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1. For the businessman and entrepreneur in a less developed country,
the problem of obtaining finencing for a new business venture or for
expanding an existing operation is a recurring one of significant import-
ance, Although there are a wide variety of governmental and international
agencies, and private financial intermediaries designed to alleviate at
least a part of the capital shortage, it is becoming more appar mt that the
resourceful business in a LDC will have to seek funds from additional )
sources if it is to succeed in obtaining the required amount and type of
business financing. This article explores the possibilities, advantages
and problems associated with the consideration of whether or not to enter
into a partnership with a foreign private investor who has the capital
resources sought in the LDC.

2, It has become well-known that since the end of the Second World War,
private investors in the economically-advanced comtries (U.S.A,, Canada,
Western Europe, Japan) have been committing enormous amounts of their
resources tc building up business assets around the world. Table 1 illus-
trates the large absolute size and the rate of increase in the flow of

private direct investment funds from advanced nations to the less developed

ones since 1950,




Table 1
The Flow of Private Financial Resources fror: 1
Developed Countriey to Less Developed Countries, 1950196

(Millions of U.S, Dollars)

Year Amount
1950 -~ 55 (annual average) 1600
1956 2900
1957 3600
1958 2900
1959 2700
1960 3000
1961 3000
1962 2450
1963 2390
1964 3200
1965 3870

Source:  OECD Observer, Pebruary 1967, pp. 28, 29; OECD,

[ ial Resources to Countries
8, ); ﬁﬁ, Annual %gport 1%553,

PP,

E? The so-called "developed countries" include the following: Australia,
Austria, Belgium, Canada, Denmark, France, Germany, Italy, .Japan s
Netherlands, Norway, Sweden, United Kingdom, and United States.,
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3. what is5 not as well appreciated is that the proportion cf these assets
which are ncw held by the indigenous peoples in the LDC's has also grown
sirmificantly. It is not possible to measure the precise amount of local own-
ership in these international partnerships, but available data verifies the

trends, and many experts expect the trend toward more local ownership to con-

1/ - . .
tinuve .~ 11, is important the .the businessman operating in a LDC recognizes

-~
.
~——

the increasing possibilities for beccming ap with a foreign investor,

in order to obtain the financial as well as technological and adl
resources which he ctherwise may not be able to acquire.
b, In order to gain a elear understanding of the workings of an international
commercial partnership (hereafter called a "joint venture"), it is important
to appreciate the reasons for the build up in foreign business assets in LDC's,
and to know how the investors typically view overseas investment opportunities.
From a number of studies which have been made on the motivation for d::.rec‘t;2
investment abroad, the foliowing factors stand out in importance:

l. ‘The profitability foreseen in a large and growing foreign market,

2. The desire to avoid the loss of a foreign market by anticipated
or existing strong competition.

3. A loss in competitiveness in an established foreign export market,
due to an increase in trade barriers or transportation costs,

l] See for example: Peter P, Gabriel, The International Transfer of Cor-
rate Skills, Division of Research, Harvard Business School, Boston,
1?%7, Chapter 5; W.G. Friedman and G. Kalmanoff, Joint International
Business Ventures, Columbia University Fress, New York, 1961, p. 373
Michael Kidron, Foreign Investments in India, Oxford University Press,

London, 1965, Chapter 6; Booz, Allen and Hamilton, Six Years glg
1966) of New Foreign Business Activity of U,S. Firms, New York,

_._2_/ Yair Aharoni, The Foreign Investment Decision Process, Division of
Research, Harvard Business School, Boston, 136; Lincoln Gordon and
Engelbert Grommers, United States Manufactur in Brazil, Division of
Kesearch, Harvard Business School, Boston, 19623 Stephen Hymer, The
Internat’.1al Operations of Foreign Firms, A Study of Direct Foreign
Investment, unpublished Ph.D. dissertation, Massachusetts Institute of
Technolog,y, Cambridge, 1960; Raymond Mikesell, United States Private
and Government Investment Abroa.d, University of Oregon Books, Eugene, 1962,




