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1. INTRODUCTION

1.1 Beckground ta the research

Developing countries have been growing faster than the industrislized
world, end World 8ank farecasts suggest that this trend is likely to
continue. Companies have not been ablivious to such trends, with ihe
result thet direct investment flows to developing countries have been
eccelerating rapidly (Miller, Glen, Jasparsen, and Karmokolias, 1999).
In fect, worldwide foreign direct investment (FDI) flows have grown at
an accelerating pace, reaching 400 000 million USD in 1897 (ECLAC,
1998) as the result of the expansion of tranenational companies, which
ere integrating their activities 2t 2 werld leve! bullding research and
davelopment (R&D), production, and distributicn netwarks specializing
their activities by region (8ircher 1995; UNCTAD, 1996). While these
flows have been strongly concentrated in industrialized countries, the
relative importence of developing countries has been increasing.
8etween 1995 end 1997, FDI flows to Lstin Americe and the
Caribbean grew from 33 006 million USD to 65 199 milllan WSD. This
spectacular increese means that 45% of the total FDI received
historically by the region arrived during the 90s (ECLAC, 1238).

The Increasing FDI flows to Latin America are expleined by the
econamic policy changes that most countries in the region undertaok
during the 80s. The latter have e strong neo-liberal content and favar
international investment by creating a friendly regulatary environment
(ECLAC, 1268). Foreign companies are raconsidering their strategies
towards the region to toke advantage of opening markets and
privatization programs. The increasing number of mergers and
acquisitions {(M&As), strategic alliances (SAs), joint ventures (JVE) is
expected lo fuel the growing levels of FDI. Pravious research showed
that the number of JVs used for intemationel operations has
dramatically increased aver the last decades resching 50% when
canceming emerging markets (Stopford and Wells, 1972; Beemish
and 8anks, 1986; Lorange 2nd Prabst, 1987; Harmigan, 1988; Gomes-
Caseres, 1989; Anderson, 1990; Zeirs and Shenkar, 1990; Geringer,
1991, Spekman, Isabslla, MacAvoy, and Forbes H, 1896; Dsland and
Cavusgil, 1998; Adarkar, Adll, Emnst, and Vaish, 1997). Despite the
growing importance of JVs in less developed countries (LDCs), it is
surprising to note that very tew investigations have been undertaken to
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understand this trend, (Beamish, 1995). The objective of this research
is to contribute updating and expanding the body of knowledge
regarding JVs among developed countries (DCs} and LDCs, thraugh
the analysis of European-Argentine exemples (Refer to tha
methodalogy chapter for a detailed explanstion of aur cauntry choice).

1.2 Research problematic

Giabalization changed the perspective of many companies in DCs and
LDCs, which has shifted from natianal ta intermatianal. This movement
began with a few big multinational enterprises (MNEs) after the second
World War and was followed progressively by a large number of
smaller firms {Bircher, 1991; Usunigr, 1092, Buckley and Glaister,
1996; Kostecki 2000: 2). Strategic alliances have played and are
playing an important role in this pracess (Cantractor and Lorange,
1288; Dunning, 1995, 1997, Boyd and Dunning, 1999}

Companies in DCs face classic consiraints 1o growth in their home
markets. Growth slows as home markets saturate, and a lack of
resgurces (raw materials) to process results as local supplies are
exhausted. In this context, growth depends mcre and more on
intemational expansion, and JVs affer, amang others, a fastar entry to
local markets, access to Jocal knowledge, access to resources
{Commodities) and so on (Saee section 4.2.1.3.).

LDCs companies also face development difficulties, as they often have
access to abundant resources but fack capital and modern technology
to exploit tham. Thay also have littie access to intemational markets
due to poor distribution networks, and shartage of marketing knaw-
how. Once again, JVs offer an interesting solution to overcome the
sbove-mentioned difficullies (Refer 1o saction 4.2.1.3.).

Aithough it is true that in theory JVs appear as a good sirategy to
acquire complemantary resources, in reality they pose saveral
problems due to shared management. According o mast résearchers
In the tield, there is a high risk of failure associated with this camplex
form ol arganization (Beamish, 1985; Harrigan, 1988 (b); Gomes-
Caseres, 1989; Geringer, 1990; Baird, 1990; Lane and Beamish, 1990;
Bleeke and Ernst, 1992; Roos, 1994; Shaker and Galal, 94; Swiarczek
and Hirsch, 1994, Fey, 1995; Sweeney, 1996}, There are multiple
causes provoking JV failure, among others worth mentioning are bad
partner selaction process (PSP), cultural incompstibility, perent
companies’ (PCs) asymmetries, changes of motivetians ovar time,



environment lurbulence, poor performance, and so on. Much research
has been done o understand the determinants of success and lailure
ot intemationsl joimt ventures (lJVs). The main variables sludied
{individually) in order to explain and analyze the strategic motives,
struclure and output of this form of cooperative stralegy were:
ownership structure, control, culture, and performance (Centractor and
Lorange, 1988).

. Qur a2im In this research was to present a gystemic view of

European-Argentine JVs. What we intend by systemic view of JVs is
a broad study of different JV life cycle stages considering meny
variables at the same time. This perspective differs with previous
sludies that analyzed the InHuence of a limited number ot variebies on
JV performence.

We tackled various problems in this disseristion. We were interested
in the reasons leading to JV formation (PCe’ mativations), ae well
ae (n JV deeign, management, and perfarmance sgvaiuation
perticularliies. The research guestions that we addressed were the
following:

< Why do European and Argentine firms form JVe?
< How do PCs create, manage and evaluate their JVs’ performance;
< Why soms JVs perform better than others?

= What lessons can be drewn from these JV experiences?

1.3 Justification for the research

Section 1.1, documents a general lack of research regarding LDCs’
JVs, despite their increesing importance {Beamish, 1995). Besides this
genergl lack of research, we noticed during the literature review
(chapter 2) that JV research in LDCs has followed FDU trends. The
fatter explains why research was carried out In Latin America during
the 70s and eary 80s, and was then practically abandoned during the
rest of the decade {regional FDi crisis) focusing on Asian or Eastern
European countries... This research charactenistic regarding JVs in
emerging markets explain why the body of knowiedge related to Latin
American countries 15 not up 1o date and consequently fails to explain
completely the cumrent JV situation. The (atter justifies our ettornt to
updaste the body of knowiedge.



Moreover, previous research adopted a one-sidad visw; biasing in
favor of the foreign partner and leaving aside the analysis of aspects
regarding the local partner (Beamish, 1987). This disseration
contributes to the bedy of knowledge with the analysis of 8 JVs
integrating both PCs’ perspectives.

Additionslly, earlier investigations focused on the study of e limited
number ot variables and their imerreiations or their effects on JV
performance. As mentioned in section 1.2., our dissertation adopts a
systamic view ot JVs considering the complaxity of interrelationships
emong a lerge set of veriehles {Reler to chaptar two, systemic view of
Jvs).

Finally, smalf and madium enterprises (SMEs) in DCs and LDCs era
lollowing tha internationelization footprints of MNEs. Thare ere saveral
intamational programs ("Af Jnvasi” sponsored by the Europsan
Communily, “Programa Bolfvar” sponsored by tha Inter-American
Development Bank) that heva been devaloped to favor this
intemationalization process through SAs and particulerly JVs. Tha
aconomi¢ implications of JVs are very important, particularly in LDCs,
in terms of ravanue, employment, and knowladge and technology
transtar. Consequantly, eny effort to improve the understanding of this
type of SA, or 1o halp reducing its failure risk is justified.

1.4 Methodology

The use of 2 research stralegy (experiment, survey, history, case
study) implies a different way of coliecting and analyzing empirical
evidance, and each stratagy has its own advantages end
disedvantages (Yin, 1994: 1-15). Strategies can be used for threa
purposes, exploratory, dascriptive, or explanatory. Three conditions
distinguish tha sirategies, the type of research question, the extent of
control a reseercher has over actual behavioral events, and the degree
of focus on contemporary as opposed to historical events. Table 1
displays these conditions, and shows how each strategy is related to
five major reseaerch sirategies in the social sciance: axperimants,
surveys, archival analysis, historias and case studies.

The case study {CS) research siralegqy was preferred in this
investigation for difterent reasens. First, the type of questions we deal
with in our research are ot “why" and “*hew” lype (Why do European
and Argentine firms form JVs? How do they create, manage and
avaluale the performance ot their JVs, why some JVs perform batter



than others, and what lessons can be drawn from these JV
experiences?). These type of questions deal with operational links
needing to be traced over time, rather than with mere trequencies or
incidence manifested by questions like: what, who, and how many that
would be adapted for a survey.

Table 1: Relevant sItuatlons for different research strategies.

i ;aw'a-' il %ﬁ"
entaR Ll it
Experiment How, why Yes Yes
Survey Who, what, No Yes
whare, how
many, how
much
Archival analysis |Wha, what, No Yes /No
where, how
many, how
much
History How, why No No
CSs How, why No Yos

Source: Basaed on Yin, R. {1994). C5 Research: Design and Methods. Sage,
Thousand Cgks, p.6

The other reasons relfer to the extent of control over behevioral events
asnd the degree of focus on contemporary as opposed to historicel
events. Each method, history, C8, and experiment presents its own
particularities regarding tha letter elements. Histories are preferred
when there is virtually no access or control (dealing with the dead past,
no relevant persons are alive to report, even retrospectively, what
occurred. The sources are primary and secondary documents, cultural
and physical artifects).

The CS is preferred in examining contemporary evenis, but when
relevent behaviors cannot be manipulated. It uses meinly the same
techniques as history but adds two sources of evidence, direct
observation and systematic interviewing. The CS8 unique strength
{confronted to history) is its ability to deal with a full veriety of



evidence. Moreover in some situations, such as poaricipant
observation, informal manipulation ¢an occur. Finally experiments are
done when a resaarcher can manipulate behavior directly, precisely,
and systematically. This can occur in laboratory sefting.

in our research we find ourselvas in a situation whare the C3 sirategy
has a distinet advantage ovar the other strategies. How and why
quastions are being asked about a contemporary set of evants, over
which the ressarcher has little or not control, which justifies the choice
of our research strateqy.

1.5 Disssrtation outiine

This dissertation consists of five major parts (Rafer to figure 1).
Cheptars 1, 2, and part of chapter 3 contain theoretical discussions
about JVs as well as methodological issuss, while the remaining
chepters are devoted to the ampirical investigation. Tha thaoretical
part is basad on axtensiva literature studies while the ampirical part is
based on qualitative anslyzes ©of eight European-Argentine JVs
belonging lo the automotive and agribusiness industries.

After a brief introduction in chapter one, the theoretical discussion
begins with an overview of various JV explanations from the economic,
organization and sirategy literature. This outline of different JV
explanations allows us 10 have a variety of perspectives conceming
the rationele of JVs and is useful, among others, to approach the field
with a broad view concerning JV formation, and to link our research
logic and findings to the axistent body of knowledge. Then a Iiterature
review presenting a systemic view of international JVs is discussad.
Finally, we summarize the wvariables that have basen the mosy
investigated and their interrslations using a causal network model.
Chepler thres presents the different paradigms used in qualitative
research as well as their praclical implications. It slso describes
qualitative research particularities, and finally it Introduces our specitic
research approach (case study) and design. Chapter tour prasents
and analyzes the data collectad through interviews in Argentine,
Switzerland, France, ltaly, Germany, and The Netherlands during the
Fall of 1998. The logic wa follow to structure this section corresponds
to the one of chapter 2 that reviews the intemational JVs' literature (JV
systemic view). Finally, chapter five summarizes our findings linking
them 1o the body of knowledge. It also presents sirategies and tactics
for European-Argentine JVs, dissertation limitations, and directions for
future reseerch.



Figure 1: Diesertation’s structure
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1.6  “Imernationat joint venture™ definiticn

By WV we mean a distinct organization ¢reated by two or more legally
distinct erganizations (the PCs) with the parents’ headquarers
operations belng located in different countires. [JVs are perceived
often to be strategic weapons for gaining entry in emerging markets
(Herrigan, 1987} and for gsining knowledge and skllls in using new
technologies (Kogut, 1988; Geringer and Hebert, 1989). Thig definition
excludes other forms of cooperative sgreements such es licensing,
distribution end supply agreemenls, research and development
partnerships, or technicel assistance and management contracts. We
use the terms, JV and IJV, to describe the same idea throughout this
disseriation.

Figure 2: Structure of en Internatlonzl joint venture

Foreign firm Local tirm
Own interests Own
and interests and
objectives objectives
Commeon and

limited objectives

Source: Adapted from Garette, B. and P. Dussauge (1995). Las Stratdgies
d'Aliiance. Les Edltions d'Organisation, Paris.



1.7 Delimitations of ecope

We were conironted with several choices while narrowing the focus of
our research problematic, snd by making such choices we built s
tence eround the research findings. This investigation deals with a CS
regerding DCs-LDCs JVs, paticulaly European-Argentine JVs
invalving firms originating from the private seclor. The CS includes the
enelysis of eight cases from the autemotive and agribusiness
industries end incorporstas both PCs' perspectives. We undertook 2
systemic view of JVs, which impliad the study of a large number of
veriables instead of concentrating aur efforts on o tew varisbles. By
doing so, we inevitably priviegad some aspects to the detriment of
others (for example, the role ot financial aspects in JVs, which are
extremely sensitive, was underastimated). Due to resource constraints
we emgloyed a one person, one time date collection process.

1.8 Summary

This chapter Isid the foundations for the thesis. It introduced the
research problem and research questions. Then the research was
justitied, definitions were presented, the methodoiogy was briefly
described and justitied, the thesis was outlined, and the limitations
were given. On these foundstions we can proceed with the literature
review,
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2. LITERATURE REVIEW

2.1 Introduction

This chapter begins presenting different theorelical explanations for
the formation and development of strategic alliances that also apply to
JVs, Although the presentation is not exhaustive, it allows us to have a
variety of perspectives concerning the rationsle of Jvs. The
development of such a diversified vision is useful to elsborate a
theoretical list of motivations explaining why firms engage In JVs; to
appreach the tield with a broed view conceming JV formation, and
finally to link our research logic and findings to the existent body of
knowledge (a more extenslve explanation of the utility ot theory in
designing CSs is presented in seclion 3.3.3.1.). Then a [iterature
review covering kay JV's life ¢ycle stages is presented. It describes
important aspects in JV lormation, design, menzagement end
performance evaiuation, and is useful to bresk up our genersl
research questions into propositions! that will drive our field study.
Finally, we summarize the varigbles that heve been the most
investigaled and their interrelations using a causal network model.

2.2 Overview of different theoretical JV explanations

Answering theoretically to the question; why do firms engage In JVs?
is not a simple task due t0 the complexity of the phenomenon. Several
expianations tor the occurrence of strategic alliances applying to Jvs
can be found in the economic, business, management. and
organizetional literature. No single theoretical approach is powserful
enough o completgly explain the phenomenon, thersfore, we present
several complementary theorstical approaches that together give a
mote complete view of the reasons behind JV creation. The group of
dominant and complementary theoretical explanations is useful for the

1 Study propositions direct attention to something that should be examined within
the scopa of the study. Our research questions: why tdo European and Argenting
tirmg form JVs?, how do they create, manage and evaiuate the performance ot
their JVs, why some JVs perform befter than othars, and what lessons can be
drewn fromn these JV expariencas? are general and do net paint to what should
be studied. Stating propositions haelp a researcher 10 move in the right direction
(Yin, 1994: 21).
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conduct of the empirical investigation. It is important to specify that we
do nat adapt a specific thearetical approach in this dissertation, but
that we rather use a set of different theories t0 develop a broad view of
JVs. The latter allows us ta remain open during the field work to
different theoretical explanations regarding JV creation and
development. The table below presents the different thearies that we
expose in this section.

Table 2: Theoretical explenstions of JV occurrence

Ecanomic = Manopaly theary
parspective = Transaction cost theory

» Game theary
Organization = Resource dependency
perspective theory

» Populetion ecology theory
Strategic = RAesource based view of
perapective the firm

» Organizational [earning

2.2.1 Economic perspective

This perspective argues that formatien and development aof alliances is
motivated by the willlngness af an organization ta Improve the input /
output redationship. Some examples for this are organizations looking
to increase their market power, reduce their costs, build trust
threughout the reletionship to maximize potential payoffs, and so on
(Buchel, 198G6). A shorl presentation of some major theordes
reprasenting this parspective follows.
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2.2.1.1 Monopoly theory

According to Koatz (1996), one of the oldest strategic alliance
explanations which can be found in the industrial orgenization
Aiterature goes back to the concept of monopoly power, which is
reflected In a firm's market share and the barriers to entry of its
markets. There is 9 positive relationship beiween market chere,
barriers to entry, and a firm's protitability. The greeter the merket share
and the barriers to entry and the greater the monopoly power of a firm
since it wili gain more autonomy in seffing its prices and thus in
increasing its profits.

Garretta and Dussauge (1995: 46) explained that the objective of JV
research conceming tirms from the same country wes to evaluate ils
disterting merket effects. Most research undariook in the United Stetes
during the 80s end 70s tended to demonsirate thai agreements
between American firms were signed following 2 collusion logic end
had distorting market effects (Pteflter and Nowak, 1976 a and b}.
Besides, in most cases, JVs associated firms competing in the same
market, which lended to prove their collusive cheracter. Nevertheless,
in the late 70s, radical different analyzes appeared. Soma euthors
startad advocating the advantages of slliances showing that they can
have legilimaie objectives compatibie with economic progress (Berg
and Friedman, 1978, 1981; Barg, Duncan and Friedman, 1982). In
{act, many JVs ara motivated by the willingness to acguire and to
combine know-how, which is positive for product innovetion and client
satisfaction. In this context, firms creating alliances do not
systemstically pursue a market power objective allowing them to
increase prices and build a more secure market situation limiting
competition, they rather seek an alternalive solution o internal R&D,

The stake of the campetitive impact debate retaring to JVs i very
imporient to politicians as well as to managers because it leads to a
distinction between sirategic alliances and anfi-competitive
agreements. Evidently, the laffer have negative effects for clients
beceuse they will have to pay higher prices {or products but they will
glso have a sterilizing effect on firms participating to such agreements
since they will loge their competitive position notably against their
intemational rivals. On the contrary, alllances that encourage
complementarities beiween partners may increase value for their
clients and give a compelitive advantage to firms participating on such
agreemants.
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2.2.1.2 Transaction cost thecry

This theory pleys a central role in the apalysis and interpretation of
sirategic alliances because it examines the firm's boundaries definitian
prablem. The theory proposes a theoretical justification for the
situations whare coaperation is preferred o M&As on ane hand, and to
simple market spot transections on the other (Beamish and Banks,
1986; Hannart, 1987; Garrette and Dussauge, 1995).

Williamson, the most prominent proponent of transaction cost (TC)
economics, focuses on the transaction as the basic unil of analysis.
This emphasis puts him in a different position than most other
arganizational and econamic theorists who use the organization or the
market as the basic anaiytical unit. According to Witiamson (1985) “a
fransaction occurs when a good or service is iransferred across a
fechnologically separable interface”. Thus, a iransaction includes all
preparatory steps for the exchange of goods and services as well as
the exchange itself and the necessary centrolling measures tor the
proper execution of the contract. All of these processes incur ¢osts,
so-called TCs. They are defined as the economic equivalent of triction
in physical systems. In reality, main TCs are gearch costs for an
adequate transaction partner and good business conditions,
contractual costs for the closing of a deal, contral cost for the carrect
execution of the contracl, and finally adjustment cesis which are
caused by a changing environment (Kootz, 1996).

In contrast to necclassical economists, Williamsen {1985) assumes
thet the firm s primarily e cost ecenomizing end not e profit-
maximizing entity. HWs orgenizational prablem is coordinating
ransactions optimally and finding the optimal govemance structure for
them so that the sum of all costs related to any IWransaction is
minimized. This is done by employing the marginal cest principie of
neoclassical economics. Thus, the aoptimal governance structurg is not
determined by technolagical or product costs but by its related TCs
which depend on several envircnmental factors. These can be
classilied infc two groups, the behavicral and the situetional factors
{Koctz, 19986).

First, Williamson accepts Simon's idea on the bounded rationality of
human beings. This concept proposes that eccnomic actors intend en
being raticnal and are rational, but cnly in a limited manner (Simen,
1982). The idea of the bounded rationality of ecenomic actors and theis
limited cognitive abilities precludes the existence of perfect contracts.
Therefore, regardless of the envirenmentel situetion and the existing
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governance structura, TCs always arisa; they only vary in size. The
other behavioral aspect coneiderad in Williemson's model concems
opportunism. Human beings are saan as seeking their own interests
first aven it this includas fomms of deceit. More often than nat,
oppartunism involvas subtla forms of deceit - both active and passive.
The concept also entails delibarate forms of decait such es lying,
stesling and cheating (Kootz, 1996).

The situational factors influencing the size of TCs depend on the
transaction itself and the infrastructure in which it takes place. First of
all, transactions differ by degree of uncertainty, complexity, and
frequency. Secondly, they differ by thair nead for assat-spacific
investments. Equslly important is tha number of potential transaction
partners, also celled the small number problem. The fewer partners
found in the market, the highar will be thair respective power and thus
their ability to raise TCs. In addition to these transsction specific
criteria, the general legel, lachnological and economic environment
also influences TCs (Kootz, 1996).

The various iorms of governance structures available to a firm are
seen a5 being positioned on a continuum with the market as the forum
tor transactions at one end and the internal organization st the other
end.

Figure 3: Governance structures available to a flrm

Low integration High integration
degree degree
0 o —0
Market (spot Intemal org.
transactions) Cooperation M&AsS

Markets represant a good framework for spot transactions where all
obiigations are fulfiliad st onca. Mowever, tha higher the assel-spacific
investments are, the mora likely a market failure is as well as the
integration of tha activity into the firm. Acquiring another company
constitutes one way of integrating transactions and thus of reducing
related TCs. Williamson’s approach is best suited for an analysis of



16

vertical M&As and related meake-or-buy decisiens, Under this
approach, vertical integration occurs when it is advantageaus for a firm
to include the activity within its hierarchy instead of contracting for it on
the market. Such & situation is gliven when the complexity and
uncerfainty of the transaction are high, when there are only Tew
suppfiers so that the small number problem becomes relevant, when
asset-specific investments are needed, when infarmation is not
asymmetrically dispersed between the transaction parstners, and when
the general transaction atmosphere is s¢ unstabie that there ia no
legal cerainty and no sufficiert market information system.
Cooperafive arrangements are undertaken when this structure is able
to tunction more efficiently, wilh lower TCs, than markels or
hierarchies, These arrangements are mixed organizational modes with
fransactions gavemed by long-term contracts and mutual dependency.

According to Eisenhardt and Schoonhaven (19896), “the principal
approach for undarstanding when strategic alfiances form is
transaction cost economics”. The theory has been effective in
predicting vertical integration among suppliers and buyers in mature
industries such as automobile menufacturing. However, empirical
trensactions cost analyses have been limited by a leck of effective and
concrete meesurements. Measuring TCs directly has not been
passible to date, and this has been the arigin tar mejor criticisms
against this theory. Another limitation of this theory is that the logic of
TC minimization does not capture many of the strategic advantages of
alliences such as leaming, creation of legitimacy, and tast market
entry. This theory is most relevant to static efficiency and routine
situations (Kootz, 1998).

2.2.1.3 Game theoty

A mathemalician, Jobn ven Neumann, and an economist, Oskar
Margenstem (1853) tried to find a more effective way of solving certain
kinds of econamic problems. They ncticed that “the lypical probiams of
economic behavior become striclly identical with the mathematicef
naotions of suitable games of strategy” and so they devised the “Theory
of Games”. Qddly enaugh, this new taol turned out to be invaluable in
attacking prablems in many other arees as well. Bichel {(1996: 46-48)
presents the theary's JV farmation explicative power. According ta the
authar, “game theory is sssentially & question of coordination in the
presence of ignorance. In terms of game theory, cooperative
arrangaments are bast expiained by the prisoner's dilemma (Axgirod,
1984; Jariflo and Ricarl, 1987; Niglsen, 1988, Guiaftti Khanna and
Nohna, 1934). The origins of game theory started in a game with two
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players. In the ebsence of informaltion and communication, the piayers
hed to dacide whether or nat lo capperate with each other {(not being
aware of what the other will do).2 The dilamma exists because (he
individual behavior leading to optimal joint payolf does nat resuit in the
optimal individual payoff. K each player tries to maximize his or her
individual payoff, than neither will win. if one player maximizes the
ingividual payoff by not cooperating while the other cooperates, then
the non cooparalive player achieves the highest possible payoff. If
both players cooperate then both players will jaintly achieve the
maximal payoff. Axeirod (1984) states that individuals or organizations
pursue their own seif-interast in ebsence of a central authority forcing
them to cooperate.

The besic idea behind the prisaner's dilemima is that the payoif that a
firm gets from participating in @ cooperative errangament not only
depends on its own action, but also on its pariner's sction {Gulatt,
Khanna and Nohre, 1894:82). Due to the existance of an optimal
individual peyoff, partners are not likely to cooperate. If this cen be
epplied to cooperative errangements, then the failure rates of these
arrangemeants dre not as surprising as one Mmight expect. The reason
why firms nonetheless engage in cooperative arrangameants ligs in the
expectation thay wiil get more out of a cooperation than if they da not
engage in any strategic option. According to Axelrod (1984) the
dilemme that the individual payoff is higher in situations of defection
can only be sotved in repalitive rounds of piaying by telling the players
first to choose ta cooperate, and in the following rounds to choose the
strategy that the other player chose. In iterative games, players realize
that the benefits of cooperating exceed the costs, they estsblish
reputation far fair dealting... In situations of repetition, game theory
heips to expiain the existence of trust independent of social nporms,
relationships, or goel congruence. In iterative games with
interdepandent outcomes, trust is built through muitiple positive
outcomes,

The assumption underlying the explanation of cooperating from an
economic perspechve is that carefut analysis prior to the decision to
cooperate Is the most critical success factor {(Contractor and Lorange,
1988; Axeirod, 1984). Having discussed the reasons and goais for
formation should be a major positive factor in this context (Contractor

z The game builds on the assumption that the cuicome of the choices is unknown,
each player ¢chooses independently and the game is played mors than once
(Sydow, 1992),
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and Lorange 1988:25). Gama theory, in particuler, views the strategic
choica of players @s the primary determinant 0f success in elilances.
Thus, this perspective would propose that the choice for potential
peyolffs is the crucial factor in the development of cooperative
arrangemeants. Thie choice defermines whether partners will cooperale
and build trust throughout the relationship™

2.2.2 Orgenizationel parspective

In contrast to the economic perspective, which focusss on the profit-
maximizing function of the firm, the organizational perspective
attempts to explain organizational behavior and differences in the
forms of organizations. Research within this perspective focuses on
individuals in organizations, interal processes, organizations and their
extamal relationships to the greater environment. Tha focal point of
this perspactive is tha management of environmental uncsriainty and
the reduction of complexity in order to maintain stability. The
organizational theory literature tries t0 answer the lfollowing questions:
How do cooperative arrangements remain autonomous while
collabarating with others? How do they maintain stability and reduce
complexity? Within this parspective, ene can differenfiate among &
number of differant theoretical approaches, in particular, twe of them
explain quite well the occurrence of cooperative arrangamenits.

2.2.2.1 Resource dependency theory

According ta Biichel {1996), The resource dependence madel (Pleffar
and Salancik, 1978) stipulates that orgsnizations are not ablg o
intemally genarate alf the resources and functions required to survive.
Tharefore, thay must enter into relationships with arganizations in their
environmeni. According to the resource dependence model,
relationships are established in order 10 exercise power over another
organization and its resources (Van de Ven, 1978, Aldrich, 1976;
Pennings, 1980; Van de Ven and Walker, 1984}, In order to gain
comtrol over crifical resources, organizations may foliow fwo strategies:
1} reduction of uncertainty through vertical intagration or acquigition 2)
reduction of uncerainty through cooperation. Pfeffer and Salancik
{1978) propose that organizations enter into cooperative arrangememts
under the Jollowing conditions: 1) common  interest, 2)
iMerdapeandence, 3) rnoderale degree of interaction, 4} existence of
barriers of integration, 5) moderate uncertaimy and 6) rmanageable
size of the cooperation.
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Due to the inherent problems connected with interorganizgtional
refationships, the resource dependence meodel views the employment
of cooperative arrangements as an unstable strategy.

Resource scarcily is perceived or assumed fo be the motivating force
prompting organizations to influence, control or exercise power. This
model is based on the assumption that the formation of cooperative
arrangeéments requires loss of decision-making power and aulononily,
& factor to which organizations seem [0 Rave an aversion 10. In order
fo avoid the loss of aufonomy tfirough increasing dependency on
resources, organizations esiablish relatlonships with others fo
compensate for the initial loss in aulenomy. In cases where
ralationships cannot be established to compensale for the loss of
eutonomy, argenizationz increese the dependency of others.

The avoidance, utilization, and development of dependence among
organizations are seen to be the dnving forces for the development of
cooperative arrangement. This modal regargdd the eatablishment and
maintenance of cooperstive arrangements 8s & result of changing
patiarns of resource dependence through the exescise of control. By
concenirating on the reduction of environmental uncertainty in order to
conirol resources, the resource dependence model focuses on
externel mgtivations rather that the internal funclioning within a
cooperative arrangemant as the key dnving force in their
develapment.”

2.2.2.2 Popuiation ecology theory

Anothar perspective explaining the formation and development of
coopsralive arrangsments is offered by population ecofogy (Hannan
and Freeman, 1977 and 1984; Aldrich, 1979: McKelvey and Aldrich,
1983). Biichel (1998), argues that instead ot looking at erganizations,
this approach centers on populations, collectives, or communities?,
"The population ecology approach argues that the survival of
populations is a result of organizational adaptation (external fil} to
" environmental uncerainty. Environmental uncerainly is perceived to
be a resulf of insufficient knowledge about the environment (Cook
1977). Development of populations is perceived to occur through the
processes of variation, selection end retention.

3 Poppulations ate a homogenegus group qf arganizations in a centain industry
(Aldrich, 1979).
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Variation is plenned end unplanned menagerai action, selection is a
result of misfit between organization and environment and relention is
the reproduction of organizations (Hannan and Freeman, 1984).

Structural inertia is the focus of analysis for popukation ecologists. The
natural environmental seiection process will decide about the future
survival of organizations {Hannan and Freeman 1977). Structural
inertia is defined as the inability of crganizations to adjust to the
dynamic environmem, organizational inefficiency, and the need for
anvironmental lagitimacy (Hannan and Freeman, 1984). The origins of
this inertia may be internal (poiitical processes, communication, etc.)
or externai (limited rationalify, socfetal norms, eic.). Population
scologists view the formation and deveicpment of cooperative
arrangements as @ response o environmentat uncertainty (Aldrich,
1979). Rartners enter inlo cooperative arrangements in order to
achieve slabilify, predictabfiify, end dependabilify (Pennings, 1981;
Aldrich, 1876G). it environmerts ere lurbulent, then cooperative
arrangements become atliractive in order to cope with the environment,
even thiough the costs are high (Hannan and Freeman, 1977). The
costs arise out of the organization’s lendency to ensure variety.*

According to Aldrich {1978), three laclors are seen lo be important for
the developmemt of cooperative arrangements: 1) adaptation to the
environment through the division of labor and the control of power, 2}
establishment of plans to achieve common objectives, and 3) taking
the coordination role in the environment. By positing these faclors,
Aidrich (1973} not only applies principles of population ecology but
also resource dependence in order o explain the deveifopment of
cooperative arrangements.”

* Variety within organizations is achisved by intamal differentiation. Population
acologists differsnilate betwsen specialized and generalized crganizations,
sach being capabla of surviving, yet dus io differeni characisnistics. Specialized
crganizalions possess structural and cullural charecteristics (hat are in
alignment with the envirorment in order 1c achieve maximum efficlency.
Generalized organizations demonstrale a numbear of diferent characteristics
that enabls them o survive in severel snvironments. Cooperalive arrangements
are viewed as mid-range between these two types of organizations {Hannan
and Freeman, 1977). Since neither alignment nor variety is visible within
cooporativa arrangement, they (heur additionat costs.
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Fopulation ecologists stress the imporiance of natural selection. This
approach is deterministic and does not take into account the intemal
processes of social construction like organizational leaming, decision-
making, or power asymmetries. Nowadsys, however, population
ecologists have revised thair pasition and suggest that internal
pracesses do play an important role in organizations (Sydow, 1992).

2.2.3 Strateglc perspectiva

Strategic management is associated with competitivenass, long-term
growth, and survival of organizations or countries. Growth and survival
within the strategic perspectiva are related to the competitive position.
Bichel (1996} explsins that “strategic management is oriented lowards
shaping the lirm's lutura by anfticipating change (Dean and Cassidy,
1990) or by the procass of making and implementing strategic
decisions (Bowman and Asch, 1987). Tha term stralegy implies 3
thought out plan of acltion or a defined poficy for achieving an
objactive. Strategic management is an intardisciplinary approach that
integrates several businsss discipfines , and cuts across organizational
boundaries. Consequantly its objective is lo provide tools for effective
and afficient management ol organizations as complete systems, Due
o this interdisciplinary approach, strategic management deals with @
broad range of problams such as sirstegic formulation, planning
methods, control systems, competltion analysis, decision-making
processas, poiitical processes, end so o,

The sirategic managemant literature distinguishes betwean strategy
process and stategy content research (Huff and Reger, 1987).
According o Bichal (1996), “stratagy procass can be classified into
three dimensions, stratagy formulation and implementation research;
prescriptive and descriptive rasearch; and finally rational-analytical and
incremental-politicai modeis ol resesrch. Strategy formuiation, which
has recefved the widest audience, Is a decision-making process that is
concemed with the development of objectives, the examination of
resources, and the analysis of environmantal constraints in ordar o
achieve tha set objectives. instead, slrategy implemantation is
concemed with tha oparationalization of the objectives, translaling
them into organizational structures and proceduras in order lo attain
measurabla goals. Regarding the second straam of process research,
it examines altarnative functions exhibitea by strategies. Prescriptive
strategies build on a rational mode! whereby management is able o
search, analyze, and then decide upon options. The belial in the
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craation and implamemiation of stralegies through planning metheds is
the basic concept of prescriptive siralegies, Mintzberg (1990).
Dascriptive stralegies oppcsa this rational view of management
(March and Simon, 1958; March and QOlsen, 1978} and pastulate that
individual and organizational dacision-making, political processes, and
anarchy play importan! roles in siralegic management. Tha
possibilities of influencing and crealing an organization &ra limited
within this perspective. The tird dimansion peosils that stralegias are
aither intended or amergent.

The traditiona! concept of stralegy formuiation concantrates on tha
strangths and weaknesses of a firm. Most lools used lo stretagically
position a company in the industry highlight on the producl-market side
{Andrews, 1971). Porler's (1980} critarie used lo anelyze the strengths
and weaknasses are industry characteristics, degree of compeltition,
barriers to enlry, existence of subslifute products, and buyer and
aupplier power. Differences in parformance befween [irms ara
axplainad by a compeny's ability o produce producls in markets that
differentiales tha company in lerms of lhe above mentionsd
cheracleristics.”

2.2.3.1 Resourca-based view of tha firm

The resource-based view of the tirm proposes that resources instead
of products define the competitive pasition of a firm (Wemerfelt, 1984;
Barney, 1991). This approach sees firms with superior capabilities and
/ or organizational structures as profitable not because they engage in
strategic investments that may deter entry and ralse prices above
long-run costs, but beceuse they have markedly lower costs, or offer
markedly higher quality or product performance. This approach
focuses on the rents eccruing to the owner's scarce firm-specific
resources rather than the economic profits from product market
positioning {Teece, Pisano and Shuen, 1980).

Probst, Biichel and Raub (1996} expiain that the idea ihat resources
can bestow a competitive advantage is not new. Varigus authors have
discussad this issue under the termg distinclive or tirm-specific
resources (Hitt end Ireland, 1985), core competence (Prahalad and
Hamal, 1990), corte capabilities {Leonard-Barton, 1992 and 1995} or
strateglc assets (Dierickx and Cocl, 1989). According to Barney
(1991}, firm resources include all assets, capabilities, organizational
processes, firm attributes, information, knowledge &tc.
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The above menfioned authars postuleie that firms deveiap internal
capabiilties ar knowledge over time, which enable them to produce
superiar products, The unique aspect ot such & perspective is its long-
term onemation. The deveiopment of core compelencies or
capabilities is & iong-term investmemt, which resulls in improved
parformance In the future. Caompetencies are an interrelated mix of
organizaticnial knowledga, which leads ta an increase in the problem-
Solving capacity of an organization. It is the unique set of strategically
relevant arganizational knowiedge which eventuslly leads to increased
returns for a campany (Prahalad and Hamal, 1954).

The resource-based view cf the firm provides several criteria which
indicate the nacessary conditions for sustainable competitive
advantage. in order to oblain a competitive advantage, this theory
pastulates that strategic assets must have four altributes: 1) they must
be valuable, 2) thay must be rarg, 3) they must be difficult tc copy, and
4) there cannot be stategically equivalent substitutes. Care
competencies and value-creating disciplinea are not distributed equally
amang firms. The rescurce difference between firms constitutes
therefore, en addilional explanation for strateglc alifance accurrence.
To improve their strategic position, firms must seek for resources that
enable them Yo share costs and nsks from other companies
{Eisenhardt and Schoanhoven, 1986). Intemational strategic olllances
may be effecting a pentiai redistribution of skills among pariners
{Hamel, 1930).

Tha distinction between acquiring skills in the sense of gaining access
lo them (by taking out a ficanse, utilizing a subassembly supplied by a
partner, ar relying cn a parnars employees for some critical
aperatian) and aciually internalizing a partner's skills has seldeam been
clearly drawn. This distinction is crucial, As long as a pariners skills
are embodied only in the specific aulputs of the venture, they have no
value outside the narrow terms of the agreement. Once intarnalized,
however, they can be applied !o new geographic markels, new
praducts, and new businesses, For the parinars, an slliance may be
not only a means for trading acecass ta eech ather's skills - what might
be lermed as quasi internalization, but alsc a mechanism ler aclually
aequiring e partner’s skitls - da facto intarnalizetion. This procass of
knawiedge acquisition occurs through leaming.”
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2.2.3.2 Qrganizationai learning thaory

Organizational learning is the process by which the organization's
knowledge and velue base changes, leading to improved problem-
solving ability and capacity for action {Probst and Biichel, 1997). For
Probst, Blche! and Raub (1996), the concept of leaming origineted in
psychology and focused on laaming at the individual lavel. Behavioral
psycholegists detined leaining as 2 behavioral change of individuals,
(Hilgard and Bowar, 1986). Later, learning theorisis emphasized
cognilive processes as key determinents of individual laaming
(Bandura, 1986). Instead of tocusing on change in behavior, cognitive
psychologists focused an changa in the state of knowledge, which
creates tha potential for changing behavior. Tha organizetional
leaming concept has transported the idea ot individual leaming to the
organizational level where the same distinction exists between
behavioral and cognitive leaming processes {Inkpen and Crossan,
1895). It is, however, important to note that change in behavior without
a corresponding change in cognitian, or changa in cognition without a
corresponding change in behavior, are transitional states since they
create a tension between one'’s beliefs and ona’s action. This tension
can only be resolved by integraling a change in behaviar with a
change in cognition so beliefs and actlons are in accordance with each
other. Essentially, organizational learning is an increase of the
organizational knowledge base, which leads to the enhancement of
the problem-solving potential of & company (Probst, Bachel and Raub,
1996).

We mentioned earlier that the number of JVs surged in the last
decades. Accarding to Inkpen (1935) “an imporfant explanatory factor
for the JV and SA trend is the argument that collaboration provides a
Patform for organizationel fearning, giving partner firms access te the
skills and capabilities of their partners (Hamel, 1991; Kogu!, 1988;
Westney, 1988). Viewing JVs as leaming opportunities provides an
altemative to mutval alliance value crealion. JVs can provide firms with
access lo the embedded knowiledge of other organizations. This
access creales the potential for firms to inlemalize partner skilis and
capabilities. Huber (1991) referred to this process as graffing, the
process by which crganizelions increese their store of knowledge by
internalizing knowledge not previously available within the
organization. In & JV, two or more Organizalions are brought together
bacatise of their complementarity and their differences. The
differences in parinar skill areas are the fuel for leaming. Whether or
not the differences are idemtified and internalized determines whether
fearning occurs. While stifl rather smalf, there Is a growing body of
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theoretical resesrch (Kogut, 1988; Pucik, 1991, Wastney 1988} and
empirlcal studies (Dodgson, 71993, Hamel, 1991, Simonin and
Helleloid, 1993) addressing the issue of JVs as mechanisms for
organizational Isarning. This stream of research has begun to address
some of the imporiant guestions essocisted with how organizations
axploit collaborative learning opportunifiss.”

2.2.3.3 Summary

Praceding sections presented different JV theoretical explenations.
The economic perspective had a focus in the developmeant of market
powaer, the casts of coordination and in potential future payoffs. The
organization perspective concentrated in the degree of resource
dependence of organizations and in the environmental adaptation they
needed to survive. Finally the strategic perspective focused in
capabilities and learning. Table 3 summatizes the theoretical motives
explalning JV formation.

The theorelical presentation provided a rich and varied explanstion
about strategic alliances formation and development. As we indicated
in the beginning of this section, building a theoretical framework is
useful to identify pertinent research questions and to interpret the dats
collected during the field work. The following section synthesizes
research in the JV area, we do not tocus on a particular topic
regarding JVs such as control, human resgurces, cuiture or
pertormance, we adopt instead s systemic view ot the JV covering
many variables that inttuence its life cycle. The purpose of the naxt
section is to present the principal empirical tindings regarding JVs and
to identify same gaps that will be then the scope of our empirical work,
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Table 3: Theoretlcel motlves explaining JV formation

*

Monopely theory: Companies lorm JVs in order to increase their
moncpoly powes. Their objective is to increase their market share
and to raise barriers te entry to make more prefits.

Transaction cost theory: Companies form JVs when this
structure is able to function more efficiently, with lowsr TCs, than
markets or hierarchies. The objective here is cost minimization.

Game theory: Compenies form JVs when managers think that
they will get more out of 2 cooperation than if do not engage in any
cooperation. The objective here is to maximize payoffs.

Rescurce dependency theory: Companies form JVs because
they ere not able tc generate intemally all the resources and
functions they require to survive, Therefore, they must enter inta
reletionships with oiher organizations in their environmant.

Population ecology theory: The focus here is nat the
arganization but a population ot firms. According {o this theory,
firms engage in JVs es a response to environment uncertainty.
Partners engage in JVs in order to achieve stability, predictability
and dependabilily.

Resource based view of the firm: Companies form JVs because
distinctive or firm-specific resources are net distributed equally
among firms. To improve their strategic position, firms must seek
for resources that enable them to share costs and risks from other
companies.

Orgenizationzl learning: Companies ftorm JVs to  acquire
knowledge, to internalize the skills of a partner.
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2.3 Systemic view of intsrnetionsl joint venturea: creation,
design, menagement and performance evalustion.

Globalization charatterizes our actual world sconomy, in this new and
changing environment the perspaective of major pleyars has shiftad
form natienal to internatlonal. This movement began with a few big
MNEs after the second World War and was followed progressively by
a large number of smaller firms (Bircher, 1991; Usunier, 1992, Buckley
and Glaister, 1995; Kostecki 2000: 2). Strategic alliances have playsd
and are playing an important role in this process {Contractor and
Lerange, 1988; Dunning, 1995, 1897; Boyd and Dunning, 1999). As
already mentioned we focus in this study in 2 particular form ot
stratagic allianca, tha JV.

The number of JVs used for intemationa! operations has drsmatically
increased over the last decades {Stopford and Wells, 1972; Beamish
and Banks, 1986; Lorange and Probst, 1987; Harrigar 1988; Gomes-
Casares, 1989; Anderson 1990; Zaira and Shenkar, 1890; Geringer,
1991, Roas, 1834; Spekman, Isabella, MacAvoy, and Forbas IIl, 1996;
Adarkar, Adil, Ernst, and Vaigh, 1997). Garratte and Dussauge (1995:
42) axplain that Amarican scholars sterted investigating this complax
form of organization since 1960. The first investigations related to
strategic alliances had two major foci. On ona hand, rasaarchers ware
concernad with the internationalization process of big American
companias and studied the JV as a tool for intamational expansion.
These JVs were subsidlary companias created by MNEs in selacted
countries aiming lo penetrate new geographical areas. The principla of
tha JV consisted in sharing the capital of tha subsidiary with a local
partner. The JV's aclivity was limited to the commercializetion and
eventually to the production of goods of the MNE in Ihe host country,
On tha other hand, researchaers had an anti-frust orientation, they
studied JVs between American firms in the US demestic market trying
to evaluate their impact on competition (Pisffar, and Nowak, 1978).

Much research has tried {o identify the determinants of success and
failure of IJVs (Schoan, 1983; Killing, 1983; Beamish, 1984, and 19385;
Harrigan, 1986; Lorange and Probst 1987, Q'Reilly, 1988, Brown,
Rugman, and Verbeke, 1989). Tha main varables studiad in.order to
explain and analyze the strategic matives, structume and output of this
form of cooperative sirategy were: ownership structure, control,
culture, and parformanca, {Contractor and Lorange, 1988).
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According to most researchers in this field (Beamish, 1985; Harrigen,
1988 (b); Gomes-Caseres, 19B9; Geringer, 1980; Baird, 1990, Lane
and Beemish, 1990; Bleeke and Emst, 1992; Shaker and Galal, 1994,
Swierczek end Mirsch, 1994; Fey, 1895, Sweeney, 1996) there is a
high risk of failure associated with this complex form of organization.

The arganization of this section follows the madel presented in figure
4. We begin by presenting findings conceming the JV's farmation
process, which starts with the initial internal negatiatian of the parent
companies, and ends with the farmal agreement {a detailed view of
this process Is presented in figure 5). Then the management concept
developed by Bleicher (1991}, a St. Gallen schalar, Is used 1o present
some important aspects of JV management research. The elements
studied in this cancept and the environment in which the JV operates
constitutes important factors that shape the JVs' value chain. Some
important ideas relatad to the envirgnment are resumed. Ancther
interesting topic that is covered is the gne canceming the relationship
between PCs and the JV, which in¢cludes cammunication and trust
issues. Finglly, research retated to peftormance indicators in JVs is
presented,

The life cycle concept applied 1o the JV, Kogut (1988: 39} is
omnipresent in ihis dissertation. JVs, lke any other organization,
underge a cycle of crealion, institutionalization, and termination.
Termination of a JV is though not to be seen always as a failure, like
the literature somelimes suggest i, but as e natwal end of a
cooperation arrangement after the initial objeclives have been
gHained.

Anather concept that is omnipresent in this dissertation Is learning.
Organizatiana! learning is the process by which the arganization's
kngwledge and value base changes, leading to improved problem-
solving abilily and capecity for action (Probst and Bichel, 1957). JVs
offer grest oppertunities for learning because they gether different
periners in a common project that invelves knowledge exchange in
different areas such as intemational operaticns, technology,
menagement techniques, markets, and so on,

We begin the literature review referring to the systemic view of
international JVs presenting its formation process.
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2.3.1 Formation process

The JV formation process starts with an initiel intemal negotiation
carried out by each PC and tinishes with the formal agreement. Blichel
(1996: 146-152) presents a tramework of the JV formation stage thet
we will use to structure this section. Figure 5 shows tha overell
process.

JV tormation develops through the progressicn ot e seguence of
events: trom the intormal to the formal phase. A number of conditions
can enhance or impede these phases and thus Increase or decrease
the likelihood of achieving 2 lormal agreement.

2.3.1.1 Informal phase

Buring the informal phase, the parents take a single firm perspective
and identify their strategic motives for entering into the venture. Each
company focusing on its strategic intent® independent of the intent of
the other cheracterizes this phase. Key stakeholders negotiate these
motives internally end reach cansensus about the decision to pursue
formal negotiations. Obtaining stakeholders biessing is a critical
political consideration (Larange and Roos, 1991). The inititors of the
JV heve to ensure thet important intemal and extemal stakeholders
will see the benefits of the JV and thus suppost it. According o these
authors some questions thet need to be addressed include the
following:

= Are relevant ownership groups convinced that the venture wilt be
desirable trom their stockholder viewpoint?

= Whet will be the effects on thae compeny's reputetion end the
response of the stock market?

* Slraiegic intent encompasses the motives which according 1o Hamel and
Prahalad (1989) includes three dimensions: The essence of winning,
commitment 1o cooperation and definitions of stability.
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= Are key members of the top management team likely to be willing to
pursue the venture - by seeing how the allisnce will not be a threat
to their own power and careers?

= To the extent that the alliance could represent s threat to any person
of group, how can they be convinced 10 wark towards the alliance’s
subsequent success?

= How will customers, suppliers, other alliance partners, finenciers,
and competitors react?

It is impartant to carry qut initiel preparatory efforls to increase the
likelihood that major stakehalders accept and promote the idea of a
paricular cooperative strategy. The purpose here is 1o ensure that key
individuals and groups see the overall rationale for the slliance. I
these stakehoiders, ot least tacitly, bless the venture at an early stage,
the chances for smooth implementation increase. Conseguenlly, if
aclive resistance emerges among key stakeholders at an early stage,
it is probably wise te call off the formatlon efforts then and there.
Exercising such reslism can save a great deal of time and energy
{Loranga and Roos, 1981).

At this point, wa identified the first group of propositions that form the
interview guide (See appandix 1). Since obteining stakeholder blessing
is e critical political consideration that will set the JV's foundations, it
would be ol great interast to know; What was the aititude of major
stakaholders in tha Eurapean / Argentine JVs included in our study? If
conflicts existed, how were they solved? And which were the majar
difficulties in the process?

2.3.1.11 Internal negotiations, strategic intent and pariner
eelaction

As o result of changes in a tirm’s internal and / ar external environment
providing new threats and opporunities, firms are suddenly confronted
1o the decision af entering into naw businesses. They can da it alone, if
they have the resources and skills required or they can adapt a
cooperation strategy to benafit trom complementary resourcas.
Reseerchers have shawed interest in the diflerant advantages that a
firm can get in entering inte a JV. Some authors have studied JVs
between firms from DCs (Franko, 1971; Janger, 1980; Killing, 1983,
Berg and Friedman, 1881; Hamigan, 1984; Geringer, 1986; Blodgett,
1987b; Contractor and Lorange, 1998; Kogut, 1988; Gomes-Caseres,
1988; Hamel and Prahalad, 1889; Brown, Rugman, Verbeke, 1988,
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Anderson, 1990; Bleeke and Davis, 1892; McGee, Dowling;, and
Megginson, 1995; Fey, 1995; Richter, 1995, Shaughnessy, 1995;
Buckley and Giaister, 1996, BOchel, 1996; Borde, Whyte, Wyant, and
Hoffman, 1898) others have focused in JVs batween firms from DCs
end LDCs {Friedmann and Beguin, 1871; Tomlinson and Willie, 1982;
Beamish, 1984, 1985, 1987, 1994, 1995; Arlisen and Buckley, 1985;
C’'Reilly 1988; Zeirs end Shenkar 1890; Baird, Lyles end Wharon,
1990; Lane and Besmish, 1980; Newman, 1992; Kostecki, 1293;
Adarkar et al., 1997, Miller, Glan, Jaspersan, and Karmokolies, 1998).

Contractor end Lorange (1988: 10) present e representative list of the
advantages that potential pariners can offer when forming an aliiance,
nc matter their geographical origin (Tables 4 and 5). The fist of motives
is general end is the fruit of an effort to synthesize various
investigations. it does not apply fo all JVs. Harngan (1984), argues
that each configuration of molives for a specific JV will depend on
external environments, including industry sfruciure, compethive
behavior, technology and government policies.

There are not many empirical studies that spacifically examine the
stretegic molivations of foreign firms to form JVs with LDCs' pariners.
Research undertaken in varipus geographical areas of tha worid
pointad out the fect that government constraints or legisiation were tha
primary reasons for multinational firms 10 accept to form JVs in LDCs
{Tomlinson, 1970 in India and Pakistan, Stevens, 1974 in Latin
America, Guillander, 1976 in various LDCs, Janger, 1980 in various
LDCs, Tomlinson, 1982 in Mexico, Miller, Glen, Jaspersen, and
Katmokolias, 1999 in Asia and Latin America). Another gap that has
been parially filled in recent years Is the exciusion of the local
parners perspective in the different investigations.

Beamish mada an important contribution to the literatura with his 1984,
1885, 1987, 1984, and 12985 work, among others. In his 1887 aricle,
he analyzed JVs between U.S., UK, and Canadian muitinationais end
Caribbean firms. His findings supported the ones of previous resesrch
in LDCs (Tomiinson, 1970 in India; Stevens, 1974 in Lalin America;
Guliander, 1976 in different LDCs, Janger, 1980 in multiple LDCs; end
finally Tomlinson, 1982 in Mexico), he found that one of the mast
important motivations for 8 DC company to form a JV in 3 LDC was to
ovarcome govamment legal constraints because it was very often the
only way to peneiraia ihe local markets.
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Table 4: Strategic contributions of joint venturas (2)

Strategic contributiona

Authors

Risk reduction

Product portiolio
diversification;

Dispersion and/for raduction of

fixed costs;

Lower total capital
investment;

Faster entry and payback

Econarmiaa of scala and
rationalization

Lower average cost from
higher volume;

Lowar cost by using
comparative advantaga of
aach partner,

Access to LDCs markets /
access to world markets

Complamentary
technologles, patents

Technological synergies

Exchange of patents and
territories

Co-opting or blocking
eompatition

Defensive JV to reduce
competition;

Offensive JV to increase cost
end/or lower market share for

a third company

(Beamish,1987; Kogut, 1988; Gomas,
1989; Hamel, 1989; Zaira, 1850,
Lorange and Roos, 1991; Kostecki,
1993; Bleeke, 1992; Shaker, 19984,
McGee, Dowling, and Megginson,
1965; Gill and Butler, 1998, Aderkar
and al., 1897; Miler, Glen, Jaspersen,
and Karmokolias, 1999).

{Tomlinson, 1982, Beamish, 19887,
Gomes, 1989; Baird, 1980; Beamish
and Lane, 1990; Zeira, 1990; Loranga
and Roos, 1991; Blgeke, 1982;
Newman, 1992; Shaker, 1994; Fey,
1995},

(Gomes, 1989: Shakar, 1994; Richter,
1995; Shaughnessy, 1995).

Source: Adapted from Contractor, F. and P. Lorange (1988), Cooperative
Siraseglies in Inlernational Businass, Lexington Books, Lexingion.
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Table 5: Strategic contributions of joint ventures (b)

Strategic contributions Authora
Overcoming government
mandated investment or
trade barrler (Beamish, 1987; Gomes, 1989
Receiving permit o operate  |(orange and Roos, 1991; Shaker,

as local entity because of
local partner

Satisfying lozal content
requirements

Initial international
expansion

Benefit from local periner's
know-how

Benefit from foreign partner's
know-how

Vertical quasi-integration
Access to raw materials
Access to technology
Access to labor

Access {0 capital
Regulatory permits

Access 1o distribution
channels

Benefits from brand
recognition

Establishing links with majer
buyers

Drawing on existing fixed
marketing establishment.

1894; Gill and Butler, 1996; Adarkar
and ai., 1997; Miller, Glen, Jaspersen,
and Karmokolias, 1929),

{Tomlinson, 1982; Beamlish, 1987;
Gomes, 1989; Beamish and Lane,
1990, Shaker, 1994, Fey, 1995, Miller,
Glen, Jaspersen, and Karmokolias,
1999).

{Tomlinson, 1982; Beamish, 1987,
Beamish and Lane, 1990, Baird, 1990;
Zeira, 1990; Newmen, 1992, Shaker,
1994; Fey, 1995, McGee, Dowling, and
Megginson, 1995, Adarkar and al,
1997, Miller, Glen, Jaspersen, and
Karmokolias, 1999).

Source: Adapted from Contractor, F. and P. Lorange (1988), Cooperative
Slratagiss in International Businass, Lexington Books, Lexington.
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Other motivations that foreign partners had when farming JVs in LDCs
were to obtein iocal knowledge and locai management. The main
motivations from the local pariner perspective were, to acquire stete of
the ant technology and equipment, as well as to improve their export
opporunities,

Newman (1992; 68) added the fact that companies in meiure
economies need new markets, iow-cost labor, raw materials end
rewarding investments, which are fectors that transforming economies
aspire to provide. in the other hand, transforming economies need es
mentioned by Beemish (1987) capitai, managerial experise and
access to world markets.

Considering thet there is no research regserding Europeen and
Argentine JVs and thal the econcmic, poiitical, and social situation has
changed drastically in most LA couniries during the 90's wilh the
introduciion of frea market policies, the assumption that JVs between
foreign compenies and Argentine ones are created to overcome
gavernment legal constraints does not seem opportuneé. Under these
circumstances, it is interesting to examine in our empiricel work what
are the actual strateglc motivations tha! Europesn and Argentine
companies have to form JVs,

Once both partners have made internal and external analysis and
determined which are their needs and that a colieboretion strategy
fuitils batter their internationalization process, they will stant iooking for
a firm that will allow them to pursue {heir strategy.

2.3.1.1.2 Partner selection

Prior research has suggested that the cheoice ot a particular pariner is
an important variable influencing JV perermance, since it infivences
the mix of skills and resources theat will be avaiiabie to the new venture
end thus the JV’s ability to achieve its strategic cbjectives (Geringer,
1981). The best JVs, meaning those who work ensuring the long-term

€ Argentina's legislation in the S0's is {free of all the classic restrictions to foreign
capital that existed during the prelectionist era, such as a register for foreign
invesiments or the need for officiel approval to operate In cartain seciors or carry
out cenain types of operafions. There are no requiraments for the entry or
rapairiation of capital, whether total or partial and there are no reserve ratios or
limits on the remittance of profits obiained locally. MNEs receive the same
treatment as local companies from tha point of view of taxation, labor laws,
access to raw materlals, etc,
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viability of the business, are those formed by companies that
recognize their specific long-term needs and recrult panners to fill
these needs. A parnership must eperate on the principle of fair
exchange.

There must be value in the relationship for both parties. If long-term
need and commitment between partners exist it is probsble that e Jv
will be stable and successful {Lane and Beamish, 1990, Miller, Glen,
Jaspersen, and Karmaokalias, 1299).

Careful identification and selection of appropriate parners is e very
difficult task. This has proven to be the mast important consideration ot
any involved in the establishment of & JV. Complementary
characteristics end mutual confidence are cruciel. Experience
indicetes that a period of a yeer is not an excessive emount of time to
spend in establishing the relationship. Many prablems with pertners
that arise out of a lack of understending or the absence of 3 common
interest cen be readily identified in the course of an extensive and
exteanded mutual evaluation process. Diffarences like short-tarm
versus long-term profit goals, definition of pertormance end so on, can
be resolved or can form the hasis for the withdrawal from a proposed
partnership (Stevens, 1974; Lane and Beamish, 1990).

As already mentioned, & high risk of failure associsted with JVs has
been determined in previous research. A major factor in failure is poor
selection ot partners (Shaker, 1994: 88). Non-rigorous search for &
partner may result in taking the first person that comes along, which
most Bkely is @ mistake. Oflen companies rely on the reputation and
public image ot their potential partners. However more tharough
research is necessary to determine the potential compatibility of a
partner, it is 2 time consuming effort and there is no substitute for
ective, rigorous exploration (Beamish, 1987).

Harrigan (1988) leoked at the differences among sponsering tirms with
respect to each other (and in relationship with their jointly sponsored
ventures) to see if they Influence the efficacy of their strategic
alliances. She focused on twe aspects, diversiticstion and partner
asymmetries. Concerning diversiticetion, results suggest that ventures
are more succassful where partners ere related (in products, markets,
and / or technologies) to their ventures or horizontally-related to them
than when they are verlically-related or unrelated to their venlures.
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Partner asymmetries argues thal ventures are more likely o succeed
when parirers possess complementary missions, resources,
capabilities, managerial capabilities and olher attributes that create a
strategic fit, in which the bargaining power of the venture’s sponsors is
eveniy matched. Pariners needs to be engaged in 2 particular strategic
aliiance are stabilizing to 2 venturing relationship, while a wide variety
of asymmetries are destabilizing to a venture reiationship. Results
showed that asymmetries In relative asset size, national origin, and
venturing experience are slabilizing to a venturing relationship but
hermiful to venturing pertormance {success) because their
heterogensity exacerbates differences in how pariners velue their
ventures activities. Beamish's and Lane’s results (1990: 95) confirm
Harrigan’s {(1988) work. The best advice while locking for & pariner
seems to be: use industrialists of some stature in the same or a similar
business, it you can find them. The next best choice would be a firm
that offers @ complementary service such as product distribution. As
you move further from your business base, the ability of your partner to
contribute substantially to the venture and o provide qualified general
menagers (GMs) decline.

Foreign firms willing to enter into 3 LDC market also have to choose
between a local govemment owned firm and a private local firm as a
partiner. Beamish {1985) compared the stability rates? of JVs between
foreign pariners and both local govemment and local private pafners.
Whether in mining or manufacturing, those wventures involving
govemnment partners had an overaii instabiiity rate of 56% - 58%. This
wes much higher than the 43% instability rate of JVs between foreign
and local private partners {See lable 6). Raveed and Renford (1983)
found thet MNE executives faver forming JVs with local, private firms
over other forms of equity investment, inciuding both wholly owned
subsidiaries and the other JV forms.

?The stabllity or instability rate is measured by the liquidation of a JV, or by
significant changes in its owngrship.
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As we have sesn, many fectors play an important role in the PSP
(Type of partner selected -Govemment or private-; partner
asymmetries, parther repulation, mulual confidence, strategic
compatibility, and s0 on). In chapter 4 we anslyze some mejor
cheracteristics of the precesses in European and Argentine JVs snd
we compare them wlith prior findings. We try to give an answer lo
guestions such as: What were the characteristics of the PSPs in terms
of time? Criteria for partner evaluation and selection? Business origin
of the partner? And partner asymmetries? We elso pay speciel
attention to leermning issues that occurred at this stage of JV formation.
Whet ere the principal lessons managers drew from the process?
{Refer to appendix 1), Once e firm has tound a potential partner tor
establishing e JV, which means one that matches the best the
evaluation cnteria established at the motivation analysis stage,
negotiations to develop a formal agreement begin.

2.3.1.2 Formel phece

Two compsanles attempling to reach a common understanding
documented by the contractusl agreement characterizes the formal
phase. In the tormal phase, the parents reach consensus sbout joint
intentions tor the JV. The parties enter with different strategic intents
and.zeek fo find compatible definitions of the joint intent, which allow
both parties to benefit from the JV. This is manitested by the business
plan {BP), which essentially captures the areas of strategic match and
mutuzal gain. Strategic match involves assessing the strategic intents ot
both partners and developing a joint intent, which lays out the
expectad sources of gain (Blichel, 1996).

The negotiation process that both pariners have to undertake to reach
consensus tocus on several important issues, each of which requires
several decisions by senior exscutives. According to Killing (1982)
they include the following issues:

= What will be the legal torm of the JV? Will it be equity or non-equity
based? What will be the contributions of each participant? How wil
they share protits?

= How will the JV be managed? Companies have two major options:
dominant and shared JVs. In doeminant JVs, one of the pariners has
& controlling position in managing the new venture, by determining
the number of seats on the boards of directors and the number of
employees in key management roles. Conversely in shared JVs,
management ot the project is distributed equaily among partners.,
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Clearly dominant or shared JVs require different management
arrangaments. Killing (1980) as well as Janger (1980) describe,
among other authors, the high level of internal conflict and
complexity ot decision-making in 50/50 JVs. They argue that JVs
with a dominant patiner perform beHer. A critical determinant of JV
performance appears io be control exercised by parents over a
venture’s activities (Geringer, 1989; 1991). But the exercise of
eHective control over JVs is difficuf for the parent organizations
because they are cften unable to rely solely on their ownership
position to determing the JV's behavier and management. Other
modes of influence are instead required such as, the use of power,
authorlty and a wide range of bureaucratic, cultural and informal
mechanisms. Table 7 presents research findinge conceming
ewnership, control and performance.

2 What will be the relationship between the JV and its PCs? Will i
function as an autonomous enlity or is it expected o serve as a
supplier to its parants or a distributer of their goods? Under what
conditions will the venture be permitted to compete with PCs?

DWhat is the expected lile span of the venture? Under what
conditions will il be disselved?

L What is the procedure the partners should tollow in dissolving the
JV? How will proceeds from dissolving the venture be divided
among pariicipants?

These negotiations lead 10 the establishment of a joint intent and a BP,
This process increases the clarity of the role of the JV, Geringer and
Frayne {1993) argue that the definition of 2 common intent is the key
characteristic of the formal formation phase. While the authors do not
explicitly state how this common intent is reached, Biichel (1996)
argues that the employment of project teams facilitates the
establishment of 2 congruent Intent between pariners “There are a
number of mediating tactors in the formal formstion phase. The
employment of functional project teams with membars of both pertners
can facilifete reaching a congruent undersianding of the goals and
tasks of tha JV. Project teams can help to iey out detailed objectives
and expacted deliverables so that axpectations abeut the JV become
clear to both partners”.
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Lorange and Roos (1991) completed Killing's list ot negotiation issues,
they argued that the first analytical effort towards the estsblishment of
the joint intent should vield answers to questions such as;

SWhat are the broad, readily apparent objectives of this strategic
alliance for each partner?

S How can the two parties complement each other to create common
strengths from which bolh can benefit?

S How important is the strategic alliance within each partner's
corporate portfolio?

= Are there any problems with the alliance due to its relative closeness
to the core business ot the parthers?

= Are the partners leaders or followers within the particular business
segment?

> Do they combine to create strength, or is it 3 cese whera the sick
join the sick?

> Are the partners sufficiently culturally similar?

In short, is there an obvious resulting strategic win-win match between
the two pariners? If an apparent win-win metch emerges, the chances
for success in implementation increase.

The second analytical phase involves the development of an overall
strategic plan for the JV. This phase may need more detailed
information gathering by the two prospective pariners, taking into
consideration the following questions:

= How do the prospective partners view the market potential?

=>Whom do they view as the key competitars, and how will they want
to compete with them?

