Patterns of Internationalization
for Developing Country Enterprises

(Alliances and Joint Ventures)

ﬁ%
{éj\a UNITED NATIONS

w INDUSTRIAL DEVELOPMENT ORGANIZATION
=







Patterns of Internationalization
for
Developing Country Enterprises

(Alliances and Joint Ventures)

Prepared for UNIDO by
J. M. de Caldas Lima

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION

Vienna, 2008



Acknowledgements

This publication is based on more than 20 years of the United Nations Industrial
Development Organisation (UNIDO) experience in assisting developing countries to
formulate appropriate policies and tools at the country level and in assisting individual
enterprises to assess and formulate joint venture agreements.

It was prepared by José de Caldas Lima,' in cooperation with F. Mithat Kulur, Chief,
UNIDO Investment Promotion Unit, Investment and Technology Promotion Branch.

UNIDO would like to acknowledge valuable contributions in the legal sphere made to
its investment and technology promotion programmes by several specialists, namely
Dr Christian Newman, Dr Branco Vukmir and Dr Arthur Wolff, Ruth Nyakotey. UNIDO
would also like to thank Prof. John S. Henley of the University of Edinburgh Manage-
ment School for his valuable comments during the drafting stage.

ISenior officer at UNIDO (1984-2002) doing extensive work in the areas of technology transfer,
technology management and investment promotion.



INTrodUCtiON . . . . o vii

PART 1 THE INTERNATIONAL SCENARIO FOR BUSINESS AND DEVELOPMENT

1.1 Overview of international business. .. ......................... 3
1.1.1  The evolution of multinational strategies. . . .. .................. 3
1.1.2  Terminology of multinational business. . . ...................... 5
1.1.3  Global expansion and market entry strategies. . ................. 7
1.1.4  Globalization of small and medium-sized enterprises. . . .. ......... 9
1.1.5 Patternsof expansion . . ........ ... .. ... 10
1.1.6  Foreign market entry strategies. . . ........... ... ............ 12

Review of chapter 1.1. .. .. ... 24

1.2 Global manufacturing strategiesof MNEs ..................... 27
1.2.1  The drivers of changing strategies. . . .. ...................... 27
1.2.2  Implications for MNEs' operations. . . ........................ 30
1.2.3  Global supply chains, global value chains and global

production Networks. . . ... ... 34
1.2.4  Corporate social responsibility (CSR) . .. ............ ... ...... 38
Review of chapter 1.2. ... ... ... . . . . . 40

1.3  Opportunities for developing countries ....................... 43
1.3.1  Basic requisites for technological development .. ............... 43
1.3.2  Technology development through value chains:

linking, leveraging and learning .. .. .......... .. ... .. .. ... 44

1.3.3  Development pathways; role of governments . .. ............... 46
1.3.4 Issues for developing countries . . ......... ... ... ... ... 50
Review of chapter 1.3. .. .. ... 52

PART 2 STRATEGIC ALLIANCES AND JOINT VENTURES

2.1 Business alliances: a broad concept and a blurred terminology ... .57
Review of chapter 2.1. . ... ... 61

2.2 Overviewof allianceforms. .. .......... ... ... ... 63
2.2.1 LICeNSING. « oo 63
2.2.2 Cross-licensing . ... ... 64
2.2.3 Franchising . ... ... 64
2.2.4 Joint R&D; joint product development. .. ..................... 66
2.2.5 Equity alliances; cross-holdings . . . ........ ... ... L. 66
2.2.6  Equity joint ventures: the essence of the concept .. ............. 67
2.2.7 Othertypesof jointventures. . ............... .. ... ........ 68
Review of chapter 2.2. ... ... ... ... . .. . . 71

2.3 Alliance constellations and keiretsu .......................... 73
2.3.1 Alliance constellations. . ... ... . . 73
2.3.2  Keiretsu . ..o 75
Review of chapter 2.3. .. .. ... 77

iii



2.4 Strategicalliances ... ........ .. i e 79

2.4.1 Characterization of strategic alliances . . ...................... 79
2.4.2  Reasons to develop strategic alliances. . ............ ... ... ... 81
2.4.3 Costsandrisksofalliances . ........... .. ... .. ... ... ... 84
2.4.4  Organizational complexity. . .......... ... ... .. . . 85
2.45 Learning and knowledge flows . .. ........ ... ... ... ... ... ... 86
2.4.6 Strategic alliances as an alternative to mergers and acquisitions . .. .86
2.4.7 Strategic alliances vs. jointventures. . ... ... ... L. 87