2. An example of thesc factors ig the position of the American Cyanamid Com-
pany, a large chemical producer:

At the moment Cyanamid is exporting synthetic resins

to L0 countries, but telieves that ;¢ it is to main-
tain its five to ten per cent overseas plastics

growth rate, more emphasis must be placed on local
production in viev of increasing import restrieti ons-y....
Competition from producers abroad and the pressures
arising from dollar exchange allocations have prompted
Cyanamid to install facilities ines.Argentina, Brazil,
and Mexicc for the production and refining of a.nE'-
bictics, sulf. drugs, and other pha.maceutica.ls;-j

6. In addition tc these factors, several other variables have also been instru-

gental. in foreirners' decisions to invest abroad. Foremost among these are:

1. IhMQP—level manager to see his company become

"international” in scope and. outlookes Two notable cases were
Thomas J. Watson of International Business Machines and George
Eastman of Eastman Kodak Company.

s The expansion of export markets for other products is expected
to result from foreign manufacture of one or a few products in
the company's line.,

3« The capability of spreading, fixed costs and the exyenses incure
red in product research, which may resuit from the establishment
of mumerous foreign operationc., The affiliates abroad will be
charged a percentage of the parent company®s total costs.

As reported by the Journal of “cvmerce,/ a North Americen financial newspaper,
the Chas. Pfizer Company is a noteworthy example of this rationale:
"Chas. Pfizer and Co., INCese,is increasingly focusing its
attention on markets throughout the world., Ome of the reas-
ons for this is that its research work ;s expensive--"'s0
expensive,® said the company president, "that we can no

longer think of a market of 200,000,000 in the U,S,

|

Journal of Commerce, April 6, 196k, p, 5.

& W

Remarks of K.C. Towe, President of American Cyanamid to Security Analysts of
San Francisco, November 29, 1956,

Journal of Commerce, June 25, 19k, p. 3.
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7.

We think now in terms of a market for 2,000,000,000 people,’
In other words, what Pfizer hopes to do is maintain higher
research outlays but cut its unit ccst by spreading results

over a larger merket,"

The foreign investment decision is, of course, tempered ty how the invest-

or views the business environment in which his capital would bc placed at risk.

Wwhere the LDC appears to be too "risky" in either the political or economic

sense, the investment project may be definitely dropped or it way be pursued,

but only on a cautious basis where the company's investment, if made, will be

severely limited in size and in amount of equity funds committed, Key consid-

erations in the environmental analysis u'e:6

I.

II.

8.

Host Government Policies

A.

B.

C.

D.

The number of restrictions on access to foreign exchange
for importing supplies and equipment, and for remitiing a
portion of the earnings to the parent company.

The policies governing the immigration of foreign technical and
administrative personnel.

The degree of freedom of entry jnto various industries, per-
mitted to foreigners.

The security of foreign-owned property vis a vis host country
expropriation or nationalization policies.

Basic Characteristics of the Economy

A.

B.

C.

The size of the LDC market (purchasing power and population size).

The state of local infrastructural development (roads, power,
ports, law enforcement).

The degree of political stability.

Having considered foreign companies® interests in investing overseas and

the factcrs that may imhibit or stimulate their decisions to proceed with a

y"Y. Aharoni, op.cit., Chapter 4,

=
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given foreign proposal, it .s easier to appreciate the rationale of many {irms

for entering into a partnership in operations abroad. Althoug!l. trterc arc
countless special reasons Tor any given company to ceek o partrer in a LIX,
the following fi ¢ factors are generally acceptable in explaining the behavior
of most large companies:

1. The host country may require that local investors own a
portion of any business in specified industries in which
foreigiers own a portion of the equity. India, Mexico
and Japan are well-known advocates of thig policy; and the
recent example of the "Chileanization" of copper production
is a striking example of accommodation between large foreign
investors and a development-minded LDC national government,

Until the mid-1960's, Chile's giant copper mine, El1 Tenientc,
was wholly-owned by the United States fimm Kennecott Copper
Company. After a series of negotiations between the govern-
ment and the company, the ownership of the mine was changed,
Today, the newly formed Sociedad Minera el Teniente SeAsy
owns the property; it, in turn, is 51 per cent owned by

Ia Corporacion del Cobre, an agency of the Chilean govern-
ment, and 49 per cent owned by Braden Copper Company, a
subsidiary of Kemnnecott Copper Company .