SWhat is the worst case scenario, particularly for achieving planned
revenue levels?
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In total, how vigble ie the strategic alliance idea as & BP? Turning,
then, to internal implementation issues, one must ask:

= What are each partners relevant and avzilable resources gver the
short-term and the long-term?

Yls it sufficiently clear who is expected to do what and by when?
= What are the partner attitudes towards long-term cooperation?

P How can this cooperation evolve harmoniously over time without
conflicting with other strategic concemns of eath partner?

These conaiderations involve more destailed assessments regarding
operational and tactical matters. Lorange and Hoos (1591), as well as
Kanter (1594), intrcduce an additionel variable that inHuences the JV
formetion process; personal relstions and chemistry. For these
authors, to highlight the personel side of the business reletionship is
not to deny the imporience of sound financiel end strategic analyses.
But deals coffen turn on the repport between chief executives. A
ralationship based on trust, and commitment wili be & key factor in the
development of a JV and will be essential when hard times will appear.

Internal support is alsc an important variable to taks into account. This
political consideralion involves ensuring that a broad range of people
within the organization is committed to and enthusiastic about the
venture, For Lorange and Roos (1991) some key questions to be
asked at this stage are the following:

@ Has the venture idea been sufficiently explained throughout the
organization?

= Has it been presented with sufficient details to ensure that everyone
sees the tasks ahead and cen tocus on them as an opportunily and
not as a threat?

= Are relevant specialists motivated to carry out their spacific tasks in
a cooperative mode?

= Do the operational staffs have sufficiently complementary styles to
simplify their working contacts with the partner organization?
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Thus, in order for the entire organization 10 be prepared for quick task
actions during the venture’s implementation, everyone must be “sold”
on the c¢oncept early on. This might diminish the likelihood of a
rejection iater,

Another mediating variable in reaching a formal agreement is culture.
Lane and Beamlish (1990}, argue that cultural differences hinder the
decision-making process in forming JVs. Blchel (1996) found that
cultural differences do not hinder decision-making as long as these
differences have not been perceived. “Assumed cultural similarity in
the formation process implies that organizational memoers of boffy
partners perceive that their organizafional cultures are similar. Based
on this perception, divergent strategic moftives are not surfaced due to
the befief in the ease of conflict resolution in fater stages of
deveiopment. Assumed similgrity in the early phase of inferaction in
the formation stage facilitates the establishment of the formal JV
agreement, bui cavses conflict at fater sfages, because once the
diffarences in norms, vaiues and beiiefs surface, resolving differences
becomes problemalic.”

Finally, the contractual arrengement is negotiated. It is composed by
the contract and document(s) of incorporation, which specify parent's
goals, responsibilities, pelicies towards the JV, legal structure of the
firm, place where it will operate, composition of the board, locai
employment levels, technology transfer and ownership, royalties,
sefequards, conflict rasolution, arbitration, jurisdiction, ownership
stake, capital contribution, policias towards host country, duration of
the JV etc. The more detsiled the documents, the Iless
misunderstanding.

Various questions can be raised for our empirical investigation from
this formal phase of the JV creation. Whal were the characleristics of
the negotiation processes between European end Argentine firms in
terms of stretegic maich? Time? And attilude towards coenfiict
resolution? What were the roles of chief executives during this
process? What was the role played by culture in the creation process
of the JV? Whal are the characteristics of the JV's contracts? What
were the major problems faced during this stage? What were the
principal lessons managers drew from the process?
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The real work, operating the JV, begins after the partner has been
selacled, and the management structure decided upon. It requires
commitment by the carporation to persevere, and to work to achieve
its target and not to quit as the inevitable problems appear.

Commitment is necessary tor success and is required at sach step of
the process. Commilment is the maost critical factor tor successtul entry
in foreign markets: financial commitment, commitment to customer and
pertner support, fo product integrity, to company employees around
the world, to understanding the politics, economics and culture of
trading partners, to the building of trust and sharing of information, to
the building of cooperative relationships (Lane and Beamish, 1%30:
100).

A sense of duty to the venture and partner is the basis on which
problems are addressed and solved, changes made, and help
provided. Some foreign parents tske an arm’s length, investmant
approach ta the JV. The foreign parent is reluctant to visit the JV when
prablems arise and is unwilling to supply special skills to the venture
tram the parent organization if they are needed. At the ather extreme
the toteign parent manages the JV as if it were a3 wholly owned
subsidiary. The foreign parent does net like to hold regular meetings
and is only wiling to include the local partner in discussions it the
management contract specifies that they are obligatory. In both cases
the foreign partner is forgetting what @ JV really is.

We discussed the particularities of the JV formation process, now we
are going to focus on the presentation ot a managsment cencept and
its application to JVs. This is useful to structure tha rest of our
literature review dedicated to other important issues related to JVs.
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2.3.2 Management concept applied to JVs

The concept (Bleicher 1991) presents three epproaches of
management, a functional approach, an institutional approach and a
human approach.

Figure 6: Managemant concapt
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1. The functional appraach is determined by the socia! function of the
firm. It assumes a mission for the firm (In this case far the JV) that is
independent of an individual actor; it depends instead on
shareholders’ axpectations. The objectives are determinad by the
social role of the firm. Tha principal question 1o consider is: what are
the activities to undertake considaring the expectations and the
environment situation? Diffarent dacisions must ba taken regarding:

* Tha objectives {what to do?);
» The resources (by what means?);
» The procadures (How to act and in what sequence?).

This approach is also called economic, Thigtart (1991), rational or
logic, becausa it is based on a “supreme” firm objective thai will
determine all managerial decisions.

If managers overuse this approach, a pathology will appear, Thiétart
(1991). Plans and stratagies will be developad but they will be
difficult to achieve because of a lack of considaration of human and
structural conditions.

2. Tha institutional approach Is concemead with task division, which
will determine the structures and relatians amang persans and
organizatlonal vrits. The principal questian o consider is: what is
the division and allocation of tasks and activities in tha enterprisa?

Thidtart (1991) explkins that a possible pathology may appear it
managers overuse this approach, it is known as “bureaucracy”.
Managers spend to much time developing rules to regulate the
system and do not take enough cara of the other managerial tasks.

3. The human approach. In the instiiutional approach, aclors are
considered in their formal roles, which are assigned by the
ofganization. In the human approach, actars are considered at the
level of their individual objectives and behaviors, which are not
determined by the econamic rationality of tha firm. The principal
question to consider is: What are the neads and behaviors that
ensue from individual motivation?

Thiétart (1991) calls tha approach the “political dimension” The
pathclogy that can appear if this approach dominates the others is
known as “unpredictable coalition™.
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The concept also presents three levels of management, the normative
management level, the strategic management level and the
operatianal management level,

1. The normatlve management level. Some fundamental decisions
regarding a company wilt be taken at this level. For example at the
time ot its foundation, the constitutive structures will be defined
(legal structure of the firm, place where it will operate, organization
ol the board etc.).

The mission siatement will also be defined which will determine
what products and services offered to which markets. it will glso
explain to the public, the firm's economic goals or purpose.

The human aspect of the normative management level is
represented by the culture of the firm. it concems the vailues,
norms and ways of thinking shared by management and employees.
Culture has & strong influence on behavior throughaut the entire
firm. The founder's vision often reflects this common state of mind
and is not limited to just products and markets.

2. The strategic management level. This level follows from long-term
planning, but it has some differences:

P A N R AR AN AT kD
% Jlongtermplonning = % 3 % Stategic Management & ¢

Rational approach Includes the human and structural

aspects

Extrapoclate Altemnative scenarios

Economic environment Multidimensional environment

Thinking progresses from the|Thinking develops from & future

actual state vision

Rather reactive Rather proactive

The pricrity at this level concems the strategies and plans that
define activities to be undertaken. Managers have to define what
products to commercialize and which markets to serve. They also
have to find 2 way o differentiate the firm from competiters and to
mainlain a competitive advantage.
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The different sirategies are not developed excluslvely at the
normative management level (that guides the strategic level). They
are also influenced by different actors such as managers that
participale 1o the process, external actors like competilors, clients,
distributars, suppliers... Coalitions between different groups of actors
and external groups are tormed. These polltical aspects play a
positive role ar tunction as barriers to sfrategies.

The global organizational structures are determined at this
strategic level. They follow from the different strategies decided by
fop managers.

3. The operaticn2l manegement level is concerned about day to day
decisions, particularly individual client orders (production,
commercialization, and distribution of products and services), The
distinction between repetilive and stendardized tasks and unique
end individualized tasks is a very Important feature of operational
management. Plans esteblished at tha strategic level have 1o be
adepted to sudden changing conditions in the environment. This
equifibrating function is enother importan festure of tha operational
management level. Finally, this level of managament is very close to
customers, and therefore has to manage the direct relation with
them. Client's parceptian of the firm will ba influenced by the efficacy
of this inferaction.

In e functional parspective, the abjectiva at this level is to manage
the cilient orders. Quality norms play an important role at this level,
defining the procedures 1o fellow to assure a certain quality level
But previsian and stendardization have their limits and do not
replace a spantaneous reaction o sudden changes. A sirstegic and
normative management that encourages individual responsibility
and that allows fast and decentralized decisions in urgent situations
can support this type of behavior,

In e structural perspective, cperational management concerns
microstructures at the department leval of a firm {for example work
teams for a project).

The Individual snd group behavior is the human perspactive of
the operational level. Because of the direct contact with clients,
employee motivation is an essentfia2l pricrity, parlicularly for firms
working in the service sactor. Another important factor at this level is
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the quality of working conditions. Behaviors at this level can be
influenced by motivation systems {(quafifications, rewards...)

We are going to use the management concept as well as the velue
chain in the folliowing sections in order to struclure the rest of the
literature review,

2.3.2.1 Constitutive structures

Before presenting the St. Gallen management concept (Bleicher
1991), at the end of section 1.1.1.2: “The JV tormation process”™, we
saw that negatiations resulted in a signed JV contract. The JV contract
embedies many degisions about the JV consiitutive structures, tor
example the JV legal structure, its location, the composition of the
board, local employment levels, the type of technology transter, the
ownership structure, and other aspects such as royalties, safeguards,
conflict resolution, arbitration, jurisdiction, capital structure and so on.

The field study will allow us to identify the characteristics ol the
contractual agreements developed by European and Argentine
companies. An important element werth considering is the roles that
foreign and local partners play in the JV management. Is there e
partner that plays a dominant role or is the management sharad? s
the JV autenomous? Is it better fo develop a very detfailed contract that
predicts almost everything or is it better to just set the general lines of
the deal?

2.3.2.2 Firm culture

Cultural issues are cruclal to multicultural organizations’ success. This
section begins presenting a general reflection about the cultural
question in order fo explain the context in which the cuftural
diffarences probiematic at a tirm level takes place. Finally, the seclion
presents tha role of cultural differences in JVs.

One of the most influencing researchers regarding cross-cultural
issues is Geert Hofstede (1980), He developed a model in the late
sixties that still provides the most practlcal and documented approach
fo assessing the cuitural teatures ot arganization and management,
helping managers to adapt théir styles when contronted to other
cultures. He had the opportunity to study the values of a large sample
of IBM employees in 50 different countries covering the tive continents.
According o the author, there are different levels of culture:
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= A national level thet depends on the nationality of an individual or
the country where he emigrated;

S A ievel corresponding to a regions! and / or religious 2nd / or
linguistic group membership;

S An industry level thet depends on the activity sector where an
individual works;

2 A firm level that depends on the firm where an individual works (This
level cortesponds to firm culture in our management concept);

= A level corresponding to a gender membership;

S A leve! corresponding to e generafion, different between grand
parents, parents and sons.

The list could be further developed. The impaortent thing to know is that
each person belongs to differant groups or categories et the same time
end that he has difierent levels of mante! programming corresponding
to different levels of culture. Mental programs ensuing the different
levels of culture ere not necessarily in harmony, marecver, in modem
life they tend to be in conflict. Religicus values may be In confiict with
generation values, gender values with firm values etc. (Holstede,
1994: 26-27). Hofstede based his research on the ideas of American
amthropologists such as Ruth Benedict and Margarel Mead who said
esesentially that all societies, modern or traditional, are confronted to
the same tundamental problems, and that only answers given tc these
problems differ. Hofstede verified empirically the results of the
sociologist Alex Inkeles and the psychologist Daniel Levinson who
tried to define which were the comman preblems to all societies twenty
years before him. Accarding to these authors, and consequently to
Hofstede, tour categories of problems represent the dimensions of the
different cultures or said in other words, four categories of problems
represent the aspects of a culture that can be compared among
cullures (Hofstede, 1994; 30-31).

Power distance: or the degree 1o which the less powerful members of
e society accept that power is distriputed unequally. The tundamental
issue addressed by this dimension is how & society handles
inequalities amaong people when they occur. People in societies
exhibiting high power distance accepl a hierarchical order in which
everybody has a place and which needs no further justification. In
sccieties with low power distance, peaple strive for power equalization
and demand justification for inequalities of power. This has obvious
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implications for the way people build their institutions and
organizations. In fow power disiance sogieties, hierarchy in an
organizstion is seen as an inequsliy of roles established for
convenience, decentralizafion is preferred, subordinstes expect to be
consuited, and the ideal boss is a resourceful demaocrat. At the
opposite end of the range, in high power distance societies, hierarchy
in an organization is seen as welflecting exislential inequalities,
centralization is popular, subordinates expect to be told what to do,
and the ideal boss is a benevolent gutocrat.

Individualiam versus coliectiviam: Individuaiism can be defined a5 a
preference for a loasely knit social framewark in which individusls are
supposed to take care only of themselves and their immediate
families. Its opposite, collectivism, represents s preference for a tightly
knit framework In society in which individuals can expect their
relatives, clan or other members of their in-group 10 look after them in
exchange for unquestioning loyslty. The fundamentsl issue addressed
by this dimension is the degree of inierdependence a society
mainigins ameong its members. It is concerned with whether people's
self concept is defined in terms of “I” or “we”. In collectivist societies,
offending leads to shame 2nd logs of face, employer — employee
relationships are perceived in moral terms (like & femily link}, hiring
and promotion decisions take account of the employee'a in-group, and
management is the menagement of groups. In individualistic societies,
offending causes guilt and loss of self-esteem, the employer-employee
relationship is calculative (a contract based on mutual advantage),
hiring and promaotion decisions are supposed o be based on merit
only, and management is the management of individuals,

Masculinity versus femininity: Masculinity represents a preference
in society for achievement, heroism, assertiveness and materisl
success. Its opposite, femininity, stands for a preference for
reletionships, medesty, caring for the week and quality of life. The
fundamentel issue here is the way in which sociely sllocates social
roles between the sexes. Some sdcieties aim for maximum social
differentiation between the sexes and here the norm is that men are
given the assertive roles and women the caring, nurturing roles. The
meximum social differenliation in these societies will permeate the
institutions (mostly populated by men) with an assertive mentality.
Such societies become “performance” societies and this is shown
even in the values of women. They are termed masculine sociefies.
Other societies sirive for minimal social differentiation between the
sexes. This means not only that women can take on assertive roles if
they wish bul, more especially, men are permitted 1o take on
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refationship-oriented, canng roles. These societies, it wealth permits,
become “weltare” societies in which caring for all members is an
importent gaoal for men as well as women. They are termed “femining”
societies. |n feminine countries, the priority is “work in order to live”,
managers strive to for consensus, stress is laid on equality, salidarity
and quality of working life, and conflicts are resolved by compromise
and negoliation. In masculine cauntries, on the other hand, people
believe in “live in order to work”, managers are expected to be decisive
and assertive, the stress Is on equity, competition and performance,
and conflicts are resolved by fighting them out.

Uncenrtainty availdance: This is the degree to which the members of a
society feel uncomfortable with uncertainty and ambigulty. The
fundamental issue here is how a society deals with the fact that time
runs one way and the future can never be known: should we try to
cantro! the future or just let it happen? Countries exhibiting high
uncertainty avoidance maintain rigid codes of belief and behavior and
are [ntolerant of unorthodox behavior and ideas. Low uncertainty
avoidance societies maintain a more relaxed attitude in which practice
counts more than principles and deviance from the norm is more easily
tolerated. Uncertainty avoidance also has implications for the way in
which countries build their institutions and organizations. In high
uncertainty avoidance cultures, there is an emotional need for rules,
even if the rules never work, time is money, people have an inner urge
to be busy and work hard, precision and punctuzlity are the norm,
innovation may be resisted, and security is an important element in
individue! motivation. In societies exhibiting low uncertainty avoldance,
people believe there should be no more rules than are necessary and
it they do not work they should be dropped or changed, time is seen as
a framework for orientation, hard work is undertaken when needed but
nct for its own sake, precision and punctuality do not come naturally,
and innovation is not seen as threatening.

While the first four dimensions proved to be a valuable model for
explaining and predicting culturaily derived differences af behavlor in
many countries, it did not appear to explain what 10 many abservers
was self-evidently a fundamental difference in the way of thinking as
between East and Waest. Supplementary research in the Far East
identified a fifth dimension, which clarified this difference. (This
dimension did not appear in Hofstede’s (1980) original research).
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Long-term versus short-term orientation: The dimension is closely
releted to the teachings of Confuciug and can be interpreted es dealing
with society's search for virtue. Short-term orientation societies
generally exhibit strong respect tor traditions, a relatively smal
propengity to save, impatience for quick results and a strong concem
with finding the truth. Western saocielies ere typically 1o be found
towards the shori-term end of this dimension. Long-term orientation
socielies show an ebility to adept traditions to a modem context, a
strong propensity o save and invest, thriftiness, perseverance in the
achieving of resuits that may be slow to come and an overriding
concern for respecting the demands ot virtue. The countries of South
East Agia and the Far East are typicaily 1o be found towards the iong-
term end of this dimension. In dealing with intercultural issues
involving encounters between Western countries, it is usually
adequate to reter only {o the tirst tour dimensions.

Hofstede's model cennot be used to identify or describe the
characteristics of individuals. The model identfies only ceniral
tendencies in societies and eny attempt to use it mechanistically is
likely to lead to error. Secondly, the five-dimension model is oniy an
entry ticket into & society. As we siresady mentioned it, there are other
cultural differences besides those releted 1o nationeiily (regiona)
differences, regional subculiures...). Finally, while there is much
evidence to suggest that national cultures remsin remarkably stabie
over time, it has become clear that the positioning of countries can
change pragressively, especiaily on the dimensions of power dislence
and individualism. The latter dimension, in particular, shows e very
significant correlation with nationa! wealth: as nations become richer,
the trend is for them to become more individualistic.

According to Banks and Waisfisz (1883) the praclical relevance ot the
model for managers is that they are concemed with the coordination of
resources ({meterial, financial and humen) for the effactive
achievemneni of business objectives. “From what has beaen said it will
be easily seen that what may be an effective means of coordination in
ane country may prove 1o be ineffective or aclually counterproductive
in another,

This is particularly true in the area of human resource management
(HRM), where the effectivaness of different approaches (o such crucial
issues as leadership, communication, motivation, reward, appraisal,
saleclion can be highly cufture dependent.
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The model helps mansgers to anslyze the likely outcome of
management technigues and employment poficies in different national
contexts and to modity or replace them where they can be seen as
fikely to be dysfunctional.

This is especislly impertant in a world where the overwhelming
majority of menagement “cackages™ originate in the USA end are
based on American culiural assumptions, making them difficufl, or
even dangerous, lo apply in other cuftures. K we consider power
distance for example, in high power distance societies, employaes wili
te comfortable with a peternelistic management style; there will be no
need felf for consultation or invelvemant of subordinetes, in decision-
making. Convarsely, in societies with low power disianca, paternalistic
management will have negative connelations and there will be en
expectation of some farm of consultation with subordinstes, though not
necessarily through a formalized structure. The feasibifity of spplying
leadership packages such as management by objectives (MbO) will be
highly dependent on where the country concerned is positioned on this
dimension. It is very unlikely that MBO works in @ high power distence
culture where respect for the hierarchy wilf mean that e subordinata
will wait for the superior's message (direct or indirect) aboul what the
objectives and the appraissl should be. The same is kue for the
individualism and coffectivisin dimension end motivelion meesuras, the
masculinity / femininfly dimension and compeiition and rewards
systems for employees...”.

Using Hoistede's framework, Swiarczek and Hirsch (1994) made a
study of Westem and Asian JVs and built an Asian frame of reference
on multicultural management. Table 8 shows the comparison of
cultural dimensions of Western and Asian countries. A similar overall
cultural profile wes established conceming potential Asian partnars.
This profile would include fewer layers of decision-making, more risk
taking, greater group emphasis and higher concern for relationships.
Figure 7 shows the characteristics of Western and Asian business
basic values.

No similar studies comparing DCs and Latin American countries or
Agian and Latin Amarican countries have been done despite the
increasing number ot SAs in the region.
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Cultural differences in JVs is a complex issue bacause several levels of
culture interact at the same lime. Previous paragraphs showed the
influence of national culture on HRM. Other levels of culture such as the
firm level also play an important role in JV management. Several authors
pointad out that cultural differences or distance among partners (at a firm
level) can be a major problem Ih managing |JVs (Datta, 1988; O'Reilly,
1988; Lane and Beamish, 1990; Baird, Lyles, and Wharton, 1990,
Swierczek and Hirsh, 1994; Shaughnessy, 1995, Sweeney, 1996).
Similar cultural values can rgduce misunderstanding between JV
partners and culturally distant JVs experience greater difficulty in their
interactions {Brown, Rugman, and Verbeke, 19B9; Lane and Beamish,
1990; Zeira, 1990). Lane and Beamish (1990) Nlustrate how cultural
differences among JV partners can affect the JV management “.. Very
often the cufture of LDCs dictates putting family interests ahead of
rational business development. Thus, the businass is viewad Rss
objectively or in 2 less detached manner. Conflicts betwean the foreign
and jocal parants over tha future company goals and the distribution and
use of profits gra fraguent...” The more culturally distant two firms are,
the greater the differences in their organizational and administrative
practices, employee expectations, and interpretation of and respanse to
strategic issues (Kogut and Singh, 1988; Schneider and De Meyer,
1991). Accordingly, communications between culturally distant partners
can be difficult, compounding the coordination problems that exist in any
partnership, leaving such JVs vulnerable to manageral contlicts and
early dissolution (Camerer and Vepsalainen, 1998; Lane and Beamish,
1990). The effects of national culture on behavior and managsment
systems can be rather unobtrusive but can still destabiize JVs,
prompting Lana and Baamish (1990} as well as Swierczek and Hirsh
(1994) to conclude that culturel compatibility between parners is the
maost important factor in endurance of a global aliance. Barkema, Bell,
and Penrings (1996} also showed that JVs or acquisitions were more
susceptible to cultural distance than wholly owned subsidiaries (or start-
ups) because the former had 1o contend with both national and carporate
cultures, ar “double-fayered accuituration”

The main lesson to draw from this section is that managers should try to
find the best cultural fit while looking for a partner to form a JV.
Additionally, they must also adapt the organizational structures and the
leadership style to fit with the culture, Finally, managers have to develop
a multicultural envircnment, one where training has 1o play an important
role. *Training can be used to encourage people to think and behave In
ways coasistent with the parent’s and other stakeholders' cultures



61

ohjectives and interesfs. it can also be used as a machanism for
establishing and perpetuefing a urnique JV cullure, one which is
appropriate o the venture’s specific circumstances” (Geringer, 1990).

The econemic and pelitic context of severel Latin American ceuntries has
changed considerably in the last decade and some countries like Mexico,
Brazil, Argentina and Chile heve experienced e FDI boom (UNCTAD
1997}, The number of alliences of all kinds has increased (Chudnovsky
1994, Aménca Economia 1994, UNCTAD 1997, Porta 1997,
Chudnovsky 1997, Adarkar et al. 1997, Hinkelman 1998}, and justifies a
bigger effort to study and understand the characteristics of these
partnerships. Acknowledging that our research objectives do not focus
specifically on cross-cultural issues, our empirical investigation tries to
determine what were Ihe most important cultural differences between
European and Argentine partners? How did they affect the JV
functioning? What was done to reduce the cuttural difficulties? end what
were the lessons managers took from managing this type of culturel
diversity? {See appendix 1}.

2.3.2.3 Giobal organizational structures

JV global organization structures follow from the different strategies
established by the boerd of directors. The main idea that we present in
this secticn is that JVs have self-organizing properties that can be
designed and managed to ensure their success (Lorange and Probst,
1987). in the past, much discussion has bean focused on how o make
JVs more successful. Typicelly, these discussions have been geared
toward develaping traditional substantive campetitive strategies directed
at both the parent and child (stratagic content). A second set of
approaches for delineating strategic success has focused on how to
apply more appropriate management processes to the JV, with particular
emphasis on how to delineate plans, how to contrel the JV, how to come
up with appropriate HRM processes, etic. (Process). Stretegic content
and process go hand in hand.

For Lorange and Probst {(1987), properly conceived strategies and
processes may often be inadequate it they cannct be adjusted to meet
changing circwmstances. A dynamic, evolutionary view of the
cooperative venture’s development mey be needed. Consequently, the
authors claim that any organization, in order to be syccessful, must
possess self-organizing properties to cope with evolutionary pressures
(Probst, 1985, 1987). An organization must adapt and evolve on its own
to maat new environmental circumstan¢as. JVs must be similacty flexible.
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The reason for many JV failures seem to be thst they have not been
designed with sufficient adaplive properties 1o cope with environmental
turbulence.

The four seli-organizing properties that the authors advocated ara:
complexity, self-reference; autonomy; and redundancy. Lorange and
Probst (1987) defined complexity in the context of JVs as follows: “To
fabel a systern as complex is not the same as implying that it is
complicated, The question is not only how many elements there are in a
system. Rather, the issue is @ matler of understanding the neature ot the
relatedness between the paris, when putting togsther a highly
imerrelated network, such as a JV. it is the dynamics that grow with the
interrelations and interactions that create complexity. The critical
question is: ‘How complex is the context within which 2 JV is supposed
to be functioning?” For instance, how many owners arg there in the JV,
and how many different and potentially irreconcilable strategies do these
pantners have? How interrelated are the various parts of the value-
creating process: manufacturing, the R&D function, distribution,
macketing, etc.? How many different strategies is the JV itself supposed
to carry out? How many physical locstions sre there? How many
previously autonomous, and thus different types of organizetional
cuftures have been put together into 3 JV? To what extent must they
interact? How turbulent is the environment with which the JV interacts?”

Self-reference in the context of a JV refers io the ability of its
management to develop its own plans snd processes, and to its ability to
monitor progress and make the necessary corrective and innovative
actions. Developing feedback properties in the JV is a key aspect since
JV members can learn from their own past. “A critical design Issue is
whether the JV is able to develop its own plans and to monitor progress
against these plans, so that necessary boundary adjusiments may te
mads and necessary experiential competencies developed. If the JV's
planning function is “split” among the various pariners in such a way that
lgss realistic learning and adaptive feedback measures ere generaiad,
then the JV will face disadvantages due fo this lack of seif-refarence.

Simitarly, if the controf process is delineated so it is not self-corrective,
needed changes due to dysfunctions! design espects imposed by the
partner's reslistic feedback and adaptation measures may be impossible.
The management system may be too fragmented and bureaucratized,
end have 0o many irreconcliable parts o creete a self-referencing
organization, Is the JV organization complats, stable and tlexibls enough
fo interpret the experiences trom its initief actions, and build up e leaming



process, adept and evolve over time? Or, are the managers so
fragmenied in thair joyalties, and are organizational tasks carried out on
such an ad-hoc basls, that learning will not cccur? Thus self-reference, in
the form of ability to develop corrective and innovative boundary
redefinition, based on creative feedback, learning and development is
critical in order 1o make a JV successful. As the JV evolves, the roles of
various stakeholders Involved will change - some may becomne more
active, visible and powerful - others may eventually withdraw. Moreover,
these realignments must be commonly shared, undarstood and accepted
through the self-referencing process” {Lorange and Probst 1987).

Autonomy refers to the ability of the joint venture to heve control of its
destiny. Thus e JV should have sufficient control of its resources,
independent of its parents, and ils management chould exhibit a
reasonable degree of freestanding independence within its environment.

Finally, redundancy refers to the ability of the JV to heve alternative
ways ol carrying out its functions, in other words, there are petentially
more resources, management capacities and processes embedded in
the system than strictly are needed. "A JV should be set up lo have
altemative ways of cerrying out its value creation lasks if something
shouid go wrong. For otherwise, it will have liftie or no flexibility to deal
with emergencies. Therefore, redundancies up to a certain limit, in the
form of a certain amount of built-in flexibility, are another necessary
precondition for developing successful self-organizing JVs”,

Furthermore, Lorange and Probst (1987) emphasized that a
management process that is eritical to strengthening self-organization is
strategic planning. The coming section introduces the authors’ thoughts
regarding the JV planning process.

2.1.2.4 Strategies end planning

Strategic planning for a JV differs from one JV to another depending on
the type of relationship existing between the JV and its parents. They
identify three possible archetypes (Lorange and Probst, 1987). The first
type refers to & JV in which both parents are aclively engaged in the
same business as their JV. Making this type of JV work mey be quite
demending. In this situation, the strategic planning process is complex,
and very difficult to work out since the JVs’ plenning process needs to be
in consonance with the parents’ planning processes. This perzliel
planning may result in the JV being relatively dependent on the parents.



Tha second type refers to a JV in which one parent is highly active in the
same business es the JV, but the other parent is not. Here the strategic
planning process is less complex then in the first type. Still, the planning
process of the JV needs to be developed in parallel with the ective
parent and in parallel with the passive parent. However, more adaptive
raspansibilities will be shared betwsen the active perent and the JV.

The third type refers to a JV in which none of the parents is active in the
same business as the JV. In this situation, the strategic planning process
is simple since i reflecls an autonomous JV. The process should
produce independent objectives, strategies end implamentation
programs. Furthermere, the process should inCorporate past experiences
and an-going adaplations into plens.

In sum, stretegic planning for JVs and alliances is @ complex process.
The pressures to change and demands imposed by the PCs and ether
involved ergenizations make planning a difficult task.

2.3.2.5 Power structurs / Political system

Accarding to Anderson (1990), the JV erganizational pelitics are much
more complicated than those of whally owned subsidiaries. The reason
behind this is that JV¥s have multiple parents, which oflen are viewed es
“outsiders” by PCs' personne!, who question their commitment to the
corporation. Thus, JVs are more likely to become scapegoats and
“political footbells” especially when the parent itself has perfarmance
problems. Divisions of the parent may find it easy to blame the JV for
their own shortcomings. Headquartars personnel may become
suspicious end hypercriticel of the venture, particulary if 8n expianation
for corporate shortcomings is needed. Moreaver, JVs are particularly
easy to cnticize with impunity because venture managers simply cannot
be as visible to a parent as most subsidiary managers are. Hence, JVs
are especially vulnerable players in the game of corporate politics.

We are geing to study the JV performance problematic in 8 further
section, nevertheless we open a short parentheses to discuss about the
political problems that performance measurement can raise in a JV.
Anderson (1990) explains that performance measurement can be a very
delicate task, and that most JVs should not be evaluated using the

standard operating procedures thal corporale headquarters apply te
wholly owned divisions with conventional business objectives. One

importent reasan is that the interests of the JV and the parents are often
in conflict. For example, a wventure may enjoy excellent markst



acceptance and provide high return on investment, which is good
performance from one parent's viewpoint. Yet another of the parents
may be displeased because the veniure refuses to use one of Its
divisions as a suppller. From one parent’s perspective, then, the JV is
perfarming poorly. Indeed, the same veniure may be rated very
differently depending on the viewpoint adopted., Parents that evaluate
periormence slrictly in accord with their own interests, as they do it with
subsidieries, risk alienating their partners. Performance evaluation
requires incorporating multiple viawpoints, if only to forecast the partner's
reaclions and future bshavior,

Pilanning, organization end JV control issues are also gaing to be studied
during the empirical investigetion, we are going to try fo understand how
thesa processes are carried out in our group of European-Argentine JVs.
Some of the elements that we want to investigate concem the wey in
which the JV's strategic planning is carried out? Which JV actor(s) is
(are) in charge of the process? How did JV partners share the JV
control? Is there a pariner who has more control over strategic activities
end the other cver operational aclivities? How are key decisions taken?
(Refer to section 1).

2.3.2.5.1 Relatlonshlp and truet

Nowadays, the competitive challenges of organizational growth,
globalization, and expansion through strategic alliances, the ebility to
effactively develop and maimain strategic partnershipe and alliancas
among competitors (Kanter 1994, Hamal and Prahalad, 1994) and
multicuttural / multilingual relations {Cox and Tung, 1997) has become a
critical competence, a corpecrate asset. Kanter (1994) detined it as the
“collzborative advantage”. This section presenits some issues related 1o
the relation between JV pariners underlining the importance of trust.

According to Kanter (1994), a well daveloped ability to create and sustain
fruitfiul collaborations in the global eccnomy, gives companies a
significant lag up. Yet too often, top axecutives davote more time to
screening poetential partners in financial terms than to managing the
partnership in human terms. They tout the tuture benefits of the alliance
fo their shareholders but don™t help their managers create those benetits.
They worry more about controlling the relationship than about nurturing
it. In short, they fail to develop their company's collaborative advantage
and thereby neglecl a key resource.
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Alliances and therefore JVs have three fundamental espects. First, they
must yield benefits for the partners but they are mere then just the deel.
They ere living systems that evolve progressively in their possibilities.
Beyond the immediate reasons they have for entering into @ relationship,
the connection offers the perties an option on the future, opening new
doors end unforgsaen opportunities. Second, alliances that both parners
deem successful involve coileborstion (cresting new value together)
rather than mere exchange (gstting something back for what you put in).
Partners velue the skills each brings to the alliance. Third, they cennot
be “controlled” by formal systems bul require a dense web of
interpersonal conneclions end intenal infrastructures that enhance
leeming (Kanter, 1994).

Relationships between compenies begin, grow and develop - or tell - in
ways similar lo relatlonships betwesn pecople. Not two relationships
follow the same peth, but successful alliances generally unfold on five
overlepping phesas (Kanter, 1994):

1. Courtship: Two companies leoking for compatibility (ability to work
fogether), capacity {complementary strengths and resources) and
commitmeni {meadium-long-term willingness to cooperale) meet and
are stiracted {Cauvley de la Sierra, 1994). To be successful in this
stage, companies must do a deep sell-enalysis. Relationships get off
fo a good start when partners know themselves end their industry.
Chemistry is enother factor influencing this stage; deals offen tun on
rappon between chief executives. Spekman, lsabella, MacAvoy, and
Forbes N, (1996) illustrate this point, they found that there is an
Inextricable linkage between the business of the allience and the
interpersonal relationship between the key alliance players. Cne
manager of & successful JV they studied observed: “..the
personalities invelved in the alliance got on extramely well and felt that
they had a common view as {o the way the world is going and what
each company could do to help the other. This hes been the thread
that runs through the whole refationship thus far and s one that we sre
very keéen to protect because if seems to us lo be absolutely
fundamental to our success.”

The courtship period will test compatibility on broad historical,
philosophical, and strategic grounds: common experiences, values
and principles, and hopas tor the future. While analysis examine
firancial viability, leaders can asses the less tangible aspects of
compatibifity.



2. Engagament: The two companies draw up plans and close the deal.
Whai sleris out as personal rappont, philosophical and strategic
compatibilty, and shared vision betwaan ftwo companies’ top
executives eventually must be institutionalized and made public.

Meetling the family: The rapport belween chief executives and a
handful of company leaders must be supplemented by the approval,
formal or informal, of other people in the companies and of other
stakeholders. Also, each parther has other oulside relationships that
need to approve af the new tie (Kanter, 1994). As mare people get
mvoived the relstionship begins 10 become depersonalized. Success in
the engagement phase of a new JV still depends on maintaining a
careful balance between personal and the institutional.

The vows: Third-party professicnals - lawyers, investment bankers,
and their staffs - play their most important roles at this point in the
process. But if they dominate, the relationship can become ioco
depersonalized and lose the leaders’ vision (Kanter, 1994).

3. Biscovery of differences: The nswly parinered companies, like couples
setting up housekeeping, discover they have different ideas about how
the businass should operate. As actual projects get under way, many
more people filing many more roles must work with the members of
tha other organization, This broader involvement threatens to
undermina the commitment torgad at the top, for several reasons.
First, people in other positicns may not exparienca the same attraction
and rapport as the chief axecutives did. Second, employees at other
levals in the organization may be less axperienced in working with
people Irom differant culiures, Third, usually only few staff peopie are
dedicated full-time to the relationship. Others are evaluated on the
performance of their primary responsibilties and therefore often
neglect duties relating to the new alliance (Kanter, 19494),

QOperational and cultural differences emerga affer collaboration is
under way. They often coma as a surprise to those who creatad the
alliance. Differences in authority, reporting, and decision-making styles
become noticeable. Tha mest common cenflicts in relstionships cccur
over money. capital infugions, tansfer pricing, licensing fees,
compensation levels, and manegement feas. All operational
dissimilarities require working out. More cammunication than anyone
anticipated is necessary, and different languages make things even
harder.
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Companies that are good at partnering take time lo leam about the
differences early and consider them as events unfold (Kenter, 1994).

Respect versus resentment: People will take the time to understand
and work through perinership differences to the extent that they feel
valued and respected for what they bring to the reietionship. Mistrust,
once introduced, sets off g vicious cycle. it makes success harder to
attain, which means someone has to be blemed for the lack of
success. Respect that builds trust begins with an assumption of
equality: ell parties bring something vsluable to the relationship and
deserve o be heard {Kanter, 1994},

4. Bridging those differences: in this phase the partners develop
techniques for getting along. Kanter (1994) explains ‘active
coflaboration fakas place when companies develop mechanisms -
structures, processes, and skills - for bridging organizational and
interpersonal  differences and achiaving real value fom the
parinership. Multiple ties ai mulliple leveis ensure communication,
coordination and caontrol. The most productive relationships achieve
five lavels of integration” The firsy, is strategic integration, which
involves continuing contact among top leaders to discuss broad gosls
or changes. The second is lactical integration, which brings middle
managers or professionals together to develop plans for specific
projects or joint activities, to identify orgenizational or systern changes
that will link the companies better, or to transfer knowledge. The third
is interpersonal integration, which builds & necessary foundation for
creating future vasive. As relationships mature, the network of
interpersanal ties between members of the separale companies grows
in extent and density (Bircher, 1895). Broad synergies born in paper
do not deveiop in practice untii many people in both organizations
krow one another personally and bacome willing to make the effort to
exchange tachnology, refer clients, or participsta on joint feams. And
finally, the fifth ievel of integration is cultural integration, which requires
people involved in the relationship to have the communicstion skills
and culiural awareness to bndge their differences.

5.intemal change: Each pariner discovers that as a result of its
accommodation to the ongoing collaboration it has changed internzlly.
Productive relefionships usually require and offen stimulate changes
within the partners. Learning and borrowing ideas from partners is pant
of reaiizing the full value of the relationship. Because collsborative
ventures often make new demands, msanagers involved in the
relationship must be able 1o vary their own companies’ procedures to
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make venture-specitic  decisions. Companies with  strang
communications across functions and widely shared information tend
ta have more praductive external relationships. Thus, sther desirable
internal changes include greater cross-functional taam wark and
exchange of ideas. Many business tzil to realize the full potential fram
their relationship because infemal bamiers to communication limit
learning la the small set ot paople directly involved in the relationship
Kanter (1994).

Effectiva management of relationshipe to build collabarative advantage
requites maneagers to be sensitive to political, cultural, organizational and
human issues. Trust is an important varnable that plays & determinant
role in this process. In inter-firm relationships, researchers credit trust
with lowering TCs in more uncengin environments (Noordewier, John,
and Nevin, 1990), thereby providing firms with a sgurca ot campslitive
advantage (Barney and Hansen, 1994). Trust alsg facilitates long-term
relationships hetween firms (Ganesan, 1994, Ring and Vande Ven,
1882} and is an important companent in the success of strategic
alliences (Browning, Beyer, and Shelter, 1895; Gulstti, 1985). Within
arganizations, trust contributes tc more effective Implementation of
strategy, grester managerial coardination (McAllister, 1885), and mara
effective wark teams (Lawler, 1992).

This body ot the literature inspired several quastions of our empirical
research (See appendix 1); What are tha particularities of European and
Argentine firms regarding their relationships, are they based mare on
collaboration or mere axchanga? What is the role of trust in the different
JVs? What is tha role ol commitment in the life of the different Jvs?
Partner needs ensue from the mativations of each partner. 1s the tultiling
of these needs & ceuse of the deterioration of the relationship, or do new
reeds appear and sllow the renewal of interest in the JV?

2.3.2.6 Individual and group behavior

A review of the litersture on personnel and managerial bahavior in JVs
reveals seversl limilations (Zeira and Shenkar, 1890). First, fram the
relatively numerous studies on Jvs, only few concentrate on personnal
management. The major findings on persennel in JVs are, in fact,
bypraducts of studies focusing on ather issues. This is guite surprising,
as the popularity of this form of international operation is constantly
increasing, end as the uniqua structure of JVs suggests managarial and
personnel processes differ from those occurring in other types of
business organizations. Sacond, the managerial snd personnel problems
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in JVs ara rarely comperad to those ancounterad in uninetional
corporations on one hand, or to the problems ancountersd in
intamational partnerships, internetional mergers or in wholly ownad
subsidiaras of MNE on the other hand, so as to determine tha
similaritias and diffarances betwaen these typas of organizations, Finally,
tha differanca in research saltings, contexts, and methodologies add to
the difficutty in reviewing the studies and synthesizing their tindings
(Shenkar and Zeira, 1987). Tha objectiva of this section is to prasant a
picture of some important espects involved by this stratagic function in
JVs. ‘

As some euthors have remarked, the role of HRM is critical to the
achievement of desired outcomes in JVs (Shenkar and Zeira, 1987; Lane
and Beamish, 1990, Geringer and Frayne, 1990; Teagarden 198Q;
Schneider and Cyr, 1996; Sweeney, 1996). Although thers ara claarly
strategic banefits derived from JV farmation, managing tha “people
interface” posas numerous difficullies. Shenkar and Zeira (1987)
summariza prevalant parsonnel problems in JVs and potential problems
that have bean overlooked by tha human resaurces literature (Table 9).

The authors also point out the fact that meny fundamental personnal
issues such as caraar developmant, termination of sarvice, demaotion,
absentaaism, amployee attitudes, leadership patterns and styles, controt
pattems, motivation, job design, on- and off-the-job training, the status of
women, relations betwean management and labor unions, job rotation
among different employee groups, stafl-environment interaction, and
participation in decision-making and menagement have been ignored in
the rasearch of JVs.

Shenkar and Zeira {1887) elsc present a classification of eight different
employee groups in JVs, eech with its distinctive characteristics:

1. Forelgn parents expatriates: Nationals of the country in which the
haadquarters (HQ) of the toreign parent (s} is (are) located, and who
era assignad by that parent{s} as expatriate managers lo the JV.

2. Hoat parent transfarees: Host country nationals who are empleyed
by the host parent{s} and transferred to the J¥ form HQ or from one of
the subsidiaries of that parent(s).

3. Host country nationals: Nationals of the host country who arg hired
directly by tha JV and employad in it.
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4. Third country expatriates of the hoet perent{e): Third country
nationals who are neither nationals of the host country nor of the
foreign parent(s)’ countries, and assigned by the hos! parenl(s) lo
work in the JV.

5. Third country expatriates of the foreign parent(s): Third country
nationals wha are assigned by the fareign parent{s)’ to work in the
JV.

6. Third country expatriates of the JV: Third country nationsls who
are recruited directly by the venture.

7. Forefgn headquarters executives: Policy makers at the HQ of the
foreign parent(s) who play a major role either at the HQ or as baard
members of the JV.

8. Hast headquarters executives: Palicy makers at the HQ of the
forelgn parent(s) wha play ¢ majar rale in the functioning of the JV
ar as board members ¢f the JV,

The classificetion is useful to determine which calegory of employee is
aflected and how it is eflected by each persgnnel problem. Besides
identifying the HRM problems that JVs face and the groups of
employees that are affected by thase problems, we find in the
literature other studies that reflect, among cthers, about cultural
differences and their impact on HRM (Lane and Beamish, 1990; Baird,
Lyles, and Wharton, 1980; Banks and Walstisz, 1993, Swierczek and
Hirsh, 1994; Sweeney, 1996), and about HRM as a mesns of JV
control {Geringer and Frayne, 1990}). Soms interesting raflecticns of
such invastigations follow.

2.3.2.6.1 Culture and HAM

Basing their investigations on Hofsteds's work, Banks and Waisfisz
{1993}, show tha practical relavance of the modsl for managers. The
latter are concemed with the coordination of resources (materlal,
financial, and humsan) for the ettective achievement of business
objectives. The section referring to cuiture in this dissertation showed
that what may be an eflective means of coordlnation in one country
may prove to be Ineflective or actually counterproductive in another,
This is particularly true in the area of HRM, where the effectiveness of
different approaches 1o such crucial issues as leadsrship,
communication, motivation, reward, appraisal, selection can be highty
culture depsndent. The model helps managers to analyze the likely
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outcome of management techniques and employment policies in
different nationzl contexts and to modify or replace them where thay
can ba seen as likely to be dysfunctional. This is especially important
in a world where the overwhelming msjority of management
“packages” eriginate in the USA and are based on American cuftural
gssumptions, making them adifficult, or even dangerous, to apply in
ather cultures. An example on each dimension of the model follows to
rainforca the point (Banks and Waisfisz, 1993).

“‘Looking first al the dimension of power diatance, wa have aiready
noled thet in high power distance sociaties, employees will be
comfortabla with & paternsllstic managamani siyfe; there will be no
need fait for consuitation or involvement of subordinates, in decision-
meking. Cenversely, in societies with low power distance, paternalistic
management wili have negalive connoletions and there will be an
expectetion of some form of consultation with subordinates, though not
necessarily through a2 formalized structure. The feasibilily of applying
feadarship packages such as management by objectives (MbQ) will be
highly dependant on where the country concarned Is positioned on this
dimansion. It is very uniikely thet MbQ works in @ high power distance
culture where raspect for the hiersrchy wiill mean that e subordinate
will wait for the superior's messaege (direct or indiract) ebout what the
cbjectivas and the appraisal should be.

Tuming naxt to Individualism/coliactivism, we can saa, for axampie
that, theories of motivetion based on salf-actuglizetion such as
Maslow’s “hierarchy of needs” are likely to work well in individualistic
sociaties, where esteem ond self-actualization are indeed likely to be
the highest of rotivators, with "belongingness”™ naeds censigned to a
iower place in the hierarchy. This is, however, uniikely to be the case
in colieclivist countries where peopie will tend to have an overnding
nead lor aclualizing their in-group: "belongingness” will come before
esteet and self-actualization as a molivator. In an individualistic
scciely, napotism is generally considerad lo be objactionable, and
there may even ba rulas forbidding members of the same family
working in the same depantment. In collectivist countries, the domains
of work end family more easily overlap and employing many members
of the tamnily will generally be consigered desirable rather then the
revarse.

it wa then look at masculinityffemininity we see that in masculine
socialies compelitivenass between fellow workers is seen as a good
thing, the strong should win and rewards shouid be distributad
according to performanca. in a ferninina cuflura, compelitions betwaen
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colleagues is to be deprecated: solidarity between fellow woarkers is
prized, the strong shouid help the wesk and rewerds should be
allocated according to need. The implicetions of this for remunerstion
and incentive policies are obvious. In masculine countries, such as the
USAs, reward systems based on high-profile bonus schemes and
competitive “employee of the month™ programs wilf generally be highly
motivating. In feminine countries, such as Sweden, they will generally
be disliked and counterproductive.

When we come to the dimension of uncertainty avoldance, we can
bring to tauch on the more complex appiications of the modei by
considering the interaction of two of the dimensions gt the same time.
As already mentionad, uncentainly avoidance rafates to formalization:
the degrea to which peaople feel the need for formal structure in the
social or work environment. Equally, we noted that power distance was
related to ceniralization; organizaticns in low power distance societies
will tend to be less centralized than those in high power distance
countries. Takan together, these dimensions have implications lor the
modeis of organization one can expect 1o encounter in different
countries. Thus in couniries exhibiting low uncertainty avoidance and
low power distance, such as Great Britain, we can expect ta find
organizations which are both decentralized and fight on formal
structure; colleagues negotiate and oulcomes well be determined
neither by hierarchy nor procedures. .in societies showing high
uncertainly avoidance and low power distance, such as Austria, we
can expect orgenizetions to be decentrelized but relatively formalized,
the operation of the arganization will be determined by ruies without
the need for hierarchicel intervention on a day-to-dey basis. Where we
find high uncerteinty avoidance and high power distance &s, for
example, in France, organizations will tend to be both highly structured
and centralized: everyona wilf have a clear place in the hierarchy,
imeracting according to the rujes. Finally there will be countries, such
as India, which exhibit fow uncertainty avoidance and high power
distance. Here, authonly is ceniralized bul oulcomes are not
pradeterminad by formal procedures, analogous tao the working of a
family”.

8 Hofstede {1980) calculated the score on each dimension of the madel tor some
countries. The Instiuie for Training in Intercultural Management (ITIM) bas
continued Holstede's work expanding the list of countries studied (See
appendix 2}
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Other suthors have invastigated Asian and occidentai JVs inspired by
Hofstede's made! (Baird, Lyles and Wharlon, 1980; Swietczek and
Hirsh, 1994; Sweeney, 1996). They have contributed with emplrical
evidence showing the diffarences thal exist between the Asian and the
occidentsl mansgement styles, and therefare helped to improve the
management of such ventures. No studies of this kind have been
identified invalving Latin American ¢ouniries.

2.3.2.6.2 HRM and JV Control

Geringer and Frayne (1990}, investigated the relation between HRM
and JV control. They srgue that control exercised by PCs over a
venture’s operatians represents @ critical determinant of JV
performance and the sffainment ot PC abjectives. Yet, paricularly In
comparison to wholly owned subsidiaries, the exercise of effective
controf aver these jointly owned and managed ventures ofien presents
a more difficult proposition for PCs. Parents sre olten unable 10 rely
solely on their ownership position and relsted formal controls to ensure
thet their objectives ere sdequstely considered, instead requiring
recourse o other modes of intiuence. In this regard, it must be kept in
mind that JV performance is not determined merely by contracts, but
also by people. Indeed, manegemenl of the people dimension is
essentisl in order for s parent to effectively influence JV operations.
Nevertheless, although many JV perlormance problems have been
finked to poor design and execulion of HRM stralegies, companies
often fail to adequately plan tor and utilize HR in their JVs (Shenksr
and Zeira, 1987, Schaan and Beamish, 1988; Pucik, 1988). Thus, it
PCs are to more effectively intluence JV operations and performance,
recognition of the use and imporiance of HRM sirategies es eltemative
control mechanisms appaars warranted.

Geringer and Frayne (1980), focused their investigation in tour specitic
dimensions of HRM as JV control mechanisms, namely: 1) recruitment
and steffing, 2} training and development, 3) performance appraisals,
and 4) compensstion and reward strategies.

1) Recruitmant and staffing of JV amployees, particularty those in the
venture’s top management positions, may represent a crucial strategic
control mechanism for & JV parent. Even it it is only & 50/50 or a
minority partner, a parent may be able to effectively influence the
mansgement snd performance ot a JV by influencing staffing of the
JV’s key positions{Geringer and Frayne, 1990).
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Since the JV GM is responsible for maintaining relationships with each
of the parents, as well as running the venture, influencing steffing of
this position represents &n especially important opportunity for
affecting a JV's operations (Geringer and Frayne, 19390).

The potential for influencing venture performance through recruitment
and staffing is not limited to the Jv GM position, however, The nalure
and extent of organizational leaming that occurs within the JV
environment may be influenced by the number and quality of HR which
are devoted to the venture. Key areas for exercising such influence
may therefore occur throughout the vaiue chain of the JV, including the
R&D staff; production personnel; engineers; financiel, legal and other
administrative staff; end salespeople. Selection of individuals for
positions within the JV has to be done carefully, since they will have to
fece challenges such as dual parenting demands, complexity and
mulliplicity of goals, multiple culfural 2nd language differences as well
as geographic differences. Realistic recruifment® may be an efective
tool for helping to ensure that the individuals who are selected will
work effectively within, and cope with, the demands and pressures of
the JV environment. The ability to stafl a venture with individuals whe
will be sufficiently flexible in thought and action is a fundamental
prerequisite for successfut JV performance [Geringer and Frayne,
1990).

The use of recruiting and staffing as 2 control mechanism need not to
be limited to the star-up stage of the venture. As suggested by Olk
and Bussard (1989), parent firms may 2Iso be able to maintain or alter
control over a JV by implementing changes in the senior personne! of
en on-going venture. Indeed, firms have ohen found it necessary {o
implement personnel changes in a JV as it evolved through the
different stages of its life cycle, or If It was failing to satisfy the
performance objectives of one or more of the partner firms, However, if
rotation or replacement of employees is too frequent or too
widespread, management continvity and essential relstionships
among the partners and the JV mey be harmed (Geringer and Frayne,
1980).

JV's personnel must have the technical, organizational and
interpersenal skills necessary lo successtully operate the venture and

9 An approach which includes a realistic job preview as well as personne!
techniques such as psychological tests and simulations which assess the fit of
the individual 10 with the demands of the JV operations.
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safisfy the stakeholders’ cobjectives. They must have the drive and
commitment necassary for making the venture work, as well as the
ability to recognize and respond to the unique managerial challenges
associated with JVs (Geringer and Frayne, 1990).

2) Training and development includes any attempt o improve current
or future employee performance by increasing (through learning) an
employee's ability to perform, usually by changing the employee's
attitudes or Increasing his or her skill level and knowledge. When
implemented correctly, employee training and development ¢an be a
useful control mechanism because it ¢an remove perdormance
deficiencies, thereby improving the employee's abilities to perform
better and allowing the organization to be more effective. Training can
also be used to encourage pecple to think and behave in ways
consistent with the parents’ and other stakeholders' cultures,
objectives and interests. In addition, training can be used as a
mechanism for establishing or perpetuating a unique JV culture, one
which is appropriate to the venlure’s specific circumstances {Geringer
and Frayne, 1990).

Whether the training is done by a parent, by someone in the JV or by
some other entity, the content of the tratning program is the critical
concern and, therefore, a parent may wish to direct its efforfs towards
influencing this content. Zeira's {1975) research indicated that most
training programs for expatriates did not help the target employees
with their adaptation problems in subsigiaries. Theretfore, by ensuring
that appropnate training programs are developed for the venture, a
parent can influence JV aperations.

Training programs for JVs or key PC employees can influence venture
performance [n many ways. For example, language and cultural
training can improve the extent and quality of communication within
the JV as well as between the venture and its parents. Training
pregrams can also increase oppertunities for correcltive action by
identifying and reducing errers in performance, and promote
developmental activity through teaching employees new skills for a
currant jab or a ditterent job in the arganization (Geringer and Frayns,
1990).

3) Performance appraisals represent another HR strategy that parent
firms can employ in their efforts to influence J¥s. They serve many
specific purpeses; namely, management and statt development,
performance improvement and compensation. Performance appraissals
provide a framework for future employee development by identifying
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and preparing individuals for increased responsibilities, for example,
assuming mufiple roles within the JV. In addition, appraising employee
performance encourages continued successful performance and helps
to identify and overcome individual weaknesses to make employees
more effective and productive, it also sliows parent firms {o monitor
progress towards attsinment of crtical JV objectives. Finally,
performance eppraisels help determine appropriete pay for
performance and the provision of eqguitable salary and bonus
incentives. By influencing the purpose, method and frequency of
performance appraisal that is employed, and thus what expectations
ere established end reinforced regarding the venture’s operations, PCs
can influence JV performance. The performance criteria to be used wil
depend on the JV’s speciiic circumstances. Performance appraissls
should not be used strctly in a reward/punishment manner. Instead,
they should setve to idantity strangths and weaknesses so that training
and development programs can be tailored to the employee's neads. It
ts advisable to periodically review the objectives of the JV and the
parent firms, as well as to reassess the political, econamic, competitive
and business conditions that contront the venture. As changes in
objectives of opersting conditions arise, it may be necessary to
respond to these changes through maodifications in the performance
appraisal criteria. In making any such changes, it is important that
consistency with the objectives of the key stakehalders is maintained,
in order to avoid conflicts (Geringer and Frayne, 1990).

4} Compensstion and reward strategies. The three mgjor
organizational needs that compensation addresses are the attraction
of potentiai employees to the organization, the motivation of
employees 1o perforrn and the retention of good employees. In
designing a JV's compensation and reward system, it is essential that
the system be balanced in terms of internal equity and extemal
competitiveness in order to aftract and retain qualified and committed
personnel (Kanin-Lovers, 1986). For the JV to be successiul, the
performance appraisal and reward systems should reflect the
fundamental strategic objectives of both partners, as well as the needs
of the venture itself, Since the required behaviors may vary aver the
course of a venture’s lite cycle, it may also be necessary to monitor the
compensation and reward system over time end to moddfy it
accordingly (Geringer and Frayne, 1990).

The use of campensation as a [V controd mechanism may take several
forms, For example, FCs that want to maintain control over the
aliegiance of a JV's personnel sometimes altempt 10 do so by keeping
the venture's GM or other key employees an the parent’s own payroll.
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The major problem associated with this approach is that these
empioyees may become merely 5 subset of the parent firm's
cperations rather than representing a distinct operating entity, and thus
they may be biesed towards more avid pursuit of the parent's
objectives then those of the other stakeholders. This tends to produce
an unstable situation, and conflict and related pertormance prehlems
are fikely to result. in contrest, another strategy for exercising control is
to explicitly tie an emplayee’s bonus, and pessibly his or her career
path within tha parent's international operations, to the atteinment of
the JV's long-term strategic objectives, (Lyles, 1987). This approach
encoureges the employees to develop an unbiased end undivided
allegiance to the JV (Geringer and Frayne, 1890}

We presented in this section a picture of some imporiant aspects
invelved by the HR function in J¥s, We saw what are some prevalent
and potential personnel problems in JVa that have been overiocoked by
the human resources literature, we presented a clessification ol
different employee groups in JVs, we analyzed culiural differences and
their impact on HRM and tinaliy we discussed how the RM could pe
used as a means of JV control. This bedy of the Itersture inspired
several questions of our empirical research {See appendix 1): What is
the proportion of foreign and iecal managers werking in our group of
JVs? What are the JV's needs on foreign managers during their lite
cycle? Are there any positions that must be siaffed by foreign and
others by local managers? The coming section wili introduce a
retlection regarding the JVGM thame.

2.3.2.6.3 Joint venture GM

The GM is the parson in ¢charge of coordinating the actions necessary
to attain the JV's objectives and his lite is characterized by a unique
tension inherent to the JV organizational torm. Beamish and Schaan
(1988}, noted that double parenting exacerbates the difficulties and
chalienges that are a normal part of managing internationally, while
creating new ones as weil. This section shows the spacificity of the
joint venture's generel manager (JVGM) rale, some aspects that make
it difficult to menage a JV in a LDC, how JVGM's respand to thase
chaillenges and finally we expose some ideas regarding the skilis that
a global manager should posses to succeed In the actual business
woild.

Culpan {1993) explains that the job ot the [JVGM has been equated
with that ot an organization’s chief executive. Yet, the [JVGM position,
by its very nature, is subordinate to the chief executive and represents
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more of a middie-management type of position. A middie-lavei GM is a
GM who is responsible for a particular business unit at the
intermediate level of the corporate hierarchy. The job of a middle-levei
GM differs significantly from top-level GM positions, and in many
raspects is more difficult. The role of the IJVGM typicalty differs from
that of a GM in a wholly owned subsidiary, and a strong argument ¢an
be made that the role of the IWVGM tends to be much more difficult
than similer intra-corporate positions. Role conflict, ambiguity, and
overioad are inherent 1o the practice of management. However, for
GMs of Vs, these faclors are typically magnified. The problems
confronting the LVGM inciude the presence of two or more parent
organizations, geographic as well as cultural distance, divergent sets
of expectations, goals, and desired performance outcomes, multiple
snd often conflicting objectives of stskeholders, and increased
susceptibility to, and greater complexity of, corporate poiitics. All of
these probiems have been well documented in several studies (Killing,
1983; Janger, 1980; Beamish snd Schaan, 1988; Frayne and
Geringer, 1990; Anderson, 199¢; Culpan, 1993).

There are some aspects that make it difficult to manage a JV and
particuiarly in a LOC context such as meeting the expectations of two
{(or more) psrants, ensure the economic viability of the venture, and
managing in an environment constrained by parent control practices
{Beamish and Schaan, 1988).

Regarding the first aspect, meeting parent expectations, JVGMs fend
to be evaluated based on one, or a combination of, dimensions such
as their ability o meet each parent's expectations, to achieve the JV's
strategic objectives or simply 1o maintain a good waorking relationship
with managers from parent organizations. A challenge facing JVGMs
is not only that the parent organizations may have different sets of
expectations, but more imporantly that those expectations ere sefldom
clearly communicated and that they change over time. Beamish and
Schaan (1988} found that in 70% of the JVs they studied, the JVGM
was not handed a clear set of criteria by his two parents. Typically, he
had to iearn over time, through a trial and efror process, what he had
to do well to content each parent,

Managers in parent organizations use a complex function of
expectations in forming a judgment regarding how successful a JV is.
They use a combination of quantitative and qualitative critaria, with
each criterion carrying a specific weight in the function. Further, both
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the criteria and the weights change aver time. As a result, JVGMs
need ic be perceptive endugh to read the signsls sent by managers
fram the PCs, end adapt their perseonal and company's strategies to
respend to changes in expectations. Differences in the parenis’
expectations were found in the following areas.

k)
R
CdEde n g AR

Dimension used

Time orienfation Short-term vs. Long-term

Level of achievement | Aggressiveness of the criteria

Degree of specificity: Undefined growth vs. Growth in sales of 20%

Source: Based on Beamish, P. W. and J. L. Schaan (1988). “Joint vanture general
managers in LDCs", In F. Contractor and P, Lorange (eds), Cooperalive Strategies
in Interrationai Business. Lexington Mass, Lexington Books,

it is difficult fer an IJVGM to meet all criteria for one parent
simulianeausty. Therefore, managing a JV involves a subtle balancing
act betwesan the parents’ priorities, the JV's strategic and operating
prioriies and the perscnal objectives, beliefs and values of the
managers representing the vanous stakehoiders in the JV.

With regard to the second aspect, ensuring the economic viability of
the JV, it is well known that the JV characleristic of greatest interest to
both managers and researchers is performance. Beamish (1987),
found that JVs managed by a local GM performed better than JVs with
a foreign JVGM. Since JVs are jointly owned, it is reasonable to
examing whether both parents were satisfied with perfermance.
Because one partner is a local firrn and one is a joreign firm, Beamish
and Schaan (1988) expected diffarences in how performance might be
assessed. The authors found thet in the country where the JV was
located, the MNE partners were never strictlly dependent on locai
earnings in determining their overall return, However, venture profits
were often the only source of revenue for local parthers, and as
Reynolds (1979) notes, the JV was much more often the major
industrial interest of the local partner.

The foreign partner, therefore, might still be eaming a good overall
return from the business (through raw material sales, royaities, etc.)
when tha venture itself was generating little, if any, profit.
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Finally, regarding the third aspect, managing in an environment
constrained by PC control practices, Beamish and Schaan (1988),
found that JVGMs generally have less sutocnomy than they want to
think they have. in particular, JV’s board of directors have been found
to play a maijor role in the decision-making pracess, grester than in the
JVs agperating in DCs. They argue that in LDCs, in addition {a the level
of uncertainty and the foreign parent's desire to be in Control, there is a
leck of managerial depth and the board of directers constitutes a
mechanism for transferring the parent's expertise.

Control refers to the process through which a PC assures that the way
a JV is managed confarm to its own interests. PCs have been found 1o
exercise contral through both poesitive and negative mechanisms. A
parent uses positive control when it is in s position to influence
activities or decisions in a way consistent with its own expectations
and interests (ex: ability to design planning process, to set objectives
for JVGM, 1o decide in future promotion of the JVGM etc.). It uses
negative control when it is in a position te prevent decisions or
activities it does not agree with from being implemented (ex: Board,
execulive commitiee, spproval required for specific decision, plans,
budgets, nominstion of JVGM eic.). Negative mechanisms such as
veto right aver major decisions are particularly useful to parents in a
minarity shareholder position {Shaan, 1983).

The autenomy of a JVGM is determined by how the following issues
are implemented in a given case. What JVGMs can / cannot do: In
Beamish's and Schaan’s (1988) sampie, there were decisions and / or
aclivities that were unequivacally the respansibility of one parent, of
both parents or of the JVGM. Of course, for many decisians the fines
were not clearly defined. However, for those decisions ar activities that
could be identified as being the prerogative of a given party to the Jv,
the allocation of authority was dane in one of the two ways.

First, the allocation was the result of negatiations during the planning
phase ot the JV and formally ratified in the JV agreemerit. This was the
case for all the JVs studied by the authors. Differences existed
regarding which decisions should be made by whom, depending on
the area of expertise braught by a parent; or an the control policies of
the parent.

Second, the allocation could be the result of an implicit understanding
and agreement of the parents regarding their respective territories of
influence. This happened in cases where gone parent would
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demonstrate greater experiise in & specific ares than its partner or the
JVGM.

What JVGMe need to get approval for: As in most companies,
JVGMs had to get approval far their strategic and operating plans,
their budgets, appointments of JV top managers, capital budgeting
decisions, sic.

Who sets policies and procedures and generef management
practices: Beamish and Schaan (1988) found that in most of the
Mexican JVs, the JVs' policies end procedures ware a replicetion of
one parenl's. Since in each of those cases the JVGM had been
appointed by the parent who had established the policies and
procedures, he had a clear understanding of the JV's operating rules.

What role managers in PCs play: Two crucial elements in
determining the JVGM's autonomy are the personal style of managers
tram the PCs and the amount of trust between people. In some JVs,
the JVGM received calls on a periedic basis fremn managers in a PG
who wanted o make sure there were no surprises, while in other JVs
the JYGM would be left alone (unless he asked for help) until the next
board meeting.

JVYGMs respond to those challenges in many ways. As JVGMs leamn
how to live and manage under double parenting, they tend ta develop
an agenda of their own which differs in an impartant way from that ot
their parents (Beamish and Schaan, 1988). While managers trom PCs
tend to decide on the JV's success based an haw well the JV meets
their own expectations, the JYGM's judgment is based on the
avoidance of bad relationships between the parties invelved, In other
words, managers in the PCs tend to use indicators centered on the
idea of achieving specilic results, while JVGMs tend ta use indicaters
centerad on the idea of preventing bad relationships trom developing.

