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FOREIGN TRADE AND INVESTMENT DECISIONS

OF EUROPEAN COMPANIES

rI. INTRODUCTION

During the ‘'spring of 1973 the Department of Industry,-.
dTrade and Commerce of the Government of Canada .commiss sioned tne.‘
Faculty of Commerce and Business AdmlnlstratlonAat the.UniverSity~:
of British Columbia, Vancouver, B, d., to undertake a. study'of.'
Forelgn Trade and Investment Dec151ons of Eulopean FlrmS.AThlS
study followed an earlier study of Forelgn Trade and Investment
Decisions of Canadian Firms. The lnternatlonal 1nvestment de—
-cision_orocesses of Canadian firmsgwill;ultimatelyfbe comparcdo |
to those‘of continentai_EnrOPean,‘EngliSh,_Japanese_and u.s.
Ifirms,ﬂwith thefobjeotive of making sonenuseﬁpl predictions
eonoerning fnture_deveiopment and potentiel Canedian;stretegies.

in relation to international competitors.

' The study is being carried out by Dr. J.W.C. Tomlinson, and

. Hans=Joachim Himmelsbach.

II. SELECTION OF A SAMPLE

Preliminary Research
- For the purpose of obtaining a list of European firms that

have subsidiaries outside their home countries, several scurces

of information were used. As a starting'point the various European

rade Missions oxr Consulax offlces in Vancotver, B.C., were

oW
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contacted, to provide further infbrmation either in the form of
additiohal conﬁactsl‘or reference maﬁefia15,2'Two Trade_Commis-'
éioners through their home offices eStablished conﬁactS'with fifms.".
'and‘clearéd fhe way_fbr interview appointments. Thfee Trade Com- |
lmissioners-;prbduéed iis£S'of ihtérnétiohally opefating firmé"
domiciled_;n their cbﬁntries, thus making ad&itional'ééafch fdf ;
a.éampie of firmsAﬁnnédéésafy.'Financial Institutions were ex-
_cluded.ffom the samplé,'beCause their international investment o
:decision processes afe based upon criteria which.axé differeht: "i'
_f}bm‘thpsg.of industtial‘corporationS'and;would havg téndedvto

bias the findings untypically.

Criteria for Selection

I The firmswcpntacted had to meet the'following criﬁeria in 

e grder.to be eligible:

a),A Thg individual firm had to be'controlled by interests

iﬁ.the couhtry:of domicilé, in‘mostgcasg$ this~meapt
‘ tﬁat_more thanififtg pngEhtgoflthe fi;mis QgtStandiﬁg
common ghare_quity had to be héld_by residents of the
parent country, and : - |
:H'b)?'_the<fi§m:héd to maintain §h§sical assets (manufacturing
| faéilities) or at least subétantial minofitytinterests
outside the parent country. Firms whpse.“foreign inf
V?Stments; consisted merely of sales offiées_abxoad
were not considered to'bereiigiblé for.thé pﬁrpose of thislf

stuly.




{ . Number of Firms Selected and Breakdownibyécouﬂtrieé >

A total of 100 firms were approachedilocated_in the followiné

countries:
»
| - . - Austria 14
] - B Belgium S I §
. ‘ France - 11
[ _Germany . 24
| ‘ Netherlands = 5 .’
: -Sweden 19

Switzerland 16
Total 100

Flfty flrms part1c1pated, and personal 1nterv1ews concernlng
their foreign 1nvestment experiences were completed Informatlon '

eoncernlng one firm was not included_as it dld not satisfy the

1

Qi ' criteria listed above. Three additional firms.anewered‘question—'

naires which Were maiied to them.3 The net sample of 52 con-
4 a -~pan1es ellglble for the study was broken down into the followmng

.countrles:_ ‘

Austria 5
Belgium 4
France 5
Germany 14
~Netherlands 2
Sweden 10 .
- Switzerland 12
' - . Total . Y3
I Thls prellmlnary report does not include 1nformatlon from

! Engllsh firms. These data will be treated separdtely and will be

used_later for comparative purposes.

An exteﬁoiﬁe questionhaire was prepared in English and

1 German, but it was not mailed to the interviewees in advance,




_because, based on previous experience in similar. studies a poor

'partlcipation rate and a poor quallty of responses would have

been,expected. Thls expectation was also verified in thls

~ particular study, since some questionnaires were later sent to

firms that were not interviewed (see footnote 3, above). Insteaa

top executives of the individual .firms were interviewed personal- -

1y, while the questionnaire was used as a guide and framework

Within.which the interviews were conducted. Informatidn'was

sought on six major sub-headings of the overall project.nThese

major areas were:

IIX,

I. General Cla551f1catlon and Descrlptlon
II. Exporting and Exports ‘
- III. The Product Life Cycle Hypothesis
IV. Research and Development, Licensing
. Ve The Forelgn Investment Decision, and
- VI Organlzatlon, ‘Control and Evaluatlon

GENERAL CHARACTERISTICS OF THE RESPONDENT FIRMS

- The respondent firms were classified into the follbwing major

a) Classification by‘Indusﬁrz' ' A ,‘::«44

N

industrial categories:

EXHIBIT 1 | . 5

_ o o S - Percentad

Industry . S o No. of firms of Sampl

1. Food and Beverages : 3 "G%r
2. Lumber, Pulp, Newsprint and Paper 0 0%]
3. ‘Primary Metals and Metal Fabrlcatlon . 11 21%
4. Machinery _ 6 12%}
5. Automobiles and Transportation Equlpment 6 12% |
6. Electrical and Electronics - 9 17%
7. Petroleum and Coal Products 0 0%
8. Chemicals 11 21%
9. Miscellaneous Manufacturing 5 10%
10. Trade, Services and Utilities. 1 - 2%
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- EXHIB'V.[Tl 2 | . .
.Form,,"of Ownershi§ (Parent Company:)
. No. of Firms -

Country -~ . - Widely-Held % Closely-Held - % . Private % State-Owned % Total
Austria " . - 1 20% 2 40% 2 40% 5
.Belgiuz'n | - | - 3 " 75% 1 - 25% | - ” - : 4
France" 3 608 2 ' 40%. - - - -, 5
' Germany 5 6t 6 43% '3 21% - B ¥
.Nef:h'ei'];ands 1 50% 1 508 - - - - 2

Sweden 3 50% 7 70% E - - - - . 10"'

Switzerland 5 428 6 50% 1 8% - - 12
Total Europe 17 33%-’ 26 508 7 1'3% 2 49_5 52




b) Ownership and Control of the Parent Firm

l. Form of Ownership

. The sample included sevehteen public corporations whose eomrbu
mon equity was w1de1y held (33% of the sample), and twenty~51x
(50%)where it was closely held. seven firms (13%) were prlvately

owned, while two were state-owned enterprlses (4%). See exhibit 2.

2. Degree of Home Country Ownership

Tweﬁty-two firms were Whelly—ownedvby home;COhntry residentei
‘(AZ%)iin.twenty~eight firms ehe majoriey of the common equity«"
(> 50%) wés owned by'reeidents of the compaﬁies' homelcouﬂtriesd\
(54%), while the: remalnlng two flrms (4%) were 50% owned by

domestlc shareholders,. L Ad_g:'

3L*Dégrée\bf Control

" All of the fifty—two firms sﬁatea that the control over their
decisioh making processes rested in,their parent'countries.;In:
three caees substantial'minority positions were held by foreign
residents; but effective contrcl rested w1th the managements of

these flrms.

c) Size Classification

1. Assets, Revenues, Earnings : o -
For those firms which were prepared to provide detailed
information, the breakdown of the companies according to domestic

and foreign assets, revenues and earnings before taxes was as follow
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EXHIBIT 3

European Firms
Assets, Revenues, Earnings

No. of Firms

Domestic Production Foreign Production N

Range ' - T.A. T.R.  E.B.T. T.A. T.R. E.B.T.

x < $lm 0 0 0 1 1 g* -
$1m<x<$5m 0 o .8 2 3 8

$5m<x<$ 25m 2 2 13 3. 3 1
$25m<x<$100 7 6 6 11 11 7
* $100m<x<$250m 8 - 17 a4 ) 8 13 0

$250m<x 20 24 2 6. 20 . o

- ~3 14 T O <1

*Including two firms 0perétipg'atvlpsSes

VWhen_the approximate weight. of foreign vs. domestic operations

is computed and broken down by nationalities of the pareht

firms, the following picture emerges:

EXHIBIT 4

L Domestic Operations (%) - Foreign Operations
Home Country of Total Reve- Export = Total  Reve-

" Parent Firms  Assets nues EBT Ratio(%) Assets nues  EBT
Austria . 8os 643 978 | 523 | 208 368 33
Belgium  44% 233 203 | 458 | ses 77 80%
France . = - = s - | o228 | - 20 -
Germany 7708 0 77%  80% 3i% 30% | 23%  20%
Netherlands -~ - 563 = [ 25% - 443 -
sﬁedén' | 70% 768 81% | 46% 30 243 19%

Switzerland 43%  36% 57% | 50% 57% 64% 433
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2. Number of Employees

When firms in the sample were grouped acdbrding to the number

of tbtal‘employees, the following results were obﬁained: 

EXHIBIT 5

No. of Total Employees Domestic Operations Foreign'dpérations ,

"No. of Firms -

0<x<100 1 2
100<x<500 1 2
500<x<1,000 1 2
1,000<x<2,500 5 3
2,500<x<5,000 6 , 8
5,000<x<10, 000 12 12
;}°7°Q°<§i25v009', ”lu" . ;  0 1 = , w';3j
25,000<x | 16 9
_ s

As‘eXPected, in majority of cases}.the respondent firms employed -
iarger'brgg?izations at>home than'abroad.'There‘ﬁere,‘howevér, |
'sbmé'si;uations,in which firms maintained - sometimes:significant—
1y ¥ iarger‘operations outside their home cduntries. Additional
anaiysis\bf these preliminary findings, particularly EroSs-

tabﬁiétibn of the agygregate results présented above, will -

,clarifyithié feature further and determine the pbssible sig=-

nificance of variations by nature of business or scale of operations.

3. Number of Product Lines

|
There were some problems in determining relative numbers of




'fprodnct lines, a major one beincefhe difficultvvof defining‘

- explicitly what constituted a producp line in individual‘situations;
: Where:sdch difficulties arose, particnlarly in the case‘of
~~re1atively_diversified conpanies,'a firm's main activity wasv

classifiéd‘as:a.product line.