2, The foreign investor may wish to minimize the size of its
investment in particular countries because of a high
degree of "riskiness" in those enviromments. Hence, the
foreigner may seek a local partner with the required com-
Plementary commercial resources,

3¢« The foreign investor may find it necessary to restrict the
amount of its resources invested in any individual foreign
market, in order to effect local manufacture in a large
number of foreign markets. To conserve its own rescurces,
the investor will want to form a partnership which can
alleviate the deficiency in management or capital. Often,
this occurs when a foreign undertaking is of a very large
size and the venture requires a pooling of partners' and
often the government's financial resources. As an example,
Reynolds International, Inc,, of the United States , entered
into a 50-50 partnership in 1963 with the Corporacion
Venezolana de Guyana -- a Venezuelan government agency for
investment promotion -- in order to establish an aluminum
smelter costing $12 million. Each of the partners provided
20 per cent of the required funds, and the remaining 60
per cent came in the form of loan capital from the United
States Dtpor?-lmport Bank and the Agency for International
Development.

_/’7 The Guyana Region: A Portfolio of Investment Opportunities, Corporation

Venezolana de Guyana, Caracas, 1963, DPs 35, 30e




.. The forc.;n invesior in a LDC may seck a Local partner who
nas the necessary experience, skills, and/or rnowledge
regquired for successful operations in tnat environment.
There are many examples of joint ventures formed on this
basis, twe of which are large U5, food processorss

In 1603, the H.J. Heinz Company joired with La
Cumbre, S.A. Lo form & subsidiary in Mexico,., At
the time the sgreement was made, La Cumbre was
a well-known packer of fruits, vepetables, jams.
and tomato products, with an existing food busi-
ness consisting of five additional factories and
sales organizations.

As stated by a top manager of the Corn Products
Company, ''We have local partners wherever we can.
We are not particularly interesteda in the capital
that they bring to the business. Rather, we want
them to play a role in assisting us in their
country. They inevitably know more about their
country than we do. We expect them to get into
the business and nelp us with their Xnowledge of
the marketing aspects, the whole problem of getti.gg
into the market, of treating people properlysce.’

5, The foreign investor may believe that its chance of com-

peting successfully in a LDC market will, in the ong run,

be influenced by its ability to project an "image" of a

local rather than a foreign company. In order to achieve

this status, meny companies have sought local partners and

have adopted local brand names.
9, Joint ventures in less developed countries take many forms. A significant
percentage of them includes one or more Uniteq States companies as partners,
and these investors are usually engaged in manufacturing, marketing, or the
extractive industries. However the precise characteristics of a given inter-
national partnersihip will depend on the type of parties involved (their size,

»

industry, private or gwernment-omed), their relative pargaining strengths,
the manner in which control is exerted, the respective objectives of the prin-
cipals, and their contributions to the partnership., The Eregli Steel mill in
Turkey is an interesting example of the complexities which may characlerize the

establishment, financing, and capital structure of a joint international enter- :

prisc,

T/ David M. Kiefer, "The National and Worldwide Impact of Global Companies,"
Chemical and Engineering News, July b, 1966, p. 65.