JVGMs tend to see their allegiance to the JV first and to the parents
second. This applies to the vast majority ot JVGMs interviewed by
Beamish and Schasn (1988}, whether they come form cne parent or
not. When trying to resclve differences between the perents, they find
that the JV's interests should be placed first and the parent’s second.
Essentially JVGMs want to stay away from situations where cne
parent is perceived to win and the other to lose aver a specitic issue, It
the JVGM tries to satisfy one parent more than the other, or it he is
perceived ta do sa, scaner af later he is going to erede his credibility
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and jeopardize his working relationship with the partner who feels
discrimineted against,

A JVGM can be viewed as a diplomat facilitating commitment, trust
and communication, Beamish and Schaan (1988) argue that there are
four leveals of commitment; 1) commiiment to international business; 2)
commitment to JV success; 3) Commitment to the particuiar JV, and 4)
commitment 1o the paricular venture partner. The JVGM must also
facilitate trust and open communication in the JV and belween the
parents. In turn, trust and communication will increase the parent's
commitment towards the JV. Managers in successtul PCs have been
found i{o spend time and money to maintain and develop a trusi
relationship wilh the JVYGM with the JVYGM or with their partners in
order {o increase the accuracy ot intormation obfained through
informal channels and discussions with managers from the JV or the
local partner. Formal reports are not sufficient to delermine what is
raally going on in the JV.

The JVGM is in a unique position to develop an understanding of the
parents’ idiosyncrasies with respect to verbal, non-verbal and wriften
communication. He offen has 1o serve as an interpreter by explaining
the meaning of what is communicated, clarifying misunderstandings
and ieaching managers in the parents organizations about their
perinar's codes and languages. Trust beiween the pariners is a critical
ingredient to the successtul resolution of conflicts (this topic was
introduced in section 2.3.2.5.1). This has been found to ba particularly
true for JVs in LDCs, whera the quality of intarpersonal relationships is
a befter predictor of successful conflict resolution than legal and
contractual considerations. As a resulf, the JYGM needs io help the
parents build a relationship where trust is an important component.
Also, he must avoid situations which may jeopardize trust, because
once lost it is axtremely hard to rebuild. This also applies to his own
relationship with {he parents (Beamish and Schaan, 1988).

Thea trust-communication-commitmant characteristics are truly
integretad. By developing and maintaining an opan communicetion
sysiem with tha Jv and with the pariner, the parent is able to 1)
understand the JV's problems better and offer better solutions; 2)
become aware of chenges occurring in the JV business or in its
pariner's expectalions; 3) keep in touch with its pariner, hence
showing commitment to the JV and contributing to a trust relationship.
The JYGM is often the center ot all the interaction between the two
pertners. By understanding the importance of open communication fo
a trusting relationship and how it achieves a highar lavel of
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commitment from the partners, the JVGM as dlpiomat can strive o
open barriers thal may be blocking this profitable cycle (Beamish and
Schaan, 1588).

in arder to cape with the political and interpersonal constrains of their
job, JVGMs must show great sensitivity to the PCs' differences in
cuiture, management style and expecistions. Being under the scrutiny
of two or more parents, they have ta reconcile the achievement of their
personal and career abjectives with the parent’s objectives and with
the unique sirategic and cperating imperatives of running a company
inaLDC.

Having presenied the specificily of the JVGM's role, some aspects thal
make it difficuit to manage e JV in a LDC and how JVGMs respond to
those chailenges, we devote the following pages to the skilis that a
menager shouid posses to succeed in the actual business worid.

According 1o Culpan (1993), the skills thai an WVGM should have
include effective leadership skiils; netwerking and interpersonal skilfs,
e vision where the venture is going; an abilily to manage both PC
needs as weli as those of the venture; and a high degree of perceived
self-efficacy and task accomplishment. In addition, the IJVGM must be
able to set realistic goals, manitor periocrmance of the venture, and
respond to changes in the market or preferences by the board of
directors through gcal readjustment and evaluation. Beamish,
Morrisen, and Rosenzweig (1997} described a mix of skilis that a
globali manager should posses to succeed in the actual business
world; this list completes Culpan’'s. According to the euthors, if one
focks at the requirements for success in the global ecenomy, it seems
preily clear that a gicbal manager is geing 1o have to have e repenoire
compiising a comprehensive knowledge base and a well developed
set of relational and cross-cuitural skilis. it will inciude knowledge
about business and technical matters, sccial, palitical and economic
systems, and culture; and ability o define and solve problems in the
face of uncertainty; implementation skills; and a keen senge of how
and when previous experience is relevant in new cultural settings.

Many of the requirements of a glebal manager were articulated at a
symposium organized by the Board of Governors of the American
Saociely for Training and Deveicpment (Table 10),
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Table 10: Executive traits now and in the future.

O TNew TR R

All knowing Leader as leamnar

Domestic vision Global vision

Predicts the future from the past  {Intuils the future

Caring for individuals Cating for institutions and
individuals

Owns tha vision Facilitatas vision to othars

Uses powar Usas power and facilitation

Dictates goals and methods Spacifias processes

Alone at the top Part of an executive team

Values order Accepts paradox of order and
amidst chaos

Monolingual Multicultural

Inspires the trust of boards, Ingpires the trust of owners,

sharaholders customsers, and employees

Source: Based on Beamish, P. W., A. Morfison and P. Rosenzweig (1987).
international Managemeni: Text and Cases. Boston, Irwin, pp. 183,

This list encompasses many of the particular skills required by global
mangers (McMillan, DiStafano, Rush, 1991). Raviewing a wide range
of literature deaiing with global strategy, global marketing, global
operations mansagement, end global HRM, the authors identified a
profile of effective global executives (figure 8). The development of
these skills is a lifelong process and it is unlikely that a single
executive will master all ot them,

Ability to develop and use global strategic skilla: Playars in the
new global anvironmeni wlll have a fast response capability, will be
comfortable with cross-cultural influences, and will be entrepreneurial
and flexible. Global managers will require a working knowledge of
international relationships and foreign affairs, including global financial
markets and exchange rate movements {Rhinesmith, Williemson,
Ehlen and Maxwell, 1989).
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Ability to menage change and transition: Managing change in an
unstable environment will be an unending challenge. Constantly fine-
tuning the balance between globa! and local pressures under changing
competitive conditions will contribute to the need tor frequent
reorganization of resources, human networks, technology, and
marketing and distdbution systems. The shortening of product life
cycles!?, driven by technological change in the products and how they
are manufactured and delivered, contributes to the acceleration of
change. Managing change within an alliance requires particuar
attention to the needs of the diferent partners, and an ability to enter
into unique trusting relationships (Beamish, Morrison, and Rosenzweig
1997).

Ability to manage cultural diversity: An understanding of culture
and its impact an behavior, particularly management behavior and
practices, becomes essential. Very often, people expserience difficulties
when they have to work in another culture bacause peopla's world
views and mental programs are different as we saw in section 2.3.2.2.

Ability to design and to function in flexible organizations:
Borderless organizatians have already been created where the ability
to leam, to be responsive, and to be efficient occurs within the tirm’s
administrative heritage (Bartlett and Ghoshal 1989). This suggests that
g wide range of people in such tirms must demonstrate the capacity for
strategic thinking and action, assisted by an open communication of
pfans. Decentralization of strategic tesks, early opportunities for
develcpmant of fop management capabilities, and control systems
measuring performance acrass many dimensions. These new
organizations will have multiple canters of influence and managers will
move between jobs at these centers. This lateral movement bsiween
centers and jobs wlil be common and will displace hierarchy and
promation “up the ladder” (Beamish, Morrison, and Rosenzweig 1997}

To operate effectivaly in these radically different, global organizations
will take new skills and old skills honed to a new sharpness. Some of
the abilities and cheracteristics needed by the globa! managar: to
function in flexible organizations will be: high tolerance of ambiguity;
new levels of creativity and inventiveness in organizational dasign; the
ability to learn, be responsive, and be efficient, all simultaneously; the

it Beler to [Cox, 1967; Palli and Cook, 1969) for a detailed explanation of the
product life cycle concept, and to {Wells, 19€8; Vernon, 1979} for the concept of
imematicnal life cycle. -
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ability to identlfy and implement diverse managerial behaviors and
ideas for ongoing renewal of the organization; the ability to coordinate
complicatad  financial, HRB, mearketing and manufacturing
interdapendencies, not only across functions, bui also within each
business activity; and the ability to recognize different manufacturing,
marketing, and organizational probiems and priorities scross different
locstions and to accommodsie these with new siruciures and
processes (Beamish, Morrisan, and Rosenzweig 1997).

Abjllty to work witit others and In teams: With the increased
complexity of globs! operations, the ability to function in work leams,
gspecisily in culturelly diverse groups, is even more important than i
used to be. A Conference Board Report on the experiences of 30
major MNEs in building teams o further their glabal interests showed
that teams used solely for communication or {o provide advice and
counsel still exist, but more and more firms are also using leams in
difterent and mare paricipative and powerful ways:

Global teamwork can do more than provide improved market and
technological intelligence. It can yield more fiexibie business planning,
stranger commitment to achieving worldwide gosls, and closer
¢ollsboration in carrying out strategic change;

Teams that span internal organizstion boundaries or the company's
auiside boundary (JV paertners, suppliers, cusiomers) are often
required.

The ability to work effectively with other people and in feams will ba
critical to the successful implementation of a gliobel strategy.
Participation in global ieams, therefore, should occur early in the
careers of managers in order to transform these developing people
into globaliy effective managers {(Beamish, Marrison, and Rosenzweig
1997).

Ability to communicate: lf is obvious that in giobal environmenis
managers will need 1o be able 1o communicale with diverse groups of
people. To do so will require multilinguai skills and high levels of cross-
cuituraf awareness and sensitivity (Beamish, Morrison, and
Rosenzweig 1997).

Ability to learn snd transfer knowledge in an organization: Given
the diversity of market requirements and needs, the dispersion of
manufacturing and sourcing, the rise of R&D leadership in Europe and
Japan, and the importance of technological advances for products and
procgsses innovatian, learning and transfer of knowietge are key to



91

global success. Globally competent manegers will be desply curious;
organizations that are successful will be able to coordinate, transfer,
and use the knowledge gained by curious executives rapidly and
effectively (Beamish, Morrison, and Rosenzweig 1997).

This section enabled us to reflect about some significant aspects
cancerning the work of the JVGM. We saw which is the specificity of
the role that he plays in the management of the JV, which are some of
the difficulties that he must overcome in its tunction and finally, which
are the skills that he should heve 1o succeed in his task, Qur empirical
study is going to analyze the role that the JVGM plays in the group of
JVs that we investigate during the empirical work particulerly what is
the PC origin of the JVGM? Which are the characteristics that he
should have to succeed in the managament of an European-Argentine
JV? What is the degree of autonomy that he has in the JV? Which are
the greatest difficuities that he must tace? (Refer to appendix 1).

We eare geing to terminate the literature review discussing
environmentai and performancs evaluation issues.

2.3.3 Environment

The majority of varigbles affecting JV's functioning that we have
analyzed uniil now belong te the categary of internal variables. The
JV's lite cyele is not only affected by internal variables but aise by
extemal variables as Harrigan's (1984) dynamic madel of JV activity
suggests. The external environment influences both the initial
configuration and the stabifity of a JV. In Harrigan's model, the external
gnvironmant is considered to include such things as industry siructure,
compatitive behavior, technology, and government policies. LDCs are
considered a more complex and difficult environment in which 1o
manage JVs than DCs (Beamish, 1985; Austin, 1990; Blodgett, 1992;
Shaker, 1994; Fey, 1935). According to Beamish (1985}, JVs in
developing countries are characterized by a higher instability rate and
greater managerial dissatisfaction. This section presents an
environmental analysis framework introeducing the main aspects
affecting a company in a developing country, and thern it shows,
through various examples, the problems that toreign managers have to
confront in LDCs.

The key to effective management in developing countries is the
capacity te analyze, understand, and menage the external forces
enveloping the firm. The manager confronts two basic questions: What
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to analyze in the environment and how to assess its relevance (o the
firm's strategy. The LDCs' distinctive environmant engulfs the firm with
@ complex multitude of pressures, demands and oppertunities. The
risk of being overwhelmed is real. A manager must enalyze
systematicaily these envirormental forces, decipher their managerial
implications, and translate them into strategic dacisions {Austin 1990).
Tha Author provides an enviranmantal analysis framawork {See figure
8).

Figure 9: Enviranmentsl anelysis framewerk

EF-“ ATIOHAL EN\'TM"
Mwm.' “-'Nr

Source: Based on Austn, J (1990). Managing in Developing Couniries: Strategic
Analysis and Operating Techniques. New York, Free Press.
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According to Austin (1990}, the fundamental task in environment
analysis is to identify and understand the channels through which
external forces impact the firm. One should 1ake a broad view of the
farces shaping the environment, systematically recognizing the
connections and interdependencies. The framework sarts extemal
factors info four categories: economic, political, culiural, and
demaographic. Then it envisions the business environment as having
four levels: the intemational level encompassing various kinds of
interaction among countries, the national level as shaped by a
government's strategy and policles, the industry level involving firms'
immediate campetitive environment, and the company level
comprising the individual enterprise’s strategy and operatiens. These
environmental levels are envisioned as moving from the most macro or
distant to the firm to the most micro & the intemal level of the firm.
Each of the four levels —international, national, industry, and company-
is shaped by the overall by the overall enwvironmental factors:
aconomic, political, cultural, and demagraphic. Actions at each level
can affect the other three levels, as they are interactive.

Austin (1990) describes the fundamental differences between LDCs
and DCs business environments through a few examples that carry
signiticant managerisl implications. He explains that when “Cummins
Engine Cempany set up one of its first overseas operations o
manufacture diesel engines in India, it encountered a host of new
problems: government c¢onirofs, production Jdifficulties, financial
restrictions, and market disruptions. The govamment required that
Cummins incorporate as a JV with a local psriner. Manufactuving
problams arose because of difficulties in transfering technalogy,
difficulties in training employees in new ilechnigues, and the focal
partner’'s different perceptions of and aftitudes towards qualify. Further
complicating production” was the insdequacy of the industrial
infrastructure: Jocat parts suppliers were technically unable to meet
Cummins’s qusiity standards, yet the goevernment required cummins
to use local inpuls anyway. The required fypes of steel were not locaily
available and had fo be imported. Import finencing was restricted by
the scarcity of foreign exchange in the country and cumbersome
bureaucratic procedures 10 oblain import licenses {rom the
government. This caused long delays that further disrupted production
schedules. Initial sales projections were based on the expected
demand for diesel engines that would result from the govemment’s
emphasis on heavy industry in jiis national develapment strategy. But
dgemand collapsed when the government shiffed priorities and
resources away from industry end towards agricultural production. The
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govemment alse tightened credit 1o cowrter nsing inffationary
pressures, which reduced the financial resources needed by the
buyers of enginas (several of which were siste-owned enlerprises).
Finally, Cummins was faced with intensified compslition from lower-
priced Japanese imports affer receiving assurances from ihe
government that such imports would be prohibited. For Cummins, the
Indian start-up clearly was not going to be a case of doing business as
usual This was a very different environment” (Austin, 1990).

The macroeconomic environment als¢ poses special problems. In
Mexice, a local family-owned company had operated a very successful
electrical appliance distribution business for many years.
Nevertheless, in the 1980s, its success and even s survival were
threatened when double-digit inflation broke out. Its traditional policies
for pricing, consumer c¢redit, supplier payables, and bank financing
began causing losses and decapitalization. The changing
macreeconomic  environment in Mexico alsd  battered  foreign
companies, such as the successful Pepsice subsidiary, Sabritas. The
goevemment unexpectedly devalued the peso, which, in dollar terms,
wiped out the company’s peso profits. Furlhermore, the acute balance-
of-payments problem led the government to require Sabritas and other
tirms t¢ begin exporting as a condition for continuing to import their
production equipment and inputs (Austin, 1980).

Shaker (1994) adds other examples of firms that experienced
difficulties in LDCs. According to the author the risk ef JV failure,
despile the best planning, is high because of unexpected political,
legal and economic conditions. AMC and Valkswagen in the People's
Republic ef China have experienced many unexpected difficulties,
including sudden changes in foreign exchange policies by the
government, delays in delivering supplies, and lack ot parts and
equipment. Similarly, American and European JVs in the former USSR
faced signiticant bureaucratic delays in securing epproval from the
former communist government,

In many developing countries the macroecenomlic situation and
business environment are significantly affected by loans and ecoriomic
aid provided by DC gevernments and such multilateral agencies as the
Intemational Manetary Fund (IMF) and the World Bank. Egypt. tor
example, received in 1989 about 2.8 billion USD in aid from tha United
States, an amcunt equal to Egypt's budgset deficit. Such aid offen
comes with requirements for policy changes, e.g. fiscal austerity or
devaluation. Such actions can dramatically affect the operations of
firms 2s well as disrup! pelitical conditions. IMF agreements that led to
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reductions in gavernment subsidies and food price increasas triggered
bread nots in Egypt in 1977. Many Egyptian afficials feared a repsat, it
cuts were too severe in 1989 and 1990. Thus, dependence an extarnal
aid complicates the political econamy ot LDCs. At the same time, the
additional capital reseurces offen ¢reate businass opportunities related
to the development projects they fund (Austin, 1990).

A fumultuaus polifical environment often confronts companies. The
management of Standard Fruit, the Castie & Cooke subsidiary in
Nicaragua, found itself in 1978 in the middle of an armed insurrection,
with pressures coming from both the existing government and the
revalutionaries, Standard later had o develap strategies for dealing
both with the new revelutionary govermnment, which had different
canceptions af private property and the societal role of business, and
with workers, whase expectations ebout sharing the contrel and
benefits of campanies were dramatically changed by the revolution
(Austin, 1990),

Socioeconomic conditions in the Third Warld can create distinct
marketing environments. Nestlé and other manutacturers ot infant
formula came under intense affack for their use in developing
countries ot their DC marketing practices that stimulated the
consumption of infant tormula. Unsanitary bving conditions, fack of
patable water, and low levels of education and incomes of poor
consumers of the infant formula greatly increased the chance of
product misuse and possible injury. Pervasive poverty required of
managers a heighlened social sensitivity and responsibility (Austin,
1990).

Cultural diversity in the Third World also dictates the need tor distinct
strategies. in some [slamic countries, for example, charging interest is
prahibited by religious norms, so different approaches to financial
transactions are called tor. In some countries sharp differences in
social class and language among graups and areas within e single
country demand drastic adjustments in, for example, marketing
messages and personnel management (Austin, 1890).

Distinctive business anvironments derive directly from differences in
development levels and processes between the LDCs and the mare
developed nations. Those differences significantly affect ail functionai
areas of management as well as overall strategies (Austin, 1990).
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Many of the firms mentioned so tar were eble to deal effectively with
the problems they encountered and to resp coiresponding financisl
rewards; others wers not and suifered the economic consequences. A
distinguishing feature of more successful companies in developing
countries is their superior ability to understand and interact with their
business environmem. A key to formulating effsctive business
strategies in LDCs is the capacity to anelyze and comprehend
thoroughly the firm's external environment. Management’s challenge is
to devise a systematic approach to environmental analysis that
enables effective managerial response (Austin, 1990).

The main guestion regarding the environment theme that we examine
in our empirical investigation concerns the major difticulties that
managers encountered in Argentina and their implications in JV
management.

2.3.4 Performance

The questien of JV performance has been the acbiect of extensive
research. This section begins clarifying the performance concept and
then presanting the parficulanties of JV performance measurement.
Next, a brief prasentation of the limitations of traditional financisl and
objective measures lollows completed by an aitemative measurement
approach, tha “package™ approach, in which financial and non-financiai
cnteria are taken into account to asses a JV performance. Finglly, we
intfroduce another model based on subjective or perceptual
performance measurement cammoonly used in the literature and
present previous research lindings regarding JV performance in
developed and developing cauntries.

Perdormance is & recurrent theme in most brapches of management,
including strategic management, and it is offen of interest to both
gcademic scholars and managers (Venkatraman and Ramanujam,
1986). While prescriptions for improving and managing organizational
performance are widely available, the academic community has been
precccupied with discussions and debates about issues of
terminology, levels of analysis (i. e., individual, wark unit, or
organization as a whole), and conceptual bases lor assessment of
performance.
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Although the importance of the performance concept (and the broader
area, organizational effectiveness) is widely recognized, the treatment
of performance in research settings has been perhaps one of the
thomiest issues confronting the academic researcher. Previous
research evidences a lack of agreement on basic terminology and
definitions. It also evidences significant differences in  the
operationalization of the concept (Venkatraman and Ramanujam,
1986).

A first step to imprave the understanding of business performance is 1o
delineate the domain of the perigrmance concept. VYenkatramen and
Ramanujam (1986) circumscriped the domain. According to the
authors, business performance, which reflects the perspective of
strategic management, is a subset of the overall concept of
organizational effectiveness. Figure 10 provides a schematic for
circumscribing the domain of business performance i terms of the
scope of coveraga in the concept’'s domain.

The narrowest conception of business perfermance centers on the use
of simple outcome based financial indicators that are essumed lo
reflect the fulfitment of the econamic goals of the firm. The suthors
refer to this concept as financial performance, which has been the
dominant modei in empirical strategy research. Typical of these
approaches wouid be o examine such indicalors as sales growih,
profitability (reflected by ratics such as return on investment, return on
sale, and return on equity), eamings per share, and so forth
(Venkatraman and Ramanujam, 1986).

A broader conceptualization of business periormance would include
emphasis on indicators of operational performance (i.e., non-financial)
in addition to indicators of financial performance. Under this
framework, it would be logical to treat such measures as market-share,
new preduct introduction, product quality, marketing effectiveness,
manutacturing value-added, and other measures of technological
efficiency within the domain of business performance. Similarly,
market share position, widely believed to be a determinant of
profitability would be a meaningful indicator of perfermance within this
perspective. The inclusion of operational periormance indicators takes
us beyond the “black box™ approach that seems 1o characterize the
exciusive use of financial indicators and focuses on those key
operational success factors that might lead io financial performance
(Venkatraman and Ramanujam, 1986).
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Figure 10: Circumecribing the domain of businese performance

—» Domaln of financial
\ \ performancs

p Domain of financial +
operationg! performance
(business performance)

Domain of grganizational

aftectiveness
Financial performance: The domain of perdformance
construct in mast strategy
researgh.
Financial + operational performance: The enlarged domain reftected in

the mid BOs slrategy research.

Organizational etfectiveness: The broader domain reflected in
most conceptual literature in
strategic managemsni and
organizational theory.

Source: Based on Venkatraman, N. and V. Ramanujam {1986). "Measurement of
business perormance in strategy research: a comparison of appreaches”,
Acadomy of Management Review,1{4}, pp. 803.

According to the authors, if the multiple and cenilicting natura of
organizational goals and the influence of muiltiple stakeholders are
superimposed, one can mave towards reflecting the writings on
orgahizational effectiveness. Perhaps due to the breadth of this
discourse, this literature is plagued with debates on appropriate
models of measurement. Although a broader conceptualization is
waicomed, it appears that most strategy studies have restricted their
tocus to the first two circles in ligure 10.
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The parormance problemalic becomes aven more complex when it
refers to JVs because they are subject to a number of constraints that
are not encountered ta such a degree in most other organizational
forms. The outstanding feature concerns the need to take into account
the objectives of the PCs that set up the JV and the fact that mast JVs
are located in a triangle of reletionships in which there can be
conflicting signals as to what would constitute good performance (Gill
and Butler, 1996}, Therefore, answering to the question: how to
evaluate JV perfarmance? Is it a difficult task, despite that, at first
glance, it should seam clear? Some researchers argue that they
should be evaluated just like the division of the parent. But which
parent? And what if a JV "does well”, but at the expense of a parent’s
imerest? To lurther compilicate the picture, JVs are especially likely 1o
be used in risky, uncertain settings. |n such an environment, any
business is difficult to evaluate because profits, if any, are in the future
and costs are in the present (Vankatraman and Ramanujam, 198€).

Geringer (1991) suggests that the exclusive usa of financial criteria fo
evaluate the parformance of a JV is not an adequate approach. Early
studies used a variety of financial indicators typically amployed in
business research, such as profitability, growth and cost position
(Tomlinson, 1970; Good, 1972; Renforth, 1974; Dang, 1977; Lecraw
1983).

Others have used objective measures of pertormance such as the
survivall! of the JV (Franko, 1971; Stopford and Wells, 1972; Raveed,
1976, Killing, 1983; Geringer, 1990}, its duration'* {Harrigan, 1986;
Kagut, 1988), instability of (significant changes in} its ownershig
(Franko, 1971; Gomes-Caseres, 1987), and renegotiations ot the JV
contract (Blodgett, 1987b). Yet, these tinancial and objective measures
ambody potential limitations that are critical to evaluation of JV
performance. Indeed, as is the case for private firms, and tor
conglomeratas, these data cften are not reported, ara unavailable, or
are only includad in consclidatad corporate data (Dass and Robinson,
1984).

» Survival is indicated by coding whather the venture is still operating or not.

12 Duration is measured by the number of vears between when a venture was
formed and terminatad.
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In addition, Vs’ parents commonly generate financial returns through
mechanisms other then dividends, including supply contracts,
managament fees, technology licensing fees, royalties and trensfer
pricing. If aveilable, these figures are seldom incorporated into
czlcuiations of LV financial perfformance.,

Evalusting businesses developed in risky, uncerfain settings is a
difficult task (Andarson, 1990). The standard way to allow for this when
evaluating performenca is to use discounted cash flow analysis (DCF).
But DCF is seriously flawed in risky, uncertain settings {(Goodman and
Pennings, 1980, Lewin and Minton, 1986). According to Anderson
(1990) there are four major problems:

First, while subjective estimates of operating results (such as revenue)
may be feasible, converting these estimates into cash tlows is
extremely difficult, especially for later years in the projection,;

Second, period-by-period long-run forecasts are so difficult that they
often end up being mechanical extrapolations of short-term trends.
These estimates have the specificity needed tor DCF analysis, but
they overlook strategic concems, such as technological changes.
Besides, emerging markets economies fluctuate so much that it is
extremely ditficult to make good forecests;

Third, uncertainties are very difficult to incorporgte. A standard
response is to raise the discount rate, but this penelizes uncertain
projects exponentially into the f{uture, thereby biasing against
signiticant risk taking;

Fourth, and most important, many JVs are really options. They allow a
parent to maintain a doarway into a8 market or & technology. If the
opporiunity eventually looks promising, the parent can exercise its
option to enter. Otherwise, the firm cen walk away. Unfortunetely, DCF
analysis does not adequalely account for the value of an option - nor,
for the matter, does any other analytical technigue.

To conclude, financial and objective measures also may fail to
adequately reflect the extent 2 JV has achieved its short and long-term
objectives (Killing, 1983; Artisen and, Buckley 1985; Blodgett, 1987b).
As we mentioned when we presentied local and foreign partners'
motivations to form JVs, many JVs ere not intended to fill standard
business objectives (such as making profits). instead, they are
created, among others, to learn a technology, open 3 market, “keep a
window"” on an opportunity, block a competitor, etg.
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it is not easy to assess how well a venture meets qualitetive objectives
such @s these. In this context, many if not most, JVs operate in
settings where current financiel results are bound to suggest poor
perormance. Yet, the venture may te making satistactory progress
towards longer-term goals, or meeting current goals that are not
financial in nature. Standard operating procedure, then, will misstate
the venture's performance. Therefore, a method incorporating other
operaticnal criteria for performance measurement seems appropriate.

Anderson (1990) argues that pusinesspeople evaluate performance
using a combination of variables such as growth, profit, return on
stockholders equity, consistent avoidance of losses, consistently
positive eamings, occasional improvements in operating resuits, good
bond ratings, and stable management. Within the same order of ideas,
Cameron (1986}, argues that effective companies avoid extreme levels
of any one criterion of effectiveness. Instead, they seek {o do well on a
variety of criteria and to satisfy multiple stakeholders.

It is interesting that while most ot the factors mentioned by
businesspeople are financial, and cleartly result oriented, others such
as stable management are non financiel and related to long-term
performance. Executives seem o renk organizational performance by
considering a “package” of inputs and outputs, weighted over time. A
number of writers argue that the “package” approach is a correct way
1o evaluate a business, even though it is cumbersome, difficult, and
subjective. Empirical support was provided by a study that found that
traditional accounting figures, including profitability measures, were
statistically not enough to distinguish exceilent from ordinary firms
(Chakravarthy, 1986). Excellent firms are also distinguished by their
operating characteristics and methods, suggesting the need to view
performance as a compination of many fectors.

Theory and practice seem to converge on a “package” approach in
which inputs and outputs (figure 11) are weighted to arrive at a
composite index of effectiveness, which is then used to allocate
resources. However, considering diverse indicators and then
comparing 8n organization's “score” to some baseline means that
evaluation must be done with a strong element of subjectivity. This in
turn creates substantial differences of opinion shout performance,



102

In developing pertormance critena it may be useful ta classify
pertarmance measures along a continuum ranging from input to output
measures. At the output extreme are the “results” measures that mast
people use to assess current performance. At the input extreme are
indicators af states. The input extreme represents variables that
shauld determine (create) measurable results. Inputs represent what
ihe organization is doing and how it is struggling to achieve eventual
results (outputs). It is important to note that inputs are not themselves
measures of the results most commaercial organizations set as goals.

Figure 11: JV parformance meesures

Input

The state of the venture organization

Harmony among partners
Morale Longer term
Productivity orientation
Financial resource indicators
Adaptation capacity
Innovation capacity

Learning

Dnfamiliar market
tInfamiliar technology

Marketing intermediate variablee

Relativa preduct quality
Relative price

Marketing measures of performance

Market share
Customer satisfaction

Financial measures of performance ‘
¢ Profit rate Shorter tarm

Cash flow orientation

Output

*Performance”
or “Payoff"

Source: Based on Anderson, E {1890). "Two firms, one fronlier: On assessing joint
veniiure perfomance”, Sloan Management Review, 31(2), pp.22.
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Yet, inputs are included in most discussions of performance because
they ere thought to be indicators of the organizafion’s heaith and
viability. They ara considered to assess long-term effectivenass. As
the tigure shows, the input-cutput continuum also corresponds to a
longer-shorter tarm grientation (Anderson, 1820).

Cultural differences play alsc an important role in the choice of JV
performance evaluation indicators. Kanter (19%94) pointed out that
managers from the U.S. tend to have a shert-term orientation while
evaluating the ventura’s performance and thus privilege the use of
short-term financial indicators. While European and mostly Asian
managers have a long-term view of performance, she argues that
somatimes, particularly in Asia, pariners are selectad more for their
potantial to open tuture doors than lor immadiate benefits. Promising
ralationships should be nurtured for their future value, even when injtiel
JVs are not very profitable. Many relationships die an early daath
when they are scrutinized for quick refurns.

In their sample concemning 70 JVs between DCs and LDCs in six
developing countries: Argantina, Brazil, India, Mexico, tha Philippinas,
and Turkey, Miller, Glan, Jaspersen, and Karmokolias {(1999) found
that the most trequently mantioned performance measures wera non-
financial measures such as product  improvement, quality
improvement, and sales growth. Only one financial measurs tall into
this group, net retum on equity. Somewhaet further down the list in
imporiance were other tinancial measures such as return on sales,
and net return on assets,

Because of the limitations of financial and objective measures and the
difficulty to elaborate a pertormance index suited to evaluate all Jvs,
Killing (1983), Shaan (1983), and Bearnish (1384) used a single-item
perceptual measure of a parent’s satistaction with a JV's performance
(2.g., lo what axtent has the JV met the expectations of your firm?).
The main advantage of this type of measure is its ability to provide
information regarding the extent to which the JV has achieved its
overall cbjectives. In addiion, these three authors, as well as Janger
(1990), utilized subjective performance measures for each of a limited
number of individual dimensions ot the JV. These types of measures
remain subjaclive and are thus exposed to serious limitations and
biases. Ta overcome methodological limitations associated with the
subjective or perceptuval measure of JV performance, Schaan (1983},
and Beamish (1984), proposed collection ot data from each parent
regarding its level of satisfaction with the JV.
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Data collection from more than one respondent enhances the
measure’s reliability, We adopted this appreach to measure JV
performance in our investigation.

Previous studies noticed high unsatisfactory performance rates, and
particularly in JVs operating in LDCs. In Beamish’s {1984} sample,
MNEs’ managers assessed 61% of their JVs es unsatisfactory
performers. In itself this statistic is useful because it provides some
perspective on just how pervasive performance problemns are with JVs
in LDCs. This is contrasted with the much lower 36% level found in
DCs. The following table summarizes the results of different studies.

Table 11: Joint venture performance in developed and developing

countries.
Samples [pDavelopment level of the|tinstable *|Uneatisfectory
Size country (%) performance
(%}

1100 DCs-Franko {1971) 30 *

36 DCs ~Killing (1983} 30+ 36

168 mixed (DCs and LDCs) - ** 37
Janger (1980)

60 Mixed (DCs and LDCs) - 424+ **
Stuckey (1983}

66 LDCs —Beamish (1984) 454+ 61

52 LDCs —Reynolds (1979) 50 *

* Franko defined a joint vanture as unstable when tha holdings of the MNE
crossed 50% or 95% ownership lines, the inleresis of the MNE were sold, or
the venture was liquidated.

**  No data provided,
**  Includes major rearganizations.

Beamish, P. W. (1985). “The characteristics of joint ventures in developed and
developing countiies”, Columbia Journal of World Business, fafl, pp. 14.

Other disciplines, such as finange, have also undertaken research an
JV performance. The entity that evaluates the performance or the
wealth effects of JVs under this perspective is the market, The extant
literatura in the ares has slready provided some evidence regarding
the impact ot IJVs, but the overall results are inconclusive (previous
studies found positive, negative and insignificant reactions to JV
announcements).
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Borde, Whyte, Wiant, and Hoffman (1998}, using a sample of 100 lUVs
(including an Amercan partner) announced between 1979 and 1854,
found that, on average, IWVs have virfuaily no immediate impact on
shareholder  wealth. However, cross-sectional analysis of
annauncement period abnormal returns showed that market reactions
are mare tavorable when US establish JVs in Asian countries, and less
favorable when tirms estahlish J¥s in low risk developing countiies,
and are less favorable when the JV is a manufacturing aparation as
opposed to g service operation.

Some of the questions we raise In our invastigation regarding
performance are the following, how da European and Latin Amarican
managers evaluate their venture’s perfarmance, what are the criteria
they use? Are European and Latin American managers satistied with
their venture’s performance? Do they hava a short-term or long-term
orientation regarding performance?

2.4 Summary: causal network

The literature review presented the most important aspects regarding
J¥’g formatian, design, managsment and performance evaluation, it
allowed us to determine the major themea and research questions that
are the focus of our empirical study. The final part of this section
summarizes the variables presented in the iiterature review (table 12)
using a causal network!s (Figure 12). Developing causal maps helps to
reduce information overload and systematically represents resulls. A
causal network is a display of the most important dependent and
independent variables and the relationships among them. The
relationship is directional instead of correlational with the underlying
assumption that some factors influence other tactors in @ number cf
giffarent ways.

13 In order 1o improve readability, the casual netﬁork gxhibited in figure 12
presents only major relations among the different variables. The katter implies
that other relafions are possible,
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2.5 Conclusion

This ¢chapter reviewed the literature presenting 1) the main theorstical
explanations of JV tarmation and 2) a syslemic view of 1JVs covering
the most important aspects of IJV management throughout its life
cycle. The exercise sllowed us to broaden our understanding of the
field, to idenlify the principal variables effecting JV management and
their interrelations, and to identify geps or possible reseerch guestions
to build cur empirical research. Chapter 3 covers methodological
issues and introduces the qualitative research strategy that we
sdopted to conduct the empirical investigetion.
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3. METHODOLOGY

3.1 Introduction

Researchers in social sciences use various approeches to conduct
their investigations. Quantitative and qualitative research are labels
frequently used to distinguish between two different methodological
approaches. Depending on the context, the rasearch guestion, and the
depth of knowledge in a specific area, either qualitative or guantitative
methodologies are used (Yin, 1983: 16). We opted for gualltative
rasearch, section 3.3.2 provides a complete explanation of our choice.
Choosing between a quantitative or 8 qualitative methodology obliges
a researcher to think about paradigm issues, becsuse they have
significant implications at the practical level. According 1o Denzin and
Lincoin (1994 116} no inquirer ought to go about the business of
inquiry without being clear about just what paradigm informs and
guides his or her approach.

This chapter presents the different paradigms used in gualitative
research as well 2s their practical implications. it also describes
gualitative research particutarities, and finally it introduces our specific
research approach (case study) and design.

3.2 Competing paredigme in 2ocial sciencea

According to Denzin end Lincoln (1994: 105) there are four paradigms
that cusrently are competing for acceptance as the paradigm of choice
in informing and guiding inquiry, especially qualitative inquiry:
positivism, postpositivism, critical theory and related ideological
positions, and finally constructivism.

Fositivism has dominated scientific research lor centuries becauss
nistorically, there has been a heavy emphasis on quantification in
science. Mathematics is often termed as the “gueen of sciences”, and
those sciences such as physics and chemistry, that lend themselves
especially well 1o quantification are generally known as *hard™. Less
quantifiable arenas, such as the social sciences, are referred to as
“soft”, less with pejorative intemt than o signal their (putative)
imprecision and lack of dependability. Scientitic maturity is commaniy
believed te emerge as the degree of quantification found within a given
tield increases (Denzin and Lincoln, 1994).
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The “received view” of science {(Positivism, transiormed over the
course of this century into postpositivism) focuses on ettorts to verily
(positivism} or falsify (postpositivism) a priori hypotheses, mast
usefully stated as mathematical (quantitative) propositions or
praposifions that can be easily converted inta precise mathematical
formulas expressing functional relationships. Formulaic precision has
enormous utility when the aim of s¢ience is the prediction end control
of natural phenomena. Further, there is already aveileble a powerful
array of statistical and meathematical models. Finally, there exists a
widespread conviction that only quantitative data are ultimately valid,
or of high quality (Denzin and Lincoln, 1994).

Nevertheless, principles ensuing “exact” sciences ware too rigid to
correspond to social sciences research requirements. Social scientists
developed alternative paradigms that reconsidered the utility of
qualitative data and questioned the very assumptions on which the
putative superiority of quantification has been made (Refer to Denzin
and Lincoln, 1994 for a complete critique of the “received view").

3.2.1 The nature of paradlgms

A paradigm may be viewed as a set of basic beliefs (or metaphysics)
that deals with ultimates or first principles. It represents a worldview
that definas, for its holder, the nature of the "world”, the individual's
place in it, and the range of possible relationships to that world and its
parts. The beliets are basic in the sense that they must be accepted
simply on faith (however well argued); there is no way to establish their
ultimate truthfulness (Denzin and Lincoln, 1994).

Inquiry paradigms define for inquirers what it is they are about, and
what falls within and outside the limits of legitimate inguiry. The basic
beliets that define inquiry paradigms can be summarized by the
responses given by proponents of any given paradigm tc three
fundamental questions, which are interconnected in such a way that
the answer given 1o any one question, taken in any crder, constraing
how the athers may be answered (Denzin and Lincoln, 1294).

1. The ontological question. What is the form and nature of reality and,
therefore, what /s there that can be known about it. For example if a
“real” world is assumed, then what can be known about it is *how
things reaily are” and “how things really work™ Then only those
questions that relate to matters of "real” existence and “reaf” action
are admissible; other questions, such as those concerning matters
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of aesthetic or moral significance, fall outside the realm of legitimata
scientific inguiry.

2. The epistemological question. What is tha natura of the rafaticnship
between the knowar or would-be knowar and what can be known?
The answer that can be given lo this Question is constrained by the
answer aiready given to the pntological question; that is, not just any
relationship can now be pustulated. So if, for examplg, a “real”
reality is assumed, then the posture of the knower must ba one of
objactive detachment or value fresedom in order to be able o
discover “how things really are and work”,

3. The methodological question. How can the inquirer (would bs
knower) go about finding out whatevar he or she believes can be
known? Again, tha answer that can be given to this quastion is
constrained by answers already givan fo the first two questions,; that
is, no! just any methodology is appropriate. For example, a “real”
reality pursued by an “objective” Inquirar mandalas control of
possible confounding factors, whether the methods are qualitative
(say, observational) or quantitative (say, analysis of covariance).
{Conversaly, selaction of a manipulative methodology - the
experimant, say - implies the abiiity to be objoective and a real world
lo be objective about) The methodological question canno! be
reduced to a question of methods; meathods must be fittad lo &
predetermined methodokgy.

These three Guestions serve as tha major loci around which tha four
paradigms are analyzed.

3.2.2 Paradigms as human constructions

As already noted, paradigms, as sets ot basic baliefs, are not open to
proof in any conventional sense; there is no way to elevate ona over
another on the basis of ultimate, foundational criteria. Any given
paradigm represents simply the mast informad and sophisticated view
that its proponents have been able to devise, given the way they have
chosen to respond to the three defining questions. The sets of
answers given are in all cases human constructions; that is, they are
all inventions of the human mind and hence subject 10 human error.
No construction is or can be incontravertibly right (Denzin and Lincoin,
1994).
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3.2.3 The basle beliefs of received and siternative inquiry
paradigms

Table 13 presents the different inquiry paradigms. The term pasitivism
denates the “recegived view” that has daminated the formal discourse in
the physical and social sciences for some 400 vears, whereas
postpasitivism represents efforts of the past few decades to respond in
a limited way (that is, while remaining within essentially the same set
of basic beliefs) to the most prablematic criticisms of pasitivism. The
authors use the term critical theory as a blanket term denoting a set af
several altamative paradigms, including additionally (but not fimited to)
neo-Marxism, feminiem, maferialism, and paricipatory inquiry. The
term constructivism denctes an alternative paradigm whose
breakaway assumption is tha move from ontological realism to
antological relativism (Denzin and Lincoln, 1984),

The paradigms discussed here are limited to social sciences and are
still in formative stages; no final agreement has been reached even
among their propaonents about their definitions, meanings, ar
implications (Denzin and Lincain, 1894).

3.2.4 Intraperadigm analyses (columne of table 13)

Column 1: Pasitivism

Ontology: Realism (coramonly called ‘'naive reelism”). An
apprehendable reality is assumed 0 exist, driven by immutable natural
taws and mechanisms. Knowledge of the “way things are" is
conventionally summarized in the form of lime - and context - free
generalizations, some of which take the form of cause-effect laws.
Resaarch can, in principle convarga on the “true” state of affairs. The
basic posture of the paradigm is arqued to be both reductionist and
deterrinislic.

Episterology: Dualist and objectivist. The resesrcher and the
investigated “object” are assumed 1o be independent entities, and the
resaarchear fo be capabie of studying the object without influencing it or
being influenced by i#. When influenca is either direction (threals Io
validity) is recagnized, or even suspected, various slralegias are
followed 1o reduce it or eliminate it. Values and biases are prevented
from influencing outcomes, so Jong as the prescribad procedures are
rigorously followed. Replicable findings are, in fact, true”
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Methodology: Expenimental and manipulative. Questions and / or
hypotheses are staled in propasitional tarm and subjected o empirical
lest to verify them; possible confounding conditions must be carefuily
controfied (manipulated} to prevent outcomes from being impraperly
influenced.

Column 2: Postpoesitivism

Ontoiogy: Criticel realism. Raality is assumed to exist but lo be only
impearfectly epprehendabla because of basically fawed human
intallaciual mechanisms and tha fundamentally intraclable natura of
phenomena. The oniology is labeled es crilical realism bacause of tha
posiure of proponents thet claims about reality must be subjected to
widest possible critical examination la facilitate apprehanding reality as
clasely as possible (but naver perfectly).

Epistemoiogy: Madified duslist / objectivist. Dualism is largely
abandoned as not possible lo mainiain, but objectivity remains a
‘reguiatory ideal”; speciai emphasis is placed on externai “guardians”
of objectivity such as critical iraditions (Do the findings “it" with
preexisting knowledge?) and tha critical communily (such as edilors,
referees, and prolessional pears). Replicated findings are probably
irue (but always subject to faisification)

Methadology: Modified experimental / manipulative. Emphasis-.is
placed on “critical multiplism?” (s refurbished version of triangulation} as
a way of falsifying (rather than verifying) hypotheses. The methodology
aims to redrass some of the problams noied above (intraparadigm
crtiques) by doing inguiry in more natural settings, collecting more
situational information, and reiniroducing discovery as an elament in
inquiry, and, in the social science particularly, soliciting emic
viewpoints to assist in determining the meanings and purposes that
people ascribe lo thair actions, as weil as contribute to "grounded
theory". Ail of these aims are accomplished largely through the
increased uthization of quaiitalive technigues.

Column 3: Critical thecry and related ideological positions

Qntalagy: Historical reafism. A reality is assumed to be apprehendable
that was once plastic, but that was, over time shaped by a cangeries of
sacial, political, cultural, economic, ethic, and gender factors, and then
crystallized (reified) into a series of siructures that are now
{inappropriately) taken as “real”, that is, natural and immutabla. For all
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practical purposes the struclures are ‘real”, a virtuai or historical
raality.

Epistemology: Transactional and subjectivist. The investigator and the
invesligated object are assumad to be interactively finked, with the
values of the investigator (and of situated “athers”) inevitably
influencing the inquiry. Findings are therefore value mediated. Note
that this posture effectively challengas the traditional distinclion
belween onlology and epistemalogy; what can be known is inextricably
intertwinsd with the interaction betwsen e particuiar invastigator and a
particular object or group. The dashed line separating the ontological
and epistemciogical rows in table 14 is intended to reflect ihis fusion,

Mathadolagy: Dialogic and dialectical. Tha lransactional nalure of
inquiry requires a dialogue bstween the investigator and the subjects
of the inquiry; thaf dialogue must be dialectical in nature to transform
ignorance and misapprehsnsion (accepting historically medizted
structures as immutable) imto more informed consciousness [seeing
how the structures might be changed and comprehending the actions
required to effect change).

Column 4: Constructivism

Ontology: Relativist. Realities are apprehendable in the form of
multiple, intangible mental constructions, sociaily and expsrientially
based, focal and specific in nature (although elements are often
shared among many individuals and even across cuftures), and
dependent for their form and comient on the individual persons or
groups hoiding the constructions. Constructions are not more or less
“true”, in eny absolute sense, bui simply more or less informsd and 7/ or
sophisticated. Constructions are afterable, as are their associated
‘reallies”.

Epistamology: Transactional and subjectivist. The investigator and the
object of investigation are assumed o be interactively linked so that
the “findings™ are literally created as the investigalor procaeds. The
conventional distinction between oantology and epistemology
disappears, as in the case of critical theory. Again the dashed Jine in
table 14 reflects thig fact.

Methodology: Hermeneutical and dialectical. The variable and
personal (intramental) nature of social constructions suggests that
individual constructions can be elicted and refined only through
imeraclion betwesn and among investigator and raspondents. These
varying constructions are interpreted using conventional hermeneutical
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techniques, and are comparad and conirasted through a dialectical
infarchange. Tha final aim is to disfill a consensus construction that is
mare informed and sophisticatad than any predacessor constructions
(including, of course, the atic consfructian of the invastigator).

3.2.5 implications of each paradigm’s position on seiected
practical issues

Differences in paradigm assumptions cannot be dismissed as mere
“philosaphical” differences; implicitly er explicitly, these positions have
impertant consequences tor the practical canduct of inquiry, as well as
for the interpretation ol findings and policy choices. Table 14
summarizes the major implications (Denzin and Lincaln, 1994),

Conceming my position with respect to the different paradigms, | do
nat think that an objective reality exists but that reaiity is constructed. |
assume that there are no universal laws applicable to management but
rather context specific findings. Consequently, | selected the case
study research strategy in order to gein access to context specific
infermation describing the global functioning of European / Argentine
JVs, and explaining the causes aof their instability and perfarmance
within the Argentine context. We built our reasoning on previous
quantitative and qualitative reseerch in the field. The latter informed us
about the most important vanables influencing DCs — LDCs JVs. The
empirical part of this investigation tries lo understand how these
variables behave in the Argentine cantext, and if our results verity or
bring new insights to previous ones. The coming sections explain why
we selected qualitative research, why we preferred the CS8 research
strategy. what are its characteristics, and finally how we applied it.
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3.3 Qualitative research

3.3.1 Definition

Different research methaods and thearetical traditions fall under the
category of qualitative research. Miles and Huberman {1994 5-7),
present some racurring features of this type of research:

= Qualitative research is conducted through an intense and / or
prolonged cantact with a *field” or life situation. These situations are
typically (but not exclusively) “banal” or normal anes, reflective of
the everyday life of individuals, groups, societies, and
organizations.

= The researcher's role is to gain a *halistic® (systamic, encompassing,
integrated) overview of the context under study: its logic, its
arrangements, and its explicit and implicit rules.

> The researcher attempts to capture dalz on the perceptions of lacal
actars "from the inside”, through a process of deep attentiveness, of
empathetic understanding, and of suspending or "bracketing”
preconceptions about the topics under discussion.

> Reading through these materials, the researcher may isalate certain
themes and expressions that can be reviewed with infarmants, but
that should be maintained in their original forms throughaut the
study.

= A main task ig to explicate the ways people in particular settings
come to understand, account for, take action, and otherwise
manage their day-to-day situations,

= Many interpretations of this material are possible, but some are
more compelling for theoretical reasons or on grounds of internal
consistency.

=~ Relatively little standardized instrumentation is used at the outset.
The researcher is essentially the main “instrument device” in the
study.

> Mast analysis is done with wards by establishing patterns.
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According to Strauss and Corbin (1990}, qualitative research implies
any kind of research that produces findings, which are naot arrived at by
means of statistical procedures or other methods of guantification. Kirk
and Miller (1286} define qualitative research as the iradition within
social science that fundamentally depends on watching people in their
own ferritary and interacting with them In their own language, on their
own terms. Thus, qualitative research is committed to field activity.
Even though the data may be quantitative (for example: documents,
observations, census data etc.) the process of analysis is essentially
qualitafive, interpretafive, and non mathematical.

Three major components of qualitative research seem to recur and
categonze the qualitative approach. The first is data source, the
second is interpretative or analytic procedure of canceptualizing the
data and the third is reporting, Strauss and Corbin {1990). The data
source essentially stems from the scientist conducting research within
the field. After the data collection phase, the researcher interprets and
concepiualizes the data. This includes the distinction between data
and noise™, cansidering the research situalion and problems as well
as reflecting upon the research tocls. After having interpreted the date,
the researcher reports the findings and presenis the ecquired
academic knowledge. Since no prepacksged designs of qualitative
research exist, dala collection and analysis depend on the aims,
cbjectives, and focus of the research question.

3.3.2 Why choosing & case study as our research strategy?

Yin (1994: 1-15) explains that the use of & research strategy
{experiment, survey, history, CS} implies a different way of collecting
and analyzing empirical evidence. Moreover, each stratagy has its own
advantages and disadvantages. A common misconception is that the
variaus research strategies should by arrayed hierarchically. According
o Yin (1994) “we were once taught lo believe that C8s were
apprapriate for the exploratory phase of an investigation, that surveys
and historias wera appropriate for the descriplive phase, and that
experiments were the only way of doing expianatory or causal
inquiries. This view is incorrect; the more eppropriete view of these
different strategies is a pluralistic ane. Each sirategy can be used for

14 “Noise” is the termn used for unaccounted variance in the data (Lincoin and
Guba, 1985).
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ail three purposes, exploratory, dascriptive, or explanatory. Whai
distinguishes the strategies is not the hierarchy, but three other
conditions: tha type of research question posed, the extent of conirol
an investigator has ovar actual behavioral avants, and the degree of
focus on contempeorary as oppesed lo historical events. Table 15
displays these three conditions, in each of the thrae columns, and
shows how each stiatagy is ralated to fiva major research stralagies in
tha social science: experiments, surveys, archival analysis, hislorias
and CSs™

Table 15: Raiavant situationas for dlﬁerent redearch atrategles

S Farm of : Focuses on
Rt research control over contemporarv
5 question behavioral {,a events? -
K Tk E events‘? N SRR
Experimeni How, why Yes Yes
Survey Who, what, No Yes
whera, how
many, how
much
Archival analysis {Who, what, MNo Yes {No
where, how
many, how
much
History How, why No No
Cs How, why No Yes

Source: Based on Yin, R. {1994). C§ Research. Design and Methods. Thousand
Oaks, Sage. Pp. 6.

The CS research stratagy was preferred in this investigation for
different reasons. First, the type of questions we deal with in our
research are of "why” and “how” type (Why do European and
Argenting firms form JV¥s? How do they creste, manage and evaluate
the performance of their JVs, why some JVs perform better than
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others, and finally what lessons ¢an be drawn from these
experiences?). These type of questions deal with operational links
needing to be traced over time, rather than mere frequencies or
incidence manifested by guesticns like: what, wha, and how many.
The other reasons refer to the extent of control ovar behaviaral events
and the degree af focus on contemporary as opposed to historical
events. Each methad, history, CS, and experimant presants its own
particulerities regarding the latter elements, Histories are preterred
when there is virtually no access or control {dealing with tha dead past,
no relevant persons are alive to report, even retrospectively, what
occurred. The sources are primary and secondary dacuments, cultural
and physical artifacts).

The CS is preferred in examining contemporary evenis, but when
relevant behaviors cannat be manipulated. This uses mainly the same
fechnigues as history but adds iwo sources of evidence, direct
observation and systemetic interviewing. The CS unique strength
{confronted to history) is its ability to deal with a tull variety of
evidence. Meoreover Iin some situations, swch as pardicipant
abservation, intformal manipulation can oceur.

Finally, experiments are done when a researcher can manipulate
behavior direcily, precisely, and systamatically. This can occur in
labaratary setling.

In our research we find in a situation where the CS strategy has a
distinct advantage over the ather strategies. How and why guestions
are baing asked about a conternporary set of events, over which the
investigator has little or not control. Having justified the choice of our
research strategy, the coming section is going t0 concentrale in the
diffarent steps required in doing a CS.

3.3.3 Designing CS research

Borum {1991} presents a completa process to be planned in doing a
CS, from initial designh to data collection, analysis and reporl. The
following tigure shows the overall process.
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Figure 13: The central function of a research design

Theoratical Rasearch

Research

objectives perspectives resources (time Level 1
and and models funds etc.)
queslions
Rasearch design II::>
{tha logic of the inquiry} Level 2
- - -~
Identity of the Data Research
empirical field collection management ll:::} Level 3
{sita sectlon process [ocess
etc)
* target case(s} * variables « pilot
* unil(s} of analysis « primary data * data analysis

¢+ secondary data * reporting

Source: Based on Yin, R. (1993). Application of £§ Research. Newburry, Sage.
pp. 110.

3.3.3.1 Factors influencing the regearch design

The aim of this section is to explain how research objectives and
questions, theoretical perspectives and models and finally research
resources influenced our research design (level 1 in Borum’'s modei).
The research objectives in this dissertation are descriptive and
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explanatory 5. We want to understand why European and Argentine
firms form JVs? How do they create, manage and evaluate the
perfarmance of their JVs? Why some JVs pesform better than others?
And finally, what lessons cen be drawn from these experiences?

These general reseerch questions guided our litersture review, which
in tum lead us to the selaboretion of & questionnaire covering major
fopics related to the JV life cycle: its formafion process, iis
management characteristics, periner relationship and communication
issues, external environment influence, and finally, JV perfaormance
{Refer to the sysfemic view of [JVs to have a complete view of the
topics covered, you can slso find the complefe questionnaire in
appendix 1). We can observe how our dissertation objectives have
influenced our research design. The type of questions thal we stated
determined the fype of information that we needed to collect and the
way of analyzing it.

According to figure 13, the second factor influencing a research design
is theoretical perspectives and models. Yin {1993) argues that theory
can be imporant ta CSs design in different ways:

= The development of & theory prior to the conduct of the study can be
considered as critical because this approach to CSs mimics that
used in experimental science, where expert knowledge of prior
research and careful hypothesis development precede actual
experimenfation. The approach therefore requires fo be well
informed abowust the topics of inquiry and not simply to have a
methodological tool kit. Moreover, the approach gives an
opportunity to reveal (and minimize) substantive biases that may
affect the design and conducf of the CS. Finally, the approach
produces CSs that can be part of a cumulative body of knowledge
rather than just isolated empircal inquiries.

= Theory is important for descriptive CSs because it defines a
camplete and appropriate description when doing fhis type of
research. A descriptive theory is nat an expressian of a cause-effect
relstionship. Rather a descriptive theory covers the scope and
depth ol the object (case) being described. If you were fo describe
an individual, an arganization, or some other possible subject ot &

13 Descriptive CSs present a complete description ol a phanomenon within its
conlext, explanaiory CSs present data bsaring on cause-effect relationships
{Yin, 1993}.



124

CS, where should the description start, and when should it end?
What should the description include, and what should be excluded?
The criteria used to answer these questions would represent the
“theary” of what needs to be described. This theary should be open
stated ahead of time, shouid be subject o review and debate, and
later serve as the "design” for a descriplive C8, The more thoughttu!
the theory, the better the descriptive case will be.

=Theory is important for expianatory CSs because by developing a

set of rival explanatory theories, and by collecting the appropriate
dala, the investigator can empirically test the theories using pattem
matching!6,

SFinally, theory allows generalization from CS. The appropriately

developed theory is the level at which the generalization of the CS
results will occur. This role of theary is characterized by Yin (1993)
as "analytic generalization” and is contrasted with another way of
generalizing results, known as “statistival generalization”. In
statistical generalization, an inletence is made about 4 population
(or universe} based on empirical data collected about a sample,
This method of generalizing is commaonly recognized because
research investigators heve ready access to tommulas for
determining the confidence with which generalizations can be
made, depending mostly upon the size and interna! variation within
the universe and sample. Mareover, this is the most caommon way
of generalizing when doing surveys and it is an integral pan of
generalizing from experiments. The method of generalizing the
results of CSs is not statistice! generalization. This is becsuse
cases are not "sampling units” and should not be chosen for this
reasan. Rather, individual CSs are to be selected as a laboratory
investigator selects the topic of a new experiment. Multiple cases, in
this sense, shouid be considered like multiple experiments {or
multiple surveys). Under these circumstances, the method of
generaiization is “analytic gensralization®, in which a previously
developed theory is used as & lemplate wilh which 1o compare the
empirical results of the CS. If two or more cases are shown t¢
support the same theary, replication may be claimed.

Pattern matching is the logic that compares an empircally based patlem with a
predicted one (or with several allemative predictions). It allows an investigaior
to conclude that that there is a causal relationship between two varables (Yin,
1954: 106},
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From this perspective, theory means the design of research steps
according to some relationship to the literature. Good use of theory will
help delimit a CS's inquiry to ils most effective design. In this
dissertation, we developed a theoretical framework in chapter 2, it
covered a variety of perspectivas explaining JV formation. Such an
enlarged JV vision was considered useful to approach the field with a
broad comprehension of the object under study; it was also developed
to link our findings to prior theories. The elaboration of a theoretical
framework was completed with a literature review on JVs and resulted
on a number of propositions that guided our questionnaire
construction. It is avident that the theories that we salactad 1o explain
the JV existence function as filters through which we then analyzed the
research object, they influenced our research design because they
oriented our research questions, our propositions and so aon. ..

The third factor influencing a research design is research resources.
Time, funds, academic support oftered etc. are varables that have 3
great impact in the mattar. To what extent time and fund constraints
will allow one to handle a single ar a multiple CS? Will it be possible to
undertake an intemational project implying several, more or less, long
visits to foreign countries? This research project has benefited trom
the support of the Enterprise Institute (University of Neuchatel) that
contracted ma as a teaching assistant and has greatly contributed to
the project financing, 1 is also important to mention the financial
support of the SDC (Swiss Agency for Development and Cooperation)
through their "young researchers program”, which ailowed me to cover
part of the expenses duiing my 3 months stay in Argentina (summer-
autumn 1998) and my ftrips lo France, ltaly, Germany and the
Netharlands {avtumn and part of winter 1998) to collect the dala.
Finally, the CEMA University in Buenos Aires received me as a visiting
scholar during my stay and facilitated contacts with local institutions.

Having presented the factors that influenced our research design we
proceed descrihing some of its characteristics (level 2 of Borum's
model).

3.3.3.2 Research design

A research design is the togic that links the data to be collected {and
the conclusions to be drawn) to the initia! questions of a study. it is a
technical plan that deals with the resources, logistics, scheduting, and
assignment of personnel, and other tasks involved in managing a
research project. it attempis to link the beginning and ending ot a
study helping the investigator to get from here to there. The role of a
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research design is o assure that the evidence ta be collected is
pertinent to the questions of a study and that the analytic strategies
cover the rival hypotheses or competing concems of a CS. it is a logic
plan, connecting the study questions with data coilection and
interpretation and conclusions, not just 2 fogistics plan (Yin, 19584).

Every empirical study hes an impiicit ar explicit research design. For
C8s four types of designs are relevant (singie or multinle CS(s), ane or
multiple unit(s) of analysis). The answers to these design questians in
our disseriation were determined by the iniliai research problematic.
Since we wanted fo understand why do European and Argentine firms
form JVe? Haw do they create, manage and evaluate the perfarmance
of their JVs, why some JVs pertorm better than olhers, and what
lessons can be drawn fram these experiences? We necessarily had fo
study several JVs presenting contrasting paths of development and
levels of pertarmance to be able to make cross case comparisons.

Once the multipte CS design epproech was edopted, we had to
consider the other important issue, which was the definition of the
unit{s} of analysis. For Yin (1994: 21) the unit of anelysis is relsted to
the fundamental problem of defining whet the “cese” reelly is. Is it
about an individual? About an event? (a decision, 8 program, an
implementation process, organizational change...). About 2an
organization? Etc. It was easy to identify the unit of analysis 1o be used
in our investigation because on one hand, our research questions
were clearly focused on the JV entity and not on any other research
object, and on the other hand, because previous investigations in the
field were conceptualized using it as the unit of analysis. According to
¥Yin (1984; 25) the inspiration from the literature to select the unit of
analysis is impoartant because the comparability of the study's results
with previcus findings is guaranteed. Consequently, our research
design may be labeled as a multiple CS§ with a single unit of analysis.

Another decisicn we had to meke concerned the procedure 1o analyze
the cases, do we had o study them sequentially if yes in what order,
or in parallel? It appeared irrelevant in our investigation to study the
cases in a sequential manner since no chrongiogical logic existed. The
cases were to be anaiyzed instead in a parallel way, comparing the
results obtained far each ¢case on each particular topic covered.
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Once we esteblished what to study, we had to define fhe eppropriate
place to conduct the empirical research, the cases fo analyze, how to
collect the data, in sum we had to give en enswer {0 lavel 3 questions
of Borum’s model (Figure 13). The following section presents the
details related to tha identification of an appropriate figld.

3.3.3.3 ldentity of the empirical figld

Three poinfs are important to mention regarding our field selecfian: the
frial-and-error process that lead our decision from Ecuador fo
Venezuela an then to Argenting, the advantages Argentina presenied
over some other Latin American ¢ouniries and finally the choice of the
automotive and food industries.

3.3.3.3.1 The process ieading to Argentina

Because of my Ecuadorian and Venezuelan origin, | first tried to
undertake the empirical investigation in one of those countries.
Unfortunately, the results of that first attempt were too poor in terms of
access to cases of quality or industries of personal interest (we
decided from the beginning of the research to focus in manufacturing,
and not in service, mining or distribution. We also dacided 1o
concentrate in JVs gathering tirms exclusively from the private sector).

The number o Eurapean - Ecuadordan JYs identified in Ecuador was
very low due fo the lack of foreign investment that has characterized
fhe country in the last decades and to the poor level of development of
its indusfrial sector. In addifion, some explaratory interviews |
conducted dunng the summer ¢f 1996 showed the limifed interest of
the cases, since the JVs ware constitufed by foraign firms to fulfill local
govemment investment restrictions. in that coniext, if was incorrect to
define thase JVs es sirategic alliances or as real collaborations. The
lacal partner's manegement role was often passive end ils motivations
were mostly guided by financial remuneration for its passivily. As a
result, we had to consider another couniry for the empirical study.

The second country analyzed was Venszuela. Here again, the number
of European - Venezuelan JVs in the industrial sector was
disappointing. The most interesting sector to analyze was oil
extraction, but s explained above, our initial case requirements were
incompatible with the characteristics of the JVs found in this sector.
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Finally we analyzed other Lalin Amarican countries like Chile, Mexico
and Argentina for our empirical purpose. Argentna retained our
attention because it has experianced a FDI boom during the 90s
leading to considerabla M&As, privatization and strategic affiance
formation (Chudnovsky, 1994, America Econornifa, 1994; UNCTAD,
1997, Porta, 1997; Chudnovsky, 1997; Adarkar et al, 1997;
Hinkelman, 1998} representing though a favorable contaxt for our
investigation. A short preseniation regarding the Argentine global
investment context follow.

3.3.3.3.2 Argentine FDI context

This section is aimed to presant some ganeral aspects regarding the
Argenting global environment, a historical perspective of FD{ in the
country and finally the recent developmemnts of liberal investment
paiicies.

3.3.3.3.2.1 General aspects regarding the Argentine global
environmant

Argentina is a tederal republic arganized under a Constitution similar
to that of the United States. It enjoys a demacratic polltical system in
which differant parties actively compete. It is the 8" largest country in
the world, stretching on an area of 2.8 millian square kilometers and
presanting a highly varied lopography, ranging from fertite plains in the
central region to mountains in the west and a semi-arid zone in the
gsouth. The climate varies fram the subtropical to the sub Antarctic.
Between these two extremes ligs a wide temperate belt that has given
Argentina its agricutfural compstitive advantage.? The country benefits
from ather important natural resources such as oil, gas,
hydroelectricity, mines and fish.

Argentina has a papulation of 35.5 million. Around 85% is of European
arigin predaminantly Spanish and [ltalian, although British as well as
other Eurgpeans, Jews and Middle Eastemers are alsa represented.