A genéeralization whlch can be inferred from the results . .
obtained thus far is that the number of'product‘lineslmaintained |
for domestic>and export business was-larger than the‘number of
‘proddct lines offered by the firms"foreign‘eﬁbsidlaries.-This
' "was expected to be the situation, but in some cases forelgn -
:act1v1t1es were dlfferent from domestlc and export bu51ness,

;and moreuexpllclt comparlsons resultlng from further analySLS

will have to take into account such differences.

da) Geographlcal Dlstrlbutlon of Forelgn Investments

|
|
\
i

The European respondent firms covered thus far had °23 orelgn (

of European Firms

afflllates, of which two~thirds were located in developed countrles.i

‘ However, the 51gn1f1cance of 1nvestments in 1eSS‘developed
countrles should not be overlooked.. The dlstrlbution by geo-
graphlcal areas is shown in eXhlblt 6. |
While there werec. some firms that had 1nterests exc1L51vely
in developed countries and that~showed no desire to become
involved in developing countries, the majority of the European
ﬁirmeslnterviewed‘had at some time invested iniless,developed_

countries and will continue to: do so in the.future. Most of the
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EXHIBIT 6

 Geographical Distribution of Foreign Subsidiaries

No. of Subsidiaries :of Parent Companies with Headgquarters in -

Location of ' ' , S o Total
" Subsidiaries Austria % Beldgium % France % Germany % Netherlands % Sweden % Switzerland % Europe 3

Canada - i—r'". - - 6 12% ‘4“ 2% ,’% 5% 6 4% 5 . 2% 28 3%
u.s.A. 1 - 5% 1 1s 2 4%. 15 6% 2 18 6 ‘48 4 28 31 3%
E.E.C. 11 58% 49 6l% 11 "22% 53 213 38 25% 51 33% 80 37% 293 32%
U.K. 1 58 1 1% 5 108 5 2% 1 13 8 5%  I5 7% 36 4%
‘Other Europe ~ 3 - 16% 20 25% 6 128 57 23% 33  22% 20 13% 38  18% 177 19%
Africa 2 11 2 3% 9 18% 14 6% . 41 .. 27% 5 3%5 13 6% 86 9% |
Australia - = 1 18 - - 7 3 5 3 11 7% 7 3% 3 3%
Asia : 1 58 - - 1 28 50 20% 15 .10% 1l 7% 18 8% 96 10%
Latin America - -f? 6 7% 11 22% 46 18% 7 5% 36 23% 34  1l6% 140 1s5%
Other America = = + = . = = = = - 2. " 1% 1 1% 2 18 5 1s.

. TOTAL 19 80 s1. - 251 ... 151 - 155 216 . -~ 923

o . - U
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firms surveyed,maintaihed;sgbsididries'in several different
foreign countries, approximately44 % of the sample had invest-

ments. in six to ten countries as shown below:

EXHIBIT 7

No. of Different Countries where Investments are Located

-

No. » No. of Parent Firms : $ of Total
l . 3 6%
2 2 4%
3 2 - 4%
4 - .2 43

-3 2 4%

. 6 4 8%

S 6 12%
8 v 2 4%
9 6 12%

10 -4 8%

12 1 2%

13 1 2% .

14 1 2%

15 1l 2%

16 3 6%

17 4 8%

18 1l 2%

20 1l 2%

23 1l 2%

- 24 1l 2%

25 1 2%

28 1 23

35 1l 2%,

1l

® e .-

A detailed breakdown in financial terms is not yet avail-
able, but it can alxgady be stated that'investments in other
European countries probably account for more than fifty

percent of the total Value of the samplé's foreign investments.
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IV. THE 'FOREIGN INVESTMENT DECISION

- a) Importance of Foreign Operations and Profitability

"‘When asked about the degree of importance attached to their -
firms; international operations vis & vis competitors, the
overwhelming majority of.the responding execdtives (80%) felf
that their_international bperations were_importaht; thirty;nine~
percent felt that their foreign operatidné were of critical |
importance, thirty percent viewed thei: foreign affiliates as -
being very important, while a fu£ther.'ten. percent-merely

attached the adjectiVe-"important"_to their foreign subsidiaries.

'Siiteenlpércent of the respondents stated that their firms'
foreign ventures were unimportant, while a further four percent
felt that fbréigﬁJOPeratiOns did not affect their corporations

either way.

kglative profitability of foreign vs. domestic operations

~was not clear-cut. Only sixteen percént of the firms”hadgfbreign

subsidiérieS'thch were more profitable than their”dpmestic |
operations,Jand only two percent of these showed a significéﬁtly
highef-profitability abroad. Thirty peréent of the réspondents:'_
reported‘equivaleﬁﬁ profitabilities‘abrbad, &hiie fifty~f00r{*
percent offthé'samplé maintained less profitabiefopérdtions
abroad; the 1;ttér being divided into the categories o
nsligptiy less" (16%) aﬁd "much less"_(S%).m‘ |

N

Relative productivity of_foreign“vs;.domestic'opérétiohs:was; _
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similarly inconclusive. Four percent of the respdndents‘steted'
that the level of productivity within their foreign affiliates

was higher,,fifty—one percent felt there was no difference,

while fifty fifty-four percent of the firms had to cope with lower

levels of productivity abroad.

"~ b) Criterie'Apg;ied-When Making the Foreign -

Investment Decision

This'section.attempted to assess;the :elative ;mpoxtancee

of various criteria which are commonly taken into account by

companies considering investment abroad. In this preliminary
report we simply describe briefly the general natere of the
firmg' responses when questioned on the validity of each specific

factor.