_9/ Financing Foreign Operations, Business International o ryerat.c oy bW York,

Oy Mhyee el heavy equuprient manuacture: .. | AT oot

tric, and Klaw-¥Know -- orerating as Kepper. Apcoo ar Tha

Qf ihe voting stock of the Fregl. Steel mii o oo . oty et e
1290 million te help finance the venture, L1OC sl oan o wd o wen
repeid in Turkish liras, and the btalance .n doliars over 4 o cysar g
The Turkish povernment advanced $2¢,7 rillion in Lras to {nance joenl oo
The Chase International Investment forporation (U.:".) proviooed Tomt Ll or Livoth
rediun-term debentwes. And, XA arranged for couwipment and cupplics valie ! af
$2C million to te exported by French, German, and italian firms, wrder 7 o 1
year credits. The equity capitalizatior ol the Eregli Steel complex (s @
million, of which $2L million is held by Turkish govermment enterprizes ir tie
form of preferred sharec w.th 1 mited vo'.ing powers, Twelve m.llion ¢! ‘he
commion stock is held by KA (which had not provided any cash for the proiect),

$12 million is held by the Turkish govermmen‘, and $11 million by private
investors in “m.rkey.g

il. With respect to division of ownershir and cortrol in a Jjoint venture, a
partner's position may be that with a majority, equal, or ninority inter-st.
While, strictly speaking, management control does not have to be a funct on of

the size of a principal’s ownership in the Lusiness y it frequently is ani

therefore control will be treated as being synonomous with degree of owner:silip

in this discussion. The respective equity and control positions of the prin-

cipals in a partnership are typically determined by one or more of the follow.
ing considerations:

l. The type and amount of the contribution which each partner
makes to the joint venture.

2+ The parties' respective reasons for makins the investrent
entering into a partnership.

——

196, 1. 2.




. Teovelndive Yoaroarains ctlrengtos U the progyective partnoers,
e host pcovernnenl's regulations ol tas madi.mun degree o con-

trol over n le

poaeenc,

wl corpovaiion which a forcipga investor mny

The rickinens o oo ol oventure, as perceived by Lhe respecs

Love vartico,

1., Varion studicr »n Lhe foreigrn investment btehavicr ol business eruer-
nriser arourd the worla nave contirmred that very often, the corporate manaser
hoper to cecior o oonority owmership vos.lior aul effective conveml over the
operations of any parirersniy sorangement eni ral inte bty o firm. The rea-
sone usuall, roven to expliain preferences tor the majority pusition, min along
there lines: "When o rich ur capital rescurces, owrs corporate image and
cstarlished brand namer, and our scarce manayment talents, we want to have as
rmuch ‘nfluence as possible In the management of the joint venture, to ensure
that the operation is successl and that our acsets are well-utilized and pro-
tected.” 7n addition, .or the foreipn invester, a joint venture in a particular
forcign countwy, nayr reprecent only one of a preat many operations around the
riobe which 1t rust oordinate and plan for in conjunction with ite other affil-
iates -- the Corn Iroducts Company, for example, has operations in 30 foreign
countries, and the Ford Motor Compeny in 3. nations. Hence, the foreign parent
~ompany must be able %o cxert effective contrcl over any of its investments
which may be jointly-owned. And any large multinational investor who is the
leader :n its irdustry and/or had unique technological capabilities (e.ge,
pharmaceutical and chemical companies) tries to protect its dominant position
by settling for not less than compleie control of any venture in wiich it
‘nvests, including clese supervision of the production process to ensure ade-
cuate auallty controls

13, The experienced at w.ose investor appreciates, however, that in certain
it would be

eopeume Lo oes he wnll o amakle o A umprudent to try to secure a contrelling
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interest in a joint venture oneratior.. In thege instances, the riolee Lhen

becomes one of settling for a 00-50 split or less of the ownersiiip, or noel

nmaking the investment,
L. The "50-350" venture, as an equal partnership Is often called, ensures that
both principals have a swbstantial interest in the well-being of the Cimmy and
it may avoid many - the problem areas that sometimes exist between pourtners
with unever control of a venture, On the other hand, vherc neither party has
effective control of an operation, deadlocks can be expected to arise over
matters of company policy, and decisions will be slowed down, or ineffective
and unsatisfactory compromises may have to be made to settle disputes, 7o
overcame or preclude problems of this type between equol owners of a company,
arrangements are of'ten inade vwhereby one of the partners is granted management
control over specified areas. This control can be effected in a variety of
ways, as Indicated by the following three methods which many have used:lo
(a) A provision can be made in the corporate by-laws to permit
one of the partners to over-ride the demands of the other,
by granting one partner a majority of the corporate director:.
(b) Two classes of equity shares in the venture can be issued,

voting and non-voting s Which will guarantee an equal div-

ision of company profits, and give management control to

the shareholder with the majority of voting shares. The

Indo-Burma Petroleum Co., Ltd., of India, used this method.