17 The world's most ferdile farmland can be found within the 180,000 square
kilometers of Argentine arable land. Stretching fromn the semiarid regions lo the
sublropical forests, the diversity of microclimates and ecosystéms enablas the
harvesting of a great variety of crops. The low cast of land suitable for
forestation and the high rate of forest growth {surmpassing the average in leading
forestry countries), have resulted in significant investments in this area
{Hinkelman, 1998).
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These differant ethnic and religious groups coexist peacefully. Most of
the population is middle class, and enjays a high literacy rate, as well
as g high enrollmant rate in primary, secondary sand highar
education.i® Labar is camparabla in skills and aptitudes with that of
most DCs, especiaily at technical and professional jevels (Hinkeiman,
1998).

Argentina has a frem market economic system. Due tc the. recent
privatization program, the State now has a very limited role in the
aconomy. The 1994 Report of the World Economic Forum classifies
Argeniina as the most open, least protectionist country in the world. its
currency is convertibla to US dollars and there is total freedom for
moving capital internationally (Hinkelman, 1888).

3.3.3.3.2.2 Historicel perspective of FDI

According to Caballere (1997) and Hinkelman (1888), FDI has played
an important role in Argentina's economic higtory. At the beginning ot
the 20" century, Argentine was a liberal demacracy with the tenth
largest economy and the sixth highest per capita income in the warld,
lts abundant natural resources, coupled with some of the best
agricultural land in the world, attracted immigrants and development
capital trom around the gicbe. indeed, these faclors -together with a
largely middle class population of European ancestry- made for a
welcome and attractive environment for direct toreign investment. In
the late 19" and early 20" centurias toreign investors, primarily from
the US and the UK, rushed in fo davelop first infrastructure -porls,
railways, electric power, natural gas production and distribution
tacilities- and later manutacturing operations.

From 1880 to 1930 the nation flourished with a stable currency tied to
a gold standard and an annuat average inflation rate of only 1.5
percent, between 1900 and 1920 gross domestic product (GDP)
doubled. Moderate protectionism began to develop during the period
of World War I; however, this focus on import substitution actually

12 Given the naticnal tradition of investment in education going back o the last
century, Argeniina has an undisputed edge cver the rest of Lalin America in this
area. The literacy ratg of lhe population over 10 years of age is of 96.3% and
the enrclimant rate at elementary schools is just short of 100%. Argentina has
one of the highest rates of university enroliment in the woild. There are over two
million university-gracduaied professionals. All of these conditions result in a
well-educated and skilled labor force {(Hinkelman, 1098).
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opened additianal oppartunities to establish manufacturing plants in
Argentina. During these years, major foreign carparations fram the US,
the UK, and Germany apened plants to manufactwre electrical
products, chemicals, and pharmacauticals and cosmetics.
Unfortunately, the prosperous times wound down, and the Argentine
economy wes seriausly demagad by tha aconomic dislacations of the
Great Depression (Hinkelman, 1998).

Both demand and prices for Argentine exports fell dramatically, and
the intermational climate of protectionism led ta a damestically ocrieniad
economy and -during the 1940s- to the nationalization of some public
services, such as railroads and power generation and distribution.
Nevertheless, aven during this period, fereign firms continued to
establish Argentine plants to manufacture consumer durables for the
domestic market, although they were hampered by e lack af lacally
gvailable subcontractors, materials, and companents. This situatian
led many operatians ta integrate vertically to produce the needed
inputs. This expensive strategy was sustained by the monopaly and
near-monopaly status the proeducers enjoyed in sarving the isclated
Argentine domestic market, but led to industries with a cost structura
that was largely uncompetilive in international markets (Hinkelman,
1698),

Economic recavery and pent-up demand aflawed markets to develop,
and -in the late 1950s- led to the enactment of a pro-fareign
investment regime. This policy shift attracted investmeant, primanily in
the automative, petroleum refining, chemical and petrochemical, and
machinery and aquipment industries. The resulting surge in toreign
investment led in turn fo avar expansion in some areas and a
subrsequent helt in new investment. Until the turnaround in policy hat
decreed an open econamic system under the Menem administratian in
the late 19805 that made Argentina far mare attractive to internaticnal
investment, most foreign investment consisted of the incremental
expansian and upgrading of existing operations (Hinkelman, 1998).

3.3.3.3.2.3 Recent developments of liberal invastment policies.

Thus tar, the retorms of the Menem administration seem to be working
in many critical policy areas. Argentina is still battling to becama a
stable, acundly deveiaped sconomy, but the days of high volatility in
macroeconomic variables and in government policymeking seem ta
have anded. Its waathering of tha Mexican peso Crisis was a good
indicator of this new trend. The growing maturity of the system has
begun to promise the stability that enables the longer-range business



KA

planning that is critical to atiracting toraign capital, and perhaps even
more important has begun to restore the public's confidence in the
politicat and tinancial system (Hinkeiman, 1998).

The unprecedentad economic growth led by the recent development of
liberal investment policies has likely changed forever the pace of and
atlitude towards direct foreign Investment in Argentina. Out of the
depths of decades of managed economics and econamic nationalism
has emerged a2 more democratic, global market-orianted economy that
is virtvally wide open to toreign investors. Since 1989, Argentina has
largely welcomed. and even actively encouraged, toreign investment,
facilitating it to & greater extent than ever bafore. Argentina has, in a
few shoit years, davelopad what is arguably the most libaral foreign
investmant regime in Latin Amerca, and one of the maost liberal in the
world (Hinke/man, 1988}

The Menem administration's free market policies have swept away a
great deal of excessive regulation, reduced tariff and non-tariff trade
barriars, abolished the foreign exchange centrols that had hamstrung
its international economic posture, placad foreign and lacal investors
on equal tooting, and grealtly reduced currency risk. In sum, the regime
has creatad an entirely new playing lield for foreign investors. Not
surprisingiy, some of the same investors who drained an estimated S0
bilion USD in capital out of the couniry during the 1380s lad the
charge to put thair funds back into the economy under more favorable
terms, Houghly 47 billion USD in portiolic and FDI'® made its way to
Argentina through 1996. According to Porta (1897), five generai
factors contributed to the country’s investment environment
improvement; the structural reform policies (particularly privatization,
deregulation of activities and markets, and cemmercial opening); the
Mercosurze formation; the price stabilization and reactivation of internal
demand; the renggotiations of the externai debt, and the opening of

19 Around 24 billion USD of FD! entared the Argentine economy between 1990
and 1996, which is equivalent to the average annual flows of the 1980s
multiplied by four {(Porta 1897).

20 Mercosur is the common rnarket formed by Argentina, Brazil, Paraguay and
Unuguay (negotialions are under way to progressively include other neighboring
countrias). The combined populadion of the four countries is 200 million and the
totat GOP is approximately US$ 1000 billian. Since January 1985, a common
external tariff has been established, and most products enjoy tolal free trade
inside Mercosur (Hinkelman, 1998).
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local financial and capital markets to restriction-free foreign
participation (Hinkelman, 1998).

The privatization ot state-owned businesses such-as oil giant
Yacimientos Petrolliferos Fiscales {YPF) and the national lelephone
company not only attracted FO! directly but also generated a strong
positive sign to foreign investors. In fact, the privatization's policy
objectives were not only focused on the public services restructuring
but were also presented as par ol the fiscal solvency and externai
debt strategy. Moreover, they were also part ot the structural reforms’
set aiming to liberalize the product and factor markets in which the
commercial opening played a central role (Hinkelman, 1988).

The adoption of a rapid and general commercial liberalization pragram
strangthened the pro-market reputation of the new generation of
palicies and favored the use of imported goods at a lower cost. An
additional incentive for transnationsl companies ensuced from the
commercial beralization program, since intra-firm trade and subsidiary
specializatian were facilitated. The strategy of fast reduction of tariff
and non-tarifi trade barriers inside the Mercosur included the adoption
of an automatic program of customs duas reduction between regional
pertners. At the sama time, the external debt renegotiations within the
context of the Brady Plan, which ended at the beginning of 1992,
contributed to the raduction of the country's risk premium avalusted by
Yoreign invesiors (Hinkelman, 1998).

In the macroeconomic context, the stabilization shock produced by the
Convertibility Law {which pegged the peso to the US dollar on a one-
to-one exchange rate) boosted the internal demand from April 1991
untit the end of 1994, This trend, resulted on ong hand from a
substantial change in consumer budgetary altacation and on the ather
hand an the formal credit system progressive rehabilitation. its impact
wes differentiated between productive sectars, favoring mainly durable
consumer products, mass consumer products and personal services,
et its apagee. At the moment where the first signs of deceleration
began to appear, the trend was abruptly interrupted by the “tequila
effect” at the beginning of 1995, giving birh to a recessive period
which lasted till the end of 1996 {(Hinkelman, 1998).

Crippling barriers to foreign investment-such as outright bans on
paricipation in some sectors and discriminatory operating approval
praocedures-have been removed. A 1889 amendment to the 1976
Foreign Investment Law pravided for “natlional treatment” giving
foteign investors the same rights and obligations as local investors, In
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1993 measures contained in the 1989 Economic Emergency Law, the
1989 State Reform Law, and the 1993 Foreign Investment Law were
combined in a single act known as Decree 18563, which has removed
ell restraints on foreign investment. Foreign entities may own 100
percent of Argentine companies and may repatriate capital and remit
profits back to the home country without limit. In general Argentine
lews, regulatiens, and policies do not interfere at all with toreign
investment (Hinkelman, 1998).

In addition, the 1982 Bilateral Investment Treaty with the US,
Argentina's largest foreign investor, guarantees US companies the
right to invest in the private sector on 8 most favored nation basis, that
is, at terms that are at least as favorable as those accorded to
domestic or third-party investors, Ofher bitateral investment
agreements are in force with Austria, Belgium-Luxembourg, Canada,
Eqypt, France, Germany, Hungary, Italy, Poland, Spain, Sweden,
Switzerland, the UK, Chile, Turkey, Tunisia, The Netherlands,
Denmark, China, Armenia, Romania, Finland, Venezuela, Jamaica,
Ecuador, Bolivia, Malaysia, Portugal, Croatia, Korea, Peru, Israel,
Cuba, Panama, Lithuania, Australia, Czech, Mexico, Vietham, Ukraina,
Senegal, Morocco and China, Treatles awaiting approval were signed
with Indonesia, El Salvador, Russia, South Africa and Nicaragua.
Further treaties or additional treaty provisions were under negatiation
with lceland, Norway, and the United Arab Emirates (Hinkelman,
1998).

Favorable results of this long-standing international interaction
between Argentina and other nations include standards of business
that are more or less in fline with practices in industnalized countries
and a net positive relationship between Argentine and foreign business
interests, making Argentina an sattractive place for foreign entities
seeking business relationships. Argentina is perhaps the Latin
American nation that is best disposed towards European and US
busingss culture. Argentines are familiar with and continue to demand
toreign products and services, which have long set the standard in the
country. At present, this is particularly true for US goods such as
consumer products and entertainment items. With [ocal firms actively
seeking foreign participation to raise capital and benefit from
managerial and technological transters, and the removal of all
restrictions on capital movements, there seems to be few, if any, better
lacations in Latin America for growth-oriented FDI (Hinkelman, 1998).



134

Argentina's cumulative growth rate in its GDP has averaged 5.2%
annually between 1990 and 1995 (the rate would be higher axcluding
1995's negative figure). 1996 real GDP growth was 4.8 %, and 1997
growth was 8.6 %. Thus far, growth has been somewhat concentrated
in certain manufacturing industries and not all sectors have benefited.
According o Porta (1997), the same pattern is true for FDI. The
sectars that have been closely related to the privatization process such
as oil, utilities, and communicaticns have congantrated around 60% of
the FOI flows during the 1992 - 1895 period (first FOI wave). Other
sectors of the manufecturing indusiry and banks have respectively
attracted 26.8% and 8% of tha jusl mentionad FDI flows as shown in
the following table.

Table 18: FDI! in Argentina, distribution by economic activities
{1992-1985, in miilion USD)

1992 '196?;1_'%51.‘99&" 1995 | |1992: 05| %
oil 1013 |2594 | 435 | 3ts 4358 | 26.9
Manufacturing | 438 | 677 | 1'601 | 1'628 4344 | 26.8
Industries
Utilities 2'102 {1050 165 | 942 4259 | 26.3
Trade 88 | 31 | 208 | 135 460 2.8
Communicatio | 66 | -46 | 335 | 516 871 5.4
ns
Banks 216 | 484 | 110 | 483 1293 | 8.0
Others 122 | 121 | 216 | 160 519 3.8
Total 4044 14’911 | 3’067 | 47179 16201 100.0

Source: Based on Porta, F. (1997). L2 Inversidn Exiranjera Directa an la Argentina
en los Afos 90. Faclores de Atraccion y Eslralegias Empresarias. Universided
Nacional de Quilmes, Argentina,

FDI voluma in the bank sactor during the 90's is similar to that of the
80’s. Things are slightly different in the manutaciuring industry where,
on one hand, annual FDI flows are substantially higher during the 90's
than during the BC's, and on the other hand, the secter's relative
participation between 1994 and 1995 attainted 44,6% becoming the
leading sector.
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By doing so, it enhanced the hypothesis ot a second FDI wave, more
linked 1o the industrial sector transformation but presenting different
characterisiics than those of the historical pattern.

Most of the FDi tiows destined to the manufacturing industry during the
60’s and 70's were orienied 10 the automotive sector and in a minor
way 1o the petrochemical sector. They were driven, aimost exclusively,
by the intemal market. The pattern changed during the 80's, where the
agribusiness industry became the major FDI receptor, presenting this
time, an export oriented profile. During the 90's, the FDI allocation
pattern in the manufacturing industry evolved once again, combining
partly the above models and inverling partly the above market
orientations. According t¢ official estimalions, the three sectors just
mentioned concentrated 92.8% of the FDI llows directed to the
manutacturing industry during the 1992 - 1995 period. As shown in
table 16, the food, beverage, and tobacco seciors predominated with
45.1% of the flows, followed by chemical and petrochemical industries
with 33.2% and by the automaotive industry with 14.5% {Porta, 1997),

Contrasting with previous decades, investments in the food and
beverage saectors were oriented in general to the internal market and
investments in the automotive sector were more export oriented
(almost exclusively to regional markets}). FDI flows in the #ood and
beversge sectors have been concentrated in the most dynamic
markets that are: branded products, dairy, and beer. These
investments were led by new comers. In the chemical and
petrochemical sectors two distinct processes appearad: On one hand,
thera ware important investments in branded products {(cleaning, and
tollet articles); on the other hand, investmenis were directed to
privatization in petrochemical poles. Finally, most investments in the
automotive industry were drained by car manufacturers and
assemblers. It is also important to mention the significant role played
by investments in the auio parts sector where an imporiant sactor-
based restructuring process took place. In both cases, newcomers
paricipation was imporiant (Porta, 1897).

Following the new FD| pattern, we starded our case prospeciing
process in the automotive and food industries. Before presenting the
JV cases we selecied for our empirical investigation, we shorly
describe some other impertant teatures of both industries (Porta,
1997).
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Tabie 17: FDI in the Argentine manufacturing induetry. Sector
distribution {1992-1995, in miiion USD)

Cumuioted 1992 21995 -

. Menufacturing industriee " .| " Total S
Food, beverage, and tobacco 1961 451
Chemical industry, rubber, and plastic 1'443 33.2
Automotive industry (manufacturars, 631 145
end suppliers), and transport
equipment
Machinery 234 54
Common metals, and metal elements 103 2.4
(excluding machinery)

Non metallic mineral products {(cement, 80 1.8

and ceramic)

Textile, and lesther articles 24 0.6

Paper, edition, and printing -135 -3.1
Taotal 4'344 100.0

Source: Based on Parta, F. (1987). La lnversion Exiranjera Diracia en la Argantina
en los Afigs 90. Factoras de Alraccidn y Estraiegias Empresarias. Universidad
Nacional de Quilmes, Argentina.

3.2.3.3.2.4 Argentine autoamotive and food industries.

Hinkelman (1998), explains thst Argentina's manufacluring industry
has an intermediate level of development, compsrable to that of the
Brazilian industry. Aithough it does not match the sophistication and
performance of European, North American, or Japanese
manufacturing, Argentine technological capacity is more developed
than most cther Latin American countries. Since the estsblishment of
the current free market economic policy in 1989, Argentine businesses
have been operaling in an open and competitive environment similar
to those of other free market economies.
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Survival under such conditions would be impossible without the
attainment of a certain lsvel of iechnological capability. The principal
factors which have put Argentina at this levet of development are its
experience with manufacturing, Argentine firms have been invalved in
such production since the tum of the 20" century, the generaily high
level of education of its populetion (especiaily its techniciens end
engineers), and the existence ot @ dynamic, demanding, and diverse
internal market. As an example of its industria! capacity, Argentina
possesses an automotive industry, which in 1994 produced 400,000
cars, supplying most of the needs of the inlernal market. Mareover, the
domestic auto parts industry supplies most of the components tor this
production. tmtroduction of new models is just behind the schedule in
Europe, with several European-introduced models having been
recently produced in Argentina. The Argentine stee! industry has aiso
been a strong exporter of such high-quality products as seamless steel
tubes for the oil industry, and Argentine engineering companies exporl
complex equipment such as electric power turbines and offshore
platforms (Hinkelman, 1998).

Even though manufaciuring began in Argentina around the turn of the
century, it did not become =z significant activity until the 1930s.
Between then and the mid-1970's, industry was widely protected
against competition from imported goods. The most important
manufacturing sectors prior to 1930 included midrange operations
such as meat processing, milling, and brewing, with the textile industry
atso showing significant growth. Later, around 1940, the light metal-
mechanica! industry (particuiarty the praduction of finished goods) and
some sectors af the specialty chemicals industry became substantial
contributors. Towards the end of the 1950s and the beginning of the
19605, the sutomotive industry became increasingly important, and
along with it evolved additional metal-mechanical and machine-tools
industries {Hinkeiman, 1938},

During the 1970s, the manufaciure of cerlain value-added products,
such es household appliances, machinery, and aquipment, developed
for expont, in particular to other Latin American countries. In fact,
severa! Argentine industrial companies set up branches in imporier
countries. Mowsver, sfter 1976 this expansion faeded because of
problems with the overvaluation of the national currency and high
interest rates (Hinkelman, 1998).
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Since the establishment of the Argentine Convertibility Plan in 1991,
manutacturing has recovered strongly. The basis for this recovery has
mainly been the result of a boom in consumer spending following the
establishment of ecenamic stability. Consumer demend was supported
by the reappearance of available credit, which had been unavailable
during the previcus decade, for consumption and for the purchase of
cansumer durables. However, it is unlikely that intemal demand alone
will be abie to sustain this elevaied rate of growth in the future, end the
challenge for Argentine companies is to incraase their exports,
particularly those of higher-value-added goods. It is important to point
out that since 1990, huge investments have been made in capital
gaods, most of them imported, resulling in annual manufacturing
productivity gains ot about 5 to 7 percent (Hinkelman, 1998).

3.3.3.3.2.4,1 Automeotive industry

According to Parta (1997), campanies in the autemctive industry have
invested heavily in the country leoking te introduce new models and to
produce aute parts at an infernational scale. Taking advantage of the
secior-based norms, the already established foreign subsidiaries and
the newcomers strategy is to attain a strong productive specialization,
with an export capacity, and an extension of the product range offered
locally, thanks fo imported wvehicles. in this globalization /
regionalization straiegy, subsidiaries recanvert by producing and
exporting parts, compeonents and whole vehicles to other subsidiaries
of the corporation, forming part of an integrated production and
commaercialization network.

Even though the medality already existed in a veduced scele in the
country during the past decade, the industry’s restructuring initiated at
the end of the 80°s has amplitied the phenomencon. Nowadays, car
manufacturers incgrporate state of the an technologies for the
praduction and exporst of certain mechanic components and started te
increase end to diversity imperts for lecal vehicles (Bisang and
Kosakoft, 1993).

This emerging specialization model was promoted deliberately by
official policies during the 30's, with the intention to exiend it to the
tinished vehicles segment. In 1991, a special proteclion system was
introduced fixing import quotas for vehicles and benefiting established
companies with lower import tariffs than those applying ta other actors.
in return, established firms were asked e increment their exports to
compensate their increased level of imperts as well as an investing
plan to medernize, increase scale and decrease the range of vehicles
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produced locally {Todesca, 1994). The system was plannad to run until
the end of 1994 and was then extended till 1999 broadening incentives
and increasing the flaxibility of compensation conditions.

Following the same logic, a special agreement was signed within the
Mercosur confext, “Protocolo 217, which regulates the bilataral
commarce between Argentina and Brazil following an equilibrated
program by firm. It establishes exchange quotas for vehicles and auto
parts and exempts tariff payment to goods sxchanged under this
modality. This group of policies has stimulated FDI in the automotive
sactor because they have tried to overcome one of the major
waaknesses of the Argentine market, which is lack of scale. As
Hinkelman (1998} explains, the main weakness of the Argentine
automotive industry has been the dispersed production of a relatively
large number of modals, resuiting in a lack of economies of scale in
production for any given moda! or firm. The Car Industry Regime is a
set ol regulations aimed at compalling automakers to specialize in just
a few models, thus producing at a level that allows competitive pricing
and exports, while allowing them to import the models whose
production has been discontinued under this plan. The best-salling
cars in 1997 were the Renault 19 at 30000 units and YW Gol at 30000,
while the minimum production level to achieve econemias of scale to
become competitive in intemational markets is considered to be about
100000 units per year. Other models sold include tha Fiat Uno with
24000 units sold, and the Ford Escort with 23000 units seld. However,
it is important to point out that despite its relative inefficiency, the
Argentine industry is not merely an assembly line for foreign-made
parts. Rather, the local auto parts industry supplies about 60 percent
of all components used,

Following these policies car manufacturers and newcomers such as
General Motors and Fiat developed important investment plans.
Morecver, for the first time in the sector’s history, a Japanese car
manufacturer, Toyota, entared the market. The same trend is valid in
the auto parts subsector, in which, although investments were made to
extend existen! capacity, the acquisition of local firms and the
formation of JVs predominated.

If one should summarize, in one word, the vehicle produclion situation
in Argentina and Mercosur since its first days, the word would be
unstable {Adrianc end Satomi, 1998; Bachalet, 1999). In 1994,
Argentina's autcmotive indusiry produced 408,777 units marking a
historical high in output and an imprassive recovery from the recent
low of 100,000 units produced in 1994.
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The 1995 financial erisis had @ slrang impact en the censumption of
vehicles, and production dropped to 286,435 units. By the second half
of 1996, this trend had semewhat reversed and total 1997 production
increased to 446,045 units (Asociacién de Fdbricas de Automotores
(ADEFA}, 1997). Praduction in 1998 rase to 455,400 units but because
of the effects related to the Brazilian crisis Santander Investment
estimates that the production will reach 248.753 vehicles in 1999
(Bachelet P, 1999). The following figure illustrates graphically the
vehicle production in Argentina.

Figure 14: Vehicle production In Argentina

Automotive market ups and downs

ducti

1995 1995 1937 1998 1999 20002
Year

e = estimate Source: Sentader Investment

Truck and multipassenger transport vehicles production in 1997 was
21,000 units. The leader was the local subsidiary of Mercedes Benz,
followed by the local branch of Scania, and Fiat lveco (ADEFA, 1997).
Cempanigs in the automotive sector with their respeclive preduction
velumes are presented in {able 18.
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Table 18: Argentme vehicle production (199?)

C o U R e - Volume.
Fial Auto Argenima S.A 97631
Ford Argentina 5.A 96381
Volkswagen Argentina S.A 8a772
Renault Argentina 5.A 709552
Sevel Argentinz S.A 29010
General Motors de Argentina S.A 20258
Mercedes-Benz Argenting S.A 17126
Toyota Argentine 5.A ' 9899
Chrysler Argentine 5.A 2460
Scania Argenting S.A 1877
lveco Argentina 17Q0
El Detalle S.A 349
A_Y L Decaroli 5.A N
Total 446045

Source. Based on ADEFA {1398} Industria Automotniz Argentina. Anuario
astadistico.

3.3.3.3.2.4.2 Food and beverage industry

FDI in the food sector is characterized by the creation of new plants,
the expansion and diversification of businesses by already implanted
foreign subsidiaries, and finally by the armival of giant multinationals.
Twe factors are behind FDI flows in this sector, on ane hand there is
the impressive progression that interns! demand experienced during
the last years?l and on the other the commercial liberalization in
general, and also within the Mercosur. It is important to remember that
the food sectar in Argenting was characterized throughout its history
by a shared leadership played by big local companies, trough branded

3 |pvesting in Argentina provides direct access fo 35,5 millien consumers with a
per capita GOP of 8,200 dollars, as well as a diversilied market that offers
countless business opportunities. The dynamics of this market are imptessive:
from 1990 to 1898, the GDP grew 58%, reaching 334 billion dollars {Hinkelman,
1998}
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goods production, and by toreign subsidiaries, through commodities
and processad meat production and exports. Tha most irnportant firms
befonging to the latler calegory have expanded their production
capacity and still concantrate the biggest export proportion {Porta,
1997).

Since 1992, several regional and transnational corporations’
subsidiaries have penetrated the first market segment, mainly through
the acquisition of national companies that possessed well known, and
laader brands as well as daveloped distributian systems. Bacause of
their relative scale advantages for marketing new branded products,
transnational corporations’ subsidiaries in the agribusiness indusiry
can adapt better than their local counterparts to changes in distribution
and commercialization systems (dominant role of big chains), as weall
as in consuming patterns. Considering the whole manufacturing
industry, the best positioned industry in the FDI altraction ranking is
the agribusiness industry, and it is by far, the most attracting industry
for investment unrelated to sector-based regulations. Investmant in
this industry is fundamentally associated with intarnal damand (Parta,
1997).

We are not going to make an exhaustive prasentation of all the sub-
sectors in the agribusiness industry, we ara rather going to
concentrate in those sub-sactors presenting a direct interest to our CS
which are: tha alcohalic beverage sector particularly the wine sector,
the fish processing sectar and finally the biscuits and Confactionery
sectar.

Important FDI flows have been registered in the aicoholic beverage
sector, particularly in the beer sector. Because of successful marketing
strategies of (zading local companies, domestic beer consumption has
dramatically increased over the ast decade. This fact as well as the
certitude that the trend has not already attained its saturation point,
hava favored the entry of international producers, characterized by
aggressive marketing strategies, through the acquisition of existent
capacities or through greanfield projects (Porta, 1997).

A relatively similar process seems to be taking place In the wine
sector, in this casa, with a strong expart origntation. Tha Argentine
wine industry consists of two different markets: table wines, the so-
called “common wines” (retailing for about 1.50 USO per litar and
generatly considered to ba of low qualily), for which there is heavy
demand: and pramium, or “fine wines”, {rataiing for about 5 USD or
more per liter). The lirst market is dominated by larga companies, such
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as Pefiallor-Trapiche (220 milion USD in annual sales in 1997),
FECOVITA (121 million USD in sales), and Resero (102 million USD).
Several small and medium-sized companies -inciuding the Catena
group, Bodegas y Vifiedos Santa Ana (65 million USD in sales),
Bodegas Chandon (101 million USD), Bodegas Esmeralda (19 million
USsD), Finca Flichman, Ortila, Lopez (26 million USD), and a great
many small premium vineyerds -make up the second market. Total
wine sales in 1997 were near 9 billion USD.

It is important to point out that despite the high qusility of Argentine
wines, exporl volumes have been relatively fow. Annual exports
accounted for 35 million USD in 1994, but have grown substantially in
the last yeers, to around 100 millien USD in 1997. While Chilean wines
of similar quality can be found on supermarkst shelves worldwids,
Argentine wines remain virtually unknown. This is due partially to the
inability to proguce the necessary volumes demanded by international
markets, as well as to strong local demand thal has leht fittle excess
production tor export. The reduction in consumption during 1995 and
1996 pushed many local firms into making additional efforis to
increese exporis, with good resuits in Europe and the US. As fer as
common wines go, exports of unlermented grape juice and bulk wine
have been growing, fueled by the reduced local consumption replaced
by beer and soft drinks. in 1982, consumption of wine was 21 million
hectoliters, in 1990-81 it declined to 17 milion hectoliters, while by
1997 consumption had fallen by one-fourth to 12.9 million hectoliters,

The fishing dustry s among those asreas most likely to show
improved export pesformance in the intermediate to long term,
because of growing demand for fish products {associated with growing
global demand for healthier foods) and the abundance ot exploitable
species in Argentina's continental sea; these include hake, squid, and
anchovy. Large fishing fleets from Russia, Japan, Spain, and South
Korea, among others, are permanently operating under license in
Argenting walers.

Because of its export potential, the fish processing industry has
attracted the aftention of foreign investors as well as of lotal groups
whose primary operations ere unrelated to the sector. Argentina's
exporting experience in this sectors is recent, going back only 15 years.
Nevertheless, vield volumes are considerable. In 1997, the marketable
catch was approximately 1.3 million tons. in 1897, exporls accounted
for 1036 million USD. The main market is Japan (22%), followed by
Spaln (18%), Brazil (12%), and the US {9%).
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Although the tendency among Argentine firms has been to rid
themselves of satellite operations that do not fit with their core
businesses, the fishing sector has maintained the interest of
companies with no direct operations in the sectar. For example,
motorcycle-manufacturer Zanella has created Zanella-Mare, a fully
equipped fishing company with the view towards exporting, while
textile firm Alpargatas has Invested 50 million USD in its fishing
subsidiary, Alpescs {25 milion USD in 1997 sales). The largest
companies in the sector are Proyesur (42 million USD), Asc. South
American {41 millicn USD), Patagonian Longlining (39 milllon USD),
Explot. Pesquera de la Patagonia (26 million USD), and Harengus (22
milion USD). The ten companies which follow these largest firms
gross between 20 and 30 million USD each and the next ten firms
gross between 13 and 19 million USD each. The overall market is
highly fragmentad. Given the abundance of fish resources existing in
Argentine waters and the growing world demand for fish oroduets,
there is still room bath for new companies to enter this sector and for
the expansion of axisting ones, particularly in value-added (processed)
products.

Finally regarding biscuits and confectionery, the Argentine industry
annuzlly produces about 300 thousand tons of cookies and biscuits.
The leading companies in the production of crackers and similar
products include Bagley, s local company bought in 1994 by French
firm Danone {213 million USD sales in 1997), and Terrabusi, recently
bought by the US's RJR Nabisco (308 milion USD). These two
companies dominate the market. Other producers include Canale (181
million USD in sales), Pancrek (part ot Arcor group), Granix, Mayco,
and Capri. The leaders in the confectionery market are the local
afiliates of the transnationals Nestié, Krafi-Suchard {(with 226 million
LISD in sales), Cadbury-Stani (100 million USD), and Georgalas, plus
many smalter firms. Local group Arcor, one of the major powers in the
Argentine agribusiness indusiry, is also a strong player in the
confectionery masket. Arcor is vertically integrated, producing its own
raw materials, from glucose to packaging. These characteristics allow
Arcor {0 keep its costs competitive, sustaining its exporting activities,
Arcor grosses about 870 million USD annually and is a major exporter
of foods such as jams and candies, as well as inputs for the
agribusiness industry such as glucose.
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Having justifted the selection of Argentina, and its automnative and foad
industries as an apprepriate investigation field, we present the JV
cases we studied in bath sectors.

3.3.3.4 Target casee

Eighi ceses were selected in two indusfries, five in the auicmotive
industry and three in the agribusiness industry. The cases were
selected using two main criteria: tapical relevance which means that a
case is best for the phencmenan being studied, and feasibility and
access which means that some person ar grganizetion is willing fo be
the subject of a C3. Following the lirst criterion, tepical relevance, our
aim was o gather an inferesfing mix of cases that would allow us fo
fulfil our research cbjectives and enrich cur analysis. The foligwing
constraints were used to select the cases in each industry:

= Age canstraint: We chose JVs with a relative similar age (relative
similar position in their life cycle curve} to increase comparability
between cases. We excluded, with one exception, cases with less
than 2 years of age to be sure fo study JVs that got off the ground.

= Performance differences constraint: We chese JVs presenting
different levels of performance 1o be able 1o snalyze some of tie
possible causes of these differences.

2 Cultural differences constraint: We diversified the origin of the
European JV partners to amalyze cultural impact on JV
management. We selected companies representing Latin and
Anglo-Saxon culfuras (North and South cleavage).

Regerding the second criterion, feasibility and access, we first tried to
identify the most interesting cases to study in Argentinaz? using
information from various sources: Fundacidn Invertir (the private
Argentine Invesiment Promotion Agency), European - Argentine
chambers of commerce in Argentina, European embassies in Buenos
Aires, Argentine automotive and food assaciations, several cansulfants
and lawyers working in Argentina and finally major nstienal and
international newspapers.

2 By most interesting joint venture cases we meant projects involving important
national and international companies, having an impact on the local economy.
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After identifying the potential participants, we contacted the national
and intemationai JV partners explaining them the purpose of tha study
and asking them to cooperate in the research project. We encountered
a bettar pacicipation in the automotive industty than in the
agribusiness industry where two French multinationals with interesting
projects prefarrad not io collaborate.

Table 19 shows several features of the cases analyzed in thig
dissartation. A presentation af each JV will then follow.
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¢ rmany) nd ‘Grupo RB

The JV partners

The Benteler group is a German
family owned company founded
in 1876 and counts today with
33 tactories in 12 countries (5
JVs, among which one in
Mexico, one in Brazi and one in
Argenting). [t became an
internaticnal company during
the 90's, and employed 14.071
people reaching a turnover of
4.117,3 million DM in 1997,

The firm has 4 main divisions:
Steel tubes, autemaotive, trade
end mechanical engineering. In
the Automotive division,
Benteler is a "full sarvica
supplier” that conducts
comprahensiva development
work from initial cancept, full
CAE analysis and life testing
through to the manufacture and
just-in-time delivery of
components and meodules.

Its four main product areas are:
tubular componants & systems
{Benteler is one of Europe’s
largest manufacturers of
seamless and welded tube),
impact management products,
body & structural components &
systems and finally chassis sub
frames & suspension
components.

Faollowing the trends in the
automaotive industry, Benteler
develops and supplies high level
modules or complete systems to
fit directly into its customer's
vehicles.

Grupo RB is also a family
owned group from Argentina
that started its activities in 1957.
It consists of 7 companies and 3
JVs in its national territory, and
employed 1700 people attaining
a sales volume of 416 millien
USD in 1897. The group is tha
biggest auto pars producer in
the country.

GRUPO RB’s activities are
Steel & services, autamotive,
machinary & industrial projacts,
marketing and finally transpart.
It benefits of a leader positicn in
the Argentine market.

THE JV¥ PROJECT

Bentelar A.G. and Grupo RB
decided to forma JV in
Argentina in April 1988 to
preduce chassis components
and suspension systems for
their clients: Fard, General
Motors, and Valkswagen. The
investment responded to RB's
need of state of the an
tachnology allowing them to
maintain thair laadership



position in the local market by
supplying the existant, and
recantly implanted vahicla
manufacturers.

Bacausa of the introduction of
the “warld car” concept in the
country, the group had to realize
a major tachnologicel upgrade,
raspacting new and much
higher quality standards to
maintain cammercial relations
with its cliants.

CQne of the consequances of the
sectars’ technology shock was
o force auto parts companies to
become system producers
instead of simply supplying
parts. Grupa RB’s direction
decided 1o split strategically the
firm’s activities into fwo main
areas. One that required state of
the art technology {Product
design, R&D...) and ane that
could be ran locally.

The technology acquisition
sirategy for the first categary of
activilies was materialized by JV
formation with global auto parts
producers. Other motivations
that GRUPO RSB had when
forming the JV with Benteler
were ta benefit from brand
recognition, to acquire
management know-haw, and
tinally to intagrate an
intarnational network.

From Bentalar's side, the
invastmant responded io their
need to follow their customers in
the development of new
markets with the “world car”
cancept. They had o follow their
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cliants o offer them thair
praducts, expertisa, and
capebilities world wide, and by
doing so, thay reinforced their
position as "wotld suppliers”
ansuring tuture business in Latin
Amarica and the rast of the
world.

The altemative consisting in
exporting componants from
Germany was abandoned, since
Argentina has sector-based
regulations that handicapped
strongly the option.

The JV organization form was
chosen because Benteler -
follows a principle in its .
intemationalization process that
consists in entering a new
market relying in the local
partner's competencea and
knawledge of the market
{Exparianca in the business,
local knowledge, local
connections or netwark, good
relations with the custamers, in
this case: Fard, General Motars,
VW, Renault), Benteler's
managers balisve that doing it
that way Ihey can penetrate
better a market than doing it
alare.

The JV negotiation process was
very rapid, it took about six
months from the first contact to
the contract signature. The
rapidity was due to the family
owned character of both
companies, which tavored close
personal relationships beiween
negotiators and deciders. A
restricted team of negotiators
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clesely related to each
company’s owner, regresented
gach PC. The ensuing decision-
making process was
outstanding, aveiding the time
and cost consuming travel
though hierarchical levels.

One of the major ditliculties
during the negeoliation process
was to find a commeon
understanding, a common vision
about the business. It was very
important to find cut if they were
talking the "same language”, if
they had similar views regarding
the market situation, the market
penetration, the way the
business should be ran etc.

Close personal relationships
and trust developed between
pariners helped a great dealin
the precess. The following steps
of the JV creation were eased,
since the global guidelines of
the veniure were already
accepied.

However, the evaluation of each
partner's contributions to the
venture was difficult (know how,
real state, machines, personnel
etc.). After external auditors
evaluated both partners’
contributions, the capital
structure of the JV was set:
Benteler contributed with 51%
and Grupo AB with 49%. Since
then, the participation
proportions have remained
stable.

Benteler-RB is an equilibrated
JV, despite partner
asymmetries. Benteler’s size is

10 16 15 times the size of Grupe
RB (sales, persannel, and
volumes...), one firm is
international and the other
operates locally, one firm has
more than 100 years of
experience in the European and
world markats and the other 42
years in Argentina...

The balance that exists in the
JV criginates in the common
understanding of the business
and the management style of
both partners. The JV is run
locally {(Argenting JV manager
and perscnnel) and
independently according 10 the
BP seftled at the beginning. A
board et directers fermed by
three foreign and two local
members controls the venture’s
work twe to four times per year.

An important knowledge
exchange exists between both
pariners. One side is learning
about the Argentine and
Mercosur sutomotive industry,
its culture based business rules;
its palitical, economical, socisl,
legal, technelogicsl
environments; its market
organization efc.

The other pariner is acquising
state of the art industrial and
management technologies that
influence the company beyend
the bounderies of the venture.
An exampile of change induced
by the collzboration, is the
application ot @ new matrix
organization structure for the



group activities optimizing the
use of internal resources.

Learning takes sometimes place
through training programs on
determined technical topics
(planned learning), but it is more
often the result of interaction
between managers from both
companies {non-planned
learning). Grupo RB has leamed
to work with global players and
has reinforced its multicultural
skills through the collabaration.

The Argentine environment has
not influenced negatively the JV
despite the ups and downs that
has characterized the Argentine
automotive market throughout
the past years, including the
actual crisis.

Qne of the major reasons that
have helped Benteler-HB to
navigate with success under the
stormy weather is that they have

151

fimited investment as much as
possible. Thay followed one of
Benteler's principles, gs stated
by the JV GM: “First see if you
can eamn money, then invest...
We acted cautiously, investing
according to the realily of the
market and not o optirnistic
axpectations... it is better to
increase production than io
have over capacily...”. By
following this strategy, they did
not had to recoup the cost of
huge investments, and have
been able to attain acceptabie
tinanciel results under changing
economic conditions.

To date, both PCs are satistied
with quantitative and qualitative
JV results. The JV turniover for
1997 was approximately 3¢
mitlion USD and the company
employed 100 people.



The JV pariners

Having slarted in the North of
France and in the textile world,
the Tréves Group, tounded in
1836 has, through the years,
diversitied its activilies o
become now a company st the
leading edge of the sutomobile
industry.

Since 1930, Tréves hecame
partner of the French
automotite manutacturers and
has extended the partnership
through tha century o other
European, American, and Asian
major vehicle producers, such
as: Volkawagen, Marutti, Audi,
Mercedes Benz, Seat, Opel,
Chrysler, Fard, Nissan, and
Mitsubishi.

The Group operates 23
production plants arcund the
world (with more than 10 JVs),
and amployed 4000 paople
reaching a turnover of 4.3 billion
FFR in 1997.

Mastery of the required
technigues and recognition of its
skills led Tréves to a "systems
approach” tar dealing with the
interior of the vehicle. Thanks fo
this uniform and congistent
approach, the Group has the
capacity, confirmed by

successful expenences, to
design and industrialize
complex sub-assemblies for the
vehicle interior.

As a "federator”, Tréves can
offer this global approach in
partnership with other
component manufacturers and
systems suppliers. As an
“integrator”, Tréves incorporatas
all the skills necessary for the
devalopment and manufacture
of automaotive interigrs and
engine compartment acoustics
such as; textile, seat
components, and complete
seats, door panels, parcel
shelves, carpet and sound
insulation, koot trim, ang
acoustic treatment ot the engine
compariment,

Mithra is also g family owned
group Irom Argentina. This was
its first JV axperience.

THE JV PROJECT

Traves and Mithra signed the JV
contract in November 1995,
started industrial implantation in
January 1996 and commercial
activities in Febrruary 1996. With
an initial investment ot 8 million
USD, the JV began producing
state of the art sound insulation



products for almost all vehicle
manufecturers in the country.

Qther investments followed the
initial market test, and the JV's
product portfciio was extended
with carpets, and seat
components. il is important to
mention that the company
manegers considered no other
entry modes.

The two mein raasons why
Tréves went o Argentina have a
common denominator,
internationalization. On one
hand, Tréves has a strong
partnership relation with the
French vehicle manufacturers,
which makes that wherever the
constructors go, the group has
1o follow. On the other hand,
besides this exogenous
pressure o intemationalize,
Tréves developed international
growth objectives to reverse
their 1998 situation where 2/3 of
their tumovar came from the
French market. In other words,
the firm wanted io be present in
emerging markets characterized
by high growlh potential and it
was a good opportunity to start
operations in Latin America,

Other secondary motivations to _
form the JV concerned local
partner know-how and
connecticns, as well as reducing
the project's total investment.

From Mithra's sida, the JV
formation responded to its need
of state of the art technology.
The automotive industry
transtormation that took place
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during the 90's in Argentina
made a technolegical upgrade
vital to survival. Mithra's
managers prompily understood
the situation and started looking
for a suitable partner at the
beginning of the decade.

Several foraign companies were
met and assassed but no one
fitted Mithra's profile. The first
contact with Tréves took place
in Septembar 1894 through its
Spanish subsidiary. Business
possibilities were explored
during that meeding and a
second contact with the Tréves
family was fixed for December
1994, Deeper discussions took
place dealing with the project
viability and a tirst visit to
Argentina was sel for 1995, A
group of Tréves technicians
went to Buenos Aires in August
1995 and they made all the
necessary quantitative and
qualitative analyses (feasibility
study). In November 95
negotiations were over and the
JV contract was signed.

Giher motivations, besides
satisfying the need to upgrade
technology were: lowenng the
total investment, benetiting from
toreign management expertise,
and gaining access to an
international netwark.

The JV negotiation process took
tourteen months from the first
contact to the contract
signature. Once again, the
family owned character of both
companies facilitated things in
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this case, allowing trank and
direct discussions betwean
negotiators and deciders.

The only difficuity during the
negotiatian procass came from
a problematic ralatlon between
the local partnar and a ocal
client {local firm representing a
French clisnt). The problem was
solved direcily beiween Tréves
and the French construcior in
France, and the road was clear
to end the negotiations.

The JV capital structure was
based on an egalitarian
participation principle, one of a
50% - 50% pariicipation. Three
years after, both pariners are
discussing the modality of a
change in the JV capital
structure. The French pariner
will play a dominant role in the
JV in the near future dictated by
an extemal and an intemal
tactor. Clients, vehicle
manufacturers, represent the
exogenous pressure, since they
concentrate the power. The
decigion trend in the automotive
industry is characterized by
centralization, in that context car
builders want to treat with
suppliers that centralize
decision-making as they do. To
centralize decision-making, one
must have all the means to act
in case ot difficulties, and that
rgquires majority.

The other factor, the internal
one, is relatad to the difticulties
the JV faced during its starting
peried. Treymi passed through a

period of 18 manths of red ink,
and its products faced costly
quality problems. The situation
was contralled after some fime
and effort and the Argentine
pariner ended expressing its will
te step back from the JV
management while giving more
respansibility to the French
panner.

There are important pariner
asymmelres between Tréves
and Mithra regarding lirm size,
level of industrial development,
erganizational structures,
turnover, volumes produced,
personnel etc. As Tréves’ Vice-
Director explained, “when we
have to produce autd parts in
Eurcpe, we produce 1500 parts
parday, here in Argentina we
produce 50 per day..." Allthese
asymmairias imply deep cultural
differances at the industrial and
business levels that caused
some of the initial problems that
the JV faced. The notions of
quality standards, logistics,
timing, had different m&anings
for ach parner, [t took some
tima to develop a commen
understanding about what the
husiness was for the JV and
how it had to be ran, in other
words to deveiop the JV culture.

These cultural differsnces at the
industrial level were not
aggravated by cultural
diffarences at the national level.
Both respondents argued that
the Argentine culture was quite
similar to the south European



ona, and besidas some idiam
difficulties they did not found
any other problams to
undarstand each other.

Tha JVY GM remarked that
despita the 50% - 50% JV
structura, tha JV was not
balenced due e inequitable
distribution of parent resources
gnd Traves had the power and
centrol aver it, although it
applied in a demacratic way.

Sinca tha beginning of
oparatians, two local Gis have
diractad tha JV. The first
director spent ane manth and a
half on training in Eurcpe belara
starting its duties. Unforiunately,
he tailed to manage effectivaly
during the turbulent starling
period of the JV and quit. He
was replaced by Mithra’s
director, and remains the Gh to
date.

No foraign managers wark in
the JV because it is considared
a small oparation. Thare was
only ane Spaniard iram a
Tréaves subsidiary that worked
15 days per menth for 18
months during the JV starting
pariod. Affer tha start-up
prablems wera solved, local
personnel hava managed the JV
with Traves training suppor,

There is also a very good
cammunication and
collaboration between Treves
subsidiaries' personnel and the
JV. Wheanaevar a tachnical
probliem cccurs, Argentine
paaple know wham they should
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cantact arcund Europe, and the
netwarking brings salutions. As
a conclusion, wa can say that
the JV is managed by lacals but
with a very strong tachnical and
managerial toraign input.

Knowledge exchange and
leaming among parinars is
imporiant, especially far the
local partner. Basides
tachnalogy transfar, Travas has
brought many madam
manggamant techniquas ralated
to quality, lcgistics, and
organization to the JV and by
0smosis to Mithra. Tha
Argentine PC and the JV were
not warking undar international
standards and had to make big
effurts to catch up. To
summarize, we ¢an say that
they have leamed to manage a
complex international project.

From the other side, Tréves
panatrated for the first time a
L.atin American market and lived
a vary enriching experiance.
Thay developed a good
knowledge of the automnotive
business in Mercosur and the
JV served as a first step to
tacilitate further development in
Brazil. The local partner playad
an important role in this matter,
thay made the first contacts with
the Brazilian partner and wera
supposed o participate zlso in
the Brazilien JV, but things
tumead out differently and the
Erench partner want to Brazil
alone. Traves has bean more
cautious in this invastmant
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project to avoid the troubles
they first met in their Argentine
experience. They gave more
initial supponi, they took more
time before beginning
opearations, and they spent more
time in training their Brazilian
parsonnel in Europe.

In terms of organization, Tréves
learned also to manage, tor the
first ime, an international
project trom one ot its
subsidiaries in Spain.

The Argentine economic
environment affected negatively
the JV results during the tirst
two years due {0 a market
coliapse in the automotive
industry. In that context, the JV
faced on one hand sll the initial
interns! quakty and production

problems and, on the other,
external market variations. As
we already said, the JV
managed to solve its internal
prablems and adapled to the
market dimensions and
fluctuations.

Both PCs are relatively satisfied
with the JV performance,
because they have controlled
the situation and after two
exercisas they finally reached
positive financial results.
Nevertheless, the French parent
knows that no high protits will be
attained in the Argentine market
because of its small size, but
neither will it be a source ot
problems. In 1997 the JV
attained a turnover of 12 million
Uso.



The JV pantners

Rieter Automative ts part of the
Rieter Group (founded in 1795
and quoted in the Zutich stock
exchange since 1985)- one of
the world's most important
manulacturers of textile
machinery for natural and
synthetic fibbers - with total
sales of 2639 million CHF and
12'266 employees {1998),

Rieter Automative Systems is
cne of the world's leading
suppliers af noise control and
thermal insulation system in
maotar vehicles. The division is 2
global systems integrator for the
passengsr compartment, the
luggage compantmeni, the
underbady and the engine
campariment based on its core
competencies of acoustic and
thermal managemant.

The automotive industry’s just-
in-time manufacturing
operatians require across the
world suppliers to produce near
the vehicle manutacturing
planis, Consequenily, Rieter
Automotive Systems operates
some farty production plants in
Eurape, North America and
Latin America, having formed

six JVYs, among which, one in
india, two in North Americe, one
in Turkey, ane in South Africa
and one in Argentina. In other
regions of the world, Rieter
Autemaotive Sysiems serves its
customers with the support of
cooperative venture pariners.

As an acoustic integrator, Rieter
Automotive Systems tskas
rasponsibility for aptimizing the
acoustic characteristics of a
vehicle, controls all
development pracesses in this
field and caordinates them with
the vehicle manufaciurers and
other pariners. The acoustic
integrator’s sphere of
responsibility extends from the
simulation of the entire vehicle
in the earliest stages of
preliminary development
through the development of
integrated and coordinated
systems and components to
their manufacture and finally to
their installation in the
autamotive manufacturing plant.

Rieter Automotive Systems
reached a furnover of 1636
million CHF, employing 7700
people. Their customar base
includes Audi, BMW, Chrysler,
DAF, Ferrari, Fiat, Ford, GM,
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Honda, IVECQ, Jaguar, MAN,
Mercedes, Mitsubishi, NedCar,
Nissan, PSA, RVI Renault,
Rover, Scania, Saab, Toyota,
VW, Volva. ..

Caimari S .A.L.C.L is @ famnily
owned company founded in
1900 that specializes in fell
production using ail types of
fibbers and techniques. In the
automotive industry, felt has
broader applications than in
other industries and presenis a
better development potential.
The use of felt in the sutomotive
industry contributes on one
hand to reduce noise in the
passenger compartment, and on
the ether to limit noise emission
to the environment. It is also
used in recovering, and finishing
parts in the passenger
compariment.

Caimari starled ta work under
license of @ European leader in
the sector, a Swiss company
named Unikeller, in 1982 (The
Rieter Group then absorbed
Unikeller). Caimari S.A.L.C.).
started 1o supply the autamotive
industry (Fiat and Ford} with its
preducts in 1965, Teday, the
company is about to obtain the
QS9000 certification and is a
leader in supplying parts for
almost all vehicles
manufaciured in Argentina.

Caimari sells tor approximately
8 million USD per year,
depending on the cyclical
sactors' activity, and employs
150 peaple.

THE JV PROJECT

The Rieter Group and Caimari
5.A.LC.). formed their JV in
1996. The alliance responded to
Rieter's need ta follow ane of
their important customers, Fiat,
in its development in Argantina.
Rieter ca-designs parts with Fiat
in Italy following the woarld car
philasophy, and because the
Italien firm was geoing to
intraduce the Palec and Siena
modets in the Mercosur, Rieter
had to follow them and ofter the
same services as in Europe.

The dilemma Rieter had to face
was the following: on cne hand,
they were not able to wark an
this project through its Argentine
licensee because its
respansibilities towards Fiat
under the world car concept
were much higher than in other
projects. Therefere, a strategy
giving more contral to Rieter
had to be found. Qn the other
hand, going to Argentina alone
did not make sense because
they did not want 1o compete
against Caimari after having
received know-how for fourteen
years. In this situation, an
appropriate strategy to follow
appeared to be the JV.

Anather important mativation
Rieter had to form the JV,
besides fellowing Fiat in its
development in Argentina, was
to reduce cosis. Caimari gave a
great support solving all the new
plant location difficulties, at the
beginning of the project. The



Argentine partner also
contributed supplying the JV
with raw materials necessary {0
the production process that
would have otherwise required
additional investment,

From Caimari's side, the JV
responded 1o the need to
maintein business with Fiat. At
the beginning, Fiat was going to
invast in Buenos Aires with a
local group and Caimari was
going to supply parts directly to
the new plant thanks 1o pravious
retations with the local group.
However, negotiations failed
and Fiat decided to invast alone
in the Cordoba province. The
new investment strategy forced
component suppliers to follow
Fiat to Cordoba building new
plants near their industrial
complex. Caimari was going to
lose the possibility to supply
componants diractly to Fist in
this new context, consequently,
forming the JV was the only way
o maintain business supplying
raw material.

Another important molivation
Caimari had in forming the JV
was {0 maintain goed relations
with their license providsr and
by doing so aveoiding additional
competition, The JV was not a
first best decision for both
partiners.

Once the general idea of
forming the JV was established,
negotiations to define roles,
rights and obligations took
place. Al the beginning Rieter
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proposed a 50% - 50% JV, but
the project was too big for the
local partner in terms of
investment (its financing
difficulties were accentuated by
the Teqguila crisis effects).

Because of its commitment
towards Fiat, Rieter had ne
other altemative than assuming
a bigger role in the investment
of the new plent in Cordoba.
Finally, an 80% - 20% JV was
formed. Under these
circumstances, Rieter benefited
of all the powet and control to
run the project.

Nevertheless, Caimari
participated actively during the
JV starting period, choosing a
manutacturing facility to rent,
installing industrial equipment
etc. Their participation in the JV
tias diminished ovar years,
although they still play an
impontant information role
thanks o their valuable local
knowledge and o the good
relationship they maintain with
the Swiss group.

The JV's capital structure has
changed after two yesrs of
losses. Following the Argentine
law requirements to capitalize
after making losses, Rieter
Argentina borrowed money from
Rieter Switzerland, who left the
capital as part of the JV,
increasing its participation to
90%.

This JV brought together David

and Golisth. All the asymmetries
that we saw in previous cases
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apply to this one tog, fos
axample, local company vs.
Intemaltianal company; family
owned vs. Publicly owned; scele
economies vs. Low volumes;
fechnology developer vs.
Technalogy user; big and
complex organization vs. Small
and agile organization etc.

Some difficulties that the JV
faced at its debut originated in

the just mentioned asymmefries,

Leaving aside financial
disparities that caused the first
obstacles during the negotiation
process, we can mention
decision-making as the second
maijor variable giving headaches
to JV partners. Timg constraints
characterized the whole JV
starting period, production had
to be ready at the right time,
with the right quality etc., and
decisions were not always taken
as fast as the local partner
might have wished.

At the beginning Caimari had to
assume great responsibilities
with little support from its Swiss
partner. While time for starting
production ran, Caimasi nad to
deal with choosing a plant,
rerting it. installing industrial
equipment, and discussing with
their mejor client about technical
aspects of products. Then,
Rieter arrived and took things in
hand, but according to the lacal
partner they would have
appreciated if their pariner had
arrived before, This episcde
shows two different basis of

decision-making. On one hand,
there is a big and complex
structure where decisions have
to circulate through dilterent
levels to be appraved, and on
the ather, a small and flexible
organizatich where the owner
runs the business and can make
impartant decisions in a few
hours.

But hierarchical levels is not the
only factor influencing the time
required to make decisions, the
latter is also infiuenced by tirm
culture, As the [ocal partner
explained, “we are in presence
of a big firm and all their way of
working refizcts the big
compeny mentelity, which
implies large-scale schemes.
Argentina is a small market,
things respond to another logic
here... "He alsa pointed the fact
that their partner is Swiss and
they have a pertectionist and
structured way of doing things,
which is good under certain
market conditions but less
adapted in others.

This ditference in decision-
making can be trustrating for
both partners at times.
Hopefully, each pariner makes
an effart to understand the
other's working style and their
old relationship helps to
overcome certain differences.

The twa GMs that have been
appointed to dete in the JV are
Swiss, The reason behind their
selecticn reflects Rieter's will 1o
make sure the business is run
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Fiat is an important client nol
only in Argantina but also in the
rest of the world, 50 peanle
undarstanding Rieter's way ot
doing things had to take care of
the operation. The transmission
of Riatar's culiure to locals will
eventually lead 10 a future
Argentine GM appaintment,
There ere no other expatriates
working in the JV in Cordoba
hesides the GM.

As elraady mentioned, thaere is a
more intense relationship
between the JV and the loreign
PC. Rieter Switzerland is
actually organized through
customer business units, in that
context, a group of people in
Europe is responsible for Fiat,
or Renauit, or Ford etc.
Therefore, strategies are
astablished for the world and
then followed by eech plant.

Foliowing the same logic, the 4V
has 10 send a lat of intormation
to the PC (reporting,
controlling...). The local
partner's actual role is a
cansulting one. They used to
have a more intense
relationzghip at the beginning ot
the operation, with the first GM.
The reiation between PCs is
good aithough limited to few
contacts per year, mainly when
the board mesets,

With regard to learning, Riater's
objective was to improve its
understanding of the Latin
American environment. The
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Argentine operalion was the first
in the South American continent
and it was important to get to
know the way of doing businegss
there. Rieter has learned that
times have changed in some
Latin American countrias, that
inflation and political instability
are not what they used to be
enymare.

The Argentine investment has
been vital in Rieter's
internationalization process
because that first axpenment
allowed them to continue thair
regional expansion agquiring
their Brazilian licensee. Today,
the Swiss firm has developed a
good understanding of the
regional environment.

The JV has not offered the
same learning possibilities to
the tocal partnar. Concarning
technology they were elready
updated through their license
agreement with Rieter and
regarding actual management
technigues, Caimari has not
absorbed them because they
are a smali company that
operates in a different way.

The Argentine and Marcosur
global environment as weii as
too high market expectations
has affected negatively the JV.
Market expectations regarding
the Mercosur automotive
industry have been apparently
overestimated by ail car builders
and by all sector-forecasting
specialisis. In Fial's case, the
Cordoba plant was installed for
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a daily production of 850
vehicles. During the best times,
production reached 400 units
and the mean is approximately
320 units, which represents
reughly 50%)

Production forecasts included
exports to Brazil, but the Sienz
model did not warked very well
in that market, which explains
lower sales accentuated by the
economic crisis,

Some suppliers invested
tollowing the just mentioned
forecasts and found themselves
in a non-profitable, over
capacity situation. Sales did not
justity the investmenis required
to set up a state of the art plant
(intrastructure, guality
systems...) In this context, firms
like Rieter that invested too
much found it difficult to make
their investment profitable.

Nevertheless, the firm does nol
have a shorl-term view of the
business, and executives
beliave that Mercostur has the
pofentiat to improve in two or
three yeers. Both pariners are
not satisfied with actual tinancial
rasults. Rieter's executives
measure their venture

pertarmance with othar
indicators besideg short-term
pertormance, they know that it
hes been an important step in
their Latin American
internationalization process,
they also view the business
globaly and they are profitable
in a world basts. They had to go
to Argentina o eccompany their
major cllents, and because the
whaole picture is & good one.

The local side has not a global
business so they do not
evaluate things in the same
manner. For the local partner
the investment concept was not
the appropriate, installing a
world class plant in such a
cyclical market was not the best
solution. Fiat pressure over
suppliers io locate activities
near their industriai compliex
was not a good idea; they were
more favorable to limit
investment to its minimum and
to follow the market evolution
supplying parts from Buenos
Aires. Nevertheless, Caimari is
participating to the business
with limited investment so things
have not tumed so bad tor
them.



The JV partnere

ASCOM-CEA is an ltalian family
owned company that designs
and produces mechsnical and
electromechanical assemblies,
as well as instruments for
production process sutornation.

Its activities include; sssembly
benches (reheating furnaces for
rubber or synthetic parts,
preparation tools, assembly
tools, handling equipment),
inspection equipment
(charscterlzation benches, seal
tests benches, life test benches,
inspeclion gauges), tooling and
equipment for machine tools
(part handling, positioning and
locking devices, machining
centers}, overhauling
(equipment in the machining
line, equipment lor standard
compliance), dies (dias far
chassis and framework),
welding jigs (to assemble die-
formed sheet parts).

The firm employed 44 people in
1998. Following the industry
trends, ASCOM-CEA starled
internationalizing its activities
concluding its first JV
agreement in Argentina in 1997.
lis main client is FIAT,

Inmeba S.R.L is also & family
owned company and it started
its activities in 1975. Iis founder
is an ltalisn descent that worked
as an engineer for FIAT
Argentina (The company that
preceded the actual Fist) for
several years and then started
his own business. He has
accumulated almost a decade of
experience working 85 a
supplier for Fist Argentina. In
this context, his internal and
external knowledge &f the client,
as an employee and as s
supplier, made him a good
potentisl partner for a JV. He
knows the clientele very well, as
well as the market, its
environment, its melhods, and
its practices.

The company currently employs
22 people and had ssles of 1.5
million USD in 1998 Inmeba's
activities concentrate in the
design and production of
mechanical parts of a vehicle,
particulany: special parts,
special mechanic and electronic
control and measurement
gauges, moulds, matrixes, and
assemblies for the metai
mechanic snd automotive
industries,
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THE JV PROJECT

ASCOM-CEA and iInmseba
S5.R.L. tormed their JV in 1997
fo till in a gap that existed in the
market. They staried their
operation oftaring control
gauges and waiding jigs to
assamble car-body parts using
slale of the art equipment.

Today they are supplying and
advising leading firms and are
planning to make additional
investments in 1998 to axfend
their offerings to integraled dies
for chassis and frameworks.

The JV responded to ASCOM-
CEA’s need to fulfill its
customers’ raquiremants that
are more and more orented o
the strategic globalization of
their logistics, reducing
drastically their suppliers. Fiat is
one of ASCOM-CEA’s major
clients since 40 years and they
have asked their suppiier to
follow them in their world
initiatives.

ASCOM-CEA's owner was
thinking abouf the possibility to
expand ifs activilies
internationally for a while. He
had opportunities o go 1o
Russia, India or China but
cultural distance was a major
ohstacle. ASCOM-CEA decided
fo go to Argentina because the
cultural barrier was considered
lower than in fhe other cases. In
this context, the major
motivation fo torm the JV was to
tollow their main client, FIAT, in
its world projscis and

consequently to become a
leader partner maintaining geod
relations for future businesses.

Other secondary motivations
behind the decision were the
baenefit ot gaining local
expertise, accslerated market
aniry, reduced costs, and finally
as a way to develop new
markets.

The JV was Ihe only foreign
invesiment option taken info
account; it was unthinkable to
go to an unknown country
alone. It was necessary to find
somaone who knew the market,
its methods, its practices, its
siandards, its laws eic, The
main mofivation o form the JV
from Inmeba’s side was to
obtain state of the art
fechnology.

The idea for a JV originated in a
meeting of entrepreneurs held in
Italy a few years ago. An talian
public relations company
organized an encounter in the
south of lialy with the objective
of presenting some emerging
markets' realities to Malian
managers. During thet meeting,
ASCOM-CEA’s director
intormed an Argentine
governmant official about his
intention of investing in
Argentina for the FIAT project.
gome time lafer, the Argentine
government organized a
mesfing in Haly, {o introduce a
group of Argenfine
entrepranaurs working in the
automotive industry.



ASCOM CEA and inmeba
S.A.L. CEOs met during that
reunion and discussed the
possibility to form a JV.

Both managers met in Argentina
and ltaly several times after that
te refine: the idee and familiarize
thernselves with the othar's
operations. A very close
relationship ensued as both
partners got to know one
another, and today, as one of
them said “the friendship
refation is stronger than the
cammercial refation™

Partner asymmsiries aras nat 50
important in this JV, since bath
companies have relativaly
similar characteristics in that
they are both family owned,
small, Jocal, and carry on
several similar activities. The
most important differences
some from industrial culture.
lalian and Argentine industrial
cantexts are very different and
fechnology, quality standards,
the way ot doing businesses
differ greatly. Not all these
differences were perceived
-during the JV startup period, but
they are coming to surface now.

industrial traditions differ in that
each country favars different
management methods.
According to the ltalian partner,
Argentine linanciai planning is
substandard, decision-making
takes teo long, and there is a
iack of rigar in implementing
strategies not due to bad faith
but because words ar concepts
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do not have the same meaning
for each partner. Creating a
commeon understanding of tha
business is 8 long and time-
consuming efforl that demands
extensive caommuricstion.

Anather asymmeatry that exists
in the JV refars to financial
capacity. One of the JV's
constitutive pillais is aquality,
which regulates all the JV's
aspects (cepital structure,
decision-making, and
distribution of benefits).
Following this logic, a 50% -
50% JV was constituted.

However, after a year and a halt
passed, new markef
opportunities emerged and
additional investments were
required to satisfy market
needs. It was necessary to act
tast, but tha local partner found
it rather difficult to raise the
amount of cash required
because of the difficult credit
situation in Argentina {(besides
the fact that it is difficult to
borrow money anyway, with
Argentine interast rates much
highar than in Europa}.

In that context, an arrangemant
was agreed to between both
owners that consisted in
integrating a third partner, an
[talian industrial, in the JV. It
investad an amount equal that
of the other partners, and the
capital structure was sphit in
thrae.
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The above-mentioned partner
asymmetries considerably
slowed down the JV's
development pace.

The JV began its operations
employing only local personnel.
Several technicians mads the
outward joumey return between
Argentina and Haly during the
JV launching period to completa
tteir formatian.

Another characteristic of that
initial period was the lack of the
GM figure. Both partners agreed
to changing roles each year,
one year ong of them was the
president of the company and
the other one the administrative
director and the following year
the roles were reversed,
Nevertheless, due to the JV's
structure, it proved to be
necessary to name someone to
coordinate and ta be
accountable for the JV's
activities. It became impossible
to continue manage the parent
companies’ activities
simulianeously with the Jv's.

The current GM is an ex-Fiat
manager that halds a purely
administrative role. The ltalian
partner considered that it would
be preferable to bave more
forsign personnel working at the
JV, howevaer, the operation's
size could not justify the
expense. The firm is currently
employing between 14 to 40
people depending on the
business cycle.