1. Ueinq Patents and/or Know-How

Whether the answer concerned actual patents - as was the
case with most of the science-based firms in Europe - or the
firms‘ manufacturing processes and technology, ninetnyour

percent of the companles viewed the use of their technology as

.belng an 1mportant factor in thelr 1nvestment dec151ons. In the

majorlty of the cases the responses were that this was a crltlcal
(43%) or very important (34%) conslderatlon. Generally_European
corpo#etibns'have command ‘over very sOphisticated technolbgy |
andiknew~how, ajfact‘thet is also reﬁlected infthejcemposition
of the eample, Most of these firms‘are.inveived in science and

"
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teohnology-baSed industries, and many were originally formed
to develop some specific scientific discovery or invention. In

foreign countries, particularly in developing nations, these

firms are at a spec1al advantage because of their highly developed

products and processes. Frequently European firms pool their

technology by entering into joint ventures in thlrd‘countrles or

‘areas; this is partlcularly the case 1n the chemlcal 1ndustry

and to some extent in the electrlcal and electronlcs sectorsw

2. Attractive ‘New Market Potential

Attractlve new market potential or. relatlve saturatlon of

the domestic market by the firm's products were v1ewed as belng

_highly_1mportant“cr1ter1aAfor the-flrms';dec;s;ons_to_loqate

abroad.in %94 % oﬁ the situations covered._Forty'percent

viewed this criterion as having been éxiticai,'thirty—fout_
percent feltyitfwas very important, and 20% oﬁ the:fi;msnstated
that new market potential was an importantfconsideration. Only

in-fourfpefcent"of_the'decisions this was an unimportant factor

"while in thfee peroent.of‘the cases new market potential had

not made any difference.

3. Overcoming Tariff or Quota Barriers

This factor was rated as being highly important with seventy-'

ﬁourfpergent of the respondents attaching various degrees of

importance to it, the dominant adjective being "critical" (30%).

. TwelYe}percent.of the sample felt that tariffs and qdotas did

"o
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" not sway the decision to invest either way, whlle f1fteen per-
cent dld not view this factor as having been an 1mportant con51dcr;
atlon. The rather high degree of importance attached to the

RE _ tarlff and quota factor is largely due to the tlmlng of the 1nvest— ’

ments and the countrles or areas wherefthe 1nvestments were made. |

= . .A significant proportion of the“situations_covered by this study
represents foreign investments made by European‘firms duringAthe_

p " post. Wbrld War I era which was generally characterlzed by

ﬁ L prOhlblthe tariff walls and other governmental measures restr1ct~
ing 1nternatlona] trade. After World War II a SLgnlflcant number

' of the respondent firms 1nvested in developlng countrles ‘which

;mposedp;mport‘restr;ctlons because.of balancepo£~payments\con7

siderations or development policies. The imposition of such measures

virtually forced many European firms to replace eXports,by local

. e e e

manufacture.

4. Developing an Existing Export Market

For the-majorityvof the respondent firms (79%), the further
development of @ market area serv1ced by exports from the home

ountry was a very important reason for making the decis;on to

manufacture abroad‘ Only ten percent of the respondents attached

r

no 1mp01tance to thls 1nvestment crlterlon, whlle in twelve

percent of the cases eXport dlsplacement had no 1nfluence on their

idec1s1ons to invest abroad

.t e e moad o e

.5..GeOQraphica: Diversification

A large portion of the respondents (79%) considered this factor
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to be very important, eighteen percent saw no influence of this
issue on their decisions and a mere three percent viewed this as
an unimportant considefation; This question and the replies

to it acﬁually tie in withhthe question.cbncerning'market

potential abroad, sinceﬁgeographical diveréifiéation in most

cases was spurred either by the relatively snall size of the
domestic market (e.g. Austria, Belgium, Netherlands, Switzerland
and,?to some extent, Sweden) or by an already attained dominance

of the firm in the domestic market. In some individual cases =

firms diversified their production geographically with the

purpose of reducing or minimizing political risks; these firms

actually exported. some of their capital from EuroPe}-mainly‘to

South Amerlca, South Afrlca, the Unlted States and . Canada durlng
the Cold War era, because they felt. that thelr domestlc operatlons
ygra.threatened, because they were_located in the front line of

a possible conflict.

6. Ready;Made Opportunity

Eighty-three percent of the respondents viewed this criterion -
with all its various interpretations - as being highly important,

while the remainder felt that it did not influen¢e~their_foreign

: investmant decisions. The respondent firms‘discussed ready-made

ppportgp;tias,suchaas an offer made by a prospective partner,_“
the'awa;dﬁof an important contract, or an existing buainess as-
sociation at home being extended to a foreign country. In some

cases such an opportunity consisted of an incentive by the
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prospective host government or the firm's home country government.
Thus these answers overlap somewhat'with the replies to other

questions.