"Its paid-up capital of Rs 1.5 crores consists of Rs 1 crore

in ordinary shares held in the ratio of 60:40 by foreign and

domestic interests and Rs 50 lakhs in preference shares,

98 per cent of which are Indian-owned. In this way, a minor-

ity holding of slightly over two-fifths of paid-up capital is

oonverti% into a decisive majority by reservation of voting

rights.

(e)  One partner may be granted a contract by a joint-venture, which
gives him responsibility for the management of the operation,

10/ For a discussion of control methods, see: Pros and Cons of Joint
Ventures Abroad, Business International Corporation, New York, 176l
PP. 16-17; R.E. White, “"Collaboration: Ke)'i' to Joint Ventures,”
Business Abroad, lovember 29, 1965, pp. 3L-38.

I

M. Kidron, opecit., p. 286,




150 Dbeasnite thie varicur of advaniagces teo be gained t; nesuring a najority or

at least cqual conirc? of o firm, some invesiors prefer Lo Lahe a minority

posiuion Lnooaterustlonol dertoerahlive, ane nany Sl ouave oftern been Wl
to seltle for anonority mme Ship oven thowl chelr oripinal v ective was bo
own more thar aadtl of 1. A leading example of the lermer peliecy ‘o Falrer
Irdustricse In "'~ Willys-Cverlana investrent in branil, Ka ser cwns one-nalf
of the preferred ~toer ana albout one-third of the votiry cuares.  lowever, Lhe
remaining shares arce widely-hold by theasands ol Brazlilinn invectors, which
means thst Kaiser is able Lo retain nanagement control wiile concurrently
obtaining the berelits that acerue to a "loeel" corporation. Similarly, the
Johns-Manville Corporation has often taken rinority pesitions n overseas
joint ventures provided that it was given tle right to teeinatc the mannger
who had been selected by its partner, if the manager wac ~onsidered inadequate
oy Johns-Manville.
16. The basic reasons for an investor to willingly take the minority pesition
in a partnership arc three-iI'old:
1. 1 the other partrner's contribution to the venture is con-
sidered to be the key to its success, the prospective minority
principal may be:
( a) unable to bargain for a larger percentage of the equity, or
(b) content to allow its partner to have the dominant position
so as to best-utilize its criticel resources in the oper-
ation of the venture, or
(c) anxious to ensure that its partner will have a genuine and
lasting interest in the success of the operation -- by virtue
of the partner's dominant position and involvement in +he
venture,
2. The host country's regulations may preclude a foreign investor from

owning more than 1i9 per cent of the equity in a local corporation;
and

S B A s b st R o e e

3. The prospective minority investor may be unwilling to commit the
amount of capital and managerial resources to the joint venturec
cormensurate with what is required for a majority rosition,




{70 Implicit Cnoall o the forepoing A scussion was tie PenTinilits oAl
agreement Letweer pariiers n & Jjoint venture and the requirer nt ey ga ol
Frariing wue rophte oo interesis of the minority pcss,itioz:. inoorder Loopore
Sly appreclate the Lpes o safepuards trat should be coneigored viille one

is eploring the poscitilities of an international partnership, :* .- imbortant
tc lirst review the areas in which disagreements areng princ.val: are por’,
likely to arise,