Inmeba’s learning objectives are
being met, they have acquired
new technology in their core
business (mechanics) and are
expanding their expertise with
the new JV activities (car-body
activities). They are also
learning at the management
level through their interaction
with the developed economies.
New business organization
techniques are being adopted
and cost accounting instruments
will be introduced soon. From
the italian side, there were not
other learning objectives
besides getting to know and 1o
understand the market in
Argentina.

The Argentine environment has
not negatively affected the JV's
resuits because it is a smal
operation where limited
investments have been made
{first investments totaled 3
million USD). Besides, Base's
activities, which are for inslance
mainly mechanics {control of
assembly lines, devices, gauges
or development of new lines},
are less subject to econaomic
fluctuations than other aclivities
in ithe sector. As long as clients
develop new modsls and
assembly fines in Mercosur, the
tuture of the JV is guaraniesd.

According to the PCs, it is too
soaon to have a precise opinion
regarding the JV perfermance.
Both think that they have had a
good stan, clients are satistied.
and Base is expanding



activities, integrating new
aquipment, and employing an
increasing number of parsonnel.
In sum, they are growing. Export
opportunitias are increasing for
the Argentine partner, because
ASCOM-CEA is transferring part
of their businesses trom Brazil
o Argentina, benefiting from the
JV's locetian.

Both PCs think that they have to
wait a couple of years to have a
better vision ot the global
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results. Although the Italian
partner never expected the JV
1o be & gold mine, they are only
S0% satisfied with the JV's
financial results. The [tafian's
drive to go to Argentina was
principally to follow their main
client and to send an
appropriate signal that would
reinforce their image. An
important side benefit that
ensued from the JV tor ASCOM-
CEA is that they are working tor
the tirst time with Chrysier.



The JV partnere

EUR is one of the oldest
multinational groups in the world
end hes a leedership position in
the production of componants
for the automotive industry. The
group operates in the Chemical
industry and counts with 452
facilities in 42 countries
employing more than 35,400
people. It attained a tumover of
8,696 millian USD in 1998.

Grupo Montich is a family-
owned group that has operated
in the auto parts industry since
1958. Loyal {o its objective of
becoming a leader in its market,
the group installed the Ferreyra
plant in 1976 to produce truck
chassis and is currently
supplying IVECQ S.A. In 1989,
it obtained Renault's
adjudication tor gasoline tanks
and became the first supplier
implementing the just in time
system with the French
constructor,

Accompanying the eutomotive
industry’s expansion, the group
ecquired the Camino plant in
1991 increasing its production
capacity by 300% and today
becoming a leader in the
production of stamping
components and in the design
and production of mairixes.
Grupo Montich has also
engaged in several JVs with a
Brazilian and some European
partners {o update ifs
technology.

Other important clients include
Scania (Argentina and Brazil),
General Mators (Argentina and
Brazil), Volkswagen Argentine,
Mercedes Benz Argentinag, Ford
Argentina, Fiat Auto Argentina,
Bertrand Faure Argentina,

After consolidating its position in
the auto parts industry, Grupo
Montich began a diversification
process leading io the
congtitution of a holding named
IAM S.A.

zx EUR and EURMON are fictiious names for the foreign PC and for the JV. The
European parner preferred nol to participate in the investigation.



The Argentine group counts
today with a surface ot 22,000
square meters and processes
1,300 lens of metal sheel per
maonth. it emplayed 1,750
persons in § plants, attaining a
sales valume of 111 millian USD
in 1998 (compared with 3 million
UsD in 1991},

THE JV PROJECT

EUR and Grupe Montich formed
their JV in 1997 to produce
plastic tanks completely
equipped with an electronic
gauge, pump, filter, filling tube
and cap, ready to be assembled
into the car body.

The investment raached 9
million USD end responded to
Grupo Montich’s need to
acquire new technology far the
praduction of fusl management
modules. The Argentine group
was producing metal tanks and
noticed that maost terminals were
integrating plastic tanks in their
new models. In that context, if
they wanted to continue
producing fuel management
medules, they were obliged to
acquire the new technology.

Grupo Mantich’'s main
motivation to form the JV was to
continue making meney in that
business through new
technology.

Other motivations that they had
were to benesfit from brand
recognition (their European
partner has a first class
reputation), reduce total
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investment, and gain access to
raw materals and to
international markets.

Their European pariner was
principally interested in entering
the Memzaosur market, reducing
total investment end avoiding
entry errars. As one of the local
group managers indicaled “a big
company can penelrate alone
an emerging market but it will
teke longar and wiif probably
maka several costly errors”, 50
the JV represented a good
sofution for both partners.

i was the Argentine Group who
initiated the PSP. They
encountered and discussed with
iwo other candidates but they
could not find a common
understanding because foreign
pertners had other plans or
because they were not
interested.

Finally, they had the possibitity
to present the project to Grupo
EUR and found a win-win
situation where both partners
perceived the opportunity to
increase business volumes and
thereby reducing their
weaknesses by using their
partner's strengths. In sum, the
JV foundations were set in a
synergetic context where the
match of rational criteria was
reinferced by a good *human
chemistry”. The project look
three years to materialize fram
the first discussion to the
contract signature.
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As the presantation of both
actors showed it, this JV is the
encounter of two disproportional
forces highlighted imponant
asymmetries between partners.

Important differences included:
size, respurces, activities, and
operating range. According to
one of the local group
managers, “parent firm
asyrmmelries faciiitated the
negotiation process because the
confrontation potantial
diminishes when fwo unequal
forces that operate in different
areas negoliate”

Once the possibility to do
business became reality, both
partners put their cards on the
table and defined what their
contributions would be, This
process set up a 60/40 capital
structure for the JV. Two
members represented the
foreign partner in the board and
one represented 1the local
partiner . As of this date, the
JV’s capital structure remains
the same.

Roles in the JV were defined
according to each partner's
competitive advantage and its
contribution. For example, the
technology dimension is under
the European partner, while
responsibility and the
commaercial dimension is in focal
hands.

There is a good relationship
between both PCs, which is
characterized by trust and good
communication; nevertheless

the relationship is bounded by
commercial objectives. As one
of the lecal greup managers
mentioned, “building a relation
between partners is important, it
is irnportant to trust the other but
{ove is one thing and business is
another. We formed the afliance
to eam money and things
usually work wall when one
earns money... " A cost / benefit
logic determines all the Montich
group's actions.

Local group managers consider
that cultural differences exisl
only at the firm level. According
to one of them, things would be
prabably different with Chinese
or Indian partners. He alsc
remarked that a similar world
and business vision existed
between them and all their
Eurcpean JV pariners
characterized by the use of a
common technical language, a
similar cultural background, and
international experience.

Nevertheless, some differences
exist at the tirm level where
each parent firm presents some
operating particuiarities.
According to the informants, the
differences that they find in the
JV are the same differences one
can tind in any alfiance invalving
a large partner and a small
partner. The decision making
process was an exampla where
such differences manifested.

Because of structural reasons,
timing is nat the same for each
company. Eurspean managess



have to consult their European
headquarters and have to wait
tor the intormation to complete
its processing cycle. Instead,
Argentine managers meet and
take key decisions very often
during the same meeting.

Other differencas concern
raporting, planning, and
organizing methods. The JV has
adopted the European partner
style because it presented
several advantages over the
Argeniine style. A good exampie
is planning, where the European
parner has a much
conservative business vision
and a longer experience. This
kind of differences presents an
important leaming potential for
the local partner.

Following the foreign dominance
logic, the JV GM as well as the
industrial and the financial
managers come from the
European PC, The commercial
tunction is under Argentine
hands. Both PCs tollow closely

7

the JV and are in charge of the
JV stratepgic dimension. The JV
accomplishes basically an
operational function as shown in
ligure 15.

The local partner pesceives the
Argentine business climate as
favorable. There has bean an
important growth in the
Argentine and Mercosur
automotive markets, although
below some expents' forecasts.
Grupo Montich always keeps in
mind thal it is working in the
Latin American context and
therefora business has always
been very cyclical and will
continue to be for a fong time.
Generally, the economic
environment has been a posilive
factor for the JV development
and they were very satisfied of
their results. They overcome
with success the JV starting
period, they are exporting to
Brazil, they have multiple clients
and they expect to be the
number one in 1399,
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Figure 15: Roles division between PCs and the JV.
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THE PLAYERS

in 1895, Edmund James Palmer
Norton, an engineer working on
the westem section of the
Trans-Andean Buenos Aires
Raiiroad, fell in love with the
beautiful countryside ot
norihwesiern Argentina. Norion
settled in Lujan de Cuyo, in the
Perdrie| area of Mendoza, and
transplanting vines imported
directly from France, soon
established a winery. The first
winery loceted south of the
Mendoza River, it bears his
name still: Bodega Narton.

The Santos family took care of
the bodega for a long period
until an Austrian entrepreneaur,
Gemot Langes-Swarowski,
purchased it in 1989, Since
then, a dedicated team of
protessional wine experts has
painstakingly renovated all
vineyards and equipment.

Today, Bodega Nerton is a
modeti facility on both national
and international level, with
storage tor 9.000.000 liters (of
which one third are paken
casks) within its 1500 hectares
gxpanse (of which 600 are
planted with vines). Wines

offered by Badega Norston
include Cabernet, Malbec,

Meriot, Barbera D'asti,
Sangiovese, Cherdonnay,
Riesling, Sauvignon Blane, and
Chenin. Its vineyards Perdriel,
Agrelo, and Lulunta are located
in Lujen and Medrano.

Norton's main objective is to
make Argentine wines of the
best quality able to competa at
the international level. The
various intemational awards that
the tirm’s products have earned
in recent years are the evidence
that the firm is reaching its goal.

Norton is one of the leading
producers of fine wine in
Argentina exporting 22% of its
wines o Australia, Europe, and
South America. Bodega Norton
employs 200 people and
attained a turnover of 25 million
USD in 1997. They have
previous JV experience, having
formed one in China,

Grupo Berberana now renamed
Arco Bodegas Unidas S.A. is
part ot Cofir, a Spanish
investment and management
company focused on two key
growth sectors, hotels and wine.
Cotir's commercial strategy is to
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consolidate and devalop the
strang market positions that
both N.H. Hotels and Arco
Bodegas Unidas enjoy, and to
expand on this base both
domastically and internationsily.

Arco Bodegas Unidas is a
lsading Spanish and European
wine group, market ieader in
Rioja wines end in expansion
intemationatly both in production
and exports. The group's rapid
development from a small
regional wine company has
created the consolidation of the
organization as a diversified
wine group operating
succassfully both domastically
and internationally. Today,
exports to all the EU countries,
Norway, US, Canaeda, Latin
Amarica, Japan and Australia
represent 36% of totsl sales.

Arco Bodegas Unidas produces
and commercializes both still
and sparkling wines through the
following brand leaders:
Berberana, Marqués de Grifion,
Lagunilla, and Marqués de
Monistrol.

Arco Bodegas Unidas had
operating profits of Pts. 328
million in 1993. In 1947, profits
from operations grew to Pts.
1,825 million, 5.6 times what
thay were praviously. Net
earnings for 1997 also altained
record figures of Pts. 1,504
million as compared to the Plis.
1,001 million ot the year befora,
showing a 50% growth rate.

THE JV PROJECT

BHA was legally constituled in
September 1995 to produce
high quality wines for
exportation and for the
Argentine market, The general
strategy was to use the
international distribution
capacity of the Sparish partner
to increase Norton's sales
around the world and 10 use
Norton’'s production capacity to
Increase BHA's growth potential
outside Europe,

Each company found a good
complement on the other giving
birth to & win-win partnership.
Norton's role is to produce wine
for BHA avoiding cannibalization
wilhin its other own products but
also {o produce for Arco
Bodegas Unidas under their
brands for tha Argentine and the
international markets.

The JV responded lo Arco
Bodegas Unidas’ neead to
internationalize in order to
diversify its production risks.
The group passed through a
bad experience during the last
drought in Spain and it decided
to provide itsel with wina in
other geographical arsas to
lunction normally in any weather
situation.

This is the first JV Argo
Bodegas Unidas has formed to
aftain the diversitication
objective. Other motivations the
Spanish group had forming tha



JV were to reduce the
investment abtaining good
quality products at very
reasonable prices; io faster the
eniry to the Argentine market; 1o
benefil from the local partner
market know how and to
increase Spanish wine sales in
Argentina and Mercasur.

Fram Morton’s side, the idea
was to sell good wines, different
from the ones they were already
commercializing, following its
Spanish partner oenclogical
concepts (author wines), The JV
allowed an increase of the
production level reducing the
ensuing unitary fixed costs. it
also offtered access to an
impartant international
distribution network, and to up
to date marketing and
management techniques.
Secondarily, the objective was
alsa to gain experience with
certain types of grapes.

The impulsich to create the JV
came from the Spanish Group,
which was looking to solve its
medium and long-term growth
difficuties through
internationalization. They
analyzed Caliternia, Chile,
Austrafia and Argentina as
potential alternatives but
Argentina was preferred
hecause it presented a clear
competitive advantage over the
other countries (Excellent
agricultural conditions,
Argentina's wine exports were
underdeveloped compared to
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Chile's, California’s or
Australia’s... there were only a
few foreign competitors in the
market etc.).

They approeched high quality
wine producers with relatively
weak international distribution
charnels. Norton was the
second firm approached. Their
first intent 1o form a JV failed at
a developed stage because they
couid not build 2 common
husiness vision. The whale PSP
lasted twa years.

Negotiations with Norton ook
reughly six manths il both
partners agreed on the JV
general terms, The most difficult
aspect during the negotiation
process was to find a commeoen
understanding, to delimit sach
partner's rcles, lo share
responsibilities and benefils.

Finally a £0,1% patticipation for
Arco Bodegas Unidas and
48,9% tor Norton was decided,
the Spanish Group had to have
the majority for administrative
reasaons (It was the only way
they were able to consolidate
their rasuits in Spain by global
integration).

The idea followed at the JV
launching stage was to limit
investment as much as possible
till the real internal and extema|
market polential was defined.
Once these poientials would be
defined, bath PCs would invest
accordingly. Therefare, the JV
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started its activities using a
nurturing organization model
where the JV wes only in charge
of the commercial activity and
where praduction, financial,
logistics, legal, and data
processing activilies wers under
the responsibility of the locel
PC.

The JV did not have its own
ceilar or its public relations team
or its accountant... and it
benefited considerably of the
cast advantages this
organization model offered. The
JV's initial investment was
250.000 USD and it sterted with
two employees, the GM who
was the Spanish Group exparts
director and his secretary. They
were in charge of the JV
commercial activities, they
made the market survey and
collaborated on the
development of the new
products. In other words, they
helped the JV to make its firs
steps.

Regarding partner asymmaetries,
there are big differences
between bath companies that
priginate partly on size. Norton
sells for 20 to 25 million USD
per year while the Spanish
partner sels ror 150 million
USD. The Argentine firm is &
family ewned business while the
Spanish group is not and is
listed on the stock exchange.
The latter characteristic is
important because it influences
strongly a firm’s business vision,

its culture. Norton privileges the
concapt of a “chitaau” cellar
with its specific philosophy of
high quaiity and limited
production as weil as a fong-
term business vision. On the
contrary, Arco Bodegas Unidas
has an important pressure to
remungrate the capital invested,
heving to improve its resuils and
to grow constently. in that
context, the short-term is terribly
important a5 described by the
JV GM “ come from a company
where we have it very clear that
our objectiva is to grow, 1o grow,
o grow and fo generate
constantly added valua for cur
shareholders. We come from e
company were the return on
capital pressure is brutal for
sach of its managers because
our majority shareholder is tisied
on the Madrid stock exchange,
bacausa our majority
shareholder is 2 linanciai
corporation. Cur partner here ini
Argentina is a family business.
Lets say that if belongs to a
single person that does not
have to give explanations o a
board of directors nor fo the
stock exchange of any
country... We know that we
have to give a good return to
our stockholders and that the
shori-tarm s terribly imporfant.”

Therefore, both companies have
a different vision regarding the
way o run the wine busingass.
They managed to agree on a
particular project but each



periner foliows its business logic
on its other businesses. This
diflerence among visions limits
the JV evclution and
development, New market
opportunilies, new growth paths
have arisen as the JV has
altained partially its initial
objectives but the local pariner
has not manifested its will to
travel lowards those new
horizons,

Norton wants to stick to the JV
initial purpose fixed in the
contract while Arco Bodegas
Unidas would like tc broaden
the JV scope. In this context the
JV capital structure has
changed to an 80% - 20%
situation after the Spanish
Group financed the new
investments.

Based on trust and
communication, the relationship
betwesn pertners has been very
important for the JV
development process. it has
allowed overcoming daily
frictions and more critical
divergent positions towards the
JV future evoiution. Each
partner has made the necessary
efforts to understand the other's
position and no obstacles have
been put to block the other's
deveiopment.

The JV is viewed as a transitory
organization form. The JVGM
explained; “May be the lime to
have cur own cellar in Argentina
wil come, may be it will mean
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the end of ithe JV with our actuaf
partner, may bea it will mean the
creation of another JV with
anoiher pariner. There gre
sevaral daveloprnent stages, the
first stage safisfied both
pariners, now we are not in the
second JV stage we are in the
second stage for our group here
in Argenting...”

Nowadays the JV counts with
two foreign employees, the JV
GM who was the marketing
director of the Spanish Group in
Spain and another commergial
manager. The remaining
commercial personnel and the
secretary are Argertine. The JV
still works under the nurturing
organization model, decisions
are still made in consensus
although the Spanish partner
has the JV control.

The SV has been an important
learning instrument for both
companies. Arce Bodegas
unidas has learned to
undersland not onty the
Argentine market but aiso the
Latin American one in general.
In 3 broader sense, the JV has
been essential to Arco Bodegas
Unidas’ internationalization
process, it allowed the Spanish
firm to expand its activities
outside the old continent and
the company has learned how
tc become an internationatl
player. Norton has also largely
benefited from the JV in
knowledge acquisition terrms.
The technical exchange has
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been interesting, as well as the
opportunity to interact
professionally with a leading
European group. The financial,
marketing and management
concepts employed by
Berberana are relatively new in
Argentina and it is an enriching
experience 10 learn ahout
another way of running the
business. As stated by Norion’s
Chief Operating Officer
‘Nowadays Spaniards are very
good businessmen, they are
very creative and know how 1o
decide, they have the rapidity
the European market requires..,
they understand much betler the
sense of risk and ihe expected
value than us”

According to the JVY GM, the
Argenline business envirohment
has been very positive for the
JV development. The first thing
e underlinge is the economic and
political stability the country has
achieved during the last decade,
it has generated confidence in
foreign executives and with out
it, Arco Bodges Unidas would
have never invested there,
Another positive factor to
mention regarding the Argentine
environment is that if thera is a

sectar where the country has an
intemational competitive
advantage, it is in the agro-
industrial one. Finally, 95% of
the JV production is exparted
and the intemational market tor
wine is in expansion, therefore
the situation has been {averable
at a national and international
level.

Both parners are satisfied with
the 4V pedarmance, it sold 2
milfian bettles of wine tor 10
million USD in 1997. The
Spanish firm is investing more
and more in Argentina and has
aggrassive plans for the next 2
years. Norlon is satisfied
partially with the JV results.
BHA has surpassed the initial
export objectives but has not
reached the internal markst
sales objective. The JV was
suppesed to be selt-tinanced by
the internal market but
developing a new brand in
Argentina has been more
difficult than planned. The
internal objective will be
probably reached in 1999.
Nevertheless, the global
balance is positive because
BHA is expording interesting
volumes.
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THE PLAYERS

AVEBE was established in 1919
as a sales organization for the
greater part of the Dutch
cooperative potato starch
industry. By developing its own
processes and products the
cooperative expanded since the
1950"s lo become the world's
leading manufacturer ot potato
starch and potato starch
derivatives {producing roughly 4
mitlion tons of potatoes per
vear), These are used in the
tood, paper, adhesives and
textile industries, in the
exploration and extraction ot oil
and natural gas, in the animal
feed industry, in water
purilication processes and for
many other purposes. The
applications ot starch
derivatives in the agribusiness
industry are numerous. Modem
food manutacturers demand
various lunctional and
characterizing properties from
the ingrediants formuiated into
their products. The need may be
for thickeners in soups and
puddings; binding agents in
meat products and extruded
snacks; sweeleners for bakery
goods and ice cream; texturing

agents for noodles and “low-fat”
foods, or fillers tor baby food.

‘AVEBE starchas and starch

derivatives are versatile and
multi-functional, providing the
perfact solution to the foed
manufacturer's specific nead.

Apart from potato starch AVEBE
increasingly processes tapioca,
wheat and corn starch as basic
materials for the derivatives
production.

AVEBE has plants in The
Netherlands, France, Germany,
Thailand, USA, Indonesia and
Sweden. The cooperalive also
possesses a worldwide
distribution and sales network
comprising its own sales outlets
in most Western Europsan
countries, USA, Scuth America
and the Far East as well as
agencies,

Through the membership of
approximately 2250 farmers in
Germany, AVEBE has become
Europe’s first cooperative with
members abroad.
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AVEBE attamed & gross
turnover of 1623 million NLG in
1997 empioying 2700 peapla.
The company has a unique
ofganization given that it is &
cooperative that belongs {o five
thousand farmers. They own the
company, as sole shareholders,
and they have also the right and
obligation to supply potatoes to
AVEBE. They have a farmer's
board, under which there is a
directive board with all the
business units as shown in the
organization charnt on appendix
3

AZO-ALER LIMPJAR S.A. has
almaost 15 years in the Argentine
market. it is the result of an
association between two
Argentine entrepreneurs.

The company started with
trading activities, importing all
kinds of food ingradients for
their customers. It grew quickly
due to the fact that they could
offer the required technical
support by the introduction of
new products, as well as during
the joint development of new
products with customers.

A few years later, the company
decided to start up their own
production facilities to meet the
growing requirements of the
markel, AZO-ALER currenily
owns two plants for the
production of special blends and
food ingredients as modified
xantangum, carrageenans,
clarifying agents for beer and

wine, emulsifiers and improvers
for pasta, baked products,
potassium sorbate, natural
cheese-powder, jellifying agents
etc.

Additionally, AZO-ALER is the
local representative for the
fallowing international
companies: Redstar
Internstional {Universal Food)
USA, Errie Foods International
Inc. USA, Meggle Gmbh
Germany, Riceland Foods Inc.
USA, The Edlong Corporation
USA, Zesti Smoke Intemational
USA, IDEA Iltaly, Albright and
Wilson.

The turmover in 1995 was 7.3
milion USD. The company has
build up a portfolio of almost
600 active customers of which
the main are the lollowing
MNEs: Esth. Mod. Tesrabusi
(Mahisco), Refinerias de Maiz
{CPC), Alimentos Especialaes
S.A. (Philip Morris), Dulciors
S.A. (Arcor), Solvay Enzimas
S.A., Euralim (Sava-Gancia),
ClA, Arg. de Levaduras S.A.,
{Burn Philipp} and other very
large local food companies.

AZO-ALER is actively involved
in different working
commissions of the Argentine
Chamber of Food Products
(C.1.LP.A.}) through this
organization they have a lot of
important contacts in the South
American agribusiness industry
and can easily open doors to all
export possihilities.



THE JV PROJECT

The JV between AVEBE and
AZO-ALER started on
December 1995, Its mission is
1o become the leading supplier
of domestically produced and
imported food ingredients based
as much as possible on potalo
and / or other starches
(including the develcpment of
special blends) for the
agribusiness indusiry in South
America by the year 2000, and
subsequently expend that
position to other parts of the
world.

The JV is responsible tor the
productian and sales aclivities in
Argentina and South America. it
is the knowiedge center for all
the food products produced by
the two JV partners developing
new bitends for the South
American market. Eventually, a
franster ol the JV's production
and research know-how could
take place through ficense
agresments to other parts ot the
world. The JV will also support
the rest of AVEBE's agents on
the continent.

The idea to torm the JV
originated on AVEBE's
recognition in 1994 of the
growth potential of the starch
business outside ot the EU
countries and its probable
positive impact on the
compeny's future profitability.
Since then, AVEBE Starches
International chose Latin

1

Ametica as a pricrify market fo
develop, The idea was to
increase AVEBE's presence in
the continent and fo do so they
decided to start reinforcing their
presence in Argentina and then
1o penetrate progressively the
Brazllian, Chilean, and finally
the rest ot the Latin American
markets.

On the other side, AZO-ALER
which aiready had business
relations with AVEBE acling as
their agent in Argentina since
1990, proposed to extend the
cooperation by forming a JV to
better respond to the growing
market needs.

Discussions aiming to define the
possibilities of collaboration
started with one shared befief.
both pariners knew that a
stronger collaboration would be
profitable tor both companies.
The tirst discussions reivealed
an interesting potential for
complementarity between
companies. AVEBE could offer
a complete range ot food
derivatives for the agribusiness
industry and AZ0O-ALER could
offer several food preservatives
that AVEBE did not have in its
product portfolio. The
combination of both companies®
products was valuable in the
market, particularly in the bread
industry.
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AVEBE's motive to form a JV
was {0 establish a competitive
platform for food ingrediants in
Latin America, first starting in
Argentina and then expanding
to the other Latin Amencan
countrias. It was also important
to count with a Jocal partner's
technical support as wall as with
its local market knowledge, key
contacts and distribution
channels,

The reason why a JV was
preferred to other investment
alternatives is that the European
business context is very
different from the Argentine one
and it would have been too
difficult to succeed there alone.
The local partner was locking
for the support of a world
leading company (o help it
expand its activities,

In this case, the JV negofiation
process was complex and fime
consuming one. AVEBE's 4V
project team had to face
obstacles not only at the
external leve! (nagotiations
between partners) but also at
the internal level (find internal
consensus, approval and
commitment}.

At the external level, an
agreament was to be found
regarding the modalities of
cooperation. Although the
people in charge of the JV's
creation shared a similar vision
about the business, there wera
some diverging points of view

ragarding the mapner in which
to translate the vision to the new
organization. For example, how
would AZO-ALER activities be
intagrated in the JV? In the
beginning, AVEBE people
wanted to integrate all AZO-
ALER's activitias (starch
production and praservatives
production) in the JV and sell aft
their products under AVEBE
Argentina’s name. The local
partner initially agreed, but
pricrities changed as the
negotiation process advenced,
and finally it was decided to only
integraie the products refated to
preservatives, and AZO-ALER
would continue to sell its starch
as usual,

Ancther issue regarded
equipment for the JV. After
some anzlysis, AVEBE decided
not to buy its pariner eguipment
of the production plant at Lomas
de Zomorg instead, they
prepared an investrent pian (4
million USD) for a new factory
based on Europaan GMP
standards.

There were also some divergent
points of view regarding the
issue of the JVW's control. The
Argentine partner wanted to
hold 51% ol the JV, which was
in contlict with AVEBE's policy
of controlling its activities. After
several discussions, both
partners agreed on a capital
structure giving control to
AVEBE (51% - 49%). Building a
shared business vision and



translating it to the JV
organizstion through
negotiations was not an easy
taek.

Things were not easier at the
internal level for AVEBE, as the
JV project team had to .
persuade AVEBE's internal
peopia to sign the deal in
Argentins. Some people in
Holland had difficulties in
underatanding the real potential
the JV was offering because i
was a small operation and il
involved few of AVEBE’s
products. They thought that a
sales office was enough. In
addition, the JV implied
production facilities for products
not related directly to AVEBE's
core business, which are food
dernvatives and not
preservatives.

AVEBE's JV project team tought
hard to defend the business
proposal and managed to
convince AVEBE's directive
board. Then the directive board
had to convince in its turm the
farmer's board. According to the
Dutch JV project leader, that
was the single biggest difticuity
they faced during the JV
development process.

The internal decision making
process took time and it was not
easy 1o explain {o the Argentine
partner why it took so long. This
became ane of their major
conflicts given that, in Argentina,
there are only two associates
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that communicate frequently
and take guick decisions based
on that communication. For
AVEBE, things are guite
different as their institutional
operating mode responds 10 a
camplately different logic.

Finally, after a year of
negotiations, an egreemant was
reached at the internal and
external levels. The following
step concerned the legal
aspects of the agresmaent.
Although the most important
aspects of the collabaration
could fit in ane A4 page, actually
transieling them to legal terms
resuited in a very long and
detailed document. It was also a
time consuming phase,
requiring frequent visits 1o the
authorities to obtain the
necessary approvals and
paperwork.

QOperationally, things have
neither been easy at the JV.
Thete are big differences
between both PCs, starting with
size. For example, it is easier for
the European partner to tinance
an investment because, at the
internal level, they count with
maore resourcas and at the
external level, Europe currently
offars more favorable borrowing
condilions than Latin America.

Another example has 1o do with
resources; AVEBE coumnts with
advisors {ar evarything,
including legal advisars,
technical advisors eic,
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There are 1800 peopie in the
Netherlands (2700 integrating
the staff working abroad)
compared to just 30 in
Argentina, so Argentines often
do not have ali the knowledge
for a specific problem.

From the cultural point of view,
there is a classic contrast
between the Northern European
culture and the Latin culture. As
an example, there exists &
tension between a rigorous,
structured approach to decision
making and & more emotional
one.

The decision making grocess is
much faster for the Argentine
partner tor structural reasons as
we just saw it, but also because
they are used to spending less
time analyzing a problemn.and
making decisions an instinct,

According to the JV project
leader in Europe, the Argentine
pariner has problems focusing
on the strategy and is willing te
pursue different market
opportunities that are unrelated
o the strategy based on the
initial BP, despite the tact that
they do not have an excess of
resources.

Often, the European partner has
o remind its Argentine partner
abeut the initial strategy, in
orcier to keep actions on frack.
Therefore, the chalienge
remains 10 find an appropriate
balance between a more

structured (iong term orientad)
and a mare entregreneuriai
{short-term oriented) business
vision. The ensuing discussions
to bring this about, although
time and energy consuming,
end up baing very useful to the
learning procass.

There is a very good
reletionship between the
AVEBE JV project laader and
one of the Argantine assaciates
who is also the JV GM. They
communicate often and solve
any difticulties that may arise,
The JV is run in a rather
autonomous way by the
Argentines, although sameanse
in Holland closely toliows the JV
to ensure that directives are
followed as they sheuld be.

The Argentine and, in a broader
sense, the Latin Amerlcan
economic environment has
improved during the 90's,
oftering good growth
opportunities to toreign
companias. The Dutch partner
considers that the Argentine
giobal environment has played a
positive role in the JV's
deveiopment and they are
satistied with its perfarmance.So
far thay are fultilling their targets
although they expected to attain
them a little bit taster. At the
time of the interview, they were
in their third year of existence
and had attained targets
planned tar year number 2.
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THE PLAYERS

Both PCs are family owned and
were very reserved regarding
their ofher private activities, The
Spanish parner moved to
Argentina ta control the day-to-
day JV aclivitles following a bad
experience they had in their first
JVin Chile where their
expectations were not met.
They kept some activities
related to the fish industry in
Spain, mainly a tirm that offers
its services to the JV {recruiting,
supplying materials non-existent
in Argenting eic.). The local
pariner has interasts in the real
state business.

THE J¥ PROJECT

Pescargen S.A. began its
production and commercial
activities in January 1892, The
JV's mission is to export good
quality frozen fish mainly ta
European markets,

The idaa tc create the JV
ariginated on one hand in the
shartage of fish that most
Eurapean fishery firms are
facing which threatens their
leng-term survival. On the other
hand, the local partner had
fishing licenses to exploit the

fish resources of the Southesn
waters but lacked modermn
fishing technology to exploit the
rasources, Growth for the
Spanish firm in question, as well
as for all the other Eurapean
fishing firms , is limited by the
lack of lish exisling in the waters
where they operate. At the time,

~Argentina offered an impartant

fishing resousce, which became
more accessible and the couniry
opened the industry to foreign
capital by signing & fishery
agreement with the European
Union,

in that context, there was a
100% complementarity between
companles. The Spanish
partner had aver capecity and
tha Argentine partner had
fishing rights. Censequently, for
the Spenish partner, the main
motivation to form the JV was
access ta raw material, Toa
lesser extent, the Spanish
sought to imegrate a lacal
network, benefit from the local
partner's technical and
managerial expertise, and,
finally, access to capital.

Far the Argentine partnar, the
maost impaortant aspect of the
venture was to acquire modern
fishing tachnology as well as an
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access to intemational
distribution channels to export
the JV products around the
world.

Boeth PCs have a long
experience in the fishery
industry, which they have
transferred to the JV.

With its five ships, Pescargen
captures, processes and
commercializes congealed fish
products from the high seas,
mainly hake, prawns and 1o a
lesser extent codfish, groupers,
hake of tail, and gumard.

Since the beginning of its
activities, Pescargen tried to
open new markets and'is
currently marketing its products
around the world, principally to
the European Union, accounting
for 70% of production, 20% to
Israsl and the Middle East and
the remaining 10% to the rest of
the world.

Pescargen applies exigent
quality and sanitary norms in the
pracessing of ifs products, and it
also fulfils the HACCP
methodology on board its ships,
which assures clients of the
superior quality of its products.

In 1998, Pescargen exported
10,500 tons of processed
products, which is equivalent to
9.5 mitlion USD. Besides its
fleet, Pescargen owns a
refrigerating plant located in the
city of Puerto Madryn, Province

of Chubut, in the industrial
fishing park. It has a covered
surface of 8,000 square meters
and counts with three cold
rooms with a capacity of 2,500
tons. The excess cepacity of the
refrigerating plent is rented to
other fishery companies.

it was the local company that
first provided the impetus to
creete the JV. The Spanish firm
had elready been &pproached
by & or 7 entrepreneurs offering
to stant a collaboration, but it
was not possible to close a deal
because of a lack of chemistry
and trust between pariners at
the startup of the relstionship.

This trend was reversed when
they met the Argentine parner,
probably because they
discavered that they had a
similar traditional vision ¢f the
business. It took them mare
than a year to sign the JV
contract, as the Spanish partner
needed some time to pertorm
due diligence on Jocal partner,
particularly relating to the fishing
icenses. They slso wanted to
get ta know their partner better,
finding aut what were its past
activities, what was ils
knowiedge about the fishing
business, what contacts did they
have in the couniry, etc.

The good relationship that both
partners enjoy today is the
product of the initial goodwill
that existed between them and
the confidence that developed



as the relationship grew. For the
Argenline partner, the
relationship batween both firms
is really a critical aspect. He
explained: ‘the JV was formed
to earn money but more than
that it was conceived thinking in
a job for the entire life, both of
us befieve that this is nof just a
business.”

Good relations between
parnners have helped the JV to
overcome difficult sluations like
the ones it faced during 1993,
only one year atter its creation.
In that year, Spain and (taly
devalued their currency and
sales dropped dramaticalty
while stocks took the ascendant
trend creating a situation with a
1ot of triction.

The negctistien process
presented no particular
difficuilies. The Spanish pariner
has the majority of the JV
(70%}, as they basically
contributed with ships. The
partners divided tunclicnal roles
accerding lo each other's
competlitive advantage,

The Spanish partner was
alletted the production and
technical functions, while the
Argentine partner was charged
with the legal, sccounting,
human resource, public
relations, and sales matters.
The JV is managed by the two
owners {there is no external
GM), the JV president and vice-
president, which come from the

1a7

Spanish family, and the JVGM
is the Argentine assaciate. The
JV management follows a
consensus approach, both
partners discuss and have voice
when solving preblems or
thinking ebout the JV's future.

The majerity of the perscnnel
working in the JV are from
Argentina. At the beginning,
ships were cperated by
Spaniards but currently locals
have replaced 50% of the
Spanish personnel.
Nevertheless, key positions are
still in hands of Europeans.

Culturally, there are ne
signilicant differences between
partners. At the industnal level,
there were some differences
that ensued trom the industrial
context ot sach country, For
example, the technalogy used in
each continent was differant but
due to all these years of
cooperation, the Argentine
partner has caught up.

At the national level, the
Spanish parner had to leamn
about the business nerms in
Argentine and iis economical,
political, social environment.

Technology knowledge or
knowledge referring to the
Argentine context was acquired
by beth partners by osmosis,
through dey-to-day interaction.
No knowledge transtfer
objectives were explicitly
formulated. Despite the little
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differences that can exist,
partners enjoy gaod
communication: ¢clear and with
no ambiguities.

Refeming to the Argentins
environment and to its impact
on the JV developmenl process,
both partners agreed on the
positive role it has played, at
teast in the initial stages of its
development. Argentina
facilitated access of foreign
capital targeted to the fishing
industry thraugh the agreerment
the government signed with the
ELU. Besides, the political, social
and, most impartantly, econornic
stability the country has offered
during most of the 90’s has
been tavorable not only to this
business but to the entire
economy, Nowadays, things
have changed some not only at
the macro economic level but
also at the level of availability of
resources. The fishery

resources of the country are
diminishing; too many people
have fished with liffle control
and some species cauld be in
danger of being depleted in a
few years. The government has
taken measures but gffen the
pelitical logic preveils over the
scientific logic. The diminishing
resources have provoked also
some natignalist reactions
against foreigners.

Both partners are salistied with
the JV’s performance. All the
initial objectives heve been met,
their turnover borders 10 million
USD a year selling to Spain,
Italy, Greece, |srael, Syria,
Jordan, and the US. The
situalion they now have to face
is different than the initial one:
they have to fix new objectives
taking into account theis position
in their life cycle curve and the
external conditions change.

Having presented the different JVs that we chose for conducting our
empirical research, we are going to terminate the presentation of fevel
3 elements according to Borum’s research design model {Figure 13).
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3.3.3.5 Unit of analysis

As glready mentioned in section 3.3.3.2, the unit of analysis selected
for this investigation is the JV as defined in section 1.6, which includes
the foreign and local parents as well as the legally distinct entity they
have created pulling part of their resources.

3.3.3.6 Date collection process

The dsta collectian process deels with the appropriate manner of
bounding the case with regard to time, participants and relevant
evidence. The data collection strategy used in this CS can be referred
to as & “one person and one time data collection”. Infermation was
collected mainly through interviews by one researcher during a three-
month trip to Argentina in 1998 (from the 15™ August o the beginning
of Novemper 19898). A few days were 3dilocated to collect the relevant
evidence for each case through visits ta the JVs and to the local PCs.
The data collection process was completed from November 1998 to
December 1998 when the researcher returned to Switzerland and
started the second round of interviews visiting the European PCs in
France, Germany, Halland, ltaly and Swilzerland. All the visits to the
Europeen PCs ware not necessary since some informants were in
Buenos Aires at the same time the researcher was there (For more
information regarding the interviews refer to appendices 4 to 11:
cantact summary forms{CSF)). Further phane contacts with key
informants were established to compiete infarmation and to follow the
evolution of the JV.

According ta Yin (1994; 90-99), three principles should be followed
while collecting evidence to increase the quality of a CS: Use of
multiple sources af evidence. A major strength of CS data collection is
the opportunity to use many different sources of evidence. It allows an
invesligatar 1o develop converging lines of inquiry which is technically
called a “triangulation process”. Following this logic, any finding or
conclusion in a CS is likely to be much mare convincing and accurate,
because it is based on several different corroborating sources of
information. Figure 1€ illustrates the process.

The main sources of evidence we used in this investigation were
documents and interviews, No scurce of evidence was cansidered
better than any other; we rather saw a complementarity in each piece
of evidence. We tried to collect as many sources of evidence as was
possible. The documents we used were: PCs’ annual reports, JV's
BPs, newspapers chlippings and firms’® information available on the
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Internet. We used these documents to gain and corroborate evidence
from interviews.

intgraction with key informants through interviews was our second and
major source of information, We tried 1o have, when possible, the triple
view of the JV - including the local parent's vision, the European
parent’s vision and finally the JV's GM vigion24. The triple interrogetion
based on the same {opics allowed us, on one hand, to obtain the point
of view aof each major acter In the JV. The reader should remember
that this was ane of our research objectives since the LDCs - DCs JV
literature usually presented a one sided vision of the JV (often the
foreign partners vision). On the other hand, the triple interrogation
served e thangulation puspose, since information given by an
informant was confronted with intarmation given by another cne on the
same topics,

Figure 16: Triangulation process

Local JV pariner

Documents
\ / situctured interview
FACTS
/ \ European JV
JV manager 53:2?; l:tn.u:tureo:l

structured interview

Source: Adapled from Yin, R. (1994). CS Research: Design and Methads.
Thausand Qaks, Sage.

4 In four cases only two interviews were carred out because some key informants
had a suitable doubie vision of the J¥. They had the local or the European PC
vision because they worked in the PC and were involved in the JV creation
process, and they also had the JV vision betause they wefe the JV's general
managers. In cne case the local partner refused o give vus the inendew
because the Eurcpean partner had the exclusivity of informing the pubiic about
the JV's activities. In one case the European partner refused the interview
arguing information confidentiality (Reler to appendices 4 1o 11 csf).
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A structused gquestionnaire was developed for each ot the three JV
actors (appendix 1). The local and European PCs’ questionnaire had
47 questians; bath guestionnaires had the same content whils the JV's
general manager questionnaire was adapted to the respandent's
specificity (he was not necessarlly involved in the JV's creation
process, he was may be recently sppointed to the paosition, etc.). Two
main sources inspired the guestiocnnaire's inquiries. The major source
was the literature review, which was used, among others, as a
guestion finding instrument. Each section of the fiterature review
ended pointing out the mein aspects to be investigated during the
smpirical ressarch (se€ section 2.3.1. 1 Informal phase, page 30, for an
example). On the other hand, we based several questions on a
questionnaire developed by a consulting group specislized in
developing strategic alliances (Alliance Management International,
Lid., www.amilld.com/, see their alliance evalustion survey). The
questionnaire was then submitted to Prof. Bircher, and Prof. Kostecki
whose comments were used to polish the final version. No changes
were made to the questionnaire during the whole interview process.

The local parent and the JV's general manager interviews in Argentina
were conducted in Spanish, while the European PCs' ones were held
in English, French or ltalian depending on the arigin of the intarviewse,
interviews lasted from a minimum of one hour to a maximum of three
hours, interview transcriptions were done on days following the
interviews (Sea appendices 4 to 11 for interview details, padicularly
CSFs).

The selection of key informants was dictated by two imperatives: an
individual's high degree af familiarity with and expert knowledge of the
JV under study, and the individual's ability to report accurately and
comprehensively given a) the strategic nature of the interviews’
cantent and b) its tocus on cross-coroorate boundaries issues, such as
transfers of know-how, learning or performancs.

GCiven these requirements, choosing top executives whose
understanding and fields of action pertained to their overall
organizations was necessary. As informants, tep managers were not
only the most able ta recognize and asses the relative importance ot
organizational changes, be they perlormance or strategy related, they
were also the mast qualified to report specialized information on
strategic alliances. The tirm's top executives were consequantly the
informants who were the most able to cbserve and to determine the
impact of specific alliances on the rest of the organization’s activities.


http://www.amiltd.com/
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The second principle deals with the creation of a CE database: The
CS datahase is about organizing and documenting the collected data.
CSs often do not distinguish between the data or evidentiary base and
the researchers’ report (article, report or book}, which impedes the
database to be the subject of separate, secondary analysis,
independent of any reports by the onginal investigator. Too often, the
CS data is synonymous with the evidence presented in the CS report,
and a critical reader has no recourse if he or she wants to ingpect the
database that led to the CS conclusions. We have tried to overcome
this problem by creating a farmal, presentable database in order to
increase the C&S reliability. The database includes interview
transcriptions, companies’ dacuments {(PCs' annual reports, JV's BPs,
newspapers clippings and firms' Information available in Internet}, CS
notes, contact suramary forms and document summary (Miles and
Huberman, 16¢4; 53, 55). Neverthelass, part of the information cannot
be consulted without the key informant’s appraval. The people thai
agreed 1o participate to the research, and therefore to have their
interviews recorded, have done so with the condition of maintaining
certain information confidential.

Finally, the third principle that increases the quaiity of a CS is the
establishment of a chain of evidence. Again, the purpose is to increase
the reliability of the information in a CS. The principie is to allow an
external observer (the reader of the CS for exarnple) to follow the
deduction of any C8 conclusions from the initial research questions.
Evidence presented in the C& report should be assured by the same
evidence collected in the field, no griginal evidence should have been
s, through carelessness or bias, and therefore fail to receive
appropriate attention in establishing lhe “facls” of e case. The
techniques that we used fo establish a chain of evidence in our CS
report were: 1) elaborate a formal CS database containing the
evidence and the circumstances where they were collected {date, time
and place of the interviews and 2) quote the CS datahase material
whenever it was necessary, which are consistent with the specific
procedures and questions contained in the C§ protocol.

3.3.3.7 Criteria to judge the research design quality

Because a research design is supposed i{o represent a logical set of
statements, we also can judge the quality ol any given design
according to certain logical tests, Whether one is doing CS or any
other type of social science, four tests are relevant, Yin (19g4; 32-38).
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1. Construct valldity: establishing correct operational measures for the
concepts being studied. This test is problamatic in CS research,
critics towards CSs point the fact that a CS investigator fails to
develop a sufficiently operational set of measures and thet
“subjective” judgments are used to collect the data. Three tactics are
availabie {o increase construct validity: 8) The use of multiple
sources of avidence, in & manner encouraging convergent lines of
inquiry, and this tactic is relevant during data collection; b)
establishment of a chain of evidence, also relevant during the data
collection; and ¢} having the draft CS report reviewsd by the kay
informants. We applied the three {actics in our CS.

2. Internal validity: (for explanatory or causal studies only, and not for
descriptive or exploratory studies) establishing a causal relationship,
whereby certain conditions are shown to lead to other conditions, as
distinguished from spurious relationships. Concem only causal or
explanatory studies, where an investigator is trying to detarmine
whather event X led to event Y. iIf the investigator incorrectly
concludes that there is a causal relationship between X and Y
without knowing that a third factor Z may sctually have caused Y,
the research design has failed to deal with some threat io internal
validity.

The concem over internal validity, for CS research, may be
extended to the broader problem of making inferences. Basically, a
CS involves an inference every time an event cannot be directly
observed. Thus, an investigator will inler that a padicular event
resulted from some earlier oceurrence, based on an interview and
documentary evidence collected as part of the CS. |s the inference
correct? Have all the rival explanations and possibilifies been
considerad? s the evidence convergent? Does it appear to be
airtight? A research design that has anticipated these guestions has
begun to deal with the overall problem ot making inferences and
theretore the specitic problem of internal validity,

Qur CS is more descriptive than explicative, nevertheless
interviewing two to three persons with divergent interest (Local PC
representative / foreign PC representative and JV representative)
and asking them to answer to the same questions increases the
validity of our conclusions. Moreover, the final document will be
submitted to all the informants for publishing approval.

3. External validity: establishing the domain o which study's tindings
can be generalized. The third test deals with the problem of knowing
whether a study’s tindings are gensralizable beyond the immediate
CS. The external validity prabtem has been a majer barrier in deing
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C8s. Critics typically state that the single cases offer a poor basis tor
generalizing. However, such critics are irnplicitly centrasting the
situation to survey research, where a sample if selected correctly
readily generalizes to a lerger universe. This analegy to samples
and universes is incorrect when dealing with CSs {analytical vs.
statistical generalization). In CSs investigaters generalize a
particular set of results te seme breader theery. Howaver, the
ganeralization is net autemetic. A theery musi be tested through
replication of the findings in a secend or even third case, where the
theory has specified that the same results should occur. Once such
replication has been made, the results might be accepted tor a much
larger number of similar cases, even though further replications
have net been pertormed. This replication legic is the same thet
underies the use of experiments (and allows scienlists to generakize
frem cne experiment to another),

4. Raliabily; demonstrating thal the operations of a study, such as the
data collectien procedures, can be repeated with the same results.
The ohjective is to be sure that, it a later investigater followed
axactly the same procedures as describad by an earlier investigator
and conducted the same CSs all ever again, the later investigator
should arrive at the same tindings and conclusions. The geal of
reliability is to minimize the efrors and biases in a study. Te
accomplish this purpose the procedures followed must be well
documented. We tried o fullill this at cur bast by building the CS
data base.

3.4 Cenclusion

The research process image that | gave threughout chapter three is a
very structured and ratienal ene, whereas in practice, at least in my
casa, the latter was neot that structured ner ratienal. The tirst steps of
my research precess were rather characterized by diserder, chaes and
a lack of a clear objective. Structure and rationality emerged as the
research foundations consolidsted at later stages. At the beginning
there were only twc elaments, a general idea of the research area
(strategic alliznces) and a strong determination to live an investigation
adventure.

The hardest or most critical mements that | experienced during this
preject emerged during my first year of werk when [ had to write down
the first ideas to build a research proposal. It was like driving a car in a
highway during the night, without lights, and alene {| am not thinking
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about a Belgian highwayl). Sometimes | thought that I found the
correct path but then | realized that | took the wrong way, and had te
come back several miles. As lectures went by, my idees about the
subject chenged, it was a continueus crestion and destruction process.
When | thought that | hed succesded delimiting the problem, new
perspectives ar obslacles appeared. In that moment | realized that a
good image describing an area of investigation was the image of a
rver with meny tributaries. A Ph.D. candidate has lo make an
expedition to discover the origin of the river and its Iributaries (the
different research currents) in order to gain a good visian of the whole,
This stage is very important because it gives the neophyte the
knowledge required to position his work ameng the different research
streams. Deepening the understanding of the research ares takes
time, and requires goad guidance. The support of my thesis directar,
as the one of various experts in this area of research, and of the
docteral program as a whele, were crucial to achieve this objective.

Once | overcame the initial difficulties, the different parts of the puzzle
started reflecting a clearer image of the path to follow., From thal
moment en, | wes able ta open the methadological tootbax to laok for
the adequale device to solve the preblem | was confronted to. The
challenge here was simple: | had to find which type of research
technique best corresponded to the type of problematic | was
canfronied to.

Having detined the research problem, the theeretical framewerk, and
the methodology, the slope became less steep. The main difficulty
resided in mastering the methodology, colleciing, and processing the
data. The type of tasks | had to work on became less abstract and
more action oriented. The success facters of this stage were tons of
patience and an cbstinate attitude towards dilticulties.

At this peint, all the thesis slements were gathered on the table. The
final task was to redact the missing chapiers and to improve the
exisling ones. Once again, patience and eobstinacy were my best
companions.

This chapter's goal was to present a methodological reflection es well
as a dstailed description ot our specilic research strategy. Having
attained our objectives, we continue presenting the data cellected as
well as its analysis.
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4. ANALYSIS OF DATA

4.1 Introduction

This chapter presents and analyzes data collected through interviews
in Argentina, Switzerland, France, MHaly, Germany, and The
Netherlands during the fall of 1998. Interviews were held in eight JVs,
five in the automotive sector and three in the agrbusiness sector. We
remind the reader that the group of JVs in which we based the
investigation does not represent the Argentine population of JVs, and
that it does not respond to eny statistical sampling legic but rather te
the qualitative research needs that were exposed in the
methaodological section. Consequently, the objective of this dissertation
is not to provide generalizations about European-Argentine JVs but
rather to improve the understanding of their global functionning.

The logic that followed {0 structure the presentation and analysis of the
data collected is the same one that we used in chapter two whete we
presented the systemic view ¢f international J¥s, which means that we
are gaing to present and analyze data referning to: the JV formation
process (from patner motivations to the signature of the JV contract},
the JVGM and other staHfing characteristics, the particulanties of
PCs' relatlone, some important JV management aspects (cultural
differences, power struciure, strafegies and planning as well as
organization structures}, learning within the JV actors, the role of the
Argentine envircnment in the JV development and finally
performance evaiuation and key success factors.

The first seclion treating the JV formation process is based on 14
interviews to the PCs (there are two cases where we only got
information from one of the PCs: EURMON and AVEBE) and company
documents. The rest of the chapter is based on all the interviews,
which includes PCs' representatives and JVGMs (17 interviews).
Details regarding the interviews can be tound in appendices 4 to 11
particularly on CSFs.
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4.2 JV formation process

The litereture review described the stages and characteristics of the
JV formation process. As previously mentioned, we used Bdchel's
{1996) farmation framework to shaw the sequence of events that leads
ta the signature of a JV coniract. We use ance again Blghel's (1996)
framework ta describe the sequences and characteristice of the
formation processes followed by the JVs that we studied (figure 17).

4.2.1 JV formation procees: informat phese

This phase is characterized by the fact that parents take a single firm
perspective. We describe, analyze and resume tha most salient paints
at each stage, which includes tha JV formation context in the
autamotive and agribusiness industries; etakeholdera’ attitude
towards JV creation; foreign end locel partner’s mativations ta farm
the JVs, atrategic intent and finally, the PSP,

4.2.1.1 JV's formation context

The objective pursued by the first interview question {The complete
questionnaire can be found in appendix 1) was 10 start the dialogue
and 1o obtain infarmation about the general situation in which the idea
1o form the JV was born. How was born the idea 1o form a JV with an
Argentine / European pariner? What were the main stages of its
creation? Whatl were the main difficulties vou encountered in the
process? We found a clear difference between the JV formation
context in the automotive and the agribusinass industries. We begin
presenting the situation in the autometive industry and then the one in
the agribusiness industry.

&) The autamotive industry

Recent global sirategies developed by Eurapean, American, and Asian
car manufaciurers have had a great impact on the auta parts industry
in developed and devetoping countries. The history of the Argentine
automotive industry can be considered as a good example that
ilustrates the dramatic changes that the auto parts industry in an
emerging market had to go threugh to survive. Betore Argentina
implemented the relarms in 1989, the national vehicte industry
produced cars that could be positioned in the final phase of the
product iife cycle curve in DCs.
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The technology, transterred to LDCs by car manufacturers was
cbsciete, and the vehicles produced were of poor quality compared ta
DC’s standards. We can easily imagine the conseguences of such
practices on the level of development of the national industry
capabilities.

The situetion evoived with the implementation of free market policies
argund the wond, and the sdaptive straiegies of car manufacturers
that tollowed it. In the case of Argentina, economic reforme, etability,
and growth created new opportunities for foreign multinetionel
firms In the automotive sector. Besides the improvement of the
internal economic conditions and its ensuing increase of demand, the
size and potentizl of the Mercosur market reinforced the
attractiveness of inveatment projects. It is under these conditions
that car manufacturers invested in the region, transferring state of
the art technolegy to produce madern vehicles.

The “world cer” concepl, which means that cars are manufactured
and sold in difterent developed and devaloping countries at the same
time cheracierzes the -sirategy implemented by multinalional
corporations in the sector. The implications of the “world car® an the
auto pans indusiry have been considerable. it is well known that the
auto parts industry activities have been more and more integrated into
car manufacturers production processes during the last decade. The'
role of auto parts tirms evolved from the production of simple pars
under the direction of car manufacturers to a situation where they
became strategic partners that develop complex systems, which are
integrated into vehicles. Car builders have reduced the number of
suppliers in the world, and have developed ciose commercial relations
with them. Projects are not national or regional any more, they are
giobal, and auto parts companies are forced to play in the global
enviranment tollowing their clients wherever they invest.

According to Dr. Treves, Treymi's Vice-President, this major change

has been a great challenge for auto parts firms since they have been

histarically linked {o thelir national territory and ciients, and they are .
in their majarity family owned SMEs. The intemnationalization strategy

was not always an easy process to implement and very often

companies preterred to form alliances with LDCs partners to fill in

the market knowledge gap and reduce the risk of investment

projects.
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Ing. Muhimann, Industrial Director at Grupo RB, described the industry
changes from an Argentine perspective. According to him, the markel
liperalization increased the number of foreign cars imported putting in
serious danger the local industry and o¢bliging it to upgrade its
technology to survive. As e consequence, the local industry went
through a deep reorganization process in which the strongest groups
expanded by integrating vertically, buying firms that ware facing
difficulties. This first rearganization phase was followed by an alliance
formation phase that sllowed local companies to ecquire up to date
technology and management practices indispensable in some
critical activities.

b) The agribusiness industry

There are many sectors in the agribusiness industry, each one with its
own particularities. The interviews we undertook within the industry, as
well as the information that we gathered in the business press,
generally showed thal many European firms face constraints that
limit thelr development. These canstraints exist both at a resource
level (entries to be processed) and at the sales level (market
saturation), and they explain partly the trend of geographic expansion
that many European firms are undergoing.

The latter can be illustrated by some of the cases that we analyzed.
The resource constraint prablematic is well known in the fishery sector
in Europe. Indeed, European seas have been overexploited and
competition for fishing licenses between European Union firms and
couniries is a delicate issue. Pescargen’s JVGM, Lic. Hugo Villar,
explained that several countries are in a situation where modern fleets
such as the Spanish one face over capacity. Fishery firms have
developed an important tachnological know how and infrastructure but
cannot use them optimally because of the resource constraint. On the
contrary, Argentina was, and in a lesser extent continues to be a
country with a lot of fish resaurces but lacking ot medern technolegy
and thersfore of adequate boats to exploit their fishing llcenses. In this
context, the formation of JVs appeared 9s an interesting solution to
solve the over cepecity problem of some Europeen compenias
and the lack of technology of some Argentine companies.

The second example illustrating the resource constraint problem
comes from the wine sector. The difficulty in this sector Is to find
adequate land for growing vine,
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European wine producers essentially from France, Spain, and Italy
have expanded and exploited their soil throughout centwies, and
nowadays it is very difficult for companies originating from these
countries to increase thair wine preduction. An additional difficulty thet
firms in this sector face is weather uncertainty since a few weeks of
bad weather can damage most of the yearly production. Managess in
these companies have to ensure sufficient and good gquality grape
each year. Firms of the sector found & solution to their growth
problems by expanding geographically, increasing quantitatively and
qualitatively their grape production, and reducing at the sama time the
country bad weather risk (they reduced the probability to lppse their
production by growing vine in different continents at the same time).
Countries such as tha US, Australia, Scuth Africa, Chile ele. have
been alreedy well developed and the number of countries presenting
the appropriate conditions for vine growing is limited. Different expents
evaluated Argentina’s potential and various provinces were judged
very appropriate.

The constraint in this sector was not oniy a resource constraint but
also a market consiraint. Eurdpean wineg markets are in a mature
phase and companies have to took to other regions to increass their
sales volumas. Some emerging markets in Asia such as China or in
Latin Amenica present good opportunities. Here again, JVs offer an
interesting aolution to Eurppean and Aigentine tirms. Foreign
partners can expand their activities and diversity their risks, and
locel firms can benefit from internationai distribution networks
and oenologicel know how.

As we saw in the case presentation section, overcoming the Eurbpean
market constraint was alsc an element that motivated AVEBE to look
for growth possihilities outside the oid continent to ensure future
nrofitability.

The description of the JV formation context for the automotive and
food industries highiighted several reasons that explain the creation oi
European-Argentine JVs such as growth opportunities, client
constraints, and technology needs. This list of reasons or patner
motivations to torm JVs will be completed by question’s 3 data, which
is devoted to the study of pariner maotivations to form JVs.
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4.2.1.2 Stakeholders’ attitude towards JV creation

The literature review showed the importance of this variable that
determinas the basis on which the JV will develop. The success
chances of the JV are highly compromised it important divergences on
its creation rationale exist among stakeholders. The objective of
questions two and three was to collect information on stakeholders’
attitude lowards the JV creation. At the moment where the JV's project
for Argentina was discussed, wha! was tha stakeholdars’ attituda
towards its creation? (By slakeholders we mean: shareholders, board
of direclors, managers, clients, suppliers, financial institutions etc.)
Was thera a general consensus about the decision or was it rather a
confiictive situation? If the situation was confiictive, what were the
main problems? How were these problems solved? Answers io
questions lwo and three were relatively short and similar in both
sectors under analysis. The few differences that were brought up can
be attributed to firm size rather than to firm secter erigin.

The decision-making process of the 14 PCs that wse studied was
characterized by consensus. One of the reasons that lead to
consensus was thal tirms involved in the JVs were mostly SMEs
{excepted EUR; AVEBE, Arco Bodgas Unidas and Rieter}, which
implies a tamlly ownership and management. Under these
circumstances, decision-making power is concentrated in a limited
number of persons favaring intemai consensus. Dr. Guillaume Tréves,
Treymi's Vice-Presidani, explained that “..in our case, the family owns
and runs the company, and since it is a small family, decision-making
uses lo be consansual...” The same &ffitude towards decision-making
was found in Grupo RB as the following interviaw extract shows it:
“..Considering the middia and upper managemant levals, everybody
knew that the intarnalionalization or globalizetion was imminent and
that wa had to figure on it in soma way, al least lo faam. ...They all
understood thal the alliance formalion stralegy was the right one, and
they supported the JV creation process although some of them feared
for their fulura in the company...” {ing. Muhimann, industrial Director at
Grupo RB). The other family owned SMEs that wa analyzad had a
simitar view on the mattar. Mr. Harlimann, Senior Vice-Presidant of
Rieter Automotive Systems, explained that “..it has been like this in all
our invastments abroad. We know that wa have to folfow our clients
and we discuss about the pros and cons of each new opportunily, then
we make a consensual decision”.
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There was only ane case in the auto parts indusiry where the local
pariner did not agree a 100% with the JV BP. They would have
praferred to find other production solutions than the ones that were
adopted, nevertheless maintaining business wilh some important
clignts was the priority and they had no other choice than doing it that
way. The local partner agreed with the idea of a JV. but was not
convinced by the way In which the business was going to be run.

Ciients represent a third stakeholders group besides owners and
managers. In the auto parts sector, clients are the car terminals, and
as we mentioned earlier, they were not only favorable to JV formation
but they were one of the main {orces pushing for their creation.
There was one case where cerain differences existed between the
local partner general manager and a French constructor that was
represenied by a tocal firm. The differences were solved from France
through Traves that has very good relaticns with the French
constructor. Tréves intervention contributed softening things.

The same consensual attitude prevailed in the agribusiness industry
with the only difference that there was not a ¢lient pressure tor alliance
formation in this sector,

internal consensus was easier to obtain in SMEs than in bigger
companies tor the simple reason that there are fewer persons to
convince involved in ihe process. Decisions in family owned firms took
several hours or a few days, while decisions in larger companies took
several months. Wim Dethmers, Controller at AVEBE, explained that
the Dutch PC took dacisions at a slower pace than its local counterpart
causing frustration to the Argentine partner in several occasions.
Timing differences were accentuated by the legal nature of the Dulch
company (cooperative with @ heavy decision-making structure and
process, for turther details piease reler to the case presentation
section and to appendix 3 where the company and its structures are
presentad}.

Anather case where this type of frustration regarding decision-making
rapidity was felt was in Rieter Argentina. The local partner understood
very well that, because of its worldwide engagements, Rieler
Switzerland had many other priorities than the Argentine JV. But still, it
was not always easy to work on one side with the clieni's prassure to
do things quickly in Argentina, and fram the other side without the
necessary flow of decisions coming from the Swiss headquarters.
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4.2.1.3 Partners’ motivations to form the JVs

The literature review showed the importance that researchers in the JV
tield have paid to the study of firm motivations to form this type of
aliances. Questions 4's objective was to obtain sn  aciual
undarstanding of foreign and local motivations to form JVs and te
update the body of knawledge regarding JVs between DCs and LDCs
companies. At the moment wheare the JV ¢reation was discussed, what
ware your major motivations o form it? (Plaase refer to question 4 of
tha intarview guide, to see tha list of motivations that was presented to
tha group of respondenis). Appendices 12 to 16 present and resume
the data obtained on the matter,

Information provided by questions one and four revealed that the
maijcr motivation that the Argentine companles we studied had in
tarming & JV was technology acquisition. This was the case in both
the aute parts and the feod industries and can be explained by the
important liberalization process that the Argentine econamy has
undergene, rasulting in an increased ievel of competition in the lacal
market. Under these circumstances, state of the art technology is a
critical resource for survival and it can only be obtained from
technologicaily advanced countries.

Ancthar important motivation for Argentine lirms was financial. Capitai
is another rare resourge in the region and techneiogy upgrading
prejects are often costly, for example, in the auto pans industry they
often required the construction of a plant, the scquisition of
convenigntly situated land, equipment costs, and se on. The same was
trug in the agribusiness industry where new plants or large fish
processing boats were required. Most of the Argeniine companies that
we studied taced difticulties in financing the new investments and they
had to rely on their partners’ deeper pockets. Eurepean JV partners
net only had more investiment potential in terms of intemal financial
resources but they alse had access te better market conditions than
their Argentine partners,

An important motivation for Argentine firms in tha agribusiness industry
was access to an international distribution network. Local firms
wanted to incraase their sales volumes and thay have often under
expleited the export strategy. In this context, the distribution networks
of foreign companies are used to channel the JV products worldwida.
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This is the case for Pescargen's lish (word expors), lor AVEBE's
starch derivalives (expars ta Latin America) and for BHA (principally
ta Australia, Europe and Sauth America). The intemational netwark
was not so important for firms belonging to the auto pars industry,
because they aperate in a regional basis (Mercasur).

Other imporant motivations ta form JVs from the lacal parner
perspeclive wera common to both sectors’ companies. One of them
was lowerting costs thanks to partner complementarity, which from
the Argentine perspective included mainly investment costs sharing.
As said befoie, project financing is not always en easy issue in
Argentina.

Local firms also considered important to  acquire modern
management practices when forming JVs. This is explained by the
fact that, betare the nineties, the country business environment was
characterized, amang athers, by economic instability {impossibifity to
use planning tocls because of hyperinfiation), protectionism {lack of
marketing aggressiveness), nonprofessional management (nepotism),
which retarded the adoption of modern management and marketing
instruments. Alliance formation has reduced consigerably the gap on
this matter,

Finaliy, same Argenting panners in the auto pars industry considered
brand recognition as an imporant motivation to form JVs. Foreign
auto parts firms that accompany their clients around the world have an
important trajectory behind them, and the quality of their products is
well recognized around the globe. Consequently, using an established
company name or brand is essential {o sell products to car
manufaciurers.

From the f{oreign partner's point of view, the most mportant
motivations to form JVs with Argentine firms were to follow an
important client in its world strategy (aute parts industry), and access
to resources (commeodities), and markets.

The other major motivations ware to increase the velocity to entry
the local market, and 1o lower tha costs. By forming alliances,
foraign companias were able to count on alraady existing
infrastructures, porifolios ot clients, local networks of key contacts,
personnel, raw materials, and so on. The benefits of this kind of
support are evident; things would have been different if companies had
ta start the market penetration from scratch. Regarding the motivation
for cost reduction, same foreign firms tried only to share the total
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investment costs, white others tried aizso to minimize the operating
costs at least during the starting period. The idea behind this strategy
wes 10 have a better knowledge of the market size and potential before
invesling heavily. To achieve the operation cost minimization strategy,
firms used a nurturing structure, said in other words, a JV relied as
much as possible on the local pariner's resources be them
administrative, financial, IT, marketing or productive, limiting the inilial
investment to the strict minimum.