Review of chapter 2.4. . ... .. ... . . . . .. . 88

PART 3 [IMPLEMENTING JOINT VENTURES

3.1 Joint ventures in developing countries: a conduit

of foreign directinvestment. . ............. ... i, 93
3.1.1  Historical overview .. ......... ... ... 93
3.1.2  Drivers of FDI and the joint venture option ... ................. 95
Review of chapter 3.1. . .. .. ... .. . 99

3.2 The joint venture as a framework for
cooperation and development. ............. ... ... i, 101
3.2.1 Possible departuresand motives . .. ........ .. ... L 101
3.2.2 Thepartners inputs .. ... 102
3.2.3 Benefits for host country; role of governments and other players . . 104
Review of chapter 3.2. ... ... ... . .. . .. .. 108
3.3 Development of a joint venture relationship .................. 111
3.3.1 Fromtheearlystage ... ... ... ... ... ... ... 111
3.3.2 ... through the pre-negotiationstage ... .................... 113
3.3.3 ... tothe negotiation process . ................ .. ... 114
Review of chapter 3.3. . . ... ... . 118
3.4 Selected issues for consideration. ................ ... .. ... .. 119
3.4.1  Joint ventures and host country laws. ... ...... ... ... ... .. ... 119
3.4.2 What can be invested; the valuation of inputs. . . .............. 119
3.4.3 The balance of power; keeping relevance as a partner .......... 120
3.4.4  Letter of intent and other preliminary agreements. . .. .......... 122
3.4.5 Confidentiality, secrecy and non-disclosure agreements. . .. ... ... 123
3.4.6 Incorporation: forms and advantages .. .............. ... .. .. 124
3.4.7 Foundationdocuments. . ............ ... .. 125
3.4.8 Andillary agreements. . .. .. 126
Review of chapter 3.4. .. .. .. ... . . . . . . . 128
3.5 The joint venture agreement: overview of drafting issues . . . . ... 131
3.5.1 Formation of the jointventure ........ ... ... ... ... ... ..... 131
3.5.2 Organization and management. . ......... ... ... ... ........ 138
3.5.3 Financing and financial policy . . . ...... ... ... ... ... ... ... .. 140
3.5.4  Setting up facilities and operations . . .. ....... ... L. 142



3.55 Accountingandauditing. .. ... ... 142
3.5.6  Staff recruitment and management. . ... ... .. ... L. 143
357 Products. .. ... 145
3.5.8 Marketing. . ... ... 147
3.5.9 InsuranCe . ... 147
3.5.10 Duration and termination . ........... ... ... . ... ... 147
3.5.11 Miscellaneous clauses. .. ... .. . ... 150

Review of chapter 3.5. . ... ... ... ... .. ... 153

PART 4 INTERNATIONAL BUSINESS NEGOTIATIONS

4.1 International business negotiations ................. ... .. ... 159
4.1.1 Introduction; principles of negotiation. .. ......... ... ... ... .. 159

4.1.2 Negotiationteams .. ... ... 161

4.1.3 Negotiation strategies, tactics and techniques. .. .............. 162

414 Thenegotiationphases. . ......... ... . .. . . 168

4.1.5 Cross-cultural considerations. ... ......... ... ... ... ... ... .. 169

4.1.6 Rules of negotiation conduct .. ....... .. ... L. 170

Review of chapter 4.1. .. ... ... .. . .. . . 171

4.2 Contracts and contractdrafting............................. 173
4.2.1 General considerations . . . ... ... 173

4.2.2 The importance of a written document. . .................... 173

4.2.3 Contracts: meaning and characteristics. . .. ............ ... .. 174

4.2.4  Model contracts: role and limitations .. ..................... 176

4.2.5 Who should draft the contract? .. ....... ... ... ... .. ... ... 176

4.2.6 Anticipating problems: what could gowrong? .. .............. 176

4.2.7 Contract drafting and legal systems . ............ ... .. ... .. 177

4.2.8 Form and structure of contracts . ............ ... ... .. ... 178
GlOSSary . . o 183
Annexes: sample documents. . .. ... 193
Bibliography . . . ... 219

i

REER, Toreike iz

https://www.yunbaogao.cn/report/index/report?repor