8. A besic cause of difficulty Letween partners is that they may differ irn
their cb,";ect.iv_e_rz for the joint venture. One can readily envi sage what mirht
occur in the case where g large internationally-oriented company forms a part-
nership with a much smaller, less-complex fiim operating irn a less developed
country. For the {former, the new venture may be but one of perhaps thirty
manufacturing and assembly operations which it has around the globe; the lorpe
corporation may therefore see thig venture as only a relatively insirmificant
invesument designed to gain a "foot in the door" of a small or medium-sized
foreign market, which over the long run may have attractive earnings possiblle
ities. "Although one of the top five companies active in India, IMindustan Lever
accounted for scarcely mope than two per cent of the total turnover of the
parent concern (Unilever) in 1962, less than that percentage of net profit,

net worth, or capital employed; Alkali and Chemical Corporation of India, a
giant amongst Indian campanies, accounted for 0.8 per cent of the assets of its
principal (ICI) in 1960....These are not exceptions."*

19. On the other hand, the local investor may have cormitted a larpe percentase
of its available financial resources to the joint venture, and theretfore will be

considerably more dependent on it for short-run cash returns. The possibility

of conflict in this realm is illustrated by the corments of a Gernman execulives
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In developing coumtries we have sometimes had

interesting experiences with regard to the

existing mentality. Domestic partners who come

from the commercial sector often expect quick and

high profits from industrial activities. Some-

times it is difficult for them to adapt themselves

to an 'industrial mentality.! We have especially

found a lack of wnderstanding for the necessary

efforts comnected with a long-run policy which

quite frequently involves considerable initial

losnes.
20. The differences in partner's goals for an enterprise may result in or be
related to another area of potential conflict in their relations: differences
in management practices, policies and procedures, and a lack of mutual apprec-
iation and acceptance of a partner's management approach. The inflexibility in
attitude of many foreign investors was criticized by a leading businessman
from Taiwan:

"Many ventures fail because a foreign investor insists

on his own ways, and considers his sole benefit without

regard to local custom. Many foreign investors wish

to supply their own machines and materials to make more

profit...rather than to consider the advantege of the

Joint venture, even if the latter could get products

and materials cheaper elsewhere."‘u’
2l, To minimize the likelihood of disagreements, prosvective partners in an
international joint venture are well-advised to thoroughly explore questions of
management practice and policy before any contractual agreements between them
are made. Among the many areas that should be discussed, particular attention

should be paid to the following six questions -- which experience has demon-

strated to be the source of recurring problems in existing partnershipss

E“/‘-"biaxen Bivens, Enid Lovell, Joint Ventures With Foreign Partners,
"= National Industrial Conference Board, liew York, 1%%, P. L0,

14/ Ibid., p. 50,

b R L el ok g
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l.  To what extent should administrative and teejn. S ponitiong
be staffed by loral versus foreirm natiomal-e

~+ wWhatl percentage or current earriicc rlug leprecinticn shew
te reinvested in the operation, rather than 4 striculed Lo
the owners?

Je What sourcec of Tunds shoudd be utiliced ir Jinancing worling:
capital requirencnts and capital expansion?

L. Vnat pricing policies should be followed on goods ani compon -
ents which are sold to the Jjoirt venture by any of the partneras?

5« What pricing policies should be pursueu in selling the gcods i
the market? High price and low volume or iow price and hiph
volune?
6. Should the joint venture export its products to third countries,
in competition wif;h goods produced by other affiliates of one
of the partners?ld
22. It is clear that all parties to a partnership must be reasonably satis-
fied with the answers to these questions before an enterprise car. function in
& Vviable manner over an extenddd pPeriod of time. To ensure that the monority
partner may continue to have its interests protected, many lepal experts recs
ommend that certain formal safeguards be explicitly provided for in ‘he COIPOT=
ate by-laws. Basic among theseare: assurancec against dilution of the narinert-
equity interest at will, concurrence of both partners on major financial decisions,
right to audit and review financial accounts and transactionc s and the right to
appoint or to veto appointment of a key financial officer.
23. As suggested earlier in this discussion, a key deteminant of e ability

of each partner to gain the safeguards it wishes is the type and amount of itg

contribution to the joint enterprise, Capital funds » banagerial resources,

organization, technological know-how, and marketing management have to be nro-
vided in some combinations by the owners of a business. Depending upon the

relative size, experience, and interest in a proposed venture, the contriiutions

i?/ Ibide, pp. 1+7-—72; Pros and Cons of Joint Ventures, Dusiness Internalional
Corporation, New York, 196L, pp. 15-27,




