms has
contributed 10 total joint venture growth.

Closcr inspection of the MOA entry trends internationally reveals that manu-
facturing joint ventures continues to be a popular form of entry into developing
markets and occurs with greater frequency in the international field thanin the
aggregate, as reflected in comparing Exhibits 4 and S. 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,



oAIUBIT 4
HISTORICAL DATABASE OF JOINT VENTURE ACTIVITY
Total Joint Venture Activity by Major Operating Area

SIC Indusitry 1984 1983 1982 1981 1980

15-45 Manufacturing 54.6% 50.9% 47.5% 48.3% 59.5%

48-81 Sales and Service 27.8% 27.7% 28.8% 21.1% 15.8%
1- 14 Extraction 4.2% 6.9% 4.3% 7.7% 5.8%

13, 82-900 ther, Expl, R&D 4.2% 5.4% 10.2% 13.8% 10.0%
- Unknown 9.2% 9.1% 9.2% 9.1% 8.9%

 TOTAL 100.0% 100.0% 100.0% 100.0% 100.0%

EXHIBIT S

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

SIC Indusiry 1984 1983 1982 1981 1980
15-45 Manulacturing 638% 64.1% 573%  598%  68.9%
48-81 Sales and Service 19.0% 17.7% 20.2% 14.5% 9.5%
1- 14 Extraction 31% 6.1% 52% 8.4% 43%
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% 1000% 100.0% 100.0% 100.0%

In the postwar period, manufacturing joint ventures have predominated both
in the level of international joint venture entry and the growing net flow of
manulacturing joint ventures. A growing volume of sales and service joint ven-
ture entries have captured a progressively larger share of the entry total. The
major obstacles to drawing conclusions from the data stem from the uncertainty
about the “unknown” element and lack of complete data on international joint
ventuies in the 1976-1979 period. Exhibit 6 provides the available historical

information on postwar joint venture formation activity.

i
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EXHIBIT 6

HISTORICAL DATABASE OF JOINT VENTURE ACTIVITY
Post-war Joint Venture Actlvity
International Joint Venture Activity by MOA - Trend Table

SIC Industry

81-84 76-80 71-75 66-70 61-65 56-60 51-55

15-45 Manufacturing

48-81 Sales and Service
1-14 Extraction

13, 82-900 ther, Expl, R&D

61.3% 489% 66.6% 67.6% 70.0% 72.0% S58.0%
17.9% 22.0% 17.6% 14.8% 14.0% 13.0% 14.0%
5.7% 10.0% 42% 38% 2.0% 3.0% 11.0%
6.1% 10.5% 10.2% 100% 6.0% 60% 8.0%

- Unknown 9.1% 85% 1.4% 38% 80% 7.0% 11.0%
TOTAL 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 1 00.0%
SIC tndustry 1951-1975 1976-1984

15-45 Manulacturing 68.0% 52.2%
48-81 Sales and Service 15.0% 25.0%
1-14 Extraction 4.0% 71.3%
13, 82-900 ther. Expl, R&D 8.0% 10.8%
- Unknown 5.0% 4.7%
TOTAL 100.0% 100.0%

%
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PROGRAM REPORT
THE JOINT VENTURE FEASIBILITY FUND
1985-1986
(February 1987)

The Joint Venture Feasibility Fund (JVFF) is a pilot program
established under the guidance of the International Executive
‘Service Corps (IESC) under a cooperative agreement with AID. 1Its
primary objective was to set up a program by which funds could be
accessed by U.S. or developing country small- to medium-size
firms (SMEs) and/or entrepreneurs for the purpose of supporting
market research, feasibility analysis and other costs associated
with the creation of joint ventures or coventures between U.S.
and developing country enterprises. A secondary objective of the
JVFF pilot program was to expand and test IESC's trade and
investment programming capabilities. It was also hoped that the
execution of the JVFF would provide a meaningful opportunity to
generate research and planning materials suitable to ongoing AID
planning and the developing community research interests.