Other important motivations that were mentioned by some foreign
managers were the local partner’s technicgi expertise (AVEBE and
BHA benefited from complementary technical expertise) and the
posaibility to overcome local sector based regulations (Benteler).
Argentina does net have many regulations but there are some import
restrictions in Ihe automotive industry that can raise costs
congiderably, Table 20 resumes the moiivations that Argentine &nd
European partnars had to form their Jvs.

Question five's objective was to avaluate lo whai axtant partner's
motivations had evolved over time, if they had. Have there been any
changes in your initial motivations due to the JV's development, or
have the motivations remain stable? If they have changed, can you tell
us how and why? Answers o this question were short in general.
Respondents noted mainty thal moetivations have remained rather
atable over time. There exists the possibility that the question was not
formulated in a satisfactory manner, May be we shouid have asked teo
rank each motivation from 1 -no importance- 10 5 -very important- at
the time of the JV creation, and then ask the same question for the
actual period. It is also possible that the general comparison over tims
is hard to realize because of memory cepacity. The problem is
accentuated it respongents are asked to consider a long list of
motivations.
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Tahle 20: Motivations for JV formatian
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4.2.1.4 Strategic intent

Each PC plans its national and/or intemational development ections
based on strategic analysis. We wanted to know if PCs developed a
clear strategic intent before staring the JV PSP, or it they decided to
form the JV fo take advantage of a market opportunity. At the
beginning of the JV's formalion stage, each parner develops
individually a strategic intent. Did you develop a clear strategic intent
befora starting the negotiations with your pariner, or did you decide to
form the JV fo lake advantage of the opportunity the market was
offering in that moment? The answer to question 14 was straight-
forward. Almost sil the PCs had s clear strategic intent to form the
JVs besides Norfon that took advantage of a market opportunity to
develop a new business.

4.2.1.5 Partner selection process

The lirst reflections on the dissertation problematic captured already
the importance of the PSP. The literature raview confirmed the
importance of the matter evidencing the determinant role that the
process will have on JV development since it determines the quality
and quantity of resources (financial, technologicsl, human and so on)
thet will be available to the organization, as well as the type of
relationship that will exist among PCs (balanced ar unbalanced / close
or distant etc.). :

We concenlrated our efforts on the study of the stages and
characteristics of the PSP, the criteria used by PCs lo evaluale
potential partners; the number of pariners that were formally
evalualed; the time necessary to accomplish the process, and finally
the asymmetries that exist between PCs (Questions 6 to 13).

We identified two types of PSPs among the eight cases studied. On
one hand, there were some cases where previous commercial
relations existed afready between partners (the Argentine firm scted
as a licensee or as an agent ol the foreign firm). On the ather hand,
there were other cases where no previous commercial relatlons
existed, and firms had to screen the environment, anslyze it, and
evaluste candidates lo form the JVs. The following paragraphs
describe the different types of PSPs presenting each case's
characteristics.
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4.2.1.5.1 JVs as a result of pravious commercial relationa

Two firms, one in the aute pans sector and the other one in the
agribusiness sector had already a commercial relation with their actual
JV partnar. In tha aute paris sector, Rieter Automotive Systerns gava a
license to Caimari 5.A. approximaiely sixteen years ago, and such en
old business relationship justifiad the JV partnar selection decision. Mr.
Hiriimann, Senior Vice President at Rieter Switzerland explained that
“.. Working all that time together alfowed us to get to know very well.
We also had a lot of pressure to form the alfiance and in those
circumstances it was illogic to search for another partner. Basides, we
would had created additional competition in the markst had we formed
the JV with another company...”. Consequently, the criteria to select
the JV partner were: pravious knowledge of the partner, rapidity to
form the JV, and finally competition avoldance.

The firm in the agribusiness sector is AVEBE. The Dulch company
chose AZO ALLER LIMPIAR S.A. as their commercial agent since
the eerly 90's. Both companies met in Brazil during the “Fooed
Ingredients South America” (FISA) annual fair. Since then, the
Argentine firm staried to sell small quantities of starch darivatives in
the local market. Some years laler, following AVEBE's strategy to
increase its presence in Latin America, and due 1o their previous
relationship, both partners discussed the possibility to develop their
business by forming a JV. Consequently, the main critefion to select a
JV pariner in this case was the previous knowledge of the panner.

The following figure iliustrates the path that these two JVs followed in
their developmant, '

Figure 18: A progressive approach towards JV formation,
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The nature of the PSP followed by these companies rendered
irrelevant the study of questions 7 and 9, which respectively treated
the time necessary lo find a pariner and the number of pariners
evaluatad.

Regarding PC asymmetries, Rieter Argentina brought together David
and Goliath. Some important features differentiating PCs are: firm size
{sales, resources, production volumes, organizational structures etc.),
tevel of industrial developmeni, operaiing range (imernational vs.
lacal), and time in the market. The same PC asymmetries that applied
o Rieter Argentina apply to AVEBE Argentina.

4.2.1.5.2 JVs without a previous commercial refation

The second type of PSP was characterized by the absence of a
previous commercial relation. Three different situstions lead to JV
formetion in this type of PSP. in the first situation, the foreign
company acted ea the first mover. It started the partner search
process, the first contacts and so on. The second situation was the
inverse of the first one, which means that the local PC led the
process. Finally, the third situation was characterized by the
intervention of external acters ihat facilitaled JV formation. In this
particular case, the external actors ware Halian and Argentine
govemment institutions that crganized business meelings. The
foliowing paragraphs present the details of each PSP.

4.2.1.5.2.1 The foreign parent company as the first mover

A couple of foreigh companies, Benteler AG and Arco Bodgas Unidas,
initiated the partner research process in order to seize the
opportunities offered by the South American market.

Benteler A.G. was looking for a partner in the region to satisfy his main
client’s needs. In the auto parts sector the most interesting markets, in
order of importance are Brazil and Argentina. Despile the tact that
Argentina represents a smaller market, Benteler sefected it 1o start its
activities. The choice was justilied by the fact that Ford was producing
the ssme model in Germany and in Argentina, and Benteler was
already supplying Ford with some parts in Germany. The situation was
therefore favorable for Argentina. Bentsler followed s structured
approach to farm the JV and to select its partner (See table 21).
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Table 21: Benteler’'s partner gelection process

-l

. Analysis of sales valumes of all the potential clients in Argentina,

. Analysis of all the companies trading ar producing in their
business area in order ta find suitable partners;

. Investigate patential candidates;

. Establish first contacts;

. Organize visits to the plants in Argentina and Germany;
. Find & commeon understanding;

. Take a decision about the commitment to form the JV;
. Work the details {ownership structure, personnel etc.)

N

w ~ o s W

Source: Benteler's internal documenis

Benteler's JVGM, Ing. Fenes, mentioned that there are several
persons waorking at Benteler that are responsible ol alliance farmation
around the world, They fly to China, India or wherever it is necessary
10 establish a contact, gather the parts, start the relationship, set up a
letter of intent and then sign the agreement. Once lhe contract is
sighed they leave to continue their work at the headguarters until
another opporiunity far an alliance arises.

The main criteria that Benteler used to evaluate its potential partners
wareg:

2 Joint understanding: Or. Rieger, responsible of the company’s
globalization process since 5 years, explained that finding a joint
understanding was the most important thing for them. “There has fo
be a8 common view regarding the market penefration strategy, the
client reietion skrategy, the production philosophy and objectives.
We have lo agree on how fo resch a fechnological match... i sum
we have to agree on how lo run the business... Finding @ parther
that shares our business views s the most Important
criterion”,

= Good personal relationship is another important criterion that
Benieler takes into account when forming an alliance. There has to
be a good feeling emong partners in arder to build the JV.
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Benteler evalueted between two to four partners before taking a
decision. According to Dr. Rieger, Attarney at Benteler AG, a market
like the Argentine one has no more than four valid potential
candidates. The PSP for this JV took leee than a year.

Singe the initiator of the JV was the fareign panner, the roie of the
Argentine firm was rather passive. GRUPQ RB is the higgest auto
paris graup in the country, and like the mast beautiful woman in a
perty, every man wanted to dance with her. Almost all the fareign auto
paris firms that invested in tha country visited them, although visits had
not always a real business intention. In some occasions foreign
companies just wanted io get information about their activities,

GRUPGC RB's decision to torm the JV originatas in Benteler's first visit.
The German firm proposed a good business project and they acceptad
to paricipate in the investmant. 1t is important o mention the fact that
GRUPO RB’s main client, one of the major terminals in the
country, piayed aen Important roie In the partner selectlon
decislon. Without thelr final epproval, the contract would have
never been signed.

The main criteria used by GRUPO RB to select their partner were:

= State of the art technoiogy;

> World preeence with products equivalent to the ones
conaumed in the Argentine market: a firm like Genaral Molors
has a world presence, but European models influence more the
Argentine vahicle market than American ones. in that context it is
better to have reiations with European firms,;

2 Production phllosaphy (systems agproach): at the time when
the JV was formed, there were only a few firms capable of
supplying complete systems to their clients. [t was imporant for
GRUPO RB to find a partner sharing the sama business vision.

GRUPO RB avaluated three companies to form this JVY but there
was only one who developed complete systems, the others just
praduced parts. The pracess to select a partner took iess than a
year.
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Bath PCs considered the PSP as a determinant factor tar the JV's
success. Ing. Muhimann explained that “sefecting correctly a partner is
vital for succeeding in a JV profect, the background that he has as wall
as the models with which he works are very important for the futvre
business development”,

Because each parther comes from a different country where industries
have followed different historfes and developments, and because PCs
have alsa their own characteristics, several asymmetries exist among
them. Benteler's size is 10 to 15 times the size of GRUPC RB in terms
ol sales, personne!, and praduction volumes, Cne tirm is international
and the other operates locaily, one firm has more than 100 years ot
experience in the European and world markeis and the other 42 years
in Argentina...

it is important to remind the reader that we are using Blichel's (1996)
tormation framewaork o structure the PSP and that this model as any
other madel has limitations because of its compiexity reduction nature.
Blchel's (199€) model suggests that personal relaiions amang JV
managers are an active variable in the tormal phase of the JV
formation process, while the observation of this JV {(and alf the athers)
demanstrated that this variable is omnipraesent since the tirst partners’
contact. This claritication was necessary to altribufe the correct
importance to the “personal relations” variable. Besides all the
objective criteria that partners may use 1o evaluaie iheir potential
associates, there is always a subjective crterion that will play e
vety important role. The literature describes this idea labeling it
“chemistry” among partners. In this particular JV, Dr. Rieger described
it as "good teeling among partners”. The existence of this "chemistry”
or “geod feeling” in a relationship piays a crucial role at the moment of
deciding with whom to work in the future and renders the inifial
conmacts stage a very delicale one. This argument is particularly
pertinert in Benteler-RB ¢ase since both companies are family owned,
they both have a medium size considering international standards,
they are not too hierarchic, they have a simitar management style, etc.
All these characteristics tavored the development of close personal
relations. Ing. Muhlmann explained that finding such a lit between
partners is not always an easy thing, and that it is rather very rare. He
explained thal they have other JVs where they slways discuss with
people that do not have the decision-making power and where they
have to solve problems or take decisions dealing with a big hierarchy
and in a very impersonal way.
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The second foreign company that initiated the JV tormation process
was Arco Bodgas Unidas, which decided to diversify its production
risks and consequently started to look for viable development
alternatives ail over the world. The following table reflects the
procedure that Arco Bodges Unidas followed to find an Argantine
partner,

Table 22: Arco Bodegae unidas’ pertner selaction procesa

1. Make & country analysis in order to delermine the best
development potential. The analysis results pointed at Argentina;

2. Carry out a market research focusing on the potential of
Argentine wines for exportation, as well as internal market
characteristics;

3. First visit to the country in crder to find a sultable parner: after
determining the Argentine market size and characteristics. Arco
Bodgas Unidas visited the biggest bodegas presenting its JV
proposal.

According to Mr. Del Rincon, who worked for several years at the
headqueariers’ markating department, and is currently the JVGM, “Arco
Bodgas Unidas works with the strict necessary personnal, there is nat
a person or group of parsons that dedicates exclusivaly to intemational
davafopment tasks. Tha persons responsible for the marketing and
exports division were in charge of the Argentine market analysis, and
Arcc Bodegas Unidas' CEQ, tha founder of tha JV idea, lraveled to
Argentina ic astablish the first contacts and then to supervisa the
process. The Spanish PC's organization structure made the selection
process progress at a slow pace”

The main criteria that Arco Bodgas Unidas used to evaluate their
petential partners and therefera Bodega Norton were:

= Product quality;

= Weaknena of their partner's international distribution network:
this ¢riterion was very important since the internaticnal distribution
network was the main coniribution that Arco Bodgas Unidas could
offer; -

= Modern technology.
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Arco Bodgas Unidas evaluated two bodegas in Argentina. The
first bodega they contacted was interested in the business, they went
through various steges on the negotiation process but they had some
differences at the moment of concluding the negotiations. A new
process was begun with Norion and ended with the creation of BHA.
The whoile PSP |geted approximately two years. In this case again,
the role of the Argentine partner wes rather passive. Norton found
Arco Bodegas Unidas’ proposal interesting and dacided to develop the
JV.

There are various important differences or asymmeirles between
PCs. The first one regards size, Norton sells for 20 to 25 million USD
per year while the Spanigh partner sells for 150 milion USD. The
Argentine firm is a privete-held family owned business while the
Spanish group is listed on the stock exchange.

4.2.1.5.2.2 Tha local parent company as the first mover

The second path followed by companies without previous cornmercial
ralations in forming their JVs was characterized by & first move lrom
the local company, which initiated the partner research process. Local
partners were motivated principaily by a technology up-grede
need. Three cases ilustrate this situation: EURMON, TREYM!, and
PESCARGEN.,

During the last years, Grupo Montich has acquirad 2 good position in
the metal fuel tanks segment in Argentina, but tha adoption of plastic
fuet tanks by car terminals threatened its market position. Recognizing
the danger, Grupo Montich started to search for potantial JV partners
offering them a privileged access to the local market in exchange of
modern fechnology.

The three interviews [ conducted in the local group and the JV did not
reflect the use of a structured method for the PSP. The local
group acted following 2 pragmetic and opportunistic approach,
forming JVs in the different areas where they operate each time the
markel presented on opportunity. In this particular case, Grupo
Montich contacted different foreign firms to fill its fechnological gap
and EUR was the one who showed most interest for the project.

Ing. Montich, Vice-President of the JV, explained ‘the principal
critaria ws used lo evaluate our potential pariners were first
tachinology, aecond technofogy end third tachnology™ Grupo
Montich evaluated three partners snd the whole process lasted
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more than three yaars. We did not have the opportunity to interview
the PC in Ewropse and tharefore their point of view is not representad in
this dissartation.

Some importamt asymmetries between PCs are sizZe, resources,
activities, and operating range. According to the JV Vice-President,
Ing. Montfich, parent firm asymmetries facllitated the negotiation
procesa by diminishing the confrontation potential. According to
his experience, two unequal forces that coperate in different
geographical araas have betier chances to find an agreement than twe
similar forces that fight in the same arana, the following figure
ilusiratas the lattar.

Figure 19: Perent asymmetries and degree of confroniation

PC power Equilibratad Nen equllibrated
Power Power

PC market

Mest difficult and | Difficult and conflictiva
Seme markets conflictive situation | situation to collaborate

fo cellabarata
; Easiast sutuatlen to -

Easy collaboration
Different markets situation : ; collaborate";.;-; o

The project attractiveness es well as both PCs characteristics
facilitated the JV negotiation process and formation. On ene hand, a
market need with an interesting development potential existed, and on
the cother hand, the JV was inoffensive to PCs since & was a
completely independent project with limited repercussions {economic
success or failure). The European PC was not creating new
competition in the international market by transferring the technology
in question since the lecal partiner operated and operates enly in the
local market and it did not have and does not have the necessary
resources to expand internationaily ner to grant R&D activities to keep
the technology up to date. In that context, partner complementarity
was very high for the Argentine project and risks to endanger the
future market position of the Eurcpean PC were at a minimum.
Consequently, PC operating range and unbalanced power favored
the JV formation.
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The second JV case where the local partner initieted the PSP was
TREYMI. At the same time that Argentina’s automotive industry was
experiencing its revolution, Mithra, the Argentine local PC, started to
look for a partner to lorm an alliance. They did not follow e
structured methodology to find a partner, and defined their
partner research strategy as “punctual”, In different occasions
when they met potential partners, products did not correspond {o what
they were looking for, or the inilial investment required was 100 high, or
some foreign companies were too demanding asking tor very rigid
protection “¢lauses”. Table 23 resumes Mithra's PSP.

Tabie 23: Mithra's partner selection process

1. *Punctual” environment scanning to identify potential partners;

2. First contact with Traves through its Spanish subsidiary in
Seplember 1994;

3. First contact with Traves' owners in Paris to present the JV
project, and grganize a lirst visit to Argentina;

4, In Augusl 1895, the French company made a guantitative and
qualitative feasibility study. A team ot technicians went to
Argentina to analyze industrial and economic aspects of the
project; .

5. Signature of the JV contract in November 1995.

The main criteria that Mithra used to evaluate its potential parthers
ware:

= Partner technological and commercial potential: they needad
foreign input to devalcp some sectors where they were in a weak
position;

= Good chemistry betwaen JV partners: Mr. Rocca highlighted the
importance of relalional aspects in their businesses, he detfined the
concept as follows “..in seme occasiens you perceive a cerfain
affaction in the relation and in others net... "

Mr. Rocca axpigined that they had contacts with at least three
partners, but ihey did not evaluate them in a “concrete™ manner. The
whole process lested 2 % to 3 years.
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From the Franch company side, there was already an interest to invest
in Argentina because Peugeot and Renault, two of their main clients,
had investment plans in the country. Tréves started o analyze
Peugeot’s and Renault’s suppliers in Argentina in arder to ideniify
potential partners. Contacts with Mithra started at that period.

Mr. Guillaume Tréves, Treymi’s Vice-President, explained that they
usually use a mix of objective and subjective criteria when
choo_slng a partner, the cnes that applied 1o this JV are the folfowing.

= Famiiy owned company: Tréves is 8 family owned company and
its owners prefarred to collaborate with a similar firm. “When you
ere the owner, it is easier to talk with people that have the same
position then yau rather than with employees of big companies that
do not hava the same inferests and that do not have the decision-
making power”. That is the reason why we chose a family owned
SME;

= Good chemistry between JV pertners: “When you have to
managa a company from a distant counlty, you have to rely in a
strong relationship based on trust”,

= Partnership exciusivity: Mithra had to accept a collaboration
exclusivity clause that ties it to the French company.

Tréves took 1 % year from the moment they decided to go ta
Argenting 1o tha moment they met Mithra. There are important partnar
asymmetriea between Traves and Mithra regarding firm size, level of
industrial developmant, arganizational structures, turnover, production
volumes, personnel etc. As Tréves Vice-Direcior explained, “when we
have to produce auto parts in Europe, we produce 1500 parts per day,
here in Argentina we produce 50 perday...”

The las! JV fcrmed following the local PC tirst impulsion is Pescargen.
An Argentine enireprensur that had licenses to fish in the Atlantic and
Pacific oceans was looking for a partner that could coniributa with
moda/n boats. He Icoked for a pariner without following a
structured approech. Tha principal criteria the Argantine
businessman used to evaluate the potential candidates were:

= Technology;
2 A float with over capacity.

From the European PC side, several firms contacted them but they did
not “had a good teeling” with any ot them. There were toc many
differences regarding the conception af ihe fishery business. When
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they met Lic. Viilar, the actual JVGM, they feund a counterpert that
had a similar comprehension of the business {"traditional vision of the
business”), and they decided to go further in the negotiation process.
The maln criterla they used to choose their partner were:

2 Good chemisiry between JV pariners;
9 Fishing licenees.

The Spanish PC evaluated seven JV propositions (not only from
Argentine companies).

There are basically no parent asymmetries in this JV because the
Spanish partner moved to Argenting transferring most of its activities
to the JV. From the Argentine side, the main business is fishery
besides some real state invesiments. In that context, the JV is the
main business for both PCs and it is mere like a life long family
business.

4.2,1.5.2.3 JV as a result of an external impulse

The third and last path towards JV formation was characterized by the
intervention of external institutions that organized a bilateral business
meeting. Under the circumstances, the Argentine and Halian
Governmentis organized a business meeting in ltaly to strengthen their
economic coopearation.

The ltallan and Argentine companies were already locking for the
possibility to develop activities through a strategic alliance. The
process t© find a panner ihai they folliowed is presented in the
following table.

Table 24: ASCOM-CEA's and inmebe’s partner selection process

1. Participate to the business meeting in ltaly;
2. Meet and identify potential partners;

3. Organize visits 10 Argentina and italy in order to analyze the
partner's competitive position, and gether information about each
partner's reputation;

4, Start negetiations, and share roles;
5. Sign the JV contract.
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The parfner selection criterla used by the Argentine partner wera:

= Company similarty in terms of size, and ownership structure {a
small to medium family owned business was preterred);

= Size of the initial investment {ne too important;
2 Equilibratad capital structure {50%-50% JV);
< Good chamistry between JV partners;

The criteria used by the ltalian partner were:

= Pravious exparience in the tieid;
& Knowledge of the maln client’s way of deing business.

The Argentine pariner evaluated eight firms approximately, whife
the talian partner evaluated just one. it tock mora than a year and
8 half ta the Argentine firm to find a suitable partner, while it took
one year to the Italian one.

Partner asymmetries are not so imporfant in this JV. Beth companies
have relatively similar characteristics in that they are tamily ewned,
small, local, and carrying on several similar activities. The most
imperfant differences arise from industrial culture. ltalian and Argentine
industrial contexts are very different and technelegy, guality standards,
the way of deing businesses etc. differ greatly.

Table 25 resumes the main aspects charactarizing the PSP of the
different JVs studied. We can obsarve that foreign PCs followed a
more structured PSP than local PCs.

Partner selection criteria can be grouped inte two categories,
resources and firm compatibility. On the resources side,
technology and technology related aspects are essential to locel
PCs while access to raw materials and to local market knowledge
are vital to foreign PCs. This chservation matches perfectly with
tindings on partner metivations to form JVs an section 4.2.1.3. On the
firm compatibility side, we canneot ohserve a pattem differentiating
foreign and local PCs nor PCs in the aute parls and agribusiness
- sectors. Nevertheless, we can note lhat PCs seek for as many JV
atabilizing factors as posasible in order to diminish failure risk.
Seme stabilizing factors are: establish a good relationship {chemistry),
build a salid joint understanding, avoid competition through exclusivity
clauses, and to Iry to find a “similar” partner (lamily owned cempany,
similar size, similar praduction philesophy...}. in this context, we must
highlight the importance ot the ralationship variable that played a
detarminant role in almost all the PSPs studied.
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Regarding the number of partners evaluated and the time necessary o
ind a JV pariner we can observe that in most cases parners
evaluated more than one company, which is always recommended
when forming JVs, at least o obtain a source of comparisan. The
number af logal companies evaluated by foreign firms corresponded to
what Ing. Muhimann told us abaut lhe Argentine market, which is that
there is a very small number of local companies in each sector
that can be consldered ae excellent or good candidatss to form
alliances.

in the cases where loreign PCs made the first move to find a local
pertner, the time necessary to find a partner was shorter,
corresponding to a more structured PSP. For examplg Benteler
analyzad two to tour firms in less than ene year, and Tréves three in
one year and a half. This was not the case for Arco Bodgas Unidas
ihat evaluated twa companies in two years to form BHA, the reason
axplaining such a slew pace is that Arco Bodgas Unidas lacked ol
intemal resources to assign lo JV development.

The cases where the local PC plaved an active role in the PSP raflect
a non structured or opportunistic approach. This was the case for
Grupoc Montich that evaluated two partners in three years or Inmeba
that evaluated lhree partners in two and a hall years.

Finally, esymmetries between foreign and local PCs were quite
important and similar in moat ceses excepl Pescargen end Base
whera PCs' characteristics are more alke. Nevertheless, asymmetries
between PCs heve affected the davelopment of each JV in 2 different
manner since some JVs have been able to maintain a certain power
balance while others have experienced a power shifi benefiting the
dominant player.

Rieter Argentina was not able to support the combined effects ot PC
asymmetries and financial losses due to a merket in crisis, which
resulied in a power shift towards the Swiss partner despite both PCs'
initial will.

AVEBE Argentina has managed to meintain its initial power
equilibrium. Good finencial results as well as e synergetic relationship
are certainly the twe main factors that have contributed to the JV
equilibrated development.

Benteler-RB is an equilibrated JV, despite PCs' asymmatries. it is run
by local staff and has a certain degree ot autonomy fixed by the BP
saitled during tha negotiation process. A board of directars formed by
three foreign and two local members oversees the venture's resuits
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two 1o tour times per year. Asymmetries between PCs have not yet
revealed as # threat for the JV. The Argentine group has developed e
good knowledge of the business through its national experience and
its product and JV portfclios. It also benefits of important financial
resources considering the Argentine context, which makes it &8 very
ettractive JV pariner. From the other side, Benteler's ambition is 1o
setisty its client’s needs in Argentina with a shared project menaged by
locals. There is a good fit batween both PCg’ buziness visiona end
sgymmetries, and in this context, perant ssymmetries have baen
more a complementing factor then e hlocking one.

In addition tc the already menticned PC asymmetries, BHA is affected
by the fact that the Spanish PC is listed in the stock exchange while
the local PC is a family owned business, The latter is impaortant
becsuse it strongly influences the firm's business vision, and therefore
its cuiture. Norton has marketed the concepl of a “chiteau” cellar with
a specific philosophy of top quality and limited preduction as weli as a
long-term business vision. On the contrary, Arco Badgas Unidas has
an important pressure to remunerate the capital invested, having te
impreove its results and to grow constantly. In that context, the short-
term is terribly important as described by the JV GM *f come from a
company where it is very clear thef our cbjective is o graw, lo grow, ic
grow and o generate constanily added value for our shareholders. We
come from a company were the return on capital pressure is very
strong for each of its managers because our main sharehoidar is listed
on the Madrid sltock exchange, because our main shareholder Is a
financiel comporation. Our partner here in Argentina is a family
business. Lets say thal @ belongs to a single person thal does nol
have lo give explanalions lo a board of directors nor to the stock
exchange of any couniry... We know that we have (o give a good
return fo our stockholders and that the short-term is terribly important.”

Consequently, both companles have a different vision regarding
the way of running the wine business. They managed t0 agree on a
particular project, BHA, but each partner follows its busingss logic on
its other businesses. This difference among visions limits the JV
svolution and development. New market opporiunities, new growth
paths have arisen as the JV has aftained partially its initial objectives
but the local partner has not manifested its will to travel towards those
new horizons. Nertoen wanta to stick 1o the JV initisl purpose fixad
in the contract while Arco Bodgas Unidas would like to brosden
the JV scope. In this context the JV capital structure has changed
to an 80% - 20% situation zfter the Spanish Group financed the new
investments. The ditierences that exist between PCs may result in the
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JV terminatien, which by no mean will signify a JV failure but the
logical end of a busingss. Bath PCs would have &ttained the initial
objactives, and each of them will follow it's own development line.

Concerning Treymi, PC esymmaetries manifested in deep cultural
differences at the industrigl and busginess levels thet caused
aome of the initial problems that the JV faced. Quality standards,
lagistics, timing, were seme notiens that had a different meening for
each partner. It took some lime {0 develap 28 common understanding
about what the business wes for the JV and how it had to be run, to
develaop the JV culture. These cuitural differences at the industrial level
were no! aggravated by cultural differences at the national level. Both
respondents arqued that the Argentine culture was quite similar to the
south Eurcpean ane, and besides some idiem difficulties they did not
have any ather preblems in understanding &ach other. The JV GM
remarked that deapite the 50% - 50% JV structure, the JV was not
balanced due ta an imbalance of PCs’ resources and thet Traves
hed the power and contrel over it, although it applied it in a
demdccratic way.

Finally, asymmetries or differances beiwaen ASCOM CEA and Inmeba
were not perceived during the JV starting period, but they are
coming to surface now. Industrial traditions differ in aach country
favoring the use of different management methods. According to the
Halian partner, financial planning is deficient in the JV, decisian-making
takes toa long, and there is & lack of ngar in implementing strategies
not because the local partner acis in bad faith but just because words
of concepts do not have the same meaning for each pertner. Creating
a common understanding of the business is a long and time-
consuming effart that demands great communicatian efforts. Anather
asymmelry that exists in the JV refers ta financial capacity. One of the
JV's constitutive pillars is equality, which regulates all the JV's life
aspecis (capital structure, decision-making, and distribution of
benefits). Following this logic, a 50% - 50% JV was constituted.
However, affer a year and a half passed, new market opportunities
emerged and additional investments were required to satisly markel
needs. It was nacessary to act fast, but the local partner found it rather
difficult to raise the money amount required because of the difficult
credi situation in Argenlina {Besides the fact that it is difficult to borrow
money, interest rates are much higher than in Eurape). in that contexi
an arrangement was found between boih owners that cansisted in
integeating a thitd partner, an lalian industrial, in the JV. Ha
contributed with a similar amount than the other parts and the capital
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structure was splil into three equal parts. PCs’ asymmetiiaa have
slowed down considerably the JV's development paca.

The preceding sections presented and analyzed data referring o the
informal phase of JV formation according to Blchels (1996)
framework, which included: J¥ formation context, stakaholders'
attitude towards JV formation; pariner motivations, strategic intent, and
PSP. We continue presenting and analyzing data related to the formal
phase of JVY formation.

4.2.2 JV formation process: formal phase

During tha informal phase JV potential partnars go through a
reciprocal evaiuation process where PCs try to varify that their choice
is the best among the other altarnatives. Once they have identified the
greatest candidate, and established a confidentialty agreement
granting absolute discretion and exclusivity, both PCs starl tha
negotiation process in order to tind 2 common understanding that will
then be embedded in a letter ot intent. The negotiation process has to
solva several impertant issues such as: what products and markets
should be devsloped? What would be the JV's objectives? What would
ba the typa of cooperation, the participetion conditions? How is the JV
going 1o be staffad? What would be tha responsibilities repartition?
Etc. All these aspects will sattle the JV BP and will rasult in a
memarandum of undarstanding. Personal reiationships and cullure are
varigbles that play a determinant role during this phase, as the
following sections demonstrate it.

4.2.2.1 Nagotiationa and business plan

A common and global idea of what the JV should be emerged from the
mutual evalpation stage during the informal phase, but there is still a
long way to go till a complete agreemsnt is found concarning the
soncrete manner to operate the JV. During the nagotiation procass,
partners start to work out tha business details, to define as precisaly
as possible the type of cooparation and size of the projact; tha form
and conditions of the paricipation; legai and financial aspects; aach
parntner's respensibilities; the JV structure (organization char); the
company size; its products and markats etc... This section describes
and analyze the information gathered through guestions 15 and 16,
which reter to the nagotiation process characteristics in terms of
partners’ affitude towards problem resofution, the time needed to end
the process, and the most importanf elements o nagotiate.
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The negotietion processes had two main characteristics, rapidity and
a low level of conflict. Several factors explain the smoothness of the
negotiation process: first, there is & high probebility that our JV
“sample” had 2 bize since the JVs under study were effectively
formed, we cen assume that the negoliation processes were easier
than in those cases where JVs were not formed. Though, the
probability to have very conflictive and difficull negotiation processes
was not the highest in our group of JVs.

Second, PCs were in a favorable situation io cooperate since they
already had a positive previcus commercial relationship (Rieter
Argentina and AVEBE Argentina} or they presented a low degree of
confrontation (refer o ligure 19 page 217: Parent asymmetres and
degree of confrontation) operating in differant markets (Argentine
companies were active at a naticnal level and foreign companies at a
world level), and presenting important power asymmetries (See lable
25 page 222: Characteristics of PSPs: main asymmetries). Therefore,
the ensuing degree of confrontation or competition was rather low,
Additionally, potential clients existed. The reader may remember that
clients were one of the main lorces pushing towards JV formation
particularly in the auto parts sector.

Finally, the relationship between PCs owners lecilitated, and played
a determinant role in the negotiation processes. In most cases, except
those of EURMON, AVEBE and RIETER, the negotiating teams
included the PCs owners. The diract relation betwean owners
facilitated considerably the negotiation processes because whenever a
disagreement of a bottleneck was reached, both owners discussed
directly and resolved it quickly. AVEBE's and RIETER’s negotiation
processes were longer (which does not mean more conflictive)
because of their respective organizationsl structures and size. Figure
20 resumes the different factors that contributed easing the different
JV negotiation processes.
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Figure 20: Factors that eased the negotiation processae
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After reviewing the most important characteristics of the JVs
negotistion processes, we present some of the aspects that were
negotiated within the group of JVs under investigation (table 26).

Table 26 shows that most JVs were formed with an aquilibrated
capital structure. Ing. Muhlmann, Industirisl Director at GRUPO RB,
pointed out that this kind of situation occurs very often in the
automolive sector, and mostly when the JV absarbs part of the local
partners’ activities. In such cases, forgigners use to start operations
using a iransitory local ownership majority or an equilibrated capital
structure for & couple of years. After this peried of time, the cwnership
majenty ususlly shifts to the foreign partner. The objeciive of this
strategy is to increase trust . It is understandable that foreigners could
be reluctant to assume the conirel of the organization toa quickly,
because it carries a long and unknown past or history. Despite of the
best firm evaluations one can make, there are always certain elemsnts
that are difficult to discover unless one monitors closely the compeny
for several years. Therefore, in order to aveid any bad surprises,
foreigners usually wait for two years before assuming the SV contrel, i
they do it.

The makeup of the board of directers, which is also an element
intluencing the JV control, reflects the capital structure. Conssquently
Boards are characierized by an equilibrated distribution of power
or by a elight majority benefiting foreign PCs.
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JYGMs and their role in the JV management are also an important
nagatiation element. In our 8 JV cases, 4 ara managed by local GMs,
three by foraign GMa and one by JV partners. We are gaing to
analyze more in detail the reasans behind each company strategy
towards national or international JV management in the seclion
devoted 1o the JVGM and staffing aspects.

Other elements referring 1o the negatiation process that are warih
mentioning, and that were not signaled in table 26, concem
competition and exclusivity clauses. PCs often refuire these types
of clauses ta delimit the business scope or ta pratect their interests.
MITHRA, TREYMI's local PC, needed a technalogy upgrade and
wanted a foreign participatian in the operatian's financing. The French
partner asked the lacal FC to integrate its previous production facilities
infa the JV in order to avaid product competition, even thaugh
technologies incarporated in products were of a diffarent generatian.
They also asked for partnership exclusivity as we mentioned
praviously, limiting its lacal partner's passibilities to torm other JVs with
othar pantners.

Another case where competition problems existed was RIETER
Argentina. Tha local PC already had a licanse to produce and seil
certain products in Argentina and the JV was going ta introduce same
of the products that were already under the local partner preduction in
its product range. The selution that both PC found was to delimit
geographically the scope of each organization’s cammercial activities;
CAIMARI was entitled to sell in the Buenos Aires area and the JV in
the Cordaoba area. A similar situation took place in BASE’s negotiation
process where the JV's and the local pariner's praductians were
clearty delimited to aveid internal competition.

Accarding to Mr. Huarlimann, Senior Vice-Prasident at Rieler
Automotive Systems in Switzerand, partners should digcuss as
soon as possible about as many problems as pessible in order to
facilitate further JV formation stages and increase JV success.
“..Go there and discuss everything with your pariner, expiain what
you are looking for, and try to understand how he reacts. Lislten very
carefully and analyze the reactions of people in yaur partner’s firm.
There has to be enthusiasm, and na doubts should remain... Never
leave unclear points for fater discussion. Make a long iletter of intent
befare signing the contract, in that way the most critical paints will
have been discussed and agreed... The preparation phase is crucial. if
you du il properly, you can approach your clients and rmake them
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realistic offers, Otherwise, you will face a highar risk, because you will
make offers fo your clisnts without being sure of your partner’s
support. Then yolr partner may come up with things that were not
expected complicating everything because you will be already with one
foot on the business and the other one oultside. At tha! moment froubie
begins...”

Mr. Del Rincén, BHA's GM, highlighted the fact that negotiation
processes are fragile and therefore PCs must never forget that there
can always be a rupture during this phase. Both PCs may agree with
the main business idea, but they can disagree with the way of
finencing the investment, the ownership structure and so on,

Considering the particularities of negotiation processes belween
Argentine and European managers, Ing. Muhimann, Industrial Director
at GRUPO RB, explained that the most important thing an Argentine
entrepreneur must do when dealing with toreigners is to understend
the global, regional, and local strategy followed by the foreign
PC, and try to figure ovt how he c¢an fit on it. According to him, it
would be absurd !0 imagine that the foreign partner will modify its
sirategy because of the local pariner's needs or wil. The business
impact is completely different for each PC, even it the JV formed in
Argentina is a 50% - 50% one, at a world level, partners are in &
99,999 vs. 0,001 situation. This is the reality in a MNE board and
Argentines must never target that.

Having presented the main aspects that Argentine and European PCs
negotiated, we conlinue describing the role that personal relations and
culture played in the process.

4.2.2.2 The role of personal relations and culture in the JV
formation process

Bichels (1996) JV formation framework did not presenl the angoing
role that personal relations and culiure play at all stages of the JV
formation process. According to the model, both variablas play an
active role just before the lormal agreement is reached but we
observed that personal relations and culture are varlabies that
play an active role not only at a specific stage of the JV formation
process but during all the JV's formation process and life cycie.
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Question 24's lirst objective was to determine the role played by
persenal refations at the moment of creating the JV. Answers to
question 18 were not surprising. Al the reepondents signeled the
key or determinant role that personal relations played, confirming
the fiferature findings an the matter.

As we already referred lo, there were two types of situations
characterizing the JVs that we studied. There were a couple of
situations where previous commercial relations already existed (Rieter
Argentina and AVEBE Argentina). In a certain way, both JVs are the
result ot previous good commaerciel and perscnal relationships. In the
other ceses both PCs met for the tirst time end developed their
relations as they progressed in the JV formation, In these cases, the
fact that almost all the PCs participating in the research are SMEs
favored the development of close relations between JV key players.

Dr. Guillaume Tréves expiained that persona! relations piay a very
specific role in SMEs, We gathered a few interviewees' reflections
ilustrating the latter:

> “Both companies are family owned, personal relations between
owners facilitate problem solving and decision-making because
they involve the key players”, Mr. Ricarde Rocca, Treymi's GM;

> “‘When you are pant of the JV developmen! team, 3 good relation
with your pariner alfows you 10 discuss openly about everything in
order lo find a common understanding. Daily discussions between
JV initiators favor trust development, which builds the relationship”,
Dr. Rieger, Attorney at Benteler AG;

2 i parfners do not share a “reciprocal good feeling”, the probability
fo develop the business is very low if it exists", ing. Montich,
EURMON Vice-Presidant;

= ‘in our case, there was an immediate good comtact. Our personal
refation goes beyond the business, we are friends first and then
partners, the human relation will survive to the JV°, Ing. Badiali,
Base's Director;

D "The JV is not just a business, il is our life” Mr. Villar, Pescargen’s
Director.

Question 24's second objective was to understand how culiural
differences were perceived at the tirst stages of the JV formation
pracess. What rele did culiural differences have during the JV creation
process?
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The answers provided by managers that were interviewed revealed
that they perceived little cultural differences at eerly stages of JV
formetion. This can be expleined by two arguments. The first one was
developed in the litersture end argued that cultural differences ere not
fully evident at the first stages of JV formation but that they become
more apparent as the JV starts operating (See figure 21).

Figure 21: Cultural differences and JV development
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The second argument is that Argentina is a country where many
Eurcpeans emigrated and consequently many families have European
ancestors, which explains the small cultural gap. Most respondents
explained that it was ditficult for them to describe cultural differences
between their country of origin and Argentina, this was particularly true
for persons originating from Latin countries in Europe. They said that it
would be much easier to answer to the question if the partners were
from Asian or Arab countries. We will have the occasien to develop
mare in detail the cuiltural problematic in section 4.5.1 where cuftural
differences at (ater stages of the JV life cycle will be analyzed.

Ing. Muhlmann, Industrial Director at Grupe RB, highlighted an
important aspect of culture that certainly plays a crucial role in the JV
tormation process. According te him, Letin American countries, and
cansequently Argentine, are characterized by a culture of doubt
while Europe is characterized by a cutture of gocd feith. In this
context Latin American businessmen have to make an effort 10
increase credibility vis-a-vis foreigners, they have to leamn to say things
as they are, even if they are no good news, instead of saying the
things that they know foreigners want to hear. Correct intormation
leads to correct action: if action is based on wrong intormation the
results will be deceiving. Mr. Peter Arnold, GM at Rieter Argentina,
supported the argument. He explained thst very often pecple say
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something and then things tumn to be different (he was not referring to
the JV local partner but talking in general}. He said that without
wanting to generslize, there is sometimes a hidden agenda in peaple’s
behavior. This type of culiural difference explains the ownership
structure strategy implemented by foreigners that consists in taking
controi of the JV gradually in order to avoid bad surprises.

I & general mariner, Dr. Rieger, Attorney at Benteler thinks that things
are much easier todey than twenty years ago. People usually benefit
of @ more international education and have mare oppontunities (0 work
close to other cultures reducing cultural shocks.

Having described and analyzed the particularities of the JV formation
process, we proceed presenting the data referring to the formal
agreement,

4,2.3 Formation process: outcome

Questions' 27 to 31 objective was to undersiand the importance of
establishing a contract, the characteristics a goad contract should
have, and finally the most imponant elements that partners wanted to
clearly appear in the JV contract. How important is the establishmen
of a JV contract for your company? What were the main aspects that
you wanted to clearly appear in the contract that you signed with your
partner? in your opinion, what are the characteristics of a good JV
contract? Do you think that a JV contract shoult be aextremaly detalled
or shouldt it regulate only the main aspecits? How has the JV's capital
sfructure baen aestablished? (50%-50% or other structure}? Do you use
the same siralegy in all your JVs or is it differant in each case? Has
thara been any change in the capital structure during the JV's life
cycla? if yes, why? How is the JV’s board of directors composed?
{How many members of each PC)2~

All the respondents considered that establiehing e contract was a
fundamental issue. The legal document obliges the contractual parts
to be loyal to the JV spirit and o the conditions agresd during the
negotiation process. Nevertheless, according to Dr. Boveri, Chief
Operating Officer at Bodegas Norton, the role of the contract should be

2= Part of the information gathered though these guestions was used in the
negotiations section, particularly the one regarding the capital structure, and the
board of directors.
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limited 1o the establishment of entry and exit condilions as well as of
the scope of the business. Nevertheless, PCs someatimes look o the
JV contract to soilve their day-to-day difficulties. Dr. Boveri believes
that when this occurs, it means that ihe business is over. According to
him businesses work only if one forgets that thera is a contract.

Raspondents brought up several classical aspects thatl have to appear
in a contract such as entry and exit conditions, capital structure,
composition of the board of directors, the way in which GMs and other
key positions heve to be staffed, transfer prices of PCs' products and
services, royaities thet the JV will heve to pay for the know how that it
will receive, exclusivity and competition clauses end 50 on. in addition
to these general aspects, interviewees argued that a good contrect
ig a contrect thet includes es meny scenarioe or development
possibilitieg es poasible. Providing a framawork for future possible
conflicts is e time and effort-consuming task, but it tacilitates
considerably future problem solving. Some of the issues that
negotiators or managers shouid try to anticipate are the following:

= As foreigners get to know and to understand the Argentine market
and the Mercosur potential, the relationship between the local and
the toreign tirms may become a relationship of cooperation and
competition. Foreigners with an increased expenience of local
markats may be templed or intluenced {(by clients) to penetrste
other marke! nichas uncovered by the JV. This decision results not
onfy from an insatiable development appetite but also because of
the globalization dynamics. In fact, a foreign firm that used to
produce car seats suddenly begins to develop the whole vehicle
interior and therefore its cockpit, its roof etc. Ing. Muhimann
explained that “you formed a JV to produce seats in Argentina bu!
you also develop vehicle interiors and consequently your JV
partner becomes a compelitor in that other area and threatens to
axterminate your business in a few years”. Moreover, the decision
to enter a new business does not always come f{rom the foreign
partners but from car menufacturers that require it. All the contract
clauses that give a preferential right of participation in case of new
businesses originate in this problematic.

= The probebility that et least one of the JY parners
experiences important changes over the next flve to ten years
is very high, consequently managess have 1o anticipate the fact
that a new group of professlonals may bz managing the
company In the next years, Thera is also a high probability that
the new generation wilt not have the same business undersianding
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and objectives as the ¢lder one. In that context, the contract must
anticipate those problems (investment decisions, sale of equities,
priority 10 buy the equities etc.) finding appropriate soluticns and
providing tor the JV survival over its founders.

These kind of aspects have to be considered beceuse they can
generate important conflicts in the future, and there is a great
advantage o count with established guidelines in case o bottlenecks.

An additional contract particularity that was menticned by several
menagers was the difficulty to translate the spirit of the JV into
legal terms. It was often a time consuming task that demanded
considerable efforts to lawyers because they had to deal with both
Eurgpean and Argentine legislations in order to find a competible legal
solution, and o managers that had to clarify or revise their decisions
according to legal constraints. Ing. Badieh, Base's Director, explained
that the company staius came frem and went to KHaly three to [our
times because the attorneys were not able to find an agreement.
There are certain laws that exist in ltaly and that do not exist in
Argentina and vice-versa and it was not easy to find an adaquate
solution. AVEBE's controller, Mr. W. Dethmers also highlighted the
difficulty that their allerneys had in werking out all the centract details
qualifying the process as “vary fong and lime consuming”

This section presented the charactaristics of the JV tormal formation
pracess, which included the nagofiation process, the role of personal
relations and culture, end finally the formal agreement. The following
seclions focus on issues related to the JV maragement.

4.3 Management concept applied to JVs

This section introduces the main conclusions regerding the topics
_covered by the management concept (tigure 6 chapter 2). Certain
aspects such as the constitutive structures, and the mission statement
are not be caovered by this section since they are the result of the Jv
formation framework, respectively trom section 4.2.3. Formation
process: outcome and section 4.2.2.1. Negotiations and BP,

4.3.1 Cultural diffarances

We had the opportunity to stress the importance that cultural
differences play in JV management during tha literature review. This
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section, through data collected by questions 23 to 26 investigates the
forms and effecis thet cultural differences took and had in our group ot
JVs. The questions asked to JV managers were: A JV gathers two or
more pariners coming from different erigins. What are the most
obvious culural differences that exist between you and your partner?
(Cuitural ciffarancas can have nationai, industrial or firm onging), What
has been the roie playad by cultural differances in the JV management
process? Have they effactad the JV's funclioning? Have they Geen
source of problams or & blecking factor? At what levels do you find this
cultural protblems, how do they manifesi, what is their origin in your
opinion? What have you done fo reduce this cultural differences?

The small number of cases and the superficial?® manner in which we
treated the cultural theme obliges us to be very cautious with our
conclusions. We are also conscious about the fact that dividing cuttural
differences into levels such as national, industry, and firm is arbitrary.
Other ways of categorizing cultural differences exist but in any case
none of tham is 100% satistactory, because calegorizing is a way of
seffing boundaries, and values do not fit easily into rigid categories,
Our objective regarding culiural differences in this dissertation was
modest, it was himitad to give a rough view ragarding the main cultural
differences that emerged in the group of JVs that we analyzed.

Our group ot JVs involved seven couniries, The Netherlands,
Germany, Switzerland, France, ltaly, Spain, and finally Argentina. We
~found two more or less differentiated cultural groupe among

these countriea. On one hand thera was what we labeled the Latin
group, including countries charactenized by a Latin origin like Haly,
Spain, France, and Argentina. The latter presented common points at
a religious and/or language and/or historical levels. On the other hand,
there was what we named the non-Latin countries, The Netherlands,
Germany, and Switzetland. We observed a centain cultural cleavage
between Latin and non-Latin countries.

Interviews made to managers belonging to the graup of Latin countries
did net demonsatrate the existence af important culturel
ditferences. Mr. Gastaldi, Mr. Del Rincan, Dr. Boveri, Ing. Badiali, and
Mr. Montich mentioned in several occasions that Argentina and
countries such as Spain, Raly, and France shared several values

% We used the adjeclive "superficial” because this dissertalion was not intended
to make an in depth study of cultural differences but rather to grasp the general
perception on the matter.
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because of historical reasaons, particularly the colonization period that
left, among others, a religion that modeled European socigties and the
Spanish language. A second element that should not be neglected,
according fo managers interviewed, is the influence that European
immigration waves had vis-a-vis the Argentine culture.

Dr. Guillaume Tréves, Ing. Muhimann and Mr. Villar explained that
there are some cultural differances between their countries but that it
was very difficult to know to what extent they determine warking
practices. According to them it weuld be much easier to answer to the
question if partners were from a really culturally distant country such
as India or China. They know abeut other JVs between Argentine and
Asian firms where the language prablem really existed, where different
ways of thinking constifuted a cultural barrier impeding to find a
common understanding, and to establish a dislogue based on trust....
According to them, the siuation is compietely different belween
Argentina and European countries.

The perception was not quite the same in JVs involving Latin and
non-Latin companies. Dr. Rieger fram Bentelar AG (Germany), and
Mr. Dethmers from AVEBE (Netherlands} signaled that there were
important differsnces between their countries and Argentina.
They mentioned elements such as the language, the living style, the
historical frame of reference and the way of thinking. They
confronted a mentality characterized by elements such as rigldity.
legic, and structura to a more impulsive menitality characterized by
tlexlbility, disorder, and versatility. The following interview extract
shows how Dr. Rieger descnbed the differences “.. There are
diffarances in the way of rasolving problems, we tend to elaborate
plans and to foilow them strictly. Argentines tend to make shart-tern
decisions, o decide day by day... We try lo make logic decisions,
therefore we first spend a iot of time reflecting, then we act and finaily
we compare the resulis obtained with those expected. Argantings
(referring to their pariner) tend to make decisions vary spontaneously,
according to their feelings, thay do not follow a fogic process. They carn
prasent a project and say that they want 1o develop it without knowing
axaclly how much they will have o invest, what would be the outcome,
and so on... We Germans are mors structured, we first reflect and
then decide. | am net saying that our partner takes decisions without
reftecting but they do it in a different way, a more impulsive one...”

Mr. Dethmers from AVEBE has come to similar conclusions. According
to him, “..There are differences in the behavior of an Argentine or
somecne coming from the southern part of Europe like Spain or Haly,
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and someone coming from the northern part of the conlinent. They are
more versatife, we are moere predictable...”. When referring io strateqgy
matters he noted that “.. /t is very difficult for them (referring to their
Argentine pariner} 1o stick to the strategy. Our partner often wants to
jump on different opportunities and make money in things that were
not planned. | try to explain them that they do not have a rescurce
surplus and that they should focus on the current projects instead of
dispersing efforts...” An example of a discussion that both partners
had on the matter follows.

“Mr. Dethmers: ... The project seems interesting. But why do you want
io start new activities thaf are unrelated to our current business instead
of ierminating the ones that we have already planned?

-Mr. Parlis: Well, because ! have been analyzing the tinancial
opportinities that the project offers and we could really make a lot of
meney it we seize this occasion. | think that we should da it because of
XY andZ...

-Mr. D: I cannot say that the project do not offer good economic
perspaciives but is i part of our strategy?

-Mr. P: No.

-Mr. D: Then, we should forger about it, we are AVEBE Argentina and
our strategy isto X, Y, and Z...

This is the reason why | say that we are mora structured and less
emetional’.

According to Mr. Deihmers this kind of cultural differences have noi
blocked the JV development although tfhey have slowed down
considerably the process. “..Dealing with such differences is a lime
consuming process, discussions take a lot of time. Wa have (o
convince our pariner that we cannot take every opportunity cffarad by
the markef. it is reasonabie from an entrepreneurnal perspective but
thait is nof our objective, that is not our way of living. | have fo try o
convince them to set a year or a three year plan, o establish a
strategy and then to follow the strategy”.

Argentines also perceived culiural differences in JVs invelving Laiin
and non-Latin countries. According to Ing. Fenes, Germans (referring
to the German personnel ihat traveled to Argentina to suppoert the
venture activities) are very structured end heve a procedure to do
almost everything, while people in Argeniina are more spontsneous in
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problem soiving. He explained thet his expsrience with German
technicians has been very positive so far, observing that they have
generally been very open to discuss problems and solutions with their
Argenline colleagues. Usually when they arrive to the Argentine plant
they say: 1 have X and Y skills, | know how to solve X and Y type of
problems but tell me how do you see the problem and how do you
think we should fix it". A solutlon Integrating the local insight was then
tound evaiding the application of a standard solution.

Nevertheless, there have besn some cases whare forsign technicians
have not demonstrated the same degree of tlexibility and have tried to
impose their fechnicat solutions. In those cases clients have baen the
first ones to protest because foreign solutions are usually more
expensive than local ones, and not always adapted tq the country’s
circumstances. According to Ing. Fenes it is not aiways easy to deal
with thase differences becausa they generate frictions. He explained
that it was easier to deal with Benteler America Latina (Benteler's
Spanish subsidiary) because they have experienced similar difficult
times.

ing. Fenes toid us an anecdota iliustrating some af the differences ot
mentaiity that exist between thern and their German partner. “Some
time ago, we had to build an audit room in the plant. | already told you
that we have to auto-finance our aclivities, and despite the fact that our
lwo parents have resources, we canno! spend too much money in
secondary matters now that times are fough. We had an idea while
thinking about the different possibilities that we had to build the sudit
room. We rememberad that we have 8 ot of weod in this plant
because afl the parts coming from Europe and Brazil sre pachked in
wopden boxes. One day, we said o the guy that takes the wooden
boxes away that we wanted fo build an audit room of & cerlain
dimension with X and ¥ characteristics using the wood. By doing s0,
we reduced the cost of the room to the cost of several days of work of
a few persons.

When the Germans saw lhe audit room, they look piclures of it
because they wanted o show whal we were able lo do with so litlle
resources. If a Germen manager would have been charged to do the
same job, he would have first made a budget and asked for approval,
then he would have asked an architec! to drew the plans, then he
would have struclured a project and so on.... It would have teken al
feas!t six months to build the audit room and you can imagine its
costl... This is the type of differences that we are confronted to.
Germans ara somelimes impressed by cur adaplation and creativity
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capacity. The same is truth for our clients, the terminais. With little
invastment we managa {o make interesting things. In a cerlain way, we
apply what Japanese call the Kaizen philosophy. If we want to modify
something and it costs more than 100 USD it is considered as an
investment. We try to improve the processes with small changes and
on a daily basis. When a German specialist visits our plant, he is
amazed by the results thal we obtain with the resources that we
invest”,

Interviewees’ attitude towerds cultural differences was not the same
when talking about the industry or the firm levels. in this case, the
Latin and non-Latin ¢leavage was not apparent, thare was rather a
DCa - LDCs and a big company - small company cleavage.
Respondents explainad that t was impossibie t¢ compare the
European and the Argentine industrial development levels, and thal
each industry in each country lollowed a different development path
giving birth to different business practices and different business
mentalities. The profession is the same in each country but the way of
exorcising it differs a lot as the lollowing refiections and examples
illustrate it.

ing. Muhlmann commaented that there were no differences between
them and their pariner regarding the business concept (systems
approach} bul that there were very important differences at the
technoiogical develapment level and at the markat level. Praduction
volumes ere incomparable, the investment requirements of each
company activities are incomparable, the organization structures are
incomperable, and so on... Dr. Tréves made similar comments adding
that Argentines have not been so sensitive 10 quality as Europeans
have.

An interesting example regarding the difference in business praclices
and business mentalities between European ang Argentine managers
comes fram the planning procegs. Ing. Muhlmann explained that
Argentina suffered of tremendous inflation until 1991, which impeded
the use of certain management tools because they were useless in
such an unstable environment. “..Planning or establishing budgels
was impossible in a counfry characterized by a !three digit yaarly
inflation rate. In such an environmernt the time harizon for plans was
limited lo the foflowing hour! We knew afl tha theory concerning the
pianning process but those principles were impossibie to apply here...
Now that the eccnomy has stabilized, managers have started {2
discover the planning advanlages”.
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According to Ing. Muhimann thare are important differences between
the people that had to deal with inflation and the people that ere used
to live in stable snvironments. The people that went through the
various Latin American crises leernt to survive developing aggrassiva
end non-fransparent business practices which have not helped te build
trust and credibility within the foreign business community. He referred
once again lo the culture of doubt and the culture of gooa faith that
he mentioned previously highlighting that Argentines have improved
considerably on the matter although efforis still have to be done.

ing. Muhimann alse explained that they are more used to merket
filuctuations then their European partners. “4 market fluctuation of
15% in Europe can be mortal, while in Argentina it is normal, we can
deal with marke! fluclugtions of 60%. The manager that do not
understand this market charactenstic can make big mistakes” Ing.
Fenes gave an example that ilustrates perfectly Ing. Muhimann's
argument. “...Foreigners have to understand that the economy here
lofiows differant rutes than in DCs. Stability is a normal situation in
Europe. Here in Argentina you can establish business forecasis,
budgets, plans and so on, and you may end by fixing a2 production
targe! based on 120 000 vehicles ot 8 given madel per year. It wouid
not be surprising that at the end of the year the production altains only
60 000 units!, which means that your sales to the terminal can drop by
50%... foreigners have lrouble understanding this situalion, they are
Jus! beginning to do so now”".

Following the same ordar ol ideas, Mr. Caimari from Rieter Argentina
expleinad the differences that existed between them and their Swiss
partner. “The problem of big companies is that they work following
large scale schemes, and those schemes do not apply to the.
Argentine markel. The Cordoba plant investmen! was fo¢ big, too
ambilious, cther altematives with smailer investmen! needs exisfed.
Knowing that the market here is very cyclical | do not think in terms of
technical perfaction as the Swiss do. | would rather think the foliowing.
It sefting up a parfect plant will cost us 10 miliion USD | would rather
Iry 1o build it with 5 miilion USD. It wiil not be a perfect plant, but it is
better to do it that way, because even the 5 million USD piant could
prave to be an unjustified investment.

A Swiss manager will have some trouble understanding this, because
in Swilzerland when you say that you will produce 1000 vehicles per
day, you will do it, and everything will be line, but in Argentina things
are not like that”.
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An additional elemant that Argentine businessmen inherited from the
crisis period is their appatite for ehort-term rasults, According to Ing.
Muhimann, payback horizons are shorter for them fthan for their
European partnars. He arguad that there are many experiences in
Argenfina that demonstrate that businessmen have to recover their
investments as fast as they can because markets flucfuate a lot
provoking financial fossas, which is currently happening to many
entrapreneurs in Argentina. Consequently, the fasfer one recovers
ones investments tha bettar.

Mr. Hildmann and Mr. Gastaldi used a milieu perspective fo explain
that each industry in each country hea its own culture and Its own
formel and informal business rules and codes, which are difficult to
identify and fake a long time to understand. According to fhem, that is
one of the main reasons why a local partner is indispensable fo
penetrate a new markef, he constitufes the key to access thaf
unknown world.

At the firm level there are also significant differences, Each firm has its’
own past, its own history thaf crystallizes in the firm's structures,
amployee's behavior, employee’s relationships and so on. As already
mentioned, compsany size has baen an impcrtant source of culfural
differences in our group of JVs (large-scale scheme mentafity vs,
small-scale scheme mentality / long decision-making process vs. short
decision-making process / Giobal company vs. local company / stock
exchange listed company vs. family owned company...}.

Cultural differences existed not cnly among different PCs buf also
ameng firms belonging to the sama group. Mr. Hirlimann from Rieter
Switzerland had an interesting experience that ilustrates the latter.
“Our client in ltaly and in Argentina is the same one, Fial. We thought
that Fiat was always Fial in different countiies but we underestimated
the role of Fial'’s local organizalion in the JV. This JV experence
taught us that there are some important differences... The preject was
dacided here in Europe between Rieter Swifzerland and Fiat Turin, we
therefore thought that they were our pnvileged interlocutors, One day
wa were discussing with our client in Argentina about a ceriain matter
and we had different points of view. We were explaining them that we
agreed on that matter with Fial Turin and they answered, yes ok, but
that was Fiat Tunn, we are Fiat Argentina and we think things should
be done this way... One should never forget that each organization
has i#s own identily, which of course has {o be respected, We had
some difficulties figuring out how to find & fit between Fiat Turin
directives and Fiat Argentina constraints. There are differences in the



245

way of producing in Europe and in Argeniing and one has to be flexible
and accepl the differences. The onily thing that should matter at the
end is the respéct of gqualify and cost standards, then how the
production is done is not st important, For this reason you should
have Argentines running the operstion and doing things the Argentine
way".

Having described the mast salient cuftural differences that we tound in
our group of J¥'s, we proceed infroducing other Argentine - European
JV management characleristics. '

4.3.2 Organizationel structures

Our study of the literature showed how JVs could design and manage
self-organizing praperties in arder io cope with evoiufionary pressures
end ensure their success. Lorange and Probst {1587) proposed four
selt-organizing properties far Jvs: caomplexity, self-reference,
autonomy and redundancy. Although we did nof collect date
specifically to ewvaluate our JV's self-organizing properties, we
managed to do it for the complexity, self-reference and autanomy
properties. We found that the JVs studied had moderate adaptive
properiies enabiing them to adjust to environmental changes.

Regarding complexity, the context within which our JVs function
indicated a8 moderate degree of complexity. In fact, the number of JV
partners was limited (2 PCs in most cases), most companies were
family owned (refer to section 4.2.1.2.). The number of poientialiy
irreconcilable strategies was Jow since JVs included in the research
were cansidered as isolated projects with clear objectives (refer to
section 4.2.1.4.), excepfing Bodega Hispana Argentinas, which
reached a bottleneck after altaining its initial abjectives, in fact, PCs
agreed with the initial JV objectives but disagreed with the following
development plans (section 4.2.2.1). There was a low degree of
integration between the various parts of the velue-creating process:
manufacturing, R&D, distribution, and marketing. The number of
strategies carried out by our group of J¥s was reduced since JV
projects were relatively small. Few physical lacatians and few different
types of organizetional cultures were involved. The element that
contributed the most enhancing complexity was environmental
turbulence {section 4.5).

Concerning sell-reference, JVs under study had the opportunity to
participate in & limited menner 1o the strategy and planning
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pracesses, and therefore o monitar their progresses increasing
leaming opportunities and generating adaplive feedback measures.
Nevertheless PCs hald the processes cantral (Figure 23).

In regards 0 autonamy, our group of JVs presented a moderate
degree of Independence. We observed two major trends. On one
hand there were several JVs that built completely Independent
organizatlon structures since the beginning. The latter invested
consideraly in Argentina, buying land, sefting up new plants,
acquiring equipment etfc. in order 1o operate in an independent manner
vig-3-vis their local partners. On the ather hand, there were same JVs
that started aperations using a nurturing structure, which means that
they siaried their activities with very reduced investments, using as
much as passible their Jocal pariners’ infrastructure and resources. In
these cases, JVs paid for products and services supplied by local PCs.
They integrated the marketing, 1T, finance, and other activities into the
JVs progressively, as sales volumes developed. 1t taok a few years to
J¥s that opted for a nurturing organization structure to start operations
to gain complele independence from their lacal parents. However, JVs
that chose the nurturing organization structure were more
successful than the ones that preferred to act independently from
the baginning becsuse they generated a local market adapted fix
cast structure. Instead, the other JVs made heavy investmenis
relying on bullish market forecasts engendering high levels of fix costs
that have been difficult to cover since the last Latin Amarican markets’
crash in 1998 {section 4.5.).

4.3.3 Power structure, political system, strategiss, and pianning

Questions’ 36 to 39 objective was to collect information regarding the
strategic management particularities of aqur group of JVs. Qur main
interast was to determine each partner's role in the JV. Some ¢f the
questions asked to gather the required information were the following:
How is the JV's stralegic planning carried out? Which JV aclor is in
charge of the process? How did JV partners share the JV coniroi? Is
thare a partner who has more controt over sirategic activities and the
other over operalional activities? How are key decisions faken? We
also used data callected through question 15 ta canstruct this section,

Exchange relationships are generally characterized by a concentration
of power in tha hands of the entity that owns the most important
resources. The mix of resources owned by the PCs that formed
the JVe datermined the role that cech of them was going to play
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in the alliances, and consequently the power that each of them was
going to have. The elements related to formal power and control that
we analyzed were: JV ownership structure, the role of the board of
directors, and fineily the rcie of the JVGM.

Table 26 (key negotiation elements), presented already the main
factors thet compase the JV formal power structure - ownership
structure, the board of directors and the JVGM-, The table shawed that
most J¥e were formed with an equilibrated ownership structure
and board of directors, and that they were maneged in 50% of the
ceses by local generel managers. Table 26 described a situation
that corresponded to the JVS starting period, the actual ownership
structure situation is presented in the following table.

Table 27: JVs® ownershlp stru

3 e
o

BENTELER-RB

same

TREYMI Foreigners will hold the majerity in a near future

RIETER Argentina |Foreigners have 90% today

EURMON The capital increased but proportions remain the
same

BASE A new financial partner entered the JV {1/3 for
each)

AVEBE Argentina |The capital increased but proportions remain the
same

BHA : Foreigners have 80% taday

PESCARGEN Fareign pariner # 2 left. Foreign partner #1 has
90%

We can observa that four JVs experienced a change in their
ownership structure increasing the foreign PC power, and that
the other four JVs increased their capital maintaining eech
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pertner's position. To interpret the ownership structure evolution that
occurred in the JVs anelyzed, we are going to use Adarkar's model
presented in figure 22,

Figure 22: Possible outcomee for emerging merket alliances

Usually successtful for
both partners. May

Alliance
continue for decades

restructured to

[ES

Local partner Foreign pariner
may acquire. may acquire. He
He may may succeed or

succeed or fail fail

Alliance likely to
be short lived,
Neither partner
gains

Sowrce: Based on Adarkar, A., A. Adil., D. Ernst and P. Vaish {1997). "Emerging
market alliances: must thay be win-lose?", The McKinsay Quarterly, 4, pp. 120-
137.