7. Political Stability of the Host Country

-In approx1mately firty—s1x - percent of the situations
surveyed this was an important factor whlch was cons;dered before
making a decision to invest in a certain country. The majorlty

of those company executives, however, did not attach very high

. degrees of 1mportance to thlS crlterlon, but merely viewed 1t
‘ as belng "important". A mere six percent of the resPondents

wstated that political stablllty of the prospectlve host country

was unlmportant, while in two out of flve cases it dld not
1nf1uence_the dec1sion'to 1nvest either way. Surpr;s;ngly several
of the corporations that were not overly concerned aboutfpolitical
risks had. been exproprlated by forelgn authorities. at least

once, ‘and some - partlcularly German firms - lost 1ndlv1dual

foreign subs1d1ar;es twice in the same~countr1es. There could be

an explanation for this 1ack of‘concern.:Firms thatlhave\experienced
the trauma_ofybeing_expropriated in a certain country have
been.exposed to this problem and they have learned to cope with
such a s1tuatlon, 1t is- no 1onger an unknown factor to management

and such a company may be better equlpped for hedglng agalnct

, exproprlatlon than a firm whlch lacks such an experlence.;_x
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8. Future Protection of an Existing Market

" The majority of the respondents (62%) felt’that' .
protectlng a threatened export market was a falrly 1mportant

reason for 1nvest1ng in manufacturlng faCllltleS w1th1n that

7market. Twenty-nlne percent of the 51tuatlons covered were not in-

‘fluenced - by this criterion either way, and nine percent of the flrms_

stated that thls was not an 1mportant factor. Partlcularly
defensive in their investment decision processes.were the auto—

motive and pharmaceutical industries whose export markets were

' threatened. by localAcontent rules, specifications'or.complete

or partial import restrictions, as_experienced_particularly
in Latin America. $o,some'extent'these.replies_overlap_someej

what with the responses to the question on tariffe.and;qgotas.

‘9. Surplus Capital or Physical Assets Available to ‘the Parent Firm

This question was interpreted in most cases asghaving funds

~available for investment in the home country or'eleewhere;:The s

majorityhofkthe,respondents (65%5lvieWed;this.astah important_
crfterion for their foreign investment decisions; the‘stress was '

on the adjectlve "important" rather than‘"criticaiflor "very
1mportant" In ‘twenty-four percent of the sitﬁations covered surplus
capltal or assets available did not 1nf1uence th: declslon elther

way, while ten percent of the c':mple felt that this - factor

- was unlmportant.
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th. Preference or Experience of (a)'Senior’ExecutiVe(s)

'The majority of the sample (60%)'Viewed this:as an,-although'

somewhat less 1mportant but not very 1mportant dec1slon factor,

.whlle thlrty—nlne percent of the respondents stated that it may

have been consldered but did not 1nfluence their decrslons to invest

in the countries in questlon. A mere one percent of the sample felt

- that this issue was unlmportant ThlS crlterlon welghed sllghtly

heav1er with firms that were either prlvately—owned or closely—held,

and'thus were more centralised .in their decision—making than large

_'Widelyfheld corporations.

-

2T b R

-

- Despite_the fact that the largest single:group'of‘reSpondents,

. (34%)“feltlthat this_crfterion did_not;inf;uence.theldecision‘to '

invest abroad, and that it was unimportant‘to a further five
percent, flfty~n1ne percent of the overall responses attached
varlous degrees of 1mportance to the 1ssue, the attrlbute

plmportant“ being domlnant among these latter.~

12. Managerial Facilities Available

The~availability.of management personnel within the firm ,
‘was usually an 1mportant factor in the forelsn rnvestment dec1slon |
process 1n that flfty—nlne percent of the European sample descrlbed ’
1t as such. Yet 1t was apparently not a crltlcal or very 1mportant«

factor, s1nce more than one-half sald 1t was merely 1mpoltant.
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‘Only in two percént'of the cases was this issue described as
:&niﬁportant, The remainder (39%) stated that the_ayaiiabiiiﬁy'f'
of management»persqnnel; although cohéidefed,'did hot infiuen¢e_

the investment decision.

13, Availabiiity'of Local Management

A slight majority of the respondénts (53%) felt that this
issue was important to their decision to invest, while
' fo#tyefive percent felt that this factor_had,avheutral efféct._

;ﬁ;Qply,pwo_percentgof,the situations surveyed.
was this criterion unimportant. Initially the availabiliﬁy_'

of local‘management might not have‘béen ovefif impdrtant. Most
European firms, however, are quite concerned about obtaining
éome"forﬁ of local identiﬁy and being<recoénized as good corporate
. Citizens<_9f>the_host céuntries. Thus Qier re}aﬁively‘short?
peripds after héving established subsiqiaries:abrqad}.loéal"
pergénnel are being trained. for technical énd managéfial ‘
pqsitions, éhd as soon as local managers are capable of ex-
ecuﬁing their responsibilities efficiently;withipith?hguide~

lines of pvera11 company policias, tbe majority of”ﬁérent

cpmpahy staff will be withdrawn and.pepatriated. Some.firms
appoiﬁt local c;tizens to their.subsidiaries‘ boardqu directorsA~

even if those subsidiaries are wholly-owned.

14, Availability of Local or International Capital

: _ Thi;ty~ning percent of the Qverall(respondehts attached various
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degrees of importance"tozthis factor,.while eieVen percent
felt.that_this issue was not important;to their foreign.inveSts
ment decision. The remaining forty-nine percent‘cohsideredfthis
problem,'but it did not influence theirtdecision=making.process.
either way. Generally European corporations,Vparticularly the |
larger firms, did not encounter difficulties in gaining acoess
to international money aﬁd‘capital‘markets at the time the
forelgn 1nvestments were made. Access to local ox 1nternatlona1
capltal resources nevertheless ~appeared to be somewhat 1mportant
to,the<magor1ty;of the respondent:flrms. Durlng the]perlodsth
followihg_world»War I_and1World War . II, however,lmany.Egropean
ﬁirms;ﬂparticularlylGerman and Austrian companies, experienCed;}
severe shortages of funds and restricted,debt_oapacity}preventing

»the'uhdertakinglof major foreign investmehts.