To date, the JVFF has operated effectively for 16 months. It has
reviewed and processed 240 business venture options requesting
funding for feasibility study activities and has committed pro-
gram resources to 114 programs. Program review, acceptance,
tracking and reimbursement of approved program expenses has been
accomplished by a program manager and staff of two in cooperation
with the resources of IESC's Stamford Headquarters.

The overall results of the 15-month pilot program can be
summarized as follows:

o IESC was able to organize and direct a small program
which managed a fund of $739,267. Program initiation and
establishment of operating controls were in place within
90 days of the initial agreement with AID.

o IESC demonstrated that a significant demand exists for
such funds and services. Over 400 inquiries were
received as a result of but one public announcement and
two program development activities.

o IESC provided research materials and other inputs result-
ing from the JVFF program forseveral conferencesand
seminars developed during 1985 and 1986. These gather-
ings brought together U.S. public and private sector



individuals who are responsible for policy and technical
issues relating to economic development programming, as
well interested small- to medium-size firms and indivi-
duals (see Attachment C).

o Though actual joint ventures were not anticipated in such

a short period of time, IESC's JVFF program was
instrumental in the formation of several agreements

to initiate and test venture development options that

couldresultinnew jobgeneration (see Attachment D).

o IESC, as a result of the JVFF pilot program, has de-
veloped revised Joint Venture Fund proposals for AID

missions in the Latin America/Caribbean and Asia/Near
East regions.

o The JVFF research component developed background material
and data on specific venture development cases. A manu-
script was drafted, which should be useful in describing
and evaluating joint venture and coventure character-
istics, as well as contributing to the private enterprise
planning and development initiatives of USAID and other
development institutions (see Attachment F).

The performance of the JVFF was carried out within the guidelines
of the the program's initial Business Plan. Several areas of
surprise led to changes in the ongoing proposals for IESC's joint
venture activities. For example, original program plans were
aimed at the review and funding of programs which would be ini-
tiated primarily in the Caribbean Basin Initiatve (CBI) region.
It is interesting to note, however, that more than 60 percent of
the program options reviewed and/or funded were initiated in the
United States. Considering this available U. S. supply of pro-
jects, 1initial plans for program promotion in the United States
were replaced by staff concentration on reviewing, processing,
and tracking more than 100 programs approved for funding. Addi-
tionally, the JVFF office gradually became a source of infor-
mation regarding the CBI and sources of venture development
financing, governmental, and country information for programs
submitted for funding.

The JVFF pilot program results reinforced initial program plans
for actively participating and supporting partner search activ-
ities in addition to planned activities for funding market re-
search, feasibility study activities, and travel for "eye-to-eye"
negotiation by potential partners.

‘

U



Most importantly, the JVFF pilot program has determined that the
funding of travel for joint venture preplanning and feasibility
study activities provides a unique and supportive mechanism for
building project development confidence and developing linkages,
which are critical to the further development of business expan-
sion and new ventures.

The JVFF program appears to fill a gap in private sector
development planning. It deals with smaller projects not related
to direct foreign investment or export promotion alone. Most CBI
nations have programs that deal principally with encouraging
foreign investment or nontraditional exports. The coventures and
joint ventures supported in this program usually do not involve
investment per se, but do stimulate business growth and
employment generation.

The JVFF requires beneficiaries to supply a simple business plan,
a bank reference, and some general background information
regarding the immediate tasks that will be funded and their
relationship to the business plan. The program keeps the review
process limited only to the basic requirements and does not carry
out any substantial technical analysis. It is felt that the
funds supplied are better used in support of travel and market
research than staff review. The client's willingness to support
half of the cost is the major qualifying issue in the presence of
clear planning effort and materials.