According to this model, emerging market alliances tand fo evolve
along one of feur paths. The first is that followed by successful long-
term alliances that manage to maintain an equilibrium of forces while
attaining their objectives. The second peth involves & power shift
towards the global partner, often followed by & buyout. The third
path sees a shift of power towards the emerging market partner.
Local partners do sometimes build their bargaining muscle, increase
thair ownership stake, buy out their global pariners, or exit the alliance
to form other partnarships. The fourth path is competition between
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partnere, followed by diasclution or acquisition of the venture by
one of them,

Succegeful long-term JVa: Several JVs thal we studied fitted into this -
category. Benteler-RE is an equilibraled JV, where paniners

complement one another very well, and where both pariness contribute

with essential resources to the project. The JV capital has increased

as the Jv has developed but proportions remained the same. No

ownership changes were planned at the lime where intervipws were

conducted, and despite the difficulties faced by the MERCOSUR

vehicle industry the JV is doing well.

Another JV in the automotive industry fitting into this category was
Base. Besides the fact that partner asymmetries were important, bath
partners agreed in farming and developing an equilibrated JV. They
structured their JV contract and organization gQuaranteeing the
equilibsium of forces over the long-term.

The last JV that fitied into this category belonged to the agribusih’;ss
sector. AVEBE, the Argentine-Dutch partnership has also increased its
capital to fuel its regional development but maintaining each pariner's
position. No signs of near future change in this mafter were given
during the interview,

According o Adarkar's model, the second possible path of evalution is
Power ahift towards the foreign pariner: This is the category
where most of the cases we studied fitted in (5 JVs over B). Some
of the JVs were formed following an unbalanced ownership structure, -
for example Rieter, EUBMON and Pescargen. In these cases foreign
pariners had the JV control since the beginning through capital
structure, the JV board of directors, and the JVGMs. However, the
unbalance charactenizing Rieter Argentina accentuated over time
because ol the local partner’e lack of financial resources,

Treymi also belongs to this category, the JV started with a 50% - 50%
ownership structure and because ot the starting difficulties that the Jv
went through, foreigners will take control of it. Management know-
how, technical know-how, and capitaf were the main resources that
the local partner lacked causing the power shift.

The last JV fitting into this category is BHA, which was charactenized
by the tact that both PCs had a very good relationship but incompatible
JV visions. On one side, there wes a Spanish PC with a shari-term
result oriented vision that faced a high pressure for continuas growth
from the stock market, and on the other side there was an Argentine
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company backed by an Austrian Group that sees the wine business as
2 long-tarm business where shost-lerm profits are not the most
important abjective. Both companies had a different viaion for the JV
development, which has lead to a powsr shilt and will probably lead
to JV tarmination. If this happens, JV {ermination should not ba viswad
as a failure, because both parners obtained what they wantad from
the JV, but just as the logic and of a businass.

The third and fourth paths characterized raspeactively by power zahift
to the local partner and by power collision were not present in the
group of cases that we studised.

The analysis of the ownarship structure halped us understand the
concentration of power in tha different JVs investigated. At present, we
focus on two instruments, among many othars, used to exercise power
in a JV, tha board of directors and the JVGM.

The main characteristic of JVs is shared management, and the main
mament where shared management manifested in our group of J¥s
was during the board of direclors meetings (one to tour times a year,
depending on the JV). 1t was during these meelings that negotiations
took place, that PCs’ representatives or owners made important or
strategic decisions. The JVGM's role was fixed by the JV contract, the
latter usually limited its action or autonomy to the execution of the
board decisions and to the administration of the arganization. Figure
23 iftlustrates the power and control chain that characterized our group
ot JVs.

The following interview extract alsa illustrates the power and control
chain ... We usually have twa to four board meeiings per year. During
the meetings we compare planned targels with resufls, and evalvate
our success. If it is necessary we lake corrective measures and
transmit tham lo the JVGM for execution. ... The GM can lake some
personnel dacisions, he has a certain degree of freedom. The JV
contract fixes his respansibifities, and his decision limils or margins.
He can do anything within the BP once it is approved by the board. He
can do any investmenl, he can seli, buy or whatever... but if therg is
something thal goes beyond the boundaries fixed by the BR, for
exampie i he has ia invast in a machine that costs more than the
investment limit we have fixed, he has lc consull the board. There are
some other decisions that require the bosrd consultation...” {(Cr.
Rieger, Benteler AG).
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This power and control chain (See figure 23) was followed by all the
JVs that we studied except Base and Pescargen that were managed
or controlled by both PCs' owners (Base appointed recently a GM and
Pescargen de not have this figure in its organization}.

Figure 23: Bosard of directors’ and GM’s rolee

. »Establishes sirategies and plans;
»>Tekes all the important decisions;
>Sets autonomy of the JVYGM;
>Approves;

»>Canirois.

> Executes the board decisions;
»Is respansible of attaining targets;

»Decides within the tramewcrk
established by the board;

»Makes proposals;

This section described how roles were divided within the JVs studied,
ar in other words, how tormal political systems were set up during the
JV tormation phase and how they evolved. The coming section
complements this one in the sense that it analyzes issues related to
the informal political system. .

4.3.3.1 Relations between parent companies

Section 4.2.2.2. already highlighted the importance that relations
among PCs had at initial JVY formation stages. Chemistry between key
players, as well as respect, esteem, trust etc. developed since PCs
met. This section goes beyond the formation process and studies PCs’
relations during different situations and perieds of the JV lite cycle. For
that purpese, we used data collected through guestions 17, 19, 20, 21,
and 22 which dealt with fhe evaluation of the business refation, the role
played by personal relations in penods of cnisis, key relations in the
JVs, and finally the most critical stages in the JV development
process.
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Appendices 17 to 21 as well as table 28 present and resuma the data
obtained in regard {o the business relation evsluation. Table 28 shows
that most answers converged to pesitions 1 and 2, which means that
managers generally agreed with the evaiuation ltems that we
submitted to them. Interviawees from foreign and local PCs
considered that gains from the siilance were mutusl, and that the
relationship they maintain with thelr pariners was based an
collaboration rather than in mere exchange. In the large majority ol
cases, PCs considerad that tha value of the alllance was apparant
to their customars, and that it offered a competitive advantage in
the market where thay oparate. The strong complementarity that we
found during PCs mofivation analysis and during the JV formation
context is confirmed in this section where most respandents agreed
that the driving forcea of the companies were compiementary.

We alse found a general agreement regarding the balance of
operations, risks, and rewards. However, two managers interviewed
made some interesting remarks on the matter. Ing. Muhimann from
Grupe HB explainad that although the JV is a 50% - 50% alliance
where good and bad times ere shared, the Impact of the JV
perfermance affects in a very different way each PC. The latter is
paricularly trus from a financial point of view. According fo Ing.
Muhlmann, Grupe RB faces a higher financial risk than Bantaler
because a one milion USD loss has a greater impact in a smaller
company than in a bigger ona.

Following the same logic, the German pariner considered that they
faca a higher client risk than their Argantine countarpart. i tha JV doas
not respact international standards on technical, quality, or just-in-time
maiters, the maximum sanction that the Argentine company can face
is the loss of the ciient in Argentina, while the risk for the foreign
company is to compromise their whole business around the werld, In
that coniext, both parners considered that there was a balance
concerning the mattar but that it was a relative balance.

There was alse a general agraement between PCs regarding the fact
that they usually explored new opportunities together, slliance
ohjectlves were clearly defined, there was an excellent clarity of
purpese, and the rolas of each partner ware clearly understood.
Although two of foreign managers, Mr. Dethmers from AVEBE, and
Mr. Gastaidi Irom ASCOM-CEA, remarked that tha clarity of purpose
was sometimes apparent because foreign and local managers
inferpreted differently the siratagies provoking frictions in cerain
occasions (refar to section 4,3,1. Cultural differencas).
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Most PCs panticipating in this investigation considered that there waa
a ehared vision In their alliance, that top executives supported the
alliance goals and that there were excellent channels of
communication at all levels. Regarding the rapidity on which key
issues were raised and acted on promptly, Ing. Muhlmann from Grupo
AB explained that here again things were relative. He agreed in
general with the statement but arguing that one should never forget
that a 100% Argentine problem is e 1% European problem, and
therelore it is impossible to pretend that top executives in Germany will
react with the same rapidity than Argentines. It is impossible to gather
Benteler's board once @ month because they have too meny things to
fook atfer aroungd the globe". Nevertheless, the item evaluated applied
in 2 reasonable way.

Everybody agreed on the exisience of a high degree of trust between
JV's partners, on the continuity of players involved in the JVs and in
the commitment and suppeort at all levels. Although regarding the
latter, Mr. Dethmers from AVEBE explained that the bigger an
organization is, the more difficult it becames to obtain the commitment
and support of people that are not directly concerned by the JV. He
gave the exampie of a starch byproduct used ter bread production that
is produced by AVEBE in the Netherlands. The product is of better
quality than the one found in the Argentine market and therefore it is
imported, approximately three thousand tons péar year. The problem is
that the price that AVEBE can get for the product is a little bit higher in
Europe then in Argentina and it is not always easy to convince the
people from AVEBE Netherlands to sell the preduct to Argentina under
those circumstances. “internai commitment and support are not always
what we would fike it to be, things may seem a littfe bit contradictory
for some persons in the Netherlands but we see things in a long-term
perspective, we are trying to develop activities for the fulure not trying
to increase our shori-termt sales revenues...”.

dMr. Hirimann from  Rieter Switzerland thinks that financial
commitment was not always easy to obtain from their Argentine
partner, not because they acted in bad faith but because they were not
able to participate more actively. -

There is no doubl that personal relationships among key
executives involved in the JVs played a determinant role in the
overcoming of critical situations. When problems took important
proportions and middle and high level managers were nol able to solve
them, PCs’ owners in the case of SMEs or JV responsibles in the case
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of bigger companies discussed directly, and reached an agreement.
Trust was a crucial element that determined the type and quality of the
relstionship between partners. It allowed open, frank and direct
discussions that were very favorabie to problem solving.

The anaiysis of the information gathered during the interviews showad
that there were two main typee of structures characterizing
relatione within our group of JVe. On one hand we found the
cleasic relationship structure integrating the foreign PC, the local
PC and the JV. Figure 24 represents this reiationship structure.
Obviously, the intensity of the refationships within the triangle was not
the same for each JV, there were some cases where there was a
stronger relation between the local PC and the JV, and other where
there was a sironger relation between PCs, and so on.

Figure 24: Classlc JV relations structure

Foreign partner «— » Local pariner

Five cases 'over eight studied presented the above illustrated
relationship structure, Rieter Argentina, Base, AVEBE Argentina, BHA
and finally Pescargen. '

Rieter Argentina was characterized by a close relationship between
Mr. Calman and the ex JVGM who i5 currently managing Rieter's
subsidiary in Brazil. The JV has evoived since its tirst years and the
local partney's contribution has decreased considerably, although they
still play an imporiant consulting role.
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The relationship in Argentina is naw maintained by the new JVGM, Mr.
Arnald, and Mr, Caimari but it is not es intense as it used to be with the
other JVGM. The relaticnship between PCs is rather distant; they mest
once a year when the board gathers. The main relationship is between
the JV and the foreign PC.

BASE was characterized by a streng link between the twe PCs'
owners, Mr. Gastaldi and Mr. Badiali. They took all the important
decisigns regarding the JV's future. The JVGM was new in its function
and carriad out an oparational and administrative role.

Regarding AVEBE Argentina, there were two persons that were
responsibie of the venture’s develapment, Mr. Dethmers from AVEBE
Netherlands and Mr. Parlis, one of the Argentine founders of AZQ-
ALLER-LIMPIAR. The JV benefited of a great autonomy relying on this
aclig relationship, the role of the Dutch responsible was rather a
control role.

We found twe levels of relationships within BHA. The first one
cancerned the JV founders, Mr. Redondo from the Spanish PC and Dr,
Baoveri, JVGM. They maintained the most privileged relationship since
the JV foundation. The secand level was more operational, relations
were maintained by Dr. Baveri and Mr. Del Rincén regarding the JV
management in Argentina, and between Mr. Del Rincdn and the
Spanish PC regsrding the JV development, considering that the local
partner has reduced its participation in the JV.

Finally, Pescargen represented & perticular case. It can be considered
more like a leng term family business that constitutes the main activity
of beth PCs than a separate praject of each PC. The PCs’ owners
maintain a very close relationship and they manage tegether the JV.
The figure of the JVGM does not exist in this JV.

The second type of relations structure that we found is more complex
than the traditional one since it integrated an additional player, the
forsign PC subsidiary. The latter played or plays an active rale in the
JV luncticning. Figure 25 represents this structure. Three cases over
eight studied presented this type of relationship structure, Benteler-RB,
Treymi and finally EURMON.



Figure 25: More complex JV reletions structure

Foreign paniner #» Loce! partner

F §

Y
Fereign pertner #
Subsidiary

The intervention of Mr. Benteler in the JV affairs was relatively rare.
Most problems were usually solved by Dr. Rieger {foreign PC) and Mr.
Beaccanelli {Local PC}. The JV operated in a relatively autonomous
way and its GM reported to the board twe 1o four times per year. The
JV was closely monitored by Benteler's Spanish subsidiary, which
contributed among others with training support in different lechnical
areas.

Treymi was characterized by three relationship levels. The first and
maost important relationship was maintained between Mr. Roceca {Local
PC) and Dr. G. Tréves {Foreign PC). The second level where close
relationships played an imporiant role was between the Spanish team
that lollowed the JV, paricularly the subsidiary director, and Mr.
Rocca. At the third level there was a Spanish manager that was
strongly involved in the JV meanagement and that followed its
development closely.

Finally, the main relations in EURMON were between the foreign PC's
Argentine subsidiary and the JV, and particularly between Ing. Montich
who represented the lecal interests and the CEOQ of the fereign PC
subsidiary. There was also a slrong relgtion between the JVGM and
Ing. Montich.
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The final aspect that is treated in this section presents a great inferest
because it deals with the mest critical stages that JVs faced during
their development pracesses. We see which were the mast critical
situations for each PC in each JV and how these crifical stuations
were soived.

Benteler AG, the German PC engaged in Benieler-RB faced three
major difficulties in its JV. Dr. Rieger explained that ane of the most
not critical but difficuit stages in Benteler-RB's development process
was to find a common understanding regarding the JV, a comman
vision about the business. “It was very imporiant to find aut if we ware
falking the same fanguage, if we had similar views regarding the
markef situation, the market penetration strategy, the way the business
should be ran eic”. Developing a close relationship and therefare
finding wha the partner really was helped a great deal in this process.

The second delicate situation according te the fareign partner was the
evaluation of each partner's contribution to the JV or in other
words quantifying the assets braught by each PC ta the JV. Finding a
comman understanding on this matler was not a simple task and it
required the expertise and néutrality of a group of extemal auditors,

Finally, Benteler faced some difficulies in setting production and
turnover targets. Subcontraciers in the automotive sectar usually
base their targets in terminal’s praduction and sales farecasts, but
experience has shown them that such forecasts must be used and
interpreted very carefully. The JV praject ieam analyzed their client's
forecasts, when they added the figures of Valkswagen, General
Motors, Fard, Renault, Peugeot, and FIAT, they found an estimated
praduction of 1 000 000 vehicles. When thay confronted the farecasts
to the reality of the Argentine market they were surprised by the
canstructors’ optimism since the Argentine market abserbed 400000
vehicles per year in its best days! Basing the JV's targets in such
optimistic figures seemed rather risky, In that context, JV parners
gatheraed and discussed in order io identify the mast ikely scenario
and apparently it was not an easy task to lind a common view on the
matter. On one hand the local pariner considered to have a better
knowledge of the Argentine market, and on the other hand the forsign
partner considered having a better knowledge of their clients’ forecasts
precisian arpund the warld, Benteler had previous experiences in
Korea, China, india etc. where they ieamt that they cannct rely
completely en their client's {orecasts, far example there is a region in
China where terminals reached their farecasts 7 years atter the
expected date! Benteler managed to convince its partner to adopt the
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prudence principle, which has proved to be the adequate one. FIAT
sat a plant in Cordaba with a 200 000 vehicles per year capacity, end
they only produced 80 000 (epproximately 1/4) in 1999,

Accarding to Grupa RB, the Argentine partner, the most critical stage
in the JV development has been linked o investment decislons, PCs
prioritias or views often differ, and the Argentine PC weuld have
preferred to invest more heavily in several occasions. The sactual
automotive sector crisis in the region has proved thst a prudent
investment strategy has been the adequate one, and the Argentine
partner has learnt that it is easier to increase an investment than the
contrary.

Treymi, the French-Argentine JV, was contronted to another type of
difficuly, It is interesting to see that this is the only JV where bath PCs
mentioned the same situation as being the most critical stags in their
development process. The stage in question was the JVY launching
gerlod, or rather its first 18 months of life when quality standards were
not under control generating high costs and consequently losses
during mere than one and a hall year. According to Dr. Treves those
problems are a classi¢ in DCs-LOCs JVs, and they warked very hard
fo reverse the situation, increasing training, foreign managers
presence in Argentina, communication as well as changing the JYGM.

In regard ta Rieter Argentina, the most ditticult situation that the Swiss
PC had to face and that almost Ied to a bottlaneck was Caimari's role
in the JV financing. Initially, the Argentine partner was supposed to
finance 80% of the JV but he ended contributing with anly 15% of the
JV. The Swiss partner had to increase its participation in order to
honor its commitment with its main client. Rieter is not the only JV that
has faced financing problems, this kind of difficullies are very current in
the Argentine environment where local companies lack of sufficient
internal resources and where access 1o axternal resources present
higher barriers than in developed economies.

For the Argentine partner, the most criticai situation in the JV life was
ite formation stage charactarized by ils partner slow decision-
making process. Time constraint was omnipresent during the whole
JV starting period, production had to be ready at the right time, with
the right quality etc. and decisions were not always taken as fast as
the lecal partnar might have wished.
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Mr. Caiman had to start important discussions with constructors
without having a clear vision of what was happening at Rieter's
Winterthur offices, and theretore without an adequate suppon.

ASCOM CEA, Base's foreign PC encountered two major critical
situations in the JV development process. The first difficulty
originated in Its local partner lack of finencial resources, which
has slowed down considerably the JV development pace impeding the
venture to seize market opportunities and to integrate new actlivities.
As the reader may remember, the JV was formed following an equality
principle, which means that everything had to ba on a 50%-50% base.
A solution that was found to increase the JV capital in order to make
new investments without infringing the squality principle was io
integrate @ new investor obtaining a new capital structure (1/3, 1/3,
1/3).

The other difficulty to which the loreign pariner was confronted
originated in cultural differences. Such difterences were not apparent
at early stages of JV formation, however they surtaced later on.
Industrial traditions difter in each country favoring the use of different
management methods. Accarding 1o the ltalian parner, financial
planning is deficient, decisian-making takes too long, and there is a
lack of rigor in implementing strategies not because the local partner is
in bad faith but just because words or concepts do nol have the same
meaning for each partnar. Creating a common understanding of the
business is a leng and time-consuming eflort that demands great
communication efforts. '

~ From the Argenline partner point of view, the most critical situation has
been and still is related to flnanclal aspects.

In the case ol EURMON, Ing. Montich explained that their major
difticulty was related to launching period problems. Ouslity end
technical programs had to ba developed and applied and fine tuning
the whole operation was a delicate aperation.

BHA’s PCs have been confronted to a JV development crisis. The
main problem they had o face was the following: what happens once
the JV partners have artained their initial objectives and new
development alternatives arise? Expanding the veniure activities is not
a problem it both PCs share the same development vision but it PCs
do not find a common understanding on the matter, the situation
becomes problematic. BHA is currently facing this dilemma, the
boundaries that PCs fixed initially to delimit the venture aclivities have
become too narrow, and the JV needs space and oxygen 10 grow. The
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solution to the problem in this case seems to be a Spanish take over
end the new 80%-20% capital structure could ba the tirst step.

The difficulties thet AVEBE had to overcome do not differ from the
ones that we had discussed until now. On one hand, the Duich partner
hed to deal with cultural differences ceonsecrating great efforiz in
order to teach 10 its partner the rigor required to set a strategy and ta
apply it with a long-term vision. On the ather hand, the local partner
had to overcome its trustration resufiing from a long decision-making
procese charactarizing its business ally organization. '

Finally, Pescergen went through e critical situation when the compeny
lost its competitive advantage following the Spanish and ltalian
currency devalustion in 1993, In fact, 70% of Pescargen’s sales are
directed to the Eurgpean market where Spain and ltaly are major
clients. The fish market sifuation statilized after several months and
fish stocks started diminishing.

The roelation that PCs have built since their first contacts and
through the years helped the JVs overcoming all the difficultles
they went through strengthening in its turn the refationship.
Companigs involved in the JVs had to make continuocus efforts to
understand their partner's situation and support them in their efforts to
strengthen their weaknesses. Several respondents made a
spontaneous analogy between the foreign and local PCg’ relationship
and marrage. Mr. Fenes explrined that selecting a JV panner is like
locking for a wife or a husband, the woman searches for the best man
and the man looks for the best woman. Ing. Muhimann, Mr. el
Rincdn, and Mr. Montich noted that JVs as all forms of unions or as
marriages go through ups and downs and that those conflicts are
inevitable. For Mr. Dethmers, JVs have the same problems as
marriages “...you have o do everything fogether, nobody has to act
alone, and it lakes time to learn the cuflure and the background of the
other...”

4.3.4 Individuai and group behavior

Ouestions 32 to 35 gathered information concerning human resources
aspects. We were interested particularly in the JYGM PC origin, the
characteristics that he should have to succeed in his role, the
propartion of foreign personnel working in the JVs, and finally the key
positions that should be staffed with foreigners. From which company
is the JVGM coming from? In your opinion, what are the characileristics
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that @ good JVGM shoutd have to maximize its chances of succeeding
in the manegement of an Argentine - Euwropean JV? What is the
proportion of foreign executives working in the JV? in your opinion,
which are the positions thet foreign executives should have in the JV?

Table 26 indicated that the proportion of foreign end Argentine
general menegers was equilibreted In our group of JVa. There
were 4 local GMs, 3 foreign ones and one JV was managed by both
PCs.

Ing. Muhlmann, Industrial Director at Grupo RB, explained that firms
that torm JVs in the auto parts sector vsually contract local JVGMs
with a good track record because foreign manegere lack of local
knowledge. Francesco Gastaldi, GM at ASCOM CEA defined local
knowledge as the knowledge of lacal customs, local work methods,
locel lews, local people, local standards, and so on. Dbr. Rieger,
Atterney at Benleler, supposted Ing. Muhimann's statement explaining
that Benteler's principle is to run their businesses through local JYGMs
or CEOs or Presidents. They usually send personnel from
Germany or enother subsidiary but only to glve momentary
technicel support.

Cantracting local JVGMs is not the unigue strategy, some of the JVs
that we studied hired a foreign GM, for example Rieter and EURMON
in the auvto parts sector, and BHA in the agribusiness sector. Both
cases in the auvto parts sector reflect a current strategy implemented
by foreign PCs that consists in naming a temporary foreign GM to
follow up the delicate starting period, assuring quality standards
and tine tuning the aperation. Mr. Hirlimann, Senior Vice-President at
Rieter Automotive Systems in Switzerland, explained that “so far the
origin of the JVGM has been Swiss. QOur strategy was fo name
someboady from the PC lo institulte Rigter's way of doing business, our
philosophy if you prefer as well as lo assure a good product with a
good quality and 2 good price. The situation has avolved, and we are
planning to train an Argentine in order o maintain Rieter's spicit and to
replace the Swiss JVGM. At that moment the JV will be operating with
g 100% of locai personnei”. ELURMON's strategy is very similar ta
Rieter's one, they have also planned to function with 100% of local
personnel in the near future.

The situation is different at BHA in the agribusiness sector. The JV has
a clear commercial orientation and, because of its marketing-oriented
mission, and of the commercial role played by the Spanish PC, it is
important to have a marketing specialist from the PC managing the JV.
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Besides the tact that it is very ditficult for a foreigner to manage in an
unknown environment, there is also z financial argument that
justifies the employment of local JVGMs. Ing. Muhlmann explzained
thal it is very expensive to bring expatriates to Argeniina because they
tend to set very high conditions to accept to move to ihe country. The
cost / benetit relation, in relation with the operation’s turnover is not
tavorable for expatriates. According to him, “..If you contract super-
managers, they will firstly not be able to use all their potential in the
focal market, because their theories are not adapted to this reality. |
will tell you an anecdote that Mustrates pertectly this purpose. In terms
of cost / benefit, there are things that applied fo big markets are great
sofutions but applied to smalf markels are great failures. There was &
discussion in a JV involving an American PC, where 12 persons
around the world participated, The discussion turned around a2 matler
of & dolfar. The cost of the whole discussion was the equivalent of
several years of production in Argentina. A doflar per part is a problem
that juslifies the travei of 15 persons in the US but here in Argenting, a
doflar per part does not justify more than some phone calls....

Secondly the decision will be extremely expensive considering the size
of the local operation. What foreign PCs tend to do is to send midole
managers to corlrol the operation or to send number twas, which
financizlly are more adapled to the size of Argentine operations.
Remember that we are talking about a 500 000 vehicle per year
marke!l, where 26 models are produced by 11 terminals. These
constraints laave little roocm for economies of scale, and the production
fevel is too small to cover super-manager costs. The cost argument is
not vaiid only for JVs butl also for M&As, one has fo be exiremely
careful with the management structure one develcps, it has lo be
supporfed by the oparation. There is no doubt that super-managers
will allow you 1o make more money, but if that money goes 10 support
their costs, it is not worth doing it”. Br. Guillaume Tréves as well as Mr.
Gastaldi supported the financial constraint argumentation,

Table 26 zlso indicated 2 certaln stability of JVGMs. There were only
iwo cases where GMs were changed, Rieter and Treymi. The change
in Rieter was due fo ihe development of another operation in Brazil
requiring the experience of the person in charge of the Argenting JV.
The change in Treymi was due to important starting difficulties, the Jv
responsible was not able to handle all the initial problems and
pressure, and he had to be replaced by a more adapied person.
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Regarding the main characleristics that a JVGM shauld have o
succeed in Argentina, the most frequently mentioned characteristics
were: :

& Strong communication skills in order to succead in reporting to
both PCs;

& Mediator and diplomatic ekille to succeed in overcoming
contradictory stakeholder demands and representing both PCs
interests even if one of the parents is in a minority position;

S Multicultural skills to deal with cultural differences that may exis
betwseen partners;

¥ Good qualifications to reach the objectives and to keep clients
satisfied. Clients in Argentina are the same clients that in the rest of
the world and if they are not satisfied in Argentina, tuture contracts
in other countries are compromised;

Very good knowledge of the local socioeconomic context;
Support pressure;

Tolerate ambiguity;

= Be rellable and insplre trust.

g 0 O

According to Dr. Guillaume Tréves, the major difficulty that a JVGM
has to face is that he has to represent two wills. He must undarstang
very well whal each partner wants and he has 1o develop a kind of
neulirality in the application of boilh partners’ wills. He must equilibrats
and must establish a trusthuf relationship with both PCs.

Ing. Jaime Fenes, Benteler-RB’s GM, described to us a situation that
he lived recenlly illustrating the complexity that JVGMs sametimes
have o deal with. A new car was starting to be produced in Europe in
November 1998 and it was supposed {0 be markeled in Argentina by
the year 2000. The opportunity to supply the terminal was there and
the JV partners had to decide an the strategy to deal with the project.
Two contradictory peints of view emerged, on one hand, the Argentine
partner wanted ta integrate the whole auto parts production processes
involved by the project into the JV. This alternative required heavy
investments, and was supported by the terminal because of the
posilive effects following the proximity of production facilities. On the
ather hand, the foreign partner was already producing the auto parts in
Europe and in the United States with excess of ¢capacity. Being the
JVGM, Ing. Fenes was nat oppased te the lecal preduction of auto
parts since it implied new technology, new equipmeni... in other waords
the development of ihe Argentine operalion. “But the most desired
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solutien is nal always the meost rational ene or the meast ecenamic
ane”.

At that point discussions begun but the best solution was evident, ihe
Eurcpean partner was producing the pans in Eurape and in the US,
machines were working under capacity, and it was hard to arque
against the impont solution. “The situation shows that you have lo be
Hexible and that you de not have io faver any of the PCs, Yeu have lo
take the right decision for the JV...The JVGM role is 3 role of a
mederator, and believe me, it is not always easy lo satisfy the local
pariner demands, the foreign partnar demands and the clieni
demands”.

Ing. Montich, Vice-President at EURMON shared Ing. Fenes view.
According to him, the JVGM has to detend the JV interests and not the
PCs’' inferests. Very often the PCs supply the JV and no preterences
should be made. A good JVGM is the one that defends the JV
interests before all the other enes.

The remaining aspects to be studied under this section reter to the
propartion of foreigners werking in the JVs and the key positions they
hold. A clear majority of JVs employ a very limited number of
foreigners. When JVs employ foreign personnel, the number ranges
from a minimum ot one person {the JVGM) to a maximum of three
persons. The key positions staffed with foreigners were the GM
position, the financial director position, and the industrial directer
position. Commercial positions were staffed by locals with the only
exception of BHA, which is a pure commercial JV justifying ifs stafling
strategy.

Pescargen 15 the only JV tollowing a different pattern, 50% of its
operating personal is Spanish because ot the lack of qualitied
personnel in the area in Argentina. Nevertheless, the proportion of
toreigners working in the JV has diminished considerably.

One cenclusion that we can draw from the present analysis is thai the
need of foreign personnal to support JV activitiea decreased with
time in our group of JVs. Figure 26 shows thai there was a very
important foreign support need, mostly technical, during the JV starting
period where produciion processes have to be designed and optimized
in order to guarantee quality siandards and customer satistaction. But
this need decreased ence the operation was fine-iuned.
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Figure 26: JV development and foreign personnel need
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After the starting periad, foreign support is mostly assured by training
or by sporedic visits of foreign technicians to impleament changes in the
production processes. These changes do not occur very often
because tha life cycle of a car model lasts for several years and there
ere few changes once the praoduction of the model has been
established. Foreign interviewees rated very favorably the
education level end quaiifications of Argentine amployees.

4.4 Learning

As we aobserved during the literature review, JVs offer a considerable
learning potential. Questions 40 and 41 coliected information
canceming the principal capabilities that foreign and local PCs wanted
to acquire through their JVs and the way in which knowledge transfer
ook place.

The date gathered through interviews showed that local and foreign
partners went through a two level learning process. We may deline
the first learning level as “planned Jearning”, which corresponds to
clearly initially defined learning objectives. The latter were related
mainly to techneology acquisition in the case of local PCs,
corresponding to previous findings on lecal partnars’ motivations to
form JVs. The reader certainly remembpers that one of local partners’
main motivations to form JVs was to obtain a technology upgrade in
order to improve their competitive position and to guarantee their
survival,
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Locs! companies absorbed new technologies through their JVs
reintorcing their competitive position in their respective sectors. We
may mention as an example the fact that all the companies belonging
to the automolive sector are currently ceriitied under QS9000 or other
sector-based norms. The same is truth for companies belonging to the
agnbusiness sector, which also respect international quality norms.

Following the same reasoning pattem, one of the most important
motivations fo torm JVs irom a foreign PC perspective was to ecquire
knowledge regarding the locel environment, and to use this
experience as a market integration vehicle in the future. Some
examples illustrating the latter follow.

Most foreign companies participating in our invesligalion started theis
aclivities in Latin America with their Argentine JV. Rieter Switzerland
for example initiated its regional expansion in Argentina. The company
learning process regarding the Latin American market started in
Argenfina, continued in Mercosur and expanded fo the whole
continent. Their Argentine operation allowed them to gain experience
canceming the way of doing business in the region, and helped them
to penetrate the Brazilian market.

Tréves followed a similar scenana, it entered Latin America through
the Argentine door and continued its expansion to Brazil. The French
company committed some mistakes while launching its Argentine JV
but managers learnt a lat from their experience improving considerably
the results of their following investment in Brazil. They took more time
to plan the project and to train key emplayees in Europe.

Shifting to the sgribusiness sector, Arco Bodgas Unidas began its
internationalization process with BHA in Argentina. The experience
was 50 posilive that they have now plans {o develop other JVs in
vatious parts ol the world following the Argentine modei. in the case of
AVEBE, the priority was also o get to know the Argentine and South
American markets in order to increase their sales in the region.

Knowledge transier took place in a more formal manner in the case
of technology reiated knowledge than in the case of local context
related knowledge. in other words, in the case of technology,
knowledge was transferred through training programs, visits to foreign
PCs, temporary personnel exchange, and so on. While in the case of
jocal context knowledge, il was transferred by osmosis, though day-to-
day personnel interreiations.
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Technology related knowledge was principally confined to JVs since its
transterability potential to local PCs was fimited, while local context
knowledge flowed ta foreign PCs increasing their emerging markels
knawledge database.

The second learning tevel could be detined as “indivrect learning”.
The lettar did not correspond to an initially manifested learning
purpose but rather to an opportunistic learning process that
developed following learning opportunities offered by the business
relation, This type ol Isaming occurred because of the shared
management faalure characterizing JVs, which creates an incredible
potential of daily knowledge exchange.

Argentine managera benefited the most from this type of learning
because their management level was behind the European ane, in
other words, Argentine managaers had a higher improving potential
than Europsan managers had, and JVs gave them the apportunity 10
catch up. Some areas where local managers improved their
knowledge were: quality management, just-in-time systems, planning
processes, reporting methods based on international standards,
distant  project management, decentrafization of activities,
implementation of matrix organizatians, financial ngor, and so on... All
these elements transformed considerably the way of doing business of
the local organizations concerned.

Local PCs were not the only ones to benefit of this type of indirect
learning, Arco Bodgas Unidas from Spain learned how 1o manage an
international operation and set the basis for their aclual international
expansion. Tréves from France learned lo manage an international
project through their Spanish subsidiary.

The persons that have learned the most are the anes leading JV's
activities, those that interacted frequantly. at the board level, at
the management level and at the operational level, Persons were
nat the anly entities that learnt, organizations also did integrating
improvements in their structures that will model work practices of
actual and future employees.

Having presented and analyzed some impartant aspects relaled to the
JV management, we are going to finish this chapter analyzing the role
that the Argentine environment played in the development of aur group
of JVs, then we comment perdarmance and partner satistaction levels
in our JVs, and finally present which are the key success factors to
manage this type of alliances accarding to our group of respondents,
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4.5 Environment

Environmants in emerging markets ara considerad risky and highly
unstable. Question 42's objective was to caplure the role that the
Argentine environment played in the various JVs' davelopment
procasses?

All the managers interviewed highlighted the poaitive rola that tha
Argentine global environment played in the davelopment of their JVs.
None ¢f the JVs studied would exist taday if it weren't lor the struciural
retorms that the Argentine Government made in the lata 80’s and early
90’s. The comhbination of macro-economic stahility with the reactivation
of the production activity, the apening ot the economy and finally
adequate internationa!l economic conditions helped Argentina
recovering high economic growth levels. The autemotive sectar in
Argentina passed from 90 Q00 vehicles produced in 1989-1990 to 400
000 in 1992-1993. Several constructors that left the country during the
80's returned with important investment plans. Many new inveslors
aiso penetrated the Argentine market tor the first time introducing new
models and technologies.

The agribusiness sector was also charactarized by impertant growth
rates and it went through a very dynamic restructuring process in
which foreign companies played an aclive role investing in producticn
and distribution lacilities.

Despite all the raforms and structural changes that the Government
has applied to strengthan the Argentine economy, the country s still
vuinarabla to external shocks and seme of its activity sectors are too
dependent of the Mercosur market, particularly the Brazilian one. This
is the case of the automotive sector, which has suffered considerably
of the actual crisis that began when Asian and the Russian economies
collapsed. As a consequence of the crisis, the Argentine automotive
industry lost 50% of its exports in 1999 (mainly to Brazil), and
production veolumes bave dramatically dropped (see section
3.3.3.3.2.4.1: The automotive industry). Some of the JVs that we
integrated in our investigation produced in 1999 and are producing
currantly at 40% of their producticn capacityl For the first time in
histary, Mexico produced mare vehicles than Brazil. During the first
semester aof 1999, Mexican plants produced 857 000 vehicles while
Brazilian plants reached 758000 (America Economla, 21 October
1999, pp.15).
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These kinds of market fluctuations can be mortal fer many
companies in the sutomaotive sector and in the same way that the
Argentine global environment wae a determinant factor in JV
creation it could be a determinant factor in JV¥ terminstion,

Firms in the agribusiness sector have not been confronted to market
volatility or to the Latin American crisis in the same way because they
have developed a diversified world wide client porifolio. Consequently,
Bodegas Hispano Argentinas’ and Pescargen’s sales volumes and
results have not been reduced; on the contrary BHA exceeded its
targets in the last years. Concerning AVEBE Argentina, its products
are integrated in other products of daily consumption, in some cases
even in basic goods such as bread. These types of products have not
heen hit by internai markst fluctuations, and have allowed AVEBE to
attain gaod results.

Despite the gensral improvement of economic conditions the
Argentine and in general the Latin American environments are still
highly unstable, they can aftain very high yearly growth rates lor
several years and then callapse. The consequencas of these kinds ot
market varialions can be tremendous for companies that are not aware
of such markel characteristics and for those that do not dispose ol
sofid foundations, and flexible organizations. The JVs that are
performing the best are the ones thet understood how to deal
with drastic environment changes finding niches that are less
vuinerable to market fluctvations or the ones that set up
innovative organization structures minimizing fix costs or finally
the ones that diversified their exports destinations.

4.6 JV's perlormance / results

Questions 43 tp 46 gathered information regarding the tevel of JV
performance and of parner satistaction. /n your opinion, what is a
performing JV? Which criteria you use to evaluate the JV's
performance? Are you satisfied with the JV's performance? If you were
to achieve the same objectives that you had before forming this JV,
would you onice again try to develop @ JV or would you try another
stratagy, ffke investing alone, licensing etc.
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According to the managers interviewed, a performing JV is a JV that
reaches the objectives that both PCs fixed in the initial BP or a JV
that allows each of the PCs to obtain higher benefits (financial and
non tinancial) than those that they could have reached, hed they
invested alone, which cotresponds to the well-known synergy
definition 1 + 1 =3,

The main criterion applied to evaluate JV performance in the group of
JVs under study was financigi, (each company used its own
combination of financial indicators and ratios including: return on
investment, return on sale, sales volume growth). Not surprisingly.
PCs were satisfiad when their JVs were prolitable businesses with
interesting growth potentials. But profits were not the only variable
analyzed when measuring JV performance, PCs took also into
gccount other factore such as the evolution of their competitive
position (market share growth, growth potential), customer
satisfaction (the relationshipz’between the JV and the constructor
was congidered as fundsmental), learning (gaining market or
technology knowledge). respecting quaiity standards {(obtaining
guality cerilications such as QS9000 or other sector based norms},
improving production indicetors (produclivity, number of products
with defects / total production, number of work accidents, and so on),
and finally personnel metivation indicators (absenteeism, personnel
turnover etc).

In general respondents were aatisfied with the JV performance
levet (Reler to table 29). The evaiuation was made one Yyear age,
when the crisis was already affecting the automotive incustry. The
situation has deteriorated a lot since November 1999 and an actual
evaluation will probably give different results.

2 Mr. Hirlimann and Mr. Gastaldi explained thal there are cerlain benefils that are
difficult to guantify, The decision to follow a client 10 a cenain country will
cenainly have a positive impact on fulure wordwide businasses with the ciient
but it is difficult to measure that impact. If the JV project is considered in an
isolated way. it may appear 10 be not very successful in financial terms but
considered as part of & division or a company, it may appear to be a successiul
move.,
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Tabie 29: JV performance

: Forelgn partner Local partner
Jv JVGM origin| performance performance
' evaluation evaluation
RB-Benteler Local High Meadium-high
EURMON Foreign NA High
Rieter Foreign Medium - fow Low -~ medium
Argentina
Treymi Local Medium Medium
Base Local Medium High
BHA Foreign High Medium — high
AVEBE local Medium - high NA
Argantina
Pescargen No JVGM High High

Both PCs constituting RB-Benteler were quite satistied with the global
JV results. From a customer satisfaction paint of view (level of guality
and delivery delays} both PCs presented the same level of
satisfaction. There was a slight difference conceming the financial
evaiuation, Benteler was satisfied with the JV economic resuits while
the Asgentine partner had higher expectations that could not be met
due to environmental difficulties.

EURMON’s performance was higher than expected and the iocal
partner was “mare than satisfied” with the JV linancial resuits. Besides
tinancial results, the local partner took also inta account indirect effects
such as knowledge acquisition (technology and management based),
2nd the possibility {0 be active in new markets.

The situation at Rieter Argentina was not as good as in the preceding
cases. One of the Swiss responsibles interviewed explained that the
JV performance was nat a 100% what they were expecting because
Brazil was not absorbing the quantity of cars that they initially
torecasted.
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The management team thinks that it is a question of time, that there is
a good growth potential in the region, that they are deing their job
correctly, and that success should be measured using a longer-term
perspective. In the méan time the JV is adapting its structure to the
new market conditions. The local parlner evaluated the JV using a
shorter-term perspective, and the evaluation results were negative
since the company has been loosing money for several years.

After a turbulent starting period, Treymi tinally reached its cruise speed
producing a moderste satistaction level to its French and Argentine
PCs. Both parents are satisfied because the time of quality problems
and of non respect of delivery delays are over. Argentina will not be a
source of problems nor will it be a gold mine, but lhe overall situation is
under control.

Performance evaluation between foreign and local PCs coincided fairly
well in most JVs siudied, which means that there were no important
differences in JV evaluation. Tha exception to the rule was Base,
which presented the higher evaluation difference, slthough the
ditference was not extremely significative. Mr. Gastaldi explained that
the two main criteria he usad to measure the JV performance, in order
of importance, were profits and good relations with their main client
{the latter means following the client in ils internationsl sirategy =
becoming 2 leader supplier). He was satisfied at 50% with the JV
performance since it met the second criteria; nevertheless there are
still some efforts to undertake to mest profit targets. The local partner
had a higher satistaction level regarding the JV performance, he
considered the JV fast growing pace, the tact that new products were
added io the product portfolio, that new machines were bought, new
personnel was hired. Accerding to him all the latter's aspects are a
sign of better future results.

Shifting to the agribusiness sector, Bodegas Hispano Argentinas’
results have been quite satistactory tor both partners. The Spanish PC
keeps investing in Argenlina and has very aggressive development
plans for the next years. The satisfaction level is alsa high at Bodegas
Norton, the local PC, since expart objectives were exceeded.
Neveitheless, internal market obiectives were not attained, sales in the
internal market were supposed 1o finance the JV but introducing a new
brand into the market 1ook more time than the one planned. A¢cording
to Dr. Boveri, the objective should be attained in the year 2000 or
2001.
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The satisfaction laevel at AVEBE was also high, aithough better results
were axpacled earlier. Mr. Dethmers explained that (real) mesults were
one year behind their forecasts (theoretical results).

Finally Pescargen has attained all its initial abjectives and the JV
financial paerformance is good, although unstable, since financial
results depend on world fish prices, which can vary consideratly from
year to year, affecting profits.

Regarding the final question, if you wera to achieva the sameg
objectives thal you had before forming this JV, would you once again
try lo davelop a JV or would you try another strategy, liks investing
alone, work undar a licanse scheme, efc. All the respondents
answered that they would choose the JV option again because it
provides a faster eniry to the market, vital knowledge regarding the
local market, the transfer of state of the art technology and
maragement techniques. In sum, managers interviewed think that
the laerning potential offered by JVs is higher and risks are lower
than in other investment alternetives. Table 30 presents
respondents’ arguments in favor of Jvs,
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4.7 Key success factors

Question 47's objective was lo identify European-Argentine JVs' key
success factors. We developed a non-exhaustive list of key tactors
and ssked the different managers to rank them {Please reter to the
interview guide to see the list that we proposed}. We also asked the
graup of respondents to add other key success taclors to the list if they
considered it necessary. Table 31 presents the evaluation results.

Teble 31: Key success factors

TR T e
Partner selaction

Top executives commitment 14
Clarity of each partner's role 14
Communication between partners 14
Frequent result feedback 14
Past aliiance experience 13
Establishing links between top executives 13
Build the relationship - 13
Accurate planning - . - = 13
Establishing reaslistic expectations 13
Financial commitment 12
Share risks and resources 12
Clarity of objectives - g 11
Learning from the partner _ _ 11
JVGM selection - _ N
Clarity of payback time - 11
Cultural differences alignment e 11

* The score was obtained adding the numbaer of completely agree and agree
answers (Appendices 22 {0 24).
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Some respondents had some difficulty evaluating the different factors
since they considered that they were all very important. The use ot a
different evaluation strategy would have probably given better results.
For example we could have asked to select the three most important
tactors from the list.

4.8 Conclusion

Fallowing the presentation of the main features characterizing the JVs
included in this research {chapler 3), this chapler displayed and
analyzed complementary data collected through visits to the JVs and
PCs in Argentina and Europe. It alse confronted the data regarding the
different JVs in order to identify meaningful similitudes or / and
differences among the cases studied. The data confrentation process
was guided by a double legic. On one hand, our aim was to analyze
similitudes / differences among all the JVs, and on the other hand, our
obfeclive was 10 analyze similitudes / differences between the
autometive and the agribusiness sectors. Chapter § introduces the
main conclusions following from these confrontations.
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5. CONCLUSIONS AND IMPLICATIONS

5.1 Introduction

Throughout this chapier, we will intraduce the main cenclusions
regarding our research questions. After presenting the main
canclusions, we will expgse various strategies and tactics for
Argentine-European JVs, and we will terminate evidencing research
limitations as well as possible paths for future research.

The research objectives in this dissertation were deecriptive and
explanatory. We wanted io understand why European and Argentine
firms form JV¥s? How do they create, manage and evaiuate the
performance of their JVs, why some JVs perform better than others,
and finally what lessans can be drawn fram these JV experiences?
The main contributions that this dissertation made to the literature
were the following:

> It synthesized the bady of knowledge presenting & systemic view of
JVs instead of focusing on ane padicular issue or an a limited
number of variables;

= It improved the undersianding of strategic motivatiosns for JV
formeation betwaen DCs' and LOCs' companies;

2 It examined European-Argentine JVs, which have never been the
object of 2 CS in the past;

= Finally, it teok inte accaunt both PCs’ perspectives in a balanced
manner,

5.2 Conclusions regarding our research questions

We will follow the logic of the JV systemic view diagram (figure 4},
ance again, in arder to structure this section,

5.2.1 JV's farmation stage: Informal phase

We will begin presenting the main conclusions related to the informal
phase of the JV fermation process illustrated in figure 27.
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Figure 27: Joint venture’'s formation stage framework

Informal phase

Single-Firm perspective

JV

fermation
context .

_ Strategic | | Parner
Motivations P intent 1P Selection | —

Stakeholder
s' attitude

Mediating
Variables

Source: Adapted from Biche!, B. (1896). Development of Coaperative
Arrangamenis: Building 8 Framework Through Qualitative Research Doctoral
dissertation, University of Ganeva.

5.2.1.1 JV formation context and motivations

The literature review and particularly, section 2.3.1.1.1, highlighted the
main motivations that DCs’ and LDCs' companies had when ferming
JVs. Qur tindings on the matter generally supperted the ones
presented in the Iliterature, nevertheless there were two
inconaistancies. The first one concemned the rola of governmant
legal constreints. In fact, one of the most impertant factors explaining
JV jormation, following the DC's perspective, was overcoming
gavernment legal constraints (Tomlinsen, 1970; Stevens, 1974;
Gullander, 1976; Janger, 1980; Tomlinsan, 1982; Beamish, 1987;
Gomes-Caseres, 1989; and Buckley, 1996), The second element that
differed from  previous research was the technology
complamentarity that iwe foreign companies in the agribusiness
sector (BHA and AVEBE) were looking for, when farming their JVs. As
a matter of fact, both Eurapean companies were lacking, ameng
others, for a technological input from their local partners, which
represented a rathar unusual situation in DCs — LDCs JVs.
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This research had varied resulis about the role that government iegal
constraints played in JV tormation decisions among Eurapean and
Argentine companies. Sections 4.21.1s and 4.2.1.8’s findings
revealed thal the main factors infiuencing JV formation decisions
were business related (Obligation to follow a client on its
intemationalization process, faster entry 10 the local market, lower
casts, access to regional markets, local knowledge, lacal contact
network, access to resources (commodities), and technology).
Therefore, the rale of legal constraints in JV formation wes non-
existent.

These findings are inconsistent with the literature. The main reasan
explaining this inconsistency is that moet studies regarding Latin
American countries are old and therelore do not take into account
the important changes that their legislations experienced during the
90s, nor the competitive improvements that many companies in the
region achieved. Most Laiin American countries have opened to
loreign capital during the S0s, a few restrictions to foreign capital
subsist in a limited number of countries and in a limited number of
strategic sectors such as oil or telecommunications. Nevertheiess,
investment conditions have improved considerably in the region as the
Argentine example demonstrated it in section 3.3.3.3.2.3.

5.2.1.1.1 Revisiting the theory

Section 2.2. presented some of the main theoretical explanations
regarding JV occurrence. Our concern in this section is {o interrogate
ourselves about the extent to which our empirical tindings supported
the thearetical framework.

In a general manner, the group of cases that we studied supported
the theoretical framework in @ moderate to high degree. Cases in
the Argentine automotive industry presented a higher degree of
support than the ones in the agribusiness sector. The latter applied
particularly io the monopoly and population ecology theories. This can
be explained by ihe structure of the cases analyzed. In tact, the view
of the Argentine auto parts indusiry was more complete than the view
ot the other industries included in our study (European auto parts
industry, Argentine and European agribusiness industries) because a)
There are less players in the Argentine auto parts industry than in 1he
French or ltalian ones, therefore results can be easily generalized in
Argentina but not at a Eusopean level; b) Cases in the agribusiness
industry were related to various industry sectars {each case concerned
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a different industry sector: wine, paotato starch, and lish), rendering
impossible any industry reflection at the Argentine ar Eurapean levels.

5.2.1.1.1.1 Monopoly theory

According to the monapoly theary, companies form JVs in order to
increase their monopoly powar. Their objective is to increase their
market share and to raise barriers to entry to increase their pralits.

The manopaly theary's explicative power of JV accurrence in this
study was maderate to high, particularly in the Argentine
automoftive industry. The JV formatian contexts presented in section
4.2.2.1. showed haw Argentine and European companies used JVs 10
increase their market power.

= Argentine perspective: The Argentine automotive industry went
through a deep rearganization process during the 90s. The market
liberalization process had a strong impact in the Jocal industry in
which the strongest groups expanded by integrating vertically,
buying firms that were facing difficuliies. This first reorganization
phase was followed by an aliance formation phase that aflowed
local companies ta acquire up to date technology and management
practices indispensable to some critical activities. The industry's
reorganization pracess resulted in a reduced number af actars in
the market with an increased market pawer.

= European perspective: The warld car concept ¢changed the role of
European auto pants lirms, which has evaoived from the production
of simple parls under the direction of car manufacturers to a
situation where they became slrategic parners that develop
complex systems that are integrated inta vehicles. Car builders
have reduced the number af suppliers in the world, and have
develaped close commercial relations with them. Projects are not
national or regional any mare, they are global, and auto panrs
compsnies are farced ta play in the global environment tollowing
their clients wherever they invest. JV formation has played a key
rale in the internationalization process of Eurcpean auto parts
companies, and has therefore contributed considerably in
strengthening the relalion between car manufacturers and auto
parts tirms, increasing the market power of the faiter in the
European auto parts industry.
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5.2.1.1.1.2 Transaction cost theory

According to the transaction cast theory, companies form JVs when
this structure is able to function more efficiently, with fower TCs, than
markets or hierarchies. The objective here is cost minimizafion.

The TCT's explicative power of JV occurrence in this study was high,
end concerned all the JVs inciuded in the research. Section 4.2,1.3.
regarding pariners’ motivations to form JVs showed how Argentine
and European companies used JVs to minimize their TCs.

= Araentine perspective: In general, Argenfine companies are not
technology preducers but technology buyers. Companies in the
auto parts and the agribusiness sectors needed a technology
upgrade (refer to section 4.2.1.1. JV formation context) and they
had various options fo acquire the technology. The first one was to
buy the iechnology in the market, which meant principaily forming
license contracts with European companies. The option was
feasible but costs were elevated (costs of searching an adequate
partner, confractual costs for closing the deal, costs for the correct
execttion of the deal, and so on). The second option was ic buy a
foreign company able to develop the required iechnolegy and
integrate it into the firm's infrasiructure, which is an interesting
theoretical example but has no real application, at least in the
group of companies that we studied, because the objective goes
wefl beyond their financial capacity. Finally, the third option was to
form cooperative arrangements, which was the preferred form of
investment since it reduced costs and increased learning
possibilities,

= European perspective: The group of European companies that
we studied had fo invest in Argentina for several strategic purposes
(refer to section 4.2.1.1: JV formation context and section 4.2.1.3:
partners’ motivations to torm JVs). Here again companies bhad
various options to enter the Argentine markel. The first one, and
the less risky one, was to export o Argentina. The problem here
was that the final products costs were too high, and the lack of
local presence was a penglizing tacter, paricularly in the
automotive industry, where proximity between actors is crucial. The
second option was to penetrate the market investing alone, building
a wholly owned subsidiary, buying all the necessary products and
services in the market, which implies buying land, building a plant,
contracting qualitied personnel, developing distribution channels,
creating a client portfolio, and so on. The cosis and risks of this



284

strategy were very high, and the investment perspective was long-
term orignted. The third option was to buy a local company in order
to diminigh the transaction costs induced by the intemationalization
process. Besides presenting important costs, this strategy
presentad high risks becausa one nevar knows axactly what one is
buying when acquiring a company in a LDC, consequently
additional costs had to be projecied. Finally, the last option was to
form cooperative arrangements, which was the preferred form of
investment since it reduced costs, tastened the market entry
process and finally increased leaming possibilities.

5.2.1.1.1.3 Game theory

According to the game theory, companies form JVs when managers
think that they will get more out of cooperation than if they do not
engage in any cooperation. The objeclive here is to maximize payofis.

Tha game theory’s explicative power of JV occurrence in this study
was high, and concerns all the JVs included in our study. Sections
42.1.1: 2V formation context, 4.2.1.3: parners’ motivations to torm
JVs, and 4.2.1.5: PSP, showed how Argentine and European
companies used JVs {0 maximize pariner complementarity, building a
win-win and synergetic situation. In other words, maximizing future
payoffs.

In addition, table 30: {JVs vs. other investment strategies) showed that
the totality of managers interviewed would form again the JV had they
the opportunity to stant things from scratch again. One of the managers
interviewed resumed very well the payoff maximization concept *f
would do it again. This JV has been a good alternative because each
pariner has obtained more than if he had invesled alone because we
were very complemantary. Besides, the market in which we operate
fluctuates a lot, thare are excellent years and bad years, if we were
doing business alona, good yeers would not be as good as they are
and bad years would be worse”.

5.2.1.1.1.4 Resource dependence theory and resource based
view of the firm

According to the resource dependency theory, companies form JVs
because they are not able to generate internaily all the resources and
functions they require to survive. Theretore, they must enter into
rélationships with other organizations in their environment,
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According to the resource-based view of the firm, companies torm JVs
bacause distinctive or firm-specific resources are not distributed
equaily among firms. Ta improve their strategic paosition, firms must
seek for resources that enable them 1o share costs and risks from
agther companies.

The CS's resulls supported strongly both theories' hypotheses
regarding JV occurrence. Sections 4.2.1.1, and 4.2.1.3, (JV formation
contexts and motivations) showed that JVs were marriages between
campanies seeking for complementary resources and skills in arder to
face important environment changes and by doing so improve their
strategic position.

Argentine companies were looking to upgrade their technology, access
to capital, lower tolal capital investment, lower costs, gain
management know-how, brand recognition, access {o international
markets, access 1o an international network. While European
companies were looking {0 taster the entry ta the local market, lower
costs, access regional markets, gain local know'edge, integrate a local
network of actors, access to resources (commaodities), and finally
technology.

5.2.1.1.1.5 Population ecology theory

According to the population ecology theory, firms engage in JVs as a
response to environment uncertainty. Partners engage in JVs in order
to achieve stability, predictability and dependability.

The group of Argentine companies that formed JVs in the automotive
industry was the one that supported the best the papulation ecology
theory hypothesis concerning JV eccurrence. The reasons explaining
this sifuation were presented in this section’s introduction and refer
principally to the characteristics of our sample of jVs.

Sections 4.2.1.1. and 4.2,1.3. (JV formatlon contexts and motivations)
showed that our group of Argentine companies in the automotive
indusiry used the JV organization torm fo survive to the market
liberalization retorm pracess,

Before the 80s, Argentine companies belonging 1o the autemotive
sector lived as a protected population (ic a certain extent they still do it
but at a Mercosur tevel), and exerted their activities in a closed
environment guarded of external dangers. Production levels were
rather low, stable, and wehicles were produced with obsolete
technology compared to DCs' standards. The liberalization process
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started al the end of the 80s and opened the sector to regional and
werld markets. The latter produced an imporiant shock in the industry
becsuse increased levels of trade induced increased levels of imports,
which in their turn induced an increased level of competition. The
shock produced a sort of sector-based revolution that aflowed
Argentine automotive companies to adept to changing environment
conditions. The new econamic context imposed different game rules
such as modem technology, higher productivity levels, higher trade
volumes and so on. Several companies disappeared during the
adaptation process, others were absorbed, and some became
stronger. The technological upgrade was impossile o handle without
the input of foreign companies, which explains the strategic alliance
formatian process that occurred in the sector.

£.2.1.1.1.8 Orgenizstional lzsarning theory

Finally, the organizational learning theory stipulates that companies
form JVs to acquire knowledge or to internalize the skills of a pariner.

All the JV cases that we studied supported strongly the theory's
hypotheses. Sections 4.2.1.1. and 4.2.1.3. (JV farmation contexts and
motivations) showed that knowlegge acquisition was a key factor in JV
formation.

Argentine companias needed to learn about modern technologies,
stale of the art management techniques, international markets. While
European companies needed to learn abaut the Argentine and Latin
American markets’ characleristics, and in a couple of cases also to
exchange technology related knowledge.

5.2.1.2 Stakeholders’ attitude towards JV formation

Section 2.3.1.1. painted out the fact that obtaining stakeholders
blessing was a critical political consideration in JVY formation. The
initiators of the JV have to ensurs that impartant internal and external
stakeholders will see the benefits of the JV and thus support it in order
to increase the chances for smoath implementation.

The paositive relaticnshipz® between stakehalders’ blessing and smooth
JV implementation was verified by our empirical findings (section
4.2.1.2.). The higher level of consensus that existed when discussing

% By positive relationship we mean that more of ane variable induces mare of the
other variable or less of one variable induces less ot the olher variabla.
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the tarmation of the JV, then ihe iaster and bstter the implemsntation
process was. Consensus was rether easy to abtain in most JVs under
study since PCs were in their majority SMEs, which implied a family
ownership structure and management. Not surprisingly consensus was
more difficult to obtain in larger firms because there were more actors
involved in the pracess.

There was an interesting particularity in the automotive sector where
clients (car manufacturers) pfayed e determinant role in JV
formation. Car manutacturers crested the JVs opportunities, advised
certain European and Argentine auto parts companies regarding the
partner to contact in order to begin negotiations, and finslly had the
final word ior blessing the JV.

5.2.1.3 Stretegic intent

Our objective regarding the strategic intent issue was 10 determine if
Argsntine snd European companies developed a clear strategic intent
belore staring JV discussions and negotiations or if in the contrary
there were cases where PCs took advaniage of a rmarket opportunity,
or in other words, of a business proposition farmulated by the other
partner. Section 4.2.1.4. demonstrated that almost all the PCs
included in our study hed a clear strategic intent before starting
JV discussions besides Norton that took advantage ot a market
opportunity 1o develop a new business,

5.2.1.4 Partner selection process

The literature review on the matter (section 2.3.1.1.2)) showed ths
determinant role that the PSP plays in the JV development since it
determines the quality and quantity of resources (financial,
technological, human and so an) that will be aveilable to the
organization. It also highlighted that careful identitication and selection
ot appropriale partners takes lime, and is a very difficult task where
complementarity, compatibility and mutual contidence sre crucial.
Finally, it emphasizaed that the PSF determines the type of relation that
will exist among PCs (balanced or unbalanced / close or distant eic.).

Besides supporting Lhe latter, section 4.2.1.5's resulis deepened the
understanding of the PSP between Eurcpean and Argentine
companies giving a detailed description regarding the difterent stages
of the PSPs and their respective characteristics (criteria used to
evaluate potential JV partners, numbsar of partners that were formally
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gvaluated; lime necessary to accomplish the praocesses, and finally
asymmetries that existed between PCs},

Table 25, resumed the main aspects characterizing the PSP of the
different JVs studied. Some impartant elemsnts characterizing the
processes were:

= Foreign PCs planned and implemented their PSPs much better

3

than local FCs, even when fareign PCs did not have previous JV
experience. The [atter can be attributed to the fact that
management expertise within foreign PCs included in this research
was mare developed than in local PCs.

PCs used two main categories of criteria to svaluate their potential
JV parthers, criteria related to reaour¢sa and criteria related ta
firm compatibllity. On the resources side, technology and
technology related sspects were assential to local PCs while
access to raw materlals and to local market knowledge were
vital to foreign PCs. Regarding firm compatibilty, we did not
observe a pattern differentiating foreign and tocal PCs nor PCs in
the auto pants and agribusiness sectars. Nevertheless, PCs looked
for as many stabilizing factors as possible in ordsr to diminish
JV failure risk. Some examples of slabilizing factors that PCs
were looking for were: establishing a good relationship (chemistry
played an important role), build a solid joint understanding, aveid
competition through exclusivity clauses, try to find a “similar”
partner (family owned company, similar size, similar production
philosophy...). Finding a refational fit between JV partners was
a key element in the JV formation process.

Clients (car manufacturers) played a determinant role in the
PSPs in the auto parts sector. In several cases they suggested to
their foreign and local suppliers the companies that they should
evaluale to form a JV. They even had the final word to approve or
disapprove the JV.

In most cases, PCs evaluated more than one company to form
their JVs oblaining an acceptable comparison level. Local PCs
needed mors time to find a partner than foreign PCs because
they followed a less planned and structured process.

There were important asymmetries between PCs such as firm
size, level of resources, type of activities, and operating range.
Asymmetries between PCs facilitated the negotiation
processes by diminishing the confrontation peotential. Two
unequal forces that operate in different geographical areas have
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betfer chances to find an agreement than two similar forces that
fight in the same arena {See figure 19, pp. 217).

We identified two types of PSPs among the eight cases studied. On
one hand there were some cases where previous commerclal
relations existed already beiwsen partneérs (the Argentine firm acted
as a licensee or as an agent of the foreign firm). On the other hand
there were other cases where no previous commercial reletions
existed, and firms had to screen the environment, anatyze it, and
evaluate candidates to form the JVs. We cennot concliude that firms
that had previous commercial relations performed better than
those who started the relationship from ecratch. Knowing already
the JV partner certainly helped to overcome certain ditficuities, but JV
perfarmance was intluenced by many other variables, paricularly
maclo-economic ones.

5.2.2 JV's fermation stage: formal phase

We will proceed presenting the main conclusions related to the formal
phase of the JV formation process illusirated in figure 28,

Figure 28: Joint venture’s formation stage framework

Fermal phase

Two-Firm perspactive Outcome
Negotiations Personal
— relation-
Empl ' Jaint intent ships Farmal
mploymen business >
™ otproiect 7] pian | | Internal agreement
teams support
Culture
Mediating Mediating
Variables Variables

Source: Adapted from Bichel, B. (1996). Development of Cooperalive
Acrangamenis: Building a Framework Theough Qualitative Research Doctoral
dissertation, University of Geneva.
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5.2.2.1 Negotiations and business plan

The fiterature review concerning the negotiation process on Section
2.3.1.2. showed that PCs start JV discussions with different strategic
intents and that they try to find compatible definitions of the joint intenl
through negotiations. Partner compatibifity manifests in the BP, which
essentially caplures the areas ot strategic match and mutual gein. The
negotiation process that both partners have to undertake to reach
consensus fogus on several important issues such as JV objectives,
JV legal form, contributions of each partner, distribution of benefits, JV
management and control, competition clauses, expected lite span of
the JV, dissolution conditions gnd so on.

The analysis of data on section 4.2.2.1. showed that European and
Argentine negotiations within our group of JVs were rapid and
presentsd a low levsl of conflict. PCs were in a favorable situation to
cooperete since in some cases they already had a good previous
commercial relation {Rieter Argentina and AVEBE Argentina) or they
presented a low degree of confrontation (Refer to figure 19)
operating in different markets (Argentine companies were active at a
national level and foreign companies al a world level), and presenting
important power asymmetries (See table 25: Characteristics of PSPs,
main asymmelries). Therefore, the ensuing degree of confrontation or
competition was rather jow. Additionally, potential clients existed
already. The reader may remember that clients were one of the main
forces pushing towards JV formation paricularly in the auto parts
sector,

The relationship between PCs owners faciliiated, and played a
determinant role in the negotiation processes. In most cases, the
negotiating teams included PCs' owners. Direct interaction between
owners [avored considerably the negotiation processes because
whenever a disagreement or a bottleneck was reached, both owners
discussed directly and resolved it very fast.

The main negotiation elements were the following:

2 Capital structure (who brings what to the JV?): Most JVs
started with an equilibrated capital structure tollowing a irust
building strategy:

2 Board of directors: Ensuing from the capital structure, boards
were formed with an equilibrated power distribution or with a slight
foreign partner majority;
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~ JVGMs: 50% of JVs under study had local GMs and 50% foreign
GMs;

> Competition end exclusivity clauses: Several foreign companies
integrated such clauses in order to delimit their businesses scope
and to protect thair interests;

According to several managers interviewed, a key success factor at
this stage is to discuss sa soon as possible about as many
probleme as possible in order to facilitate further JV formetion
stages snd increase JV success. The negotisting teams should
never ieave unclear points for later discussion, they shouid eiso
establish a long letter of intent before signing the cantract in order to
obtain a pre-agreement an most ¢ritical paints.