15. Availability of Local Physical Assets

This factor was considered to be important in only twenty-

seven;percent of the situations covered by thls study. Forty

'peroent of the respondents stated that thls 1ssue d1d not

»affect thelr 1nvestment decisions, whlle the remalnder (349)

felt that thlS was an unlmportant cons1derat:on. The responses
to this questlon overlapped somewhat w1th the questlon on ready-
made opportunlty which meant the mere pOSSlblllty of setting up

or acqulrlng local manufacturing fa01lltlesa_




16..Higher  Return on Investment

,Somewhattsurprisingly a large majority of-the respondentS(70%)
felt that this investment criterion did not sway theirydedisioh»
to manufacture abroad elther way, twenty flve percent stated that
this factor was somewhat 1mportant, whlle in the remalnlng four ’
‘percent of the sltuatlons possible hlgher-returns were not |
1mportant Several executives stressed that hlgher prof1t~
abllltles abroad cannot be expected for the foreseeable future,
because of superlor productivity, better economles of scale and
- better market condltlons at home. In many cases the mere access
to a forelgn,market or raw mdterlal source.or_derens;vel1n7~
vestment_criteria overrode the desire for better returns;abroad;
Many firms hoped that their increased international.exposure\
thﬁough growth in.saleslwould eventually-bring-about'equivalent'

growth in profits.

17, Lower Cost Conditions Abroad

‘The responses to this question were quite similar‘to the»
‘answers to the question concerning higherfreturn on inVeStment.
Seventy-two , percent of the executives questloned stated that .
thls crlterlon was con51dered but dld not 1nfluence the 1nvestment
decrslon, whlle flfteen pexrcent felt that thls 1ssue was unlmportant.;
A mere thlrteen percent of the respondtnts attached some 1mportance.
The cheap-labour cost argument appartntly could not be verlfled

by the findings of this study. This may be due to. the size of the
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firms and type of industries contained in the sample. European -

firms thus far have imported their "cheap labour" and they did

{not havé to locate their plants in areas with ample and low~-cost
.labour resources. This, however, most probably wiil_change ih
"the future, when European firms may have to export increasing

"amounts of capital to countries or areas where. labour surpiuses_

persist, because economic, political, social and environmental

'pressﬁres.ahd problems will prevent further‘plant‘expansion.at

home ‘and importation of additional labour.

©.18. Host Government: Incentives

-

- Fifty percent of the European firms saw no importance

in local government incentives; nineteen percent of the °

'respondents considered'this factor, but it did not influence their

deéisidn to invest in the foreign country in question. The

remaining thirty percent felt that this issue was quite .

important to their fereign investmént decision. Host government
incentives were welcomed by all of the firms, but such "bonuses"
Werefrafely inclpdedi durihg the process of determining the
feasibility of‘gstablishing facilitiesgin‘the‘partiéularrcoﬁntry

in question. Government incentives tended to become stewhat

'more_impdrtant>to the decision to invest in certain areas of the

~ European Economic Community (e.g. Southern Italy, Southern Belgium,

Y

Irelapd; etc.). Yétftheée incentives. tend to affect not so-much,' 

the'fbreign'inyestment decision but'the;decision’to‘choose a
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. certain 1ocation for the plant within the'oountry‘or.area:where
.the firmvdecided-to{invest. Incentives oan‘disappear overnight .
and firus'generally tend to'disregard them When determlning the

“.Viabilitylandnprofitability of an:investMent opportunity; thus, '

as one executive explained, "if a prospective investor determines

a certain opportunity as not being viable on its own merits over

the medium or longer term, government incentives "~ are quite

anlikely to‘change this firm's decision."

19. Obtaining Raw Materials or Components

‘This'criterion was viewed as being unimportant by the

'vmajorlty of the respondent firms (55%),'wh11e some flfteen
'lpercent felt that ‘this was an 1mportant 1ssue° The remalnder -

of the sample (30%) stated that, although hav1ng consldered 1t,

this factor did not 1nf1uence their 1nvestment decisions elther
way. The majorlty of the respondent flrms‘purchase"thelr

manufaéturing inputs from other ddmeStic’companies, and thus

obtalnlng raw materlals or components ns relatlvely unimportant

to these flrms. Companles that stressed the 1mportance of this

factor were~ma1n1y‘producers of steel, non-ferrous metals;and-to

,some.extent chemicals and food. Particularly certral European

steel and aluminum producers have significant foreign invest-.

ments,{mostly minorityAholdings) withethe.purpose of.securing
the»supp1y>of iron ore; coal, bauxlte etc. Their suhsidiaries-“
arevmainly 1ocated in developing countries (B1a2l1 Liberia,
Maurltanla, Sierra Leone etc.); a slonificant portlon of their .
raw materlal suppllers are also 1ocatod An the U S. (lron ore
and coal), Canada and Australla. In *he future 1nvestmcnts

in Canada nay 1ncreas1ng1y be the result of her ample endowment
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with raw materials and energy. "Canada has vast resources of
raw materials and energy resources which are vital for the
manufacture of our finished.product;"rather than importing‘these_"'
raw materials into our country and working them at the prevail=-

ing'high energy'coSts here, it is quite concelvable that in

" the future we may expand our presently'small Canadian subsidiaryf

to such a siZe that it can supply the entire European market

Wlth those 'energy intensive' productshpresently manufactured '

. domestlcally,“ (Executlve of a chemicai_COmpany)

20.,Integratlon.of Control of Global Operations .