Ly the respect ve vrineinals can take a variety ¢! Corme andg sizes, Zicernin
Srar recent periodloas s and compary revorts mrovide examnle . of merbep-t S NAREY
pective contrilutions o lrternational soint ventures:

"In India, the Centirnental rill corporation of Ciic-

arc 1o investing 'n [peed Tools, Pvt,, Ltdi. The

investmant Vi1l be used to manufacture and sell

twirt rills and cutting toels in Bombay, helping to

Till a mreat neei or such tools in india., Tne U,S,.

fim's investment will consist entirely of machinery

and equipment made in the U,5,"%”
2. Mubos de Acero e Mexice, S.A., an entexrprise established for the pro-
duction of seamlesr steel pipe for the petroleum industry was formed with a
capital of 50 milllon pecos, of which b per cent was subscrived by private
Mexiecan investors, 20 per cent by the jiacional Yinanciera, 20 per cent by four
italian enteryrises connected w th the steel industry and 1¢ per cert was
rlaced with individual Duropean investors from Uweden and France, Teclinlical
assistance arranrererts were concluded with an engineering timm specielicing
‘n the feld, the Crrpagnia Tecnica Internazionale, which was remunerated by

. i R V4

stock in the enterprisc,
<5.  When the European automobile nanufacturer, Daimler-Benz A G entered Into
a partuership with the Tata irvestment group (one of the largest industrial
investment complexes in India), "Benz received ordinary shares worth Rs .0 lakhs,
two-Tifthe the issued capital in Tata's automobile division, in returm for the
latter's right tc act ac sole agents for Daimler-Benz products in the arca, to

recelive technical alvice ar: ansistance, to use Daimler-Benz patertis, processes,

]

et
[

Intermat. onal Commerce, April 2o, 1905, pe ok,

t.—l
-3

Georre Kalrmanoff, B. ketchkiman K., Joint International Business Ventures ir
Mexico, unpubliched Couniry Study No. 7 ¥y the Columbia Univers ¥y Rescarc
Project on Joint International Business Ventures, New York, 1959, pp. (3-€7.
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trademarkc, an, training facilitics . all in additicn o el tien, tpe

aebi Ly
JiFo, e ls, :‘i;r‘:,:u-cs, des. fhs, and, of course, nre - ot anz one o rer 1
26, Trr Lhe parties to o Joint venture agreament, e Probler oy ~val-
uaic the respeet ve contribution of the investor: ax; Sts. ixecut ver nm
that it ig net g, rimple ratier to determine ang weligh 'relat]ve contriout g 0
The nenetary value of capital funde and physical Tacilities are casient Lo delepe
rinee  The worth, o Spec iic technical skills g Judged not toc L fMeulr o
nelude in ownershiyp ecalculations. However, the assesamert. of other fpctors

Dy

such ng administrat:ve ability, business and politieal contracts, Enowledpe

Local condjtioﬁs, and corporate reputation ang image, is much more difficult,
The irmporiance cf any one of these factors depends not only cn the locatior, of
the joint venture enterprise and the'objecti*res ol each partner » but also on
what each partner fee:; he requires in the broposed type of venture, 'l

2T. It should be recognized that the existence of & variety of means for getor.
rining the valuation of a £oing concern (for those cases wherc an owner is tak.
ing in outside equity funds) or of tangible assets -- such as book value,
historic cost to the original investor, capitalized earning power of the firm,
gcing concern value, and liquidation value -- may lead to disagreements on the
appropristeness of individual standards, among businessmen from different
cultures and camercial environments,