An additional key success factor applicable for Argantine negotiators is
o understand a5 much as peossible the globai, regional, and local
strategy followed by the foreign PC, and try to figure out how the
local company strategy can fit on It

5.2.2.2 Personal relationships

Section 2.3.1.2. demonstrated the inlluence that personal relationships
exart in JV formation and development {Lorange and Roos, 1991;
Kanter, 1994; Blichel, 1996). Our findings on the matter supported the
ones of the lilerature. However, we found an inconsistency with
regards to Bichel's JV formation stage tramework. in fact, the lalter
assumes that personal relations play an aclive role sometime before
the formal agreement is reached. While cur findings indicatad that
personal relaticns and chemistry among PC's manggers play en
active role not only at thet specific stage of the JV formation
pracess but since PCs meet (see section 4.2.1.5. PSP, particularly
table 25, and section 4.2.2.2:The role of persanal relations and culiure
in the JV formation process). We can explain the inconsistency by the
fact that reality is too complex io be captured by a single model.
Bichel's JVY formation framewark applied perfectly to her study but do
not match perfectly the situations described by this ene.

§.2.2.3 Internal support

Section 2.3.1.2. pointed out that internal support is also an important
variable 1o take into account when forming JVs, This palitical
consideration involves ensuring that a broad range of people within the
organization is committed 1o and enthusiastic about the venture. it may
seem to be a given to state that the mare internal suppart exists when



292

launching a project the more chances it has 1o succeed. However an
adequate level of internal support is not always easy to oblain,
particularly in large organizations. PCs participating 1o this research
were mostly SMEs and internal support was generally strong (few
persons were invelved) faciltating the JV formation and development
processes.

5.2.2.4 The role of culture at JVY formation etages

The literature review, specially section 2.3.1.2., presented two points
of view regarding the role of culture at JV formation stages. On one
. hand authors such as Lane and Beamish (1980} argued that cultural
differences hinder the decision-making process during JV formation,
and cne the olher hand, Biichel (19396), argued that culiural
differences do nel hinder decision-making as long as these differences
have not been perceived. According to her, cultural differences are
usually not perceived until later stages of cooperation.

Our study supported the second view reveeling that managers
perceived littie cultural differences et eary steges of JV formation
(refer ta section 4.2.2.2. The role ol parsanal selations and culure in
the JV farmation process). The latler can be explained by the fact that
cultural differences are not fully evident at the first stages of JV
formation, they become apparent as the JV starts opsrating and
interactions amoeng individuals multiply. We could say that there is a
sort of assumed cultural similarity at early stages of JV farmation. An
additional explanation is that, for historical reasons, there is a small
cultural gap between Argentina and Latin European countries. The
problematic would be certainly different had we included Asian or Arab
firms in our CS.

5.2.2.5 Formal agreement

Respondents considered establishing & contract as a tundamental
issue obliging the contractual parts to be loyel to the JV spirit and 1o
ihe conditions egreed during the negotiation process. Interviewees
brought up several classical aspects that have to appear in a contract
such as eniry and exit conditions, capital structure, compaosition of the
board cof directors, the way in which GMs and clher key positions have
o be stafied, transter prices of PCs’ products and services, royalties
that the JV will have to pay for the know-how that it will receive,
exclusivity and competition clauses and so on.
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According to managers interviewed, s good contract shoufd teke
into account ae many scenarios as poseible providing solutions 1o
future possible conflicts. Some of the issues that should be considered
include competiiion between the JV and PCs, succession of top
managers inducing change of JV objectives and / or power structure
(refer to section 4.2.3. Formal process: outcome). These aspects have
to be considered because they can generate important conflicis in the
future, and there is a great advantage to count with established
guidelines in case of botllenecks.

5.2.3 Manegement concept

This section will introduce the main conclusions regarding the topics
covered by the management concept {figure 29}. This section will not
cover certain aspects such as the constilutive structures, and the
mission siatement, since they resulted from the JV formation
framework, respectively from sections 5.2.2.5. Formal agreement and
5.2.2.1. Negotiations and 8P, and consequently were already covered.

5.2.3.1 Firm culture

The literature review introduced the culiural problematic in section
2.3.2.2. The main ideas that emerged from the literature were that
cultural differences or distance among partners couid be a major
problem in managing 1JVs (Datia, 1988; O'Reilly, 1988; Lane and
Beamish, 1590; Baird, Lyles, and Wharton, 1990; Swierczek and
Hirsh, 1994; Shaughnessy, 1995, Sweensy, 1998). Cuftural
differences are accentuated when Vs include DCs and LDCs since
the culture of LOCs often dictates putiing family interests ahead of
rational business development. Conflicts between the foreign and local
parents over the future company goals and the distribution and use of
profits are frequent {Lane and Bearnish, 1990). Other differences
between FCs exist at the organizational and administrative practices
ievels, at the employee expectations level, and at the interpretation of
and response to strategic issues level. Consequently, communications
between culturally distant partners can be difficuli, compounding the
coordination problems that exist in any partnership, leaving such Jvs
vulnerable to mansgerial conflicts and early dissolution {Camerer and
Vepsalainen, 1998, Lane snd Beamish, 1990).
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Figure 29: Management concept
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QOur findings on the matter (section 4.5.1. Cultural differences)
generally supported the anes presented in the literature. However one
elight discrepancy emerged with regards to Lane’s and Beamish's
{1890) argument regarding the dominance of femily interests in LDCs'
PCs. The latter may apply lo many developing countries including
many Latin American ones, Nevertheless, the liberalization process
changed in someway the sifuation in Argentina where fhe wave ol
privatizations, M&As, and strafegic alliances has coniributed
considerably Yo reduce fhe role of non-professional management
{nepotism) in Argenfine firms (section 4.2.1.3.).

Considenng culfure at a national level, we found two mare or less
differenttated cultural groups among our JVs. The Lafin group,
formed by countries characferized by a Latin origin like ltaly, Spain,
France, and Asgentina, and ihe non-Latin group of countries,
comprising the Netherlands, Germany, and Switzerland.

Interviews {0 managers belonging to the group of Latin countries did
nof evidence the existence of important culfural ditferences, while a
certain cultural cleavage was abserved in JVs involving an
Argentine and a non-Latin European coundry. The main differences
according fo this group of non-Latin European managers concerned
the language, the living sfyle, the historical frame of reference, and the
way of thinking, which opposed a logic and structured approach to an
impulsive and disordered approach {refer to section 4.5.1. Cultural
differences). Cultural differences bhave not blocked JV
development, nevertheless they have slowed down considerably
the process. In their turn, Argentine manegers perceived cultural
differences in J¥s involving Latin and non-Lafin countries. They
signaled an excess of structure and procedure in the way of doing
things within managers originating from non-Latin European countries.
Such behsvior in the Argentine environment franslated often into non-
adapted or/and cosily solutions.

Considering culiure at the indusfry and firm levels, the Latin and non-
Latin cleavage was not apparent, thare waa rather a DCs — LDCs,
end 2 big compsany - smell compeny cleavage. European and
Argentine industries have followed ditferent development patterns and
each industry in each couniry is characterized by different business
practices and different business mentalities. The profession is the
same in each country but the way of exercising it differs a lot in termis
of technology, production volumes, competition, quality standards,
market fluctuations, and so on.
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The latter has influenced considerably the size, the type ol
organizations and the management mentality that have developed in
each environment.

Resuming, cultural differences in the group of JVs studied have not
been a major source of conflicts, and have not endangered JV
survival. However, they have slowed down 1V development processes
posing communication and caordination difficulties.

5.2.3.2 Organizational atructures

Section 2.3,2.3. Global organizational slructures, shawed that JVs
have self-organizing properties that can be designed and managed to
caope with evolutionary pressures and ensure their success (Lorange
and Probst, 1987). According to these authors, the reason for many JV
failures seem to be that they have not been designed with sufficient
adaptive properties to cope with environmental turbulence. They
suggested four self-organizing properties for JVs: complexity, self-
reference, autonomy and redundancy. Although we did not collect data
specifically {o evalate our JV¥'s self-organizing properties, we were
able to deduce from the information gathered that our group of JVs
have moderate adaptive properties enabling them to adjust to
environmental changes (refer to seclion 4.3.2. Organizational
structures).

We also found that JVs that chose a nwrturing organization
structure 1o start aperations in Argentina were more successful
than the ones that built a completely independent atructure since
the beginning. Tha latter can be explained by the fact that markets
fluctuate dramatically in emerging countries and therefore, a strategy
privileging caution, and growth according to real market potential is
superior to any ather strategy.

5.23.3 Strategies and planning

The literature review, particularly section 2.3.2.3, indicated how
important it was for JVs 10 carry out their strategic retlection and
planning ptocess autonomously in order to strengthan their adaptive
praperties by reducing complexity (reducing the number of actors and
interests involved in the processes) and increasing self-reference
{(improving the learning potenttal and generating adaplive feadback
measures). Our interest in this research regarding the strategy and
planning themes was ta understand their characteristics within our
group of JVs.
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We found that although JVs participated in the processes they did
not have complete control over them. FCs did, they were in charge
of setling up strategic guidefines and controlling JV prograss, while
JVs had a consultative role, and were in charge of the operational
aspects (Reter to figure 23).

5.2.3.4 Power structure, political system

According to the litereture review, JV organizational palitics are much
more complicated than those of wholly owned subsidiaries becauss
thay involve multiple perents. In that context, JV politics detarmine to a
large extent the organization’s vulnerability and consequently can be
considerad as e key element in JV development (See section 2.3.2.5.).
Our objective regarding this JV management aspect was to
understand how European and Argentine PCs shared power to control
their JVs.

We studied several elements constituting the formal powsr structure
such as the JV ownership structure, the role of the board of directors,
and the role of the JVGM. We found that most JVe ware formed
with an equilibrated power structure (section 4.2.2.1)), despite the
fact that European PCs included in our study had higher expertise and
rasources, which should have determined the power structure. The
strategic explanation of the decision to form equilibrated JVs was
based on a risk minimization determination animating European PCs’
behavior. The strategy consisted in starting JVs with an equilikrated or
slightly inferior power structure and theo taking control over them once
inceditude reqarding local partners was reduced and knowledge of the
local markets gained (refer io saction 4.2.2.1).

Power shift towards the foreign partner occurred in most JVs
studied (5 cases over 8, zes section 4.3.3.). Besides foreign PCs’
medium-tarm ownership structure strategy, there were two additional
factors explaining the power shift towards European PCs: PCs’
asymmaetrias, and environmental turbulence (reler o sections 4.2.1.5.
and 4.5.).

The degree of complexity of organizational politics of our group
of JVs was moderate since the number of partners was limited (2
PCs in most cases), and most companies were family owned SMEs
with reduced bureaucracies. Consequently, the number ot key actors
involved in JV management was limited tacilitating problem solving
and decision-making processes (refer to sections 4.21.2, and
4.3.3.1).
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5.2.3.4.1 Relationa between parent companies

The Werature review demonstrated the positive impact that good
relations among PCs have on JV success. Authors such as Kanter
(1984), Hamel and Prahalad {1994}, es well a5 Cox and Tung (1997)
think that the ability 10 effeclively develop and maintain strategic
glliances and multicultural / multilingual relations has became a critical
competence, a corporate asset. Kanter {1994) defined it as the
"callaborative advantage”. An imporant ingredient tor successhd
relationships is trust. The literature review aiso evidenced the intluence
ot this variable on JV success, several researchers Credit trust with
lowering iransaction cosis in  more uncerain enviranments
{Moordewier, John and Nevin 1990), thereby providing firms with a
source of competitive advantage {(Barrey and Hansen 1994). Trust
also facilitates long-term relationships between firms (Ganesan, 1984;
Ring end Vande Ven, 1992) and is an important component in the
success of strategic alliances (Browning, Bayer, and Shelter, 1995;
Gulaffi, 1985). Within organizations, trust contributes to more effective
implementation of strategy, greater managerial coordination
{McAllister, 1995), and more ettective wark teams (Lawler, 1992).

Oour findings corroborate the ones presented In the literature. We
found that persanal relations, chemistry ameng PC’s managers, and
trust played a key role nat only at initial JV tormation slages as we
already mentioned it {see section 4.2.1.5: finding a commaon
understanding, evaluating each pariner's contributions, evercoming Jv
launching production problems, and s¢ on), bul also at later critical
periods of the ventures' lilecycles such as making important
investment degisions, tinancing the JVs' development, managing
cultural differences, setting new geals for JVs that have accomplished
their initial objectives, facing market downturns, and so on (section
4.3.3.1)). The relationships that PCs built since their first contacts and
through their collaboration years helped them overcoming critical
situations, which in their turn strengthened the relationship. An
important part of JV success and JV survival Is due to the quality
of PCs’ relationships.

5.2.3.5 Individual and group behavior

Chapter 2 presented a vast view of the human rescurces managament
problematic in Jvs. Our main interest in this research concerned the
JVYGM but we also dedicated some etforts to understand JVs’ siatfing
characterstics.
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With respect fo the JVGM, section 2.3.2.6.3. presented the specificity
of his role, as well as the difficulties associated to JV management in a
LDC. According to the literature, JVGMSs are ¢contronted lo role conffict,
ambiguily, and overoad. They must cope with the presence of two or
more pareat organizations, geographic as well as culural distance,
divergent sets of expeclations, geals, and desired perfermance
outcomes, multiple and offen conflicting stakeholders’ objeclives, and
increased susceptibility to, and greater complexity of, corporate politics
(Killing, 1983, Janger, 1980; Schaan and Beamish, 1988, Frayne and
Geringer, 1990; Anderson, 1990; Cuipanm, 1993). Data presented
throughout section 4.3.4 confirmed the complexity of the JVGM
role and enriched the body of knowledge introducing its
characteristice in the European — Argentine setting.

The literature also revealed that JVGMs generally have less autonomy
than they want to think they have, JV's board of directors have been
found to play a major role in the decision-making procaess (Beamish
and Schaan, 1987). Qur findings supported Beamish’'s and
Schaan’s {see section 4.3.3. and particularly 23: Board of directors’
and GM's roles). Tha allocation of autharity was the result of
negotiations during the planning phase of the JV and formally ratified
in the JV agreement ({refer to sections 4.2.2.1, and 4.2.3.).

This CS8 did not allow us to corroborate or deny Beamish’s
findings regarding the relationship between local JV management
and JV success (1987). According o the author JVs managed by a
local GM perform better than JVs managed by floreign GMs. Our
findings on the matter were mixed (see table 28) and the number of
JVs analyzed too smail,

Regarding JVs' staffing characteristics, we found that the majority of
Jvs employed a very limited number of foreigners due their lack of
local knowledge and to their high cost. The key positions staffed with
foreigners were the GM position, the financial director position,
and the industrial director position. Commercial positions were
staffed by locals with the only exception ot BHA, which is a pure
commercial JV justifying its staffing strateqy. We also tound that the
need of foreign personnel to support JV activities decreased as
the JV developed (Figure 26). Finally, foreign intarviewees rated
very favorably the education level and qualifications of Argentine
employees.
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Having introduced cenclusions related to JY management issues, we
will focus at present an cenclusions regarding learning, the Argentine
environment, JV performance and key success factors.

6.2.4 Learning

According to the fiterature, ane of the main motivations that companies
have to form JVs is related to knowledge transfer and censequently to
learning {refer ta chapter 2: organizational Iearning theery). We veritied
earlier the theery's JV explicatery power (see section 5.2.1.1.1.).

Qur main concern regarding leaming within our group of JVs was lo
determine the main slements that foreign and lecal PCs wanied to
learn from their JVs and the way in which knowledge was transferred.

We found two types of learning processes: plannad learning, and
Indirect learning {see section 4.4.). Planned learning resulted from a
deliberate learning strategy formulated by PCs, while indirect learning
was neon premeditated. Regarding planned learning, foreign PCs
were interasted mostly by local knowledge acquisition. Their leng-
term objective was to gain a geoed regional knowledge starting from
Argentina, then Mercosur and finally Lalin America in order to
consolidate their pesition in the market. Instead, local PCs were
interested in technology transters. Their objective was te integrale
state of the art technology in their preduction precesses and to
improve their quality through ceriification. Technology based
learning took plece through more formal programs (training
pregrams, visits to foreign PCs, persennel transfer, and so on) than
knowledge based learning (asmosis). Knowletige transier toek place
in a mere formal manner in the case of technology related
knewledge than in the case of local centext related knowledge. In
ether werds, in the case of technolagy, knowledge was transferred
through training pregrams, visits to foreign PCs, temperary personnel
exchange, and so on. While in the case of local ceontext knowledge, it
was tiransterred by osmosis, though day-to-day personnel
interrelations.

Regarding indirect learning Argentine managers and PCs benefited
more of this type of learning than European managers and PCs
bacause their management improvement margin was higher, or in
ether words, thay had more fo learn from their European partners than
the oiher way around. Foreign PCs enhanced their internationalization
competencies improving international project management skills,
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negotiation skills, end multicultural management skills, While local PCs
improved their quality management skills, their just-intime systems,
their planning processes, their repotting methods, their project
management fechniques, their organizalion skills decentralizing and
implementing maltrix organization structures, discovering Knancial
tigor...(refer to section 4.4.).

Leamning ook place through JV key players but was also crysiallized in
the JVs' and the PCs’ organization strugtures improving each actor's
knowledge base.

5.2.5 Environment

Internal variables are not the only ones that influence JV operations.
According to Austin 1990, socio-economic conditions, macro-economic
conditions, cultural conditions, legal conditions, political stability efc.
affect considerably all functional areas of JV management as well as
overall strategies. The literature review highlighted the importance of
external environment influences in the stabilty of a JV (Harrigan
1984). Moreover, LOCs are considered a more complex and difficult
environment in which to manage JVs (Beamish 1985, Austin 1990,
Blodgelt 1992; Shaker 1994; Fey 1095). Our objective in this research
regarding the envirpnment issue was to determine the main difficulties
thal our group of JVs faced in Argentina.

Not surprisingly, our results regarding environment influence on
JVs corresponded to previous {findings. The Argentine
environment affected considerably JV stability within our group
of JVs {see section 4.5.), It plaved a double and contradictory role on
JV development, On one hand, its global improvement during the late
80s and eary 90s resulted in important FDI inflows. Most of the 90s
were characterized by political stability, economic reforms, macro-
economic stability, and growth. Such conditions had a very positive
impact on JV formation and deveiopment. On the other hand,
Argentina remains vulnerable ic exiternal shocks and what had to
happen sooner or later happened, the economy contracted severely
following the 1998 emerging markets crisis rendesing uncertain the
future of our group ol JVs, particularly the ones belonging to the
autormnotive sector,

The Argentine environment was a determinant factor in JV
creation but it could also be a determinant factor In JV
termination.
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5.2.6 Performanee

Chapter 2 introduced the debate surraunding JV performance
definition and measurement (section 2.3.4.}. Ressarchers argued that
financial and objective performance measures presented too many
limitations to seize all the aspects involved in JV petformance
measurement. They also pointed out to the unfeacsibility of developing
a performance index suited to evaluate all the JVs. Because of the
latter, Killing {1983}, Shaan {1983), and Beamish (1984) prepaosed to
use a single-item perceptual measure of a parent’s satisfaction with a
JV's performance (e.g., to what extent has the JV met the expectations
of your firm?) arguing that this type of measure provides information
regarding the extent to which the JV has achieved its overall
objectives. To overcome methodological limitations associated with the
subjective or percepfual measure of JV petformance, Schaan (1983),
and Beamish (1984) proposed collection of data from each parent
regarding its level of satisfaction with the JV, arguing that data
collection from more than one respondent enhances the measure’s
reliability. The literature review also noticed high unsatisfactory
performance rates, particulatly in JVs operating in LDCs. Our main
objective in this research was to know how European and Argentine
managers evalualed their JVs' performance, as well as their level of
satisfaction with the latter.

The definiion of JV perfarmance that European and Argentine
managers elaborated corresponded ta the petformance index point of
view thal was presented in the literature. Accarding to our group of
respondents a performing JV is a JV that reaches the objectives
that both PCs tixed in the initial BP. The criteria that PCs used lo
evaluate their JVs' performance were financial and objective but also
gualitative and subjective (refer to section 4.6).

In general respondents were satisfied with the level of
performance that their JVs attained, despite that a crisis was
already affecting the region and finencial results were nol
extraordinary, paricularly in the aulomotive industry (see table 29
seclion 4.6: only cne JV presented a medium to low score). The latter
contradicts previous findings conceming DCs-LDCs JVs where
unsatisfactory pertormance rates predominated. However, we cannotl
generzlize from our resuhs since the number of cases studied was too
small. More studies in the region are necessary 1o contest or verify our
results,
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Anather indicator of panner satisfaction with JV¥ performance in
Argentina is that if PCs were to invest again in Argentina they wouid
opt for the same investment strategy once again. Menagers
interviewed think that the learning potential offered by JVs is
higher and risks are lower than in other invastment elternatives
(table 30}.

There were very little differences In JV performance assessment
between PCs, when they existed, they were in the autamaotive sector,
and concerned financial results. This can be affributed to the fact that
the automotive sectar perfaormance was more affected by the crisis
than the agribusiness sectar, and cansequently, companies belonging
ta the automotive sectar had warse financial results. Moreover, foreign
PCs’ overall returns are nat dependent on local earnings, whiie local
PCs overall returns depend heavily on the JV financial performance
{The JV is often the anly source of revenues lor the local PC). The
lafter explains why local PCs are often more short-term oriented than
fareign PCs.

5.2.7 Key success factors

According to the group of managers that we interviewed the key
facters to succeed in Eurapeen-Argentine JVs in arder of
importance are;

1. Partner selection, top execulives commilment, clarity of each
partners roie, cammunication between partners, frequent result
leedback;

2. Past alliance experience, establishing finks between top execulives,
build the relationship, accurate planning, establishing realistic
expectations,

3. Financial commitment, share risks and resources;

4, Clarity of objectives, learning from the partner, JVGM selection,
clarity of payback time, cultural differences alignment

Our key factor evaluation strategy did na seerm appropriate since some
respandents had difficuities assessing the items, they considered that
they were all very impartant. Future studies shoauld use other
strategies in order t0 imprave the results, for exampie asking the
respondent to give the three mast impertant factors instead of
presenting him a kst, or ask him to choose the three most important
factars from the list.
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5.3 JV strategies and tactics for Argentine and Europesn
companies

Develop a clear strategic Intent. A good JV is a JV that matches two
comptamentary strateqgic intents. Before getting caught up in the heat
of the negotiations, PCs should ensure they have a clear stratagic
intent in mind.

Give high importance to the PSP, An important part of JV success
resides in partner selection since it detarmines the quality and quantity
of resources (financial, technological, human and so on) that will be
available to the organization, as well as the type of relation that will
exist among PCs. Evaluate several companies when possible, aven if
you think vou found the best candidate right away. Do it al leastas a
mental hygiene exercise.

Work hard in order to obtain & common understanding. PCs
should discuss as soon as possible about as many issues as possible
in order to facilitate further JY formation stages and incresse JV
success, Broad discussions help finding commaon points of view and
eliminating misunderstandings and doubts. Discussions should result
in a long letter of intent where maost critical points will have been
discussed and agreed.

Do not betray the essence of your strategic intent! during tha
negotiation process. Start the negotiation process with a clear view
of what you want, and do not make too many impartant concessians,
atherwise the agreement will no be what you really wanted at tha
beginning, and it is nol worth doing the business in such conditions.

Bulld alliasnce capabilities. Employ a few experts with proven
negotiation gkille to form all your alliances (Benteler's model). in that
way, the lessons learnt in each case sre cumulated in the PC, and
ready for use.

Try to anticlpate the future in your JV contract. A good JV contract
embodies not only the JV spirit, the entry and exit condilions, as well
as the business scope but alsg includes sctenarios or JV development
possibilities. JVs have to survive 10 their crestors, in that context PCe’
succession problems should be integraied in the cantract as well as
competition and cooperation reguiations.

Diversity your risks. Diversify your client partfolio in the internal and
external markets in order ta face regional crisis.
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5.3.1 JV strategies and tactics for Argentine companies

Find a strategic mateh. Try to understand as much as you can yeur
polential partner’s global and regional strategy. 1s he pursuing & global
strategy (same brands, centralized decision-making, global
purchasing, unified R&D, consistent product pertlolio and pricing) or a
giobal / lecal strategy with local and global brands, strong country or
regional managers, and regional product development. it is very
important to figure how your strateqy fit into your pariner's ona before
signing the agreement. Global players may take investment or
divestment decisions very fast and tha effects of such dacisions,
particulariy divestment ones, may have deadly effects on smaller local
companies. A foss of several millions of American dollars can have
limited eftects en 8 MNE while it could be dramatic for an Argentine
SME. The local company can limit the risks it is taking when forming a
JV by increasing its knowiedge about its potential partner’s present
strategy and past behavior.

Be conscious of your limits and ask for the necessary support
frem the beginning. Several cases in the automotive sector
evidenced an unprepared JV jaunching characterized by production
deficiencies, client dissatisfaction, employee frustration and so on. Ask
for a realistic time framework to start operations, develop adequate
training programs in critical areas such as quality management...

Try to msaintain your bargaining power over time. Argentine
companies must recognize that they may be vulnerable over the long-
term because of inherenl power imbalances. Previous research, as
weli as this research, suggests that global partners are more likely to
take central when the balance power shifts. in this context, Argentine
companies should to try to protect their most critical assels or
resources in order {o maintain their bargaining power. The resources
may be privileged access to customers, local brands, controi over key
raw malerials, manufacturing capacity, relationships with local actors.
The key idea is to ensure that these resources last.

improve transparency in order to increase your firm's credibility
at an international level. Latin American countries are characterized
by a cuiture of doubt while Europe is characterized by a cuiture of
gead faith. In this context, Latin American businessmen have to make
an effort to increase credibility vis-a-vis foreigners, they have to learn
to say things as they are, even if they are no good news, instead of
saying the things that they knew foreigners want to hear. Correct
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information leads to correct action, il action is based on wrang
infermation the results will be deceiving.

Try to undersiand global companies’ way of doing business. PCs’
asymmetries are important within DCs-LDCs JVs, Big campanies have
more complex decision-making processes, communication channels,
work procedures, bureaucracies ete., and local companies have to
understand the cultural differences ensuing from bigger organizational
structures in crder to aveid conflicts.

5.3.2 JV strategies and tactics for Evuropean companies

Position early, Fureign companies have to act last because thers are
only & handtul ot tap potential parthers in each sector in Argentina.
The faster one enters the market, the betfter choice one has. Early
entrants often have more opportunities te laock up the mast pramising
distribution channels, gain access to attractive production assels, and
inves! to huild the business befare competition intensifies.

A 51% or nothing mindset is often not the appropriate gne. Having
51% ownership does not guaraniee JV control. Eftective control has
mare ta da with management structure, ownership of key intangibles
such as technology, relationships, knowledge and s¢ an. A temparary
local gwnership contral is a prudent strategy that avoids bad surprises
in Latin Amarican countries, particularly if the JV is taking over existent
praductian planis. By adopting this ownership strategy, you limit risks
since you will have time to get to know the real situation of the plants
integrated in the JV. [t takes time to build {rust.

Build an organization that ean be sustained by real local market
passibifities. Develop different scenarias before setting up an
intrastrugture and always take into account the warst case scenario,
because emerging markets are highly volatile, and the JV will have to
survive ta important market Huctuations. It is better to start with a small
structure and develop from there.

Be extremely cauvtious with market forecasts. Study the regional
economic histery and its structurai problermns and do not be lured by a
few years of cantinuaus prosperity.

Try to understand local companiea’ way of doing business. PCs’
asymmetries are important within DCs-LDCs JVs. Local cempanies
oflen lack ot resources pardicularly financial resources. Understand
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your parfrier weaknesses and give him time and suppert in order to
help tim overcaome them.

5.4 Limitations and future research

The methodalogy used in this research as well as its field of
application pose several limitations to this work:

2 Our results cannot be generalized 1o Eurapean-Argenting JVs
bhecause on gne hand, CS research does not allow statistical
generalization (refer to chapter 3}, and on the ather, aur sludy
included only twa activity sectars, automative and agribusiness.
Consequentify we cannot say that our findings apply o JVs in other
sectors or ta all JVs in the sectors studied or to JVs invalving other
European countries.

S We tavored a systemic view ol JVs instead of bounding the
research to the study of a limited number of variables. By deing sa,
we inevitably privileged some espects to the detriment of
others (for example, financial aspects of JVs were
underestimated). However, it was nal paossible to extend the
interview guide since it was already quite long, and one howr and a
half to two hours of interview was the maximum we could ask to
interviewees. The latler reflects the cost that we had to pay for the
trade off betwean studying deeply a tew variables or taking inta
accaunt many variables but in a more superficial way.

2 Following resource constraints, we applied a one-person one time
data collection to analyze a phenamenon that should be traced
aver time.

Further research is needed in order to verily our findings and o update
knowledge involving JVs including emerging market companies and
particularly Latin American anes. The research limitatians mentioned
abgve should be used as the starting paint for future research. It woutd
be interesting to see it our findings can be generalized to other sactors
and ather countries it the regian by using larger JV samples. it would
alsc be interesting to tocus on a tew variables to deepen our
understanding cof their influence in JV development (lor exampie
culture). Latin American cauntries are not hamogenecus and further
studies would help evidencing the existence of different regional
profiles for example at a cultural level. A problematic that would be
interesting to explare is to know if there are different cultural prafiles in
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the region and if there are what are their characteristics? Is there a
Mercosur cultural prolile? An Andean cultural prefile? A Caribbean
cultural profile? A Central American cultural profile? If these profiles
exist, what are their characteristics in terms basic business vaives? It
would also be interesting to examine the differences that may exist
between European-Argentine (or Latin American} JVs, as well as
American-Argentine {or Latin American) JVs, as well as Asian-
Argentine (or Latin American) JVs.

The economic and politic context of several Latin American countries
has changed a lot recently and some countries like Mexico, Brazil,
Argentina and Chile have experienced a boom in FDI (UNCTAD
1997). The number of alliances of all kinds has increased
(Chudnovsky 1984, América Economia 1984, UNCTAD 1997, Porta
1997, Chudnovsky 1997, Adarkar et al. 1997, Hinkelman 1988), and
justifies a bigger effort to study and understand the characteristics of
these partnerships. This work has contributed, at least in & limited way,
to actualize and expand the body of knowledge regarding JVs in the
region, and we hope that it will motivate a new wave of regional
research.
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Appendices

Appendix 1: Interview gu1de

A e B S RE N I § oot
3 B % D T R o
wSemI-dIrecnye mtemew guude for forelgn partners” B

* Aemind the study's objeclive;

* Remind inierview duralion (1h00 1a
1h30);

» Ask the person interviewed 10 refer to
this JV and to specify when talking about
othar Vs

* Reming the person inferviewed that all
the  informalian  wil  be  irealed
confidentially;

» 1t wished by the informani, the names
{of persons and fimns) will remain
anonyrnous;

+ Specify that interviows will be recorded
if there is no incanvenient.

* Remind that results will be sent to them
befare any publication in order to abiain
their approval

General Information

JV's name

Data of interview

Person interviewed

Pasition in the firm

Number of years in the position

Have you participated in the JV's craation pracess

JV's age

Yas O No O

Nurnber of experience years ot your company with JVs?

ilessthan 30 3t0s50
Number of JVs created till now?
Morethan50 Sw100

[ JV’'s formation context

mora than 5 0

MMtw2s0

1. How was born the idsa to torm a JV with an Argentine partner? What were the
maln stagaes of its creation? What wera the main difficulties you encountsrad in

the process?

2 Threa interview guides wera devefoped, one for the lacal PC, ane for the foraeign
PC and ihe last ona for the JVGM. The three guides had the sarme contant, only
the larm changed to adapt it {o the intedocutor,
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Stakeholders

2. At the moment where the JV's creation was discussed, what was the
stakeholders' attitude ragatding the creation of the JV in Argentina with a local
pariner. (by stakeholders wa mean: shareholders, board of directors, managers,
clients, suppliers, financial institutions eic.) Was there consensus about the
decision or was there rather a confiictive situation? If the situation was
conlflictive, what were ihe main problems?

3. How were these problems splved?

Motivations

4. What were your major molivalions to form the JV at the moment where ils
crealion was discussed?

Please give a note to each factor using iha following scale:
1 = Very important
2 = impartan!
3 = Neulral
4 = Liftle importance
= No imporlance

2 3 4 5
Lower otal capital invesimentl.........ccoo e cecveeeccienim e O O O 0
Faster entry 1o local markel and payback.......... g O o O
Lower cost by using comparative advantage of each
Lo T [ PP O O 0O o O
Access 1o Latin American markets (Mercosur}..c.eee..... O 0O O O O
Defensive JV 10 reduce competition. .. .0 0O o O 0O
Offensive JV to increase cost andfor Iowar markat share
Of @ third COMPANY..... vt eeee e O o o o o
Benefit from local partner's technical know-how.......ccei e, O o o o g
Benefit Irom local partner's management know-how........0 O O 0O 0O
Integrale al local network (key national contacts).......ce...... O O 0O o a
Access to raw materials O O O 0O
Access 1o labor............... O O g o
Accesslocapial....... .. e O o o o
Access o distrbution channels................ceee. O O O g o
Benefils from brand recognition.................cco i, O O O g g

Indicate and note any other motivation you had
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5. Have there been any changes in your initial motivations due to the JV's
development, or have the motivations remain stable? i they have changed, can
you tell us how and why?

Partner selaction process?

6. What were the main siages and the characteristics of the panner selection
process?

7. How much time was necessary tb accomplish this stage?

B. What were the main crtena you used to search and evaluate poteniisi
partners?

2. How many partners were formally evalualed?

1Q.In your opinion, what is the importance of the parner sefection for the JV's
success?

1100 you think that your firn characteristics are similar to the ones of your
partner, or are they rather different and complementary?

12.What lessons did you draw regarding the selection of a loeal partner in this JV?

13.If you were to give an advice conceming the seleclion of an Argeatine JV
pariner 10 an European that wanis 1o eslablish a JV in Argentina, whal would i
be?

Strategic inlent

14 Al the beginning of the JV's formation slage, each parner develops individually
a strategic intent. Did you develop a clear strategic intent before starting the
negoliations with your panner, or did you decide 1o form the JV fo take
advantage ol the ppportunity the market was offering in that moment?

15.Latar in the same formation stage, both pariners have 1o negotiate in order to
reach an agreement conceming the JV's sirategic intent. A compromise that
cffers mutual benefits has o be achieved. What were the negoliatlon process
characteristics in terms of the most impertant elernents to negoliale, your
pariners aftitude towards problem resolution, the time needed to end the
negaotiations. .
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16.In your opinion, what are the most imponant factors to negotiate successfully
with Argentine managers?

Relation

17.Evaluating the business relation

Please give a note to each lactor using the following scale:
1 = Complately agree

2 = Agrae
3 = Neutral
4 = Disagree

5 = Complately disagrea

1 2 3 4 5
Our gains from the alkance are mutual............cc.coce ol O O o o o
Qur retationship is based on ¢ollaboration................. O o o a a
Our ralationship is based in mere exchange.....................d 0 O 0O O
The value of the alliance is apparent to gur customer........ O 0 o o o
This alliance offers a compaetitive advantage..........cccoeveees O O 0O O O
The driving forces of the companiesarecomplementary... 0 O O 0O 0O
The operations, risks and rewards are balanced....... ... O O 0o o 0O
As alliance partners we always explore new opporunities.0 O 0O 0O 0O
together.
The abjectives are clearly defined.........coo o ovee e O 0O O O
There is an exceflent clarity of pumpose O O O O
Tha roles of each partner are clearly understaod...............d0 0O 0O 0O 0O
The alliance has a shared viBIOnN.. ..o e, O O 0 g o
We develop sharad goals ihat are measurable.............. O o o o a
Top execulives trom both companies have mef and.......... o o0 o0 0 o
support the goals of the alliance.
We have excellent channels ot communications atall ... O O O O3 B
levals,
Key issues are raised early and acted on promptly.........0 O O 0O O
We have a high degree of trust.....c.ccccvvvecce e 0 0O O O
Therg is continuity in the PlaYers...........covmvv e O 0O O 0o 0O
Thers is commitment and support at all levels................... O 0O 0 O O
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18.What was the rale played by personat relations between the initlators of the JV
al the moment of crealing it? w

19.Have persanal relations helped to ovaercome a crisis in the JV?
20.Which are the actors that maintain the mest critical relations in the JV?
21.In your opinion, what is the role played by trust in the JV's success?

22 What have been the masi critical stages in the JV's developmeni process?

Cultural differences

23.A JV gathers two ar more pariners coming from differgni arigins. What are the
mast obvious cutural differences belween you and your parner? (cultural
differencas can have firm, industrial or national arigins)

24.What has been the role played by culturat differences in the creation process
and in the management process of the JV? Have they affecled the JV's
functioning? Have they been a problem source? a blocking factor? At what
levels do you find this cultural prabtems, how do they manilest, what is their
arigin in your opinion?

25.What have you dane to reduce these cultural differences? (Training, organize
visits ia parent headquarers to feach other work methods. .}

26.11 you were 1o form anciher J¥ in Argentina, what would you do or what would
you avoid i0 do regarding multiculiural management?

JV contract
3 2 K 4

27.In your opinion, establishing a JV contractis......... O o | (W] o
{same scale than in 4}

28.What were the main aspects that you wanted to cleardy appear in the cantract
you sign with your partner? In your opinion, what ara ihe characteristics of a
good JV contract?
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29.0o you thirk that 8 JV coniract should be exiremely delailed or should it
regulale only the main aspects?

30.How has been established the JV's capital structura? {50-50 or oiher structure).
Do you use the same strategy in all your JVs or is [t different in each casa? Has
there bean any change in the capital structure during the JV's life cycla? If yes,
why?

31.How is the JV's board of directors composed? (how many members of each
parent company)

JV general manager, managers and polifical aspecis
32.What is the firm ongin of the JV's GM?

33.In your gpinion, whal are {he characteristics a good JV GM should have to
maximize its chances of succeeding the management of an Argeniine -
European Jv?

34.What is the propodiion of foreign executives working in the JV?

35.In your gpinion, which are the positions that foreign executives should have in
the Jv?

Planning

36.How is the JV's strategic ptanning dore? Who Is In charge of the process put
an X in the proposlition that best matchas your situation.

The European parent company independently... ... . (m]
The Eurcpean parent company wilh some input from its local partner ....... )
The local pareni company independently.... .

The local pareni company with some input irom |ts Iure:gn parlner O
The joint venture independently.... - O
The JV with input from the Iorelgn parent company O
Tha JV with input frorm the local parent company........ O
Tha JV with both pamners’ IMPUL ... e sesssareas e sss e s see (]

Controf

37.How have you shared the conirol ot the JV aclivities? Does each pariner
conirol some specific areas in function of its compelencies or is there a global
conirgl by each partner?
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38.1s there a partner who has more control over strategic activities and the other
aver operational activities?

3%.How are the following decisions taken:

1 = The European parent company independently

2 = The European parent company with some input from its focal pariner
3 = The local parent company independently

4 = Tha local parent company with some input trom its foreign partner

5 = The joint venture independently

6 = The JV with inpud from the toreign parent company

7 = The JV with input from the local parent company

B = The JV with both partners’ inpul

1 2 3 4 5 & 7 B
Fixing prces........coivimeenemee - 0 0 O O O 0O 0O
Establishing JV's policies.....cccvenneee B8 O O 0O 0O 0O 0O
Product develgpment...... 0O 0 d 0 o a an
Production scheduling..........cocovvimnnn. O o ao o aao
Conceive the production process.............. O 0 0 O O 0 o O
Establish quality conlrol standard............... a o g o a o o o
RAeplace top execvlives....ccvvveeee. @ @ 0O 0O O 0 O O
Establish sales objectives.......................1 0O O 0O O 0O O 0O
Estimale costs (forecast)......................0 0O O O O 0O O O
IVest. e 00 0 D @ O QA

Learning

40.What are 1he principal competencies you wanted 1o acquire by forming a JV in
Argentina?

41.How do you manage the knowledge transfer from the JV to the parent
company?

Envlronment

42 What role has the Argentine environtnent played in the JV's development?
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JV's performance / results
43.In your opinicn, what is a perferming JVY?
44 Which are the crilena you use to avatuate the JV's performance?
45 Are you satisfied with the JV's performance?

46.If you were tc achigve the same cbjectives that you had before foerming this JV,
would you ance again try to develop a JV or would you iry another strategy, like
investing alone efc,

Mey success factors

47 Please give a note 1o each factor using the following scale:
1 = Very imponrtant
2 = important
3 = Neutral
4 = Linfe importance
5 = No importance

Share risks and reS0LCES. ... vivvrersve e esnsane s s evsre s sanes s
Communlcation batween parners........c.coveeve s O
Frequent result teedback

1 2 3 4 5

Pamtner selection. ... e e O 0D 0O O 0O
Past alliance @xperiente.............ccoovie i ieiien e e O O O O O
Top executives COMMIMENt. ... v muisininrm e e O 0O O O 0O
Clanty of the payback time.. ... e D O O 0 DO
Clarity of aach panner's rolé.............occ.ov oo D D O O D
Objeclives' clanty...........comimmmme e . 0 0 O O
Leaming from the partner.......ccnreicnmnneeene. 3 0 0 0O 0O
Establishing solid links between top executives................. O 0O D O 0O
Build the relattoniship.. ... e, O O D D O
Financial Commitment.....c.c....cccvvnmmmirmemeweneee . 0 O 0O 0
Accurate Planming. .......... ..o v nenene I 0 O D 0
Establishing realistic expectations .0 O O D 0O
Culiural differences alignment....... oo vimrieeres e reessisnssnssnnes O 0 O 0O o
O O O 0O

o 0o o o

O 0O O O

O 0O 0O O

JV's General manager Selection..........cc.crvve v v srnvneenns
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Indicata and note any other key success factors that you may have
1 2 3

o0

o o
O 0
a o

interview duration

coow
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Appendix 2: ITIM list rating countries eccording to Hofstede’s
dimenslons.

Scores gn the five dimensions*®

Country | PDI § IDV | MAS | UAV | LTO |
Arab World** 80 38 52 68
Argenting 49 46 56 86
Australiz 36 90 61 51 31
Austria 11 85 79 70
[Belgium 65 | 75 | 54 | 94
Brazil 69 38 49 76 65
Canada 39 80 52 48 | 23
Chile 63 23 28 86
Chin_a__ _ 80 18 55 40 114 -
Colombia 67 13 64 80
Costa Rica as 15 21 85
g;‘;ﬂ"c 35 {1 60 | 45 ] 60 .
Denmark 18 | 74 | 18 | 23
East Africa*” 64 27 41 52 25
Ecuador 78 8 63 67
?EI Salvador 66 19 40 94
Finland a3 63 26 59
France 68 71 43 86 |
Germany R 35 67 B5 B5 an
q(eat Britain 35 89 B6 35 | 25
Greece 60 35 57 112
Gua_temaia 95 | & a7 101 N
Hong Kong 68 25 57 20 | 96
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19

55'

Hungary 79 83'
india 77 48 56 40 L
Indonesia 78 14 46 43
Jran 58 41 43 59
Ireland 28 70 68 as
Israel 13 54 47 a1

taly 50 76 70 7B
LJamaica 45 39 68 13
Japan s4 | 46 | 95 | 92 | 80
Malaysia 104 26 50 36

exico 81 30 69 82
Netherands 38 80 14 53 44
New Zealand 22 79 58 49 30
MNorway 3N 69 8 50
Pakistan 55 14 50 70
Panama a5 11 44 86
[Peru 64 16 42 87
Philippines 94 32 B4 44 19
Portugal 63 | 27 | 31 | 1a |
Russia 95’ 47 40" 75
Singapore 74 20 48 8 48
iSouth Africa 49 65 63 49
South Korea 60 18 39 85 75
Spain 57 51 42 86 o
Sweden 31 71 5 29 33
Switzerland 34 68 70 58
Taiwan 58 17 45 B9 87
T hailand 64 20 34 64 56




Turkey 66 37 45 85
Linited States 40 21 62 46 29
[Uruguay 61 36 38 100
Venezuela 81 12 73 76
West Africa* 77 20 46 54 - 16

ol

PDi=Power Distance, IDV=Individualism, MAS=Masculinity,
UAV=Uncertainty Avoidance, LTO=Long-Term Origntation

]

'Arab World" = Egypt, Irag, Kuwait, Lebanon, Libya, Saudi
Arabia, United Arab Emirates;
"East Africa" = Ethiopia, Kenya, Tanzsnia, Zambia;
“West Africa” = Ghana, Nigeria, Sierra Leone

Scores indicated with ' are estimated.
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Source: hitp:/home.wxs.nl/~itim/


http://home.wxs.nl/-itim/
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Appendix 3: AVEBE's organization chart

Farmers [ members of
the cooperative
{approx. 6000}

I

General Assembly of
members {120)

Supervisory Councit

|

Genera! Board

Executive Board

Corporate Office

Semvice Units

Business Units

Corporate Office

Source: AVEBE internal documents
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Appendix 4: Benteler-RB's contact and document summary forms
CONTACT SUMMARY FORM (Benteler)

interview with Place Dste
Dr. Joachim Rieger Benieler's head office 07.12.08
) (Paderborn, Germany)
Or. jur., Dipl.-ing.
Prokurist
Interview detalls
interviewee background

Dr. Rieger is from Germany, He is a mature man who achieved a high
level education. He has worked for 28 years for Bentelar in different
positions, and is currently responsible of the company's
internationalization process, which started several years ago. He was
part of the team ihat negotialed the Argentinean JV. His experiance
developing JV& around the world is considerable.

Interview

Dr. Rieger was vary distrustiul af the beginning of the interview. He
starled the interview with a set of questions regarding my background,
my maotivations to undertake a Ph.D., the thasis topic, the name of the
other companies parlicipating in the research etc. Hopefully barriers fell
as the interview went on, and Dr. Rieger ended talking openly, he even
gave me some intemal docurments containing sensitive information.

He represented the foreign partner point of view.
The inferview as well as the transcription were in English.
We were interrupted shortly a couple of times during the interview,

Interview duration: 2h00

Interview transcription; 03.01.95 / Transgcription time: 6h00.




Document summary form
Site: Benteler {(Paderborn, Germany)

Date received: 07.12.98

Name or description of document
Bentaler Automotive (Company general information)
Strategische Uberlegungen zur Glabelisierung

Glabalisiarung des Geschéftsberaiches Benteler Automative

Evant or cantact, if any, with which decument is assaciated

Interview with Dr. Rieger.

Slgnificance aor Immpartance of document

Generat information concerning the foreign partner and its JVs
(Products, clients, JVs, procedure to follow in order to form the JV).

The infarmation will be usetu! to build the JV description on chapter 3,
and also to complete the interview (to use in chapter 4: analysis).

See also: hitp.//www . benteler.de/engl/index.htm



http://www.benteler.de/engl/index.htm
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CONTACT SUMMARY FORM (Grupo RB)

tnterview with Place Date
Ing. H. Muhlmann His office (Buenos Aires, 08.10.98
Industrial director Argentina)

interview details

Interviewee background

Ing. Mubimann is from Argeniina, he has a technical background, and
started 10 work with Grupo RB in 1990 as a GM of cne of the
companies that the group acquired during the sectar restructuring
period. In 1993 he changed of position and directed a company that
formed the first JV (with an American partner).

The interview was very interesting because ing. Mublmann was the
industrial director for the whole group, and therefore was responsible of
the industrial matters for all the companies. He participated as a
negotiator in all the JVs' creation processes including Benteler-RB,
which gave him the possibility to confront the different experiences. He
has international exposure and a very good knowledge of the
automotive industry.

interview

Mr. Muhimann offered a very interesting historical perspective of the
automotive sector, as well as of the JV.

He represented the local partner point of view.

Tha interview as well as the transcription were in Spanish.
We had neo interruplions during the interview.

Intervlew duration: 2h30

interview transcription: 08.10.98 / Transcription time: 6h30.
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Document summary form
Site: Grupe RB head office {Buencs Aires)

Date recelved by mail: 15.10,98

Name or deacription of document

Grupoe RE (Company general intormation)

Event or conlact, if any, with which documant ia aasociated

Follow up of interview with Ing. H. Muhlmann.

Significance or importance of documeant

General information concerning the local partner and its JVs (Products,
clients, JVs, factaries, production awards).

The information will be usefu! to build the JV descriplion on chapter 3.




CONTACT SUMMARY FORM (Benteler-RB)

Interview with Place Date
ing. Jaime Fenes Benteler-RB's head office 18.09.98
JVGM (Buenos Aires, Argentina)

Intervieaw details

interviewee background

Ing. Fenes is Argentinean and has a technical background (Praduction
area: mechanical and electric engineer). He warks tor Grupo RB since
1087. He started working for Ligett (An industrial company acquired by
Grupo RB} in Cordoba, and was then transferred as the JVGM to
Buenos Aires. He has little international experience. He is very open
minded, and sensitive to cultural differences.

Ing. Fenes has been working as a JVGM for 2 years. Nevertheless he
did not participate 1o the JV creation process, he arrived on board once
the JV was setlled,

interview

Ing. Fenes was very generous with his time during the interview, he
had a relaxed aftitude, and gave a detailed answer to every question.
He is the informant that spent the most time thinking, and answering o
the written questionnaire.,

Despite his technical background, Ing. Fenes has developed human
approach when analyzing problems.

He gave me good contacts at the local and foreign PCs.
He represented the JV point of view.

The interview as well as the transcriptian were in Spanish.
We were shortly interrupled in two occasians.

Intarview duration: 2h15

Interview transcription: 20.09.98 / Transcription time: 8h00.
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Document summary form
Site: German — Argentinean Chamber of Cammerce (Buenos Aires}

Date picked up: First week of September 1998,

Narmne or description of document

Press aricte "RB estrena socio aleman y va por mas”, El cronista,
Monday 19.02.96.

Event or contact, if any, with which document is assoclated

Interview with Mr, Qlivier Parche.

Significanca or importance of document

General information conceming the JV (The deal, investment size,
PCs, clienis).

The information will be useful to build the JV description on chapter 3.
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Appendix 5: Treymi's contact and document summary forms

CONTACT SUMMARY FORM (Tréves)

Interview with Plece Date

Dr. Guillaume Tréves

Directeur Général Tréves head office (Paris, 17.11.98
Adjoint France)
Treymi's

Vice President

Interview details

Interviewee background

Dr. Tréves is a young man (30s) from France, he has a high level
education {Scientitic background / Ph.D. in Political Sciences). He
warked in the financial sector before entering into the family company
management. He has been in charge ot the company's inlernational
development for 6 years, and paricipated actively in the Argentinean
JV development. He has good international experience.

interview

[ had the impression that Dr. Tréves retained some interesting
information.

He represented the JV and the Toreign PC perspectives.
The interview as well as the transcription were in French
We only had one short interruption during the interview.

interview duration: 2h00

Interview transcription: 19.11.98 / Transcription time: 4h00.
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Document summary form
Slte: Tréves' head office (Paris)

Date picked up: 17.11.98.

Name or description of decument

Treves (Company genera! information)

Even{ or contact, if any, with which document is associated

Interview with Dc, Tréves.

Significance or importance of documant

General information concerning the company [PC history, turn over,
number of employees, products, clients, gecgraphical presence elc.).

The information will be useful to buitd the JV description en chapter 3.
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CONTACT SUMMARY FORM (Treymi)

Intarview with Place Data

Mr. Ricardo Rocca Treymi's head office 09.05.98
(Buenos Aires, Argentina)

JVGM

Interview details

fnterviewee baekground

Mr. Rocca is a middle aged man from Argentina, he has a business
administration background with a national profile. He worked as
Mithra's (The loca! PC) Genersl Manager before accepting the JVGM
position. He is Treymi's second GM, the first one failed with his
mission.

interview

The office was near the production site and there was a lot of noise. |
had some problems later on with the interview transcription.

Mr. Hocca gave short answers to the questions. He came back to the
pracedent discussion fopic several times.

He had some difficulties understanding the interview questionnaire, !
had to explain each question. Answers were not always focused on the
matter, | had to repeat the question or pert of it in order to obtain the
adequate information.

He promised to send me additional information regarding the local
partner and the JV. Obtaining the information was harder than
expected, | had to call once a day for several weeks to get the
documents. Finally, | obtained an appointment to pick up the
documents, but had to wait for two hours until they were ready.

He represented the local paitner point of view as well as the JVGM
point of view. Me did not wanted me to talk to another person
representing the local side.

The inierview as well as the transcription were in Spanish.

We had three short interruptions.

interview duration: 1h45

Interview transeription: 10.09.98 / Transeription time: 10h40.




Document summary form
Site: Treymi's head office {Buenos Aires)

Date picked up: 09.09.98

Name or description of document

Press article "Sigue el desembarco autopartista®, El cronista, Thursday
14.11.96.

Event or coniact, If any, with which document is associated

Interview with Mr. Ricardo Rocca.

Signiticance or importance of document

General injormation concerning the JV (The desl, invesiment size,
FCs, clients).

The information will be useful to build the JV description on chapter 3.
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Appendix 6: Rieter's contact and document summary forms

CONTACT SUMMARY FORM (Rieter Switzeriend)

Interview with Place Date

Mr. Budolf HOrlimann

Senior Vice President Rieter's head office 04.12.98
Head Planning (Winterthur, Switzerland)

Strategic projects and
QVEIrsess

Interview details

Interviewee background

Mr. Hirlimann is Swiss, be is a mature man who started his career in
the finance and controlling area in the financial sector. He shiffed to the
automotive industry 30 vyears ago. Mr. Hirimann has a strong
intemational experience, he has traveled world wide to expand Rieter's
aclivities, and has developed the South American projects.

interview

Mr. Hirlimann was very cooperative and showed great interest to read
the research results since it includes the vision of all the JV actors
{Both PCs and the JV),

He gave very interesting insights regarding the JV creation process.
He represented the foreign partner point of view.

The interview as well as the transcription were in English.

We had no interruptions during the interview.

interview duration: 2h15

Interview transeription: 29.12.98 / Transeription time: 4h30.




as0

CONTACT SUMMARY FORM (Caimsri S.A.)

interview with Place Date

Mr. Francisco Caimari | His private office (Buenos 21.08.98
. Aires, Argentina)
President

Interview detaiis

imterviewee background

| did no go to the taclory for the interview but to an office in front of the
Universitly where | was working. Mr. Caiman is the company's
Frasident, he is @ mature man that has seen everything ot Argentina's
automotive history. He has warked with Swiss managers for a long time
(Caimari has the Swiss praduction license since 1982).

Interview

Mr, Caimari was very distrustiul at ihe beginning of the interview but
hopefully barriers feli as the interview went on, improving the
interaction, and the quality of the information exchanged.

At the end of the interview, Mr. Caimari introduced me to his son, Mr.
Juan Cgimarni, responsible ot the technical department. We kept in
louch, and he gave me complementary infoimation regarding their
company.

He represented the local partner point of view.

The interview as well as the transcription were in Spanish.
We had no interruptions during the interview.

interview duration: 2h30

Interview transcription: 01.10.98 / Trenecription time: 5h30.
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Document eummary form
Site: Mr. Caimari's private office (Buenos Aires, Argentina)

Date picked up: 23.10.98.

Name or description of document

Caimari 8.A. (Company general information)

Event or contact, if any, with which documeant is associated

Interview follow up with Mr. Juan Carlos Caimad

Significance or importance of document
Information regarding the local partner.

The information will be useful to complete the data obiained during the
interview, and to build the JV description on chapter 3.
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CONTACT SUMMARY FORM (Rister Argentina)

interview with Place Date

Mr. Peter Arnold Rietar's head oftice 29.09.98
{Cordoba, Argentina)
JVGM

Intarview detzils

Interviewee background

Mr, Arnold is Swiss, he studied economics in Switzerland, worked for
Ernst and Young, then had an experiance at tha Red Cross in ithe
financial department, and tinally started with Ristar Switzerland. Ha is
young, and was working as the JVGM for only 8 months. He has not
bean in Argentina for long but has a certain knowledge of the Latin
American context (He spent some time in Ecuador studying Spanish}.

According to Mr. Amnold himsalf, he was rather young for the JVGM
positian.

Mr. Amaid is the secand JVGM and was nol involved in the JV creation
process, theratore his knowledge on the matler was vary limited. His
ralationship with the local partner was not as closa as the one his
predecessor had.

Interview

Mr. Arnald had some difficulty with the evaluative questions. He judged
that everything was *very important”. While answering to the questions,
he whispered "everything is impartant, everything is impartant” giving
very high notes to all the items.

He reprasentad tha JV paint of viaw.

The interview as well as the transcription were in Spanish.
We were not interrupted during the intesviaw.

Interview duration: 2h00 '

Interview transcription: 29.08.28 / Transcription time: Sh0Q.
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Document summary form
Site: Rieter Argentina (Cordoba)
Date received or picked up; Rieter, 29.09.98

Name or description of documsant

Press articles, Monday 07.09.98 “Rieter Argentine obtiene cerlificacién
EAQF-94" {La voz del interior); "El silencio es confort" (La voz del
interior).

General documents about Rieter (Company porlrail 1998, Rieler
Halding annual report 1977).

Event or contact, if any, with which document is associated

Interview with Mr, Armold,

Significance or importance of documeant

There is some complementary intormation regarding the JV crealion
and some data about the partners in the press articles. The company
general documents have general information, | should ask for more
recent reports at the headquariers in Switzerisnd.

The information will be useful to complete the data oblained during the
interview, and to build the JV description on chapter 3.

Additional information for the company presentation section:

hitp://www.rigler.ch



http://www.rieter.ch
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Appendix 7: Bese'a contact and document summary forms

CONTACT SUMMARY FORM {Ascom Cea)

Interview with Place Date
Mr. Francesco Gastaldi! ASCOM CEA's head office 27.11.98
] (Torino, ltaly)
President of the foreign
PC

Interview detaila

interviewee background

Mr. Gastaldi is an ltalian middla-aged man. Ha played an active role in
the JV creation pracess as the owner of tha local PC. He has fittle
intarnational background.

interview

wr. Gastaldi was very friendly, he took the time tor the interview.
He represented the JV's, and the toreign partner's perspectives.
The interview was in Italian but it was transcribed in French,

We were not interrupted during the interview.

interview duration: 2h30

Interview transcription: 02,12.98 / Transcription time: 6h30.
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CONTACT SUMMARY FORM (Inmebe)

Interview with Place Date

Ing. Ivano Badiali Inmeba's head office 26.1C.98

(Cordoba, Argentina)
Local PC General

Manager

Interview details

Interviewee background

Mr. Badiali is Argentinean, meddle-aged, and has a technical
background (Mechanics). He worked for Fiat Argentina tor many years,
and then started his own company supplying Fial. He has a very good
knowledge of the natiopal automotive industry but lacks of international
experience.

Mr. Badiali played an active role in the JV creation process, since he
owns the local PC.

Interview

Mr. Badiali participated with a lot o} interest and enthusiasm to the
interview. He was generous with his time, and expianations. He had
some difficultics answering to the written part of the questionnaire, |
had to explain him each question, .

He represented the JV and the local partner perspectives.
The interview as well as the transcription were in Spanish.
We had no interruptions during the interview.

Intetview duration: 2hQ0

Interview transcription: 29.10.98 / Transcription time: 4h30.
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Document summary form
Site: Inmeba (Cordoba)
Date picked up: 26.10.98.

Name or description of document

Inmeba (Company general information)

Event or contact, if any, with which document is azsocisted

Interview with Mr. Badiali.

Significance or importance of document

General information concerning the company (PC histary, turn over,
number of empioyees, products, clients, geographical presence eic.).

The information wilt be usefu! to build the JV description on chapier 3.
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Appendix 8: EURMON's contact and document summary forms
CONTACT SUMMARY FORM (Bodegas Hispano Argentinas)

Interview with Place Date

Mr. Richard Del Rincon| My office (University of 11.09.98

CEMA, Buenocs Aires)
JVGM

Interview details

Interviewee background

Mr. Del Rincon is @ young and dynamic manager (Early 30s). He
studied business administration in Spain, and then got an MBA at the
Londen Business Echool. He worked for Uniiever, for Spain's biggest
wine group, and nowadays for Arco Bodegas Unidas (Spain's second
biggest wine group). He did not participate to the JV crealion process.

interview

Mr. Del Rincen had a straight farward speech, he anticipated many
guestions, and gave a direct, clear and transparent answer 1o ail of
them.

He represented the foreign PC and the JV poinis of view.
The interview as well as the transcription were in Spanish.
We were not interrupted during the interview.

Interview duratlon: 2h00

Interview transcription: 15.09.98 / Transeription time: 8h10.

Company general information: http://www.arcobu.com/home_i.htm



http://www.arcobu.com/homej.htm
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Appendix 9: BHA's contact and document summery forms

CONTACT SUMMARY FORM (Norton)

interview with Piace Date

Dr. Jorge J. Bovert Norton's head office 16.10.98

{Buenos Alres, Argentina)
Chief Operating Officer

Subgerente General

interview detaile

interviewee background

Or. Boveri was a mature man, he started to work with Nettan in 1989,
and was pramoted as "Subgerente General” in 1996. He participeted to
BHA creation process, and aiso to the JV that the company formed in
China.

Intarview

Dr. Baveri was distrustful al the beginning of the interview but he
opened as the discussion went an. He talked extensively, In some
o¢ccasions his answers were not 100% related to the questions, and |
had to redirect his attention to the real question. He had an exiensive
knowledge regarding JVs (Practical and thearetical). He was the only
inmterviewee that quoted scientific papers, and that knew what was
going on in the academic world. He highlighted JV's limils in several
oucasions, he was skeptical regarding J¥s in the long-term.

He represented the local PC point of view.

The interview as well as the transcription were in Spanish.
We were not interrupted during the interview.

Interview duration: 2h15

Interview transcription: 17.10.98 / Transcription time: ¢h40,
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Document summery form
Site: Norton's head office (Buenas Aires, Argentina)

Date received: 16.10.98

Name or description of document

Press articles concerning BHA: "Un mercade rico en novedades',
Revista Magazine, 23.03.97; "Bodegueros..." La Nacion, 05.01.1997.

Promotional documents presenting the products.

Event or contact, if any, with which document is asaaciatad

Interview with Dr. Boveri.

Signrificance or impartance of document

General infarmation conceming the company's products, and the JV
deal details.

The intormation will be useful to complete the data obtained during the
interview, and to build the JV description on chapter 3.

Additional information for the company presentation section:
http://Awww.norton.com.ar/



http://http.7/www.norton.com.ar/
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Appendix 10; AVEBE's contact and document summary forms
CONTACT SUMMARY FORM (AVEBE)

Interview with Place Date
Mr. Win H, Dethmers |Head Office (Veendam, the 02.12.98
Netherlands)
Controller
Interview details
Interviewee background

Mr. Dethmers is a2 Dutch middie-aged man. His career started at
AVEBE, and he is still working for the company. He studied economics,
and has aiways worked in the Netherlands. He played an active role in
the JV creation process, and is currently deeply involved in its control.

Intarview

Mr. Dethmers was distrustful at the beginning of the interview but he
became more cooperative once he knew the purpose of the research.
He took the time to 2nswer to all the questions, and gave many defails
and explanations in order to communicate a correct image of the JV.

Mr. Dethmers was the only informant for this JV, he represented all the
JV actors' points of view {local PC, foreign PC, and JV).

The interview as well as the transcription were in English,
We wera not intercrupted during the interview.

After more than two hours ol interview, we continued our discussion
having lunch.

Interview duration: Approx. 3 hours

Interview tranecription: 21.12.98 / Transcription time: 7h50.
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Dacument summary form
Site: AVEBE (Veendam, the Netherlands)
Date recelved: 02.12.92

Name or description of document

General documents about AVEBE (Annual report 1996-1977, other
promotional material).

AVEBE Argentina S.A. (Business plan)

Event or contact, if any, with which document is assaciated

Interview with Mr, Dethmers

Significance or importanca of documant

General information concerning the company (PC history, turn over,
number of employees, products, clients, geographical presencs,
arganization charts etc.). JV BP details.

The iniormation wifl be useful to complsta the data ebtainad during the
intarviaw, and {o build the JV description on chapter 3. It will also be
usatul for the analysis chapter.

Additional information feor the company presentation section:
http:/Awww.avebe.com/



http://www.avebe.com/
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Appendix 11; Pescargen's contact and document summary forms

CONTACT SUMMARY FORM {Pescargen)

Interview with

Place

Date

Mr. Ricarde Collazo Pescargen's head office
Perez (Buenos Aires, Argentina)

Vice-President

20.10.98

Interview details

Interviewee background

Mr. Collazo is a Spanish young manager. He panicipated in the JV
creation procass, and currently plays an active role in its management,

interview

Mr. Collazo was not very comfortable with the interview, | had the
impression that he disliked public relations aclivities. His answers were
very shorl, and had some dilliculties understanding some concepts of

the discussion.

He represented the fargign PC, and the JV poinls at viaw.

The interview as well as the transcription wera in Spanish.

We were not interrupted during the interview.

Interview duration: 1h0o0

Interview transcription: 23.10.98 / Transcription time: 3h00.
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CONTACT SUMMARY FORM (Pescargen)

Interview with Plece Dete
Lic. Hugo Villar Pescargen's head office 16.09.98
] {Buenos Aires, Argentina)
Directar
Imterview detaile
Interviewee background

Mr. Villar is an Argentinean mature man. He was very reserved
regarding his other activities. '

He participated in the JV creaticn process, and currently plays en
impartant role in its management.

Interview

Mr. Villar is in charge of all the JV public relations activities. He was
very friendly, and generous with his time. The interview tumed to a
great discussion.

Lic. Villar represented the local PC, and the JV paints of view.
The interview as well as the transcription were in Spanish.
We were not interrupted during the interview. '

Interview duration: 2h30

Interview transeription: 07.10.28 / Transcription time: 4h10.




364

Document aummary form
Site: Pescargen's head office (Buenos Aires, Argentina)

Date recelved: 16.10.98

Name or description of document

Pescargen §.A. (Compeany general infcrmation)

Event or contact, if any, with which document Is associated

Interview with Lic, Villar,

Significance or importance of document
General information conceming the JV and its praducts.

The information will be useful to complete the data obtained during the
intarview, and to buiid the JV description an chapter 3.

Additional infarmation for the company presentation section:
htip:/Awww.pescargen.com.ar/



http://www.pescarQen.com.ar/
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