‘This criterion was largely unimportant in Seventy-three

percent of the situations covered by this Study,,51xteen percent

of the flrms con51dered this factor, but it did not influence

| thelr de01s1on to 1nvest Eleven percent of the’ sample attached

somexdegree of 1mportance~to this issue.
Thls suggests that while many of these European. flrms -are

major 1nLernatlonal companles, they are not prlmarlly concerned.

with an overall concept 1nvolV1ng optlonal 1ntegratlon of

supply with demand on a global basis. In thls sense they do not.

_operate as multlnatlonal corporatlons but run a group of relat1ve=

ly 1ndependent blnatnonal operations Wthh are ba51cally orlented
to the;potentlal‘returnithe“parent companj can achieve in a-

number\of discrete markets.

21, Incentives Provided by the Home Country CGovernment.

Eighty-two percent either felt that this issue-was unimportant

_or ‘did not cons1der it at all, while ten percent con51dered this

factor, but it dld not influence the 1nvestment dec1s10n. Seven p
percent, howcver, felt that either dlrcct govelnment 1ncent1ves

to invest ‘abroad or,governmental dlscouragement:of further domestic
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expansion were important investment criteriaa The Germanhgovern~
ment within the framework of its forelgn aid pOlle dlrectly
encourages 1nvestments by German firms in certain desxgnated
developing countries through special taxation prov151ons°4’
France appears to provide some incentives to French firms that

are w1111ng to 1nvest in former French- colonles, whlle the

Netherlands,.and to some extent Switzerland, 5 dlscourage further.'

‘ domest;c*expan51on of 1ndustr1al capacity due to social and

environmental problems.

21. Other Criteria

In addition to the criteria explicitly introénceo many.exé>
ecutives named some other factors which they stated-werevof
importance for their‘firmsf_decisions\to‘invest ahroad;_Many
executives) particularly those of German. and Swiss firme,.

stated:that_the rather acute labour shortages at home encourage

‘their firms to invest abroad; the shortage of land may be a

further factor stifling plant exXpansion at home. One German
chemical firm employed fifty thousand people at its main plant,

and the radius of its workers commuting daiiy to and from

‘work covers approximately fifty to sixty miles; "there is no

waybwe can materially add to oﬁr plantAcapacity‘here, because

our: labour 1ntake rad;us woula then have to 1ncxease to 80 - 100
mlles, and no one wou;d be willing to commute over such dlstances.
We are:also unable to ;mport and accommodate morerforelgn workerS-
near our plant becanse\oftthe 1ack_of“housing capacities here;

to set up new plants in other regions of Germany would not solve

. the problem either, thus we are virtually forced to_make new
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investments abroad and'to_limit our capital expenditures in

Germany to improvements of existing facilities."

Recent drastic changes in relative exchange rates coupled
with inflationary pressures at home, particularly vis a vis the

U.S. dollar have seriously threatened some companies"ability

. to increase or even maintain their levels of export business.

This has become an important decision factor for firms.that

" sell a significant portion of their output in the United States

and Canada. Durlng 1973 A.B. VOLVO dec1ded to assemble 1ts
cars 1n the U S., and VOLKSWAGENWERK A.G.was 1ntens1vely

studylng the feas1blllty of manufacturlng its "beetles" ln the

: 6
U.S. Some‘companies, however, did not reelithat exchange rate
charges would materially affect their'export_business adVersely}

_ because“the demand for their products:isfrelativelyvinelastic

with respect to price. This was particularly true in the case
of the~machinery industry, but even the executive of a major_

automoblle company which sells a s1gn1f1cant portlon of its

§

.output in Canada and the U. S. was consplcuously unconcerned about

the deterloratlon of the value of the,dollar\v1s‘a y;s_hxs
country s Currency “despite the dollar devaluation'we expect.
our export sales to Canada and the U S to 1ncrease s1gn1f1cantly,
and there will be no need to consider local nantfacture to ma1n~
tain these markets, because the dcmand for our cars is not pllce
elastlc. Our cars compete on quallty and as status symbols, and

thus they will always be bought -at virtually any pr:Lce°
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The remaining comments touched on a variety of other factors..

¢) Search and Surveys of Foreign Investmenthpportanities-

i, Informal Contacts

Executives were asked to provide some information on which

of various more informal contacts and sources of information

. were important to their foreign investment decision.

.i. ~.Local.Contacts in the prosPective Host Country:
< CAll of the respondents felt that 1oca1 contacts
~provmded 1mportant 1nformatlon affectlng thelr flrms
7declslons to invest in various forelgn countr1es,_forty~
'flve~percent of these executlves stated_that these
contacte:werehcf rather”critrca; impcrtance,fwhiieathe
remainder,felt; that this issue was either verytimport—i
ant (33%) or merely important (22%). .rgh - R
ii. Executives familiar with the Host Country: = o ‘ §
The firms' own executiﬁeg_were_Viewed_as important
scurcee\of informaticn:ih most of the cases covered.- by 1
this study. Fifty-three percent_qflthe reSpphdents>ﬁelt
that this “contact“ was very important,‘a further'twenti—
four percent stated that it was of crltlcal 1mportance
to the declslon to invest abroad whlle smxteen percent
attached somewhat lesser importance to their own executi&es
'providing‘ihformation on the.host codntry, The remainder
(6%) stated that this issue had a neutral effect

iii. Host Country Government Contacts'

\ In more than twc.thlrds of the situations covered

(69%) the host country gqvcrnmentsiproVed to be fairly
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valuable contacts, these weﬁe generally regarded as hav1ng been .
rather o

merely. 1mportant"'(49%)(than "crltlcal"'(4%) oxr "very important"

“(16%) Elght percent of the respondents attached no 1mportance

to this factor, while the remalnder (22%) con51dercd using the -

‘¢host.country governments as sources of 1nformat10n, but their

‘decision to invest was not influenced by this either way.'