The components of this report are organized as follows:

I. The JVFF Experience
A. » Project Identification
B. Search for Partners
C. Analysis of Options
D. Feasibility Analysis
E. Negotiations and Start-Up
II. JVFF Organizational and Operating Practices
III. Review of the Types of Programs Funded
IV. Summary
Attachment A: JVFF Prospective Program Outline
Attachment B: JVFF Project Log
Attachment C: IESC Trade and Investment Seminars
Attachment D: Report of Projects Reaching Initial
Joint Venture Agreement
Attachment E: JVFF Evaluations
Attachment F: JVFF Research Monograph
(Draft December 1986)



I. THE JVFF EXPERIENCE

The Joint Venture Feasibility Fund (JVFF), a pilot program funded
by a cooperative agreement with AID and managed by the Inter-
national Executive Service Corps (IESC) was established in
September of 1985 to test whether IESC's existing field support
network in conjunction with other liaison and support organi-
zations could stimulate business venture opportunities between
Caribbean Basin and U.S. private enterprises. The international
debt situation and the political instability of Central America
provided a stage for new types of business venture activities,
such as joint ventures or coventures, which did not require
equity contributions from the U.S.. Increasingly available re-
sources for lower cost debt financing and the possibility of the
significant equity available from local investors was felt to
provide attractive avenues for investigation by firms seeking to
establish unique joint venture or coventure opportunities, such
as comarketing, production drawback, or 1licensing arrangements,
which involve a minimum of equity exposure.

The JVFF provided funding and program support for activities
encompassing technical assistance, venture planning activities,
market studies, feasibility activities, and travel for program-
related principals or consultants to carry out program feas-
ibility activities that could lead to joint ventures or co-
ventures. (See chart on following page.) Up to 50% of approved
program expenses (one-half of $30,000 program limit) associated
with these activities was provided upon receipt of the required
expense documentation and report of feasibility study activities
and findings. Consistent with IESC's philosophy of requiring
monetary expenditure on the part of clients in order to ensure
their interest in business venture activities, clients were reim-
bursed only up to 50% of costs.



During the 15 months covered in this report, over 400 inquiries
regarding program funding were processed: 240 program options
were logged and 114 programs approved for funding have been
tracked to assess the JVFF's program contribution, expenses in-
curred by potential partners and the reimbursement of same, as
well as the measure of success or failure of those venture de-
velopment activities accepted for funding. It is interesting to
note, however, that an article appearing in the Department of
Commerce Caribbean Basin Business Bulletin in December of 1985
stimulated numerous inquiries for JVFF funding that consequently
spread through word-of-month relay in the following months and
provided the substance of projects that were submitted for re-
view. In later months, interest by members of the Department of
Commerce extended into regional areas and contributed to further
requests. An early mailing by JVFF to Department of Commerce CBI
regional people brought only one request or response for funding
information.

The JVFF concept was based on the theory that many small- and
medium-sized firms might consider more enthusiastically joint
venture or coventure opportunities if organizations, such as
IESC, could help identify partners and/or resources and provide
funds to support the initial steps of venture development. It was
believed that venture development stages, including 1) project
identification, 2) search for partners and resources, 3) analysis
of options, 4) feasibility analysis, 5) negotiation and venture
start up could be accelerated through coordination with such
mechanisms as the IESC Country Director offices--who would iden-
tify and provide venture development assistance to clients within
the CBI region--and the U.S. JVFF two-person staff--who would
receive, review, accept, and track approved programs and provide
venture development linkage with intermediaries, business asso-
ciations, and government organizations in the U.S. and the
Caribbean Basin region.

A. Project Identification

Consistent with the JVFF research on joint venture formation
carried out early in the program, it was found that identifi-
cation of a project was diverse and sometimes unique.

One U.S. entrepreneur currently carrying out business in
the Dominican Republic backed two projects involving
U.S. crafts artists which he felt would provide possible
new exports for the country, as well as providing the
benefit of employment for women in the rural areas.

Another entrepreneur plans to develop an artisan hand-
crafts project in Haiti which would employ several
hundred people, including the handicapped as a result of



living and working in Haiti in previous years.