2B, The actual search for a foreign partner should be based on how the entre-
preneur in a LDC answers two key questions: (1) What would characterize an
"ideal" partner? and () How can a desiratle partner be found? Action.
oriented answerc to these queries do not have to be canplex. The businerarar

rmust begin by identifying in precise terms his objectives for the nropo:se

18/ 7M. Kidron, Opecit., p. 267,

i’,'] K. Bivens, L. Levell, op.cit., p., 10,
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venture, what resources will be required to establish and maintain a viable
enterprise, and which of +‘ne required input he cannct provide himself,
29. The next siep is Lo Lry to determine hew the projected gap in requisite
resources can best be closed, Theoretically, at least, the LDC businessman can
seek assistance from a mumber of sources. He may be sble to contract for
spec.fic management and engineering services provided by foreign fimms or spec-
ia.lists;’?c obtain technical assistance from government or international agencies,:
borrow capital from regional development banks, or government agencie or inter-
national agencies ;22 or enter into a partnership with a local or foreign invest-
or. If, after considering the alternative sources of funds, the most pramising
prospect appears to be a joint venture with a foreign firm, the businessman
uust then determine which companies would make suitable partners.
30. There is no question that the search for a suitable partner from among
thousands of corporations located in distant countries can be a difficult and
discouraging task. Nevertheless, there are a mxmbér of available sources of
.information which can be used:
1, local branches of foreign banks usually have useful
information, or can contact their headquarters and affil-
iates in other countries to obtain it,

2. The Consulate and Embassy staffs of foreign governments and
their aid-granting missions,

_Jéﬁ For a thorcugh discussion of this topic, see: Peter Gabriel, op.cit,

9 Technical Assictance is discussed in: Paul Hoffman, "Forms and Functions
of Development Assistance," in A.W, Cordier, The Quest for Peace,
Columbia University Press, New York, 1965; » Fore 8 and
Technical Assistance in Economic Dﬂdo%g, 8, 3 e
Winslow, "Me Technical Assistance Bxpert,™ in Gove Hambidge, ics of
Development, Praeger, New York, 1964,

22/ An up-to-date, illuminating review of thisg subject is presented in Raymond
F. Mikesell, Public International Lending for Development, Random House,

New York, 196G,
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. »blished financial and industrial direclerics whicn are
available .5 larre livraries and luewydh lereirn Censulatesn,
Bect xnown amory: thece are:

Dun and 2radstreet's Milllon Dollar Directory

Poor's Register ot Corporations
-

Re virectors and
Executives of the United Statl

> -
es and Canads

Henderson's Buropean Companies: A Cuide to Jources
of Information

Yameichi's Manugl of Japanesc Corperations

4. International service firms, such as management consultants,
pdvertising agencies, certified public accountants, and
public relations agencies.

5. Published statements of publicly-ovmed cowporations -- such
as Anmual Reports to Shareholders -- which are available {rom
the companies upon request.

31, The purpose of the information search is, of course, to identify compan-
jes which (1) have the resources required in the LDC, and (2) appear,

from available data, to be potentially receptive to a proposal to form a part-
nership in a LDC. The exact approach which is taken to interest a foreign
investor in the proposal should be determined after congideration is made of
(a) the resources and assets which the LDC businesmman is willing to trade to
cbtain thoze which he seeks from the foreigner, (b) th: most probable reasons
which will motivate the foreign firm to even consider an investment in a LDC
market, and (c) +the experiences, operating policies and presumed international
objectives of the foreign irvestor.
32. What can be encoursging for the businessman as he painstakingly works his
way toward a viable joint venture agreement is the mowledge that (1) the
absolute volume of foreign private direct investment is continuing to grow,

(2) an increasing number of lare American and European firms are beginning
4o become seriously interested ir the prospects for investing in LDC'c,

(3) many foreign businessmen and their managerfent and legal counscls are




accepting as a given for the future, the phenomena of jointls-owned rather
than wholly-owned operations in foreign countries, and (&) typically, the
large multinational investor possesses ample financial rescurce: available

to the businessmar in the less developed country.









