A GUIDE TO OVERSEAS JOINT VENTURES
INTRODUCTION
By way of explanation

A joint venture is a form of direct investment in which two or more firms jointly own and operate a business. Successful marriages, as is generally recognized, are difficult to build and sustain; but they can be immensely rewarding. So it is with business joint ventures. They require careful preparation and constant nurturing if they are to fulfill the hopes and expectations invested in them. This is especially true when the partners are from different countries because each will have its own laws regulations, customs and values, all of which affect the way business is conducted.

There is nothing new about the idea of joint ventures, but only in recent times have they assumed any significance as an alternative to 100% ownership of a foreign investment. Partly this is because many governments in the developing world now encourage the participation of local entrepreneurs in new industrial enterprises even when the initial impetus comes from abroad; and partly it reflects a recognition on the part of overseas investors that there are very significant advantages to be gained from having local partners.

For firms, joint ventures are likely to increase in importance as a means of doing business in some of the world's most important markets. Many nations, particularly those that are newly industrializing, are no longer content simply to import what they do not manufacture at home even if, as is seldom now the case, they have the money to pay the bill. They want and need industrial partnerships; and a failure on our part to respond will simply open the door for others to take our share of the opportunities. If we wish to secure a future for our goods and services in such markets, then it is important for us to adapt our commercial strategies to this reality.

Undeniably, there are pitfalls associated with international joint ventures. Establishing them can be costly in terms of time, and often also in terms of cash. Seemingly intractable misunderstandings can arise between partners; unfamiliar business practices can appear hopelessly frustrating; and local economic conditions, unless they are well understood, may have a critical impact on even the best–prepared financial projections. This template is to show how, with a degree of careful planning, these pitfalls can be avoided. We prefer to think of it as a guide to action and a basic checklist of factors to take into account in studying a joint venture opportunity; and we have tried to make it as readable as possible without sacrificing essential detail. If we have also succeeded in conveying a little of the excitement and potential that foreign ventures offers to dynamic firms, then so much the better.
JOINT VENTURES IN CONTEXT
A Dual Perspective

Partnerships take place only when the parties involved perceive advantages to themselves. Mutual self–interest is the key to success. This may seem obvious; but in the early flush of discovering a profitable business opportunity, it is frequently forgotten. A common assumption made by many executives new to ventures outside North America is that there is only one way of doing business – their way. Not surprisingly, the rest of the world does not share this view. North Americans, in fact, can be sure that when they encounter a foreign entrepreneur, they will be in the company of someone whose success rests on an equal level of skills and energy as their own. And he/she may well be operating in an environment that is much more complex. In many developing countries, for example, it is not enough to be skilled in conventional business techniques, one may also have to cope with astronomical rates of inflation, constantly fluctuating exchange rates, and political instabilities. These are important skills, just as important in forming a joint venture as more conventional inputs of technology and know-how.

Both sides, therefore, need to respect each other's abilities and achievements, and recognize that they have much to learn from each other. And both have to compromise in terms of the way they will work together and share the responsibilities and rewards of the enterprise.


What are the advantages of International Investment?

With very few exceptions, firms investing in countries will be seeking to do one or more of the following:

Penetrate new markets
Often a local investment will give a foreign firm preferential access not just to a single national market but to a whole regional economic grouping such as the Caribbean Common Market (CARICOM), the Andean Pact in South America or the Lomé Convention for Asian Caribbean and Pacific (ACP) States.

Capture resources
Many developing countries are prime sources of raw materials some of which can be produced much more cheaply than at home.

Jump import barriers
Sometimes straightforward exports to a major foreign market are uncompetitive because of local customs duties and other barriers to entry. Governments frequently impose such restrictions in order to promote the development of local industry and employment. Alert foreign firms that choose to invest in local facilities can benefit from trade barriers by gaining access to a domestic market.

Lower production Costs
Many developing countries have skilled labor as well as raw materials available at a fraction of the cost in North America. This is a notable advantage in the manufacture of products requiring high levels of labor. We know of several North American firms that have used this advantage to compete in their own home markets.


Are there major disadvantages?

Yes: and they have to be taken seriously. Among the most frequently cited are:

The level of risk
There is no doubt that investing in a foreign country usually means working in a relatively and sometimes an extremely unfamiliar environment. Though often enjoyable this is never easy. Controlling the operation may be more difficult and problems of profit remittance, fluctuating exchange rates, and high local inflation may add to the complexities of the venture.

Exposure to changes of government policy in the host country
A change in government policy can mean, for example, a new attitude towards foreign investment, new taxes, restrictions on remittances etc. It is worth remembering that our own government's policies also change and not always to the benefit of business; although in some developing countries general socio–political instability undoubtedly adds to the degree of risk.

Loss of a potential export market
For most firms this danger is more imaginary than real. Firms lose export markets because others have seen the potential to manufacture locally. If the opportunity exists, someone, sooner or later, will take advantage of it.


And a Joint Venture?

Subject to the laws of the host country, it is perfectly possible to go it alone. But the risks are higher and so are the initial costs of entry. Among the most significant advantages of forming a partnership with a local enterprise are:

The local knowledge of the partner
He/she will bring to the venture a wealth of expertise in dealing with government banks and labor, and in developing the domestic market.

Increased ability to supply the government and state–owned enterprises
Many governments give priority to suppliers with significant local ownership even in cases where a foreign supplier might have an edge in quality.

Access to official incentives
Again incentives are frequently reserved for nationally–owned firms.

Sharing the initial risks
A significant factor for many investors!

Creating a spirit of goodwill
This can work favorably should questions be raised about the place of foreign firms in the national economy of the host country.

What about the negatives?

We have found four main ones all of which, as we will discuss later on, are generally surmount able without difficulty:

A potential loss of control of the operation
In practice, it is very rare for a joint venture partner to feel that the business is beyond his control provided that ground rules for management have been laid down at the beginning of the partnership.

Disagreements with the partner
Serious disagreements may damage the enterprise. While this seldom happens, it is essential to establish procedures for dealing with conflict that will satisfy all parties.
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