A project in Belize investigated the possibility of
utilizing unemployed U.S. farmers to install unique
drainage and irrigation facilities for Belizean agri-
cultural firms and/or Mennonite farmers.

Several businessmen in Guatemala decided to investigate
the bicycle tire market in the U.S. and requested JVFF
funding initially to support an ABLE market study and
travel to meet with potential partners. Ultimately,
however, the project's nature evolved to negotiations to
manufacture other latex products.

A Honduran businessman looking to start his own business
sought to identify and meet with U.S. firms interested
in offshore production of air filters. Potential part-
ners were identified through an ABLE study, which the
partner paid for in full. JVFF then funded initial
travel for face-to-face meetings with the identified
U.S. partner, which were successful, at last report.

The experience of the JVFF in the CBI region has been that the
financial means to follow an idea through the development stages
for the small- to medium-size firm or entrepreneur and the know-
ledge and know-how required to perform an analysis of the pro-
ject's options are critical to the project's follow up and incep-
tion. We believe that a partial cost reimbursement fund helps
push clients to seek the resources for appropriate planning.
However, as noted by two different evaluations, it is not
possible to know the absolute value of JVFF funding in the ul-
timate process of project initiation. (See Attachment E.)

B. Search for Partners

Early on in the JVFF program the process of searching for po-
tential partners was determined to be a phase of venture de-
velopment that the JVFF fund would not support, except in unusual
circumstances. Therefore, programs requesting funding were
required to have a potential partner or partners identified prior
to review for funding in order to answer AID's need for address-
ing the process of financing and planning of feasibility anal-
yses, once project identification and partner search had been
achieved. This requirement was changed in October, 1986.



The JVFF experience has been that partner identification for host
country firms has generally been difficult. Partner identifi-
cation for host country firms tended to prolong a project's
acceptance, funding, or advancement. The JVFF after October 1985
began to support some requests for identification of potential
partners.

IESC's ABLE program was of benefit to several projects in iden-
tifying potential partners. This type of ABLE study, however,
was usually paid for in full by the client prior to acceptance
for JVFF funding.

A business in the Dominican Republic which manufactures
ceramic dolls contracted for an ABLE study to identify
potential joint venture or coventure partners in the
U.S. as well as a study of potential U.S. markets for
their product. The ABLE study has just been completed
and it is expected that a request for JVFF funds will be
submitted shortly.

Conversely, the majority of funding requests originating with
U.S. firms or entrepreneurs partner identification has been but a
small drawback for potential project ideas during the JVFF pilot
program. Most U.S. entrepreneurs or managers were able to submit
a proposal requesting funding for project feasibility activities
which included a potential host country partner. These potential
partners were oftentimes business acquaintances or parties iden-
tified as a result of previous travel or knowledge of the region.
U.S. ingenuity played a role in other cases.

As a result of JVFF's partner identification experience, the JVF
proposals submitted to specific AID missions during the last part
of the pilot program have included partner search to address the
problems found in the host countries during the pilot program.
ABLE will also be offered to U.S. firms in the near future to
meet anticipated need.



C. Analysis of Options

Critical to the venture development process is an analysis of
the options available to carry out the venture development idea.
The small- to medium-size business or entrepreneur, in either the
U.S. or the developing country, is generally unknowledgable about
how to identify the resources that are available to move an idea
along, such as government or local programs available to assist
them. The JVFF was instrumental in providing Caribbean Basin
Initiative information as well as country-specific information
and other resources--OPIC, IDC, AID programs, etc.-—-to U.S.
clients seeking to carry out venture ideas.

JVFF's experience during the pilot program has been that U.S.
firms, unless they have had previous experience, are generally
unknowlegable about international business and how to go about
instituting their business expansion plans or project ideas in
the international market. Once put on a trail, however, the U.S.
businessperson forges ahead to gain the knowledge and support his
project requires.

Once