. iv. Other Domestic Contacts:

Almost three quarters-of the respondent firms
(73%) v1ewed such contacts as hav1ng been falrlyl
| valuable of these flfty—three percent attached the 1abel
1mportant" to thls 1ssue, Four percent felt that it
was #criticai", while‘sixteenh;percent'Viewed thish
criteriOﬂ as having been "verY‘important" 'The”rema;nder
of the sample either had considered u51ng such- contacts,
ybut they did not 1nfluence the investment de01510n (24%) ,

or viewed such contacts as hav1ng been un;mportant (2%). - J

v. Information about the'operations of competitors:_. ; h
‘Forty-three percent of the responaents considered' J
this issue, but it did not influence their deCision.'
while for twelve percent this sturce‘waspunizmportant° The
'remainaer (45%) feit that SuCh;information‘was impOrtant

to their foreign investment decision process. '
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Vi. Informatlon from Competltors;

In only 51xteen pexrcent of the 51Luatlons convered
did competitors provxde,lnformatlon that wasilmportant
to the firms' foreign investment decisions, wnile |
sixty*seven.percent felt that this issue was unimportant°
'The remainder (L6%) considered information reoeived -
from competltors, but it did not sway the companles“

,decxsnons.

v1i;_Home Country Government Contacts-:
Only ten percent of. the respondent ferS attached
‘some 1mportance to 1nformat10n proV1ded by thelr own |
governments? while twenty-nine percent.COnsidered such
contacts, but their foreign investments'were not'afé
! . fected by those}“The'remainder (61%) felt that this
issue was either unimportant'or not'even worth considering.

2a'Survezs

European firms, particularly large:enterprises,‘tended‘to:be
self~reliant when surveying particuiar fOreign‘investment_0p§‘"
portunities.'In cases where international surveys were conducted'
all of the respondents engaged. thelr own personnel Country
surveys were malnly tndertaken by the companles own staff (97%),
while three percent. utilized prlvatt sources. Only in two 51tuatlons
dld a company engage a consultlng firm. In a large majority of the

situations (912%) unsolicited 1nformatlon utilized was provided



“ed 1n£ormatlon from local government sources.

Se31 -
from prlvate sources, whlle the balance (9%) recelved unsolicit~

/

In the majority of the individual 51tuatlons, ‘once the

'surveys and fea51b111ty studles had been completed the de01310n

-whether or not to invest usually followed}almost lmmedlatelya

-

d) Risk

- Preliminary results in this subject area are based chiefly

upon answers received to a number of more! subjective questions

: asked*dnring;thelpersonal interviews. The replies to those

questions overlapped somewhat with results obtained in other_

subsections, particularly data on decision c¢criteria.

UPirms generally ranked the various Kinds of risk in order
of importance. The majority of the respondente (69%) ranked

political stabi]ity as a most importantvrisk factor, While six

percent looked at currency rlSkS flrst, tbe remalnder attached prlme

1mportance to commer01al risk (26% ) in thelr rank:Lng°
;Secondary_ranking was given to commercial risk.by‘thirtyenihe‘
percent of the executives intervieWed fourteen perdent ranked’cur~

rency rlsks in second place, polltlcal and economlc rlsks ranked

second in elghteen and twenty flve percent of ‘the 51tuat10ns covered,

whlle the remannder ‘of the firms (4%) rated attalnment of econonies
of scale as bclng of secondary 1mportance. Other rlsk factors,_
partlcularly forelgn ownerthp regulatlons and economies of scale'

were generally ranPed in third or fourth order of lmportance° Firms
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were also questloned on the degree of soPhlstlcatlon their. risk
evaluatlon technlques had reached The majorlty of the eyecutxves
stated that they evaluated polltlcal risks 1n a rather subgectlve

manner. A much hlgher level of" sophlstlcatlon, however, was

) dlsplayed by the respondents when evaluatlng the much more ea51ly ;

quantifiable commercial , currency and general economic risk

aspects.

Only twenty-;xve responses were received Lo the questlon on t
SpelelC crlterla consldered when deallng Wlth rlsk, the more

1mportant factors bexng as follows

‘Returh on Investment: | 'xj':'.‘éZ%
}Smailrcapital‘investment T I 16%
Foreign Investment insuranceé A k-
vy”Payback: e ' o ST 1ey
Local Partners: _ . 10%
Ad-hoc Decisions: 5 ~"::: s
Investment exclusively'in stable countries:\ef3§.'.

Only sketchy 1nformaclon was recelved on the questlon whether

the flrms had establlshed deflnlte threshold levels for the

above criteria. Some flrms désired a somewhat hlgher return on

1nvestment while others were content with eguivalent proflt—
abllltles but preferred to have only small anounts of Capltal
invested in rlsky ' countries. Other executives stateq that they
required. shorter'paybaCk-periods on investments in deveiob*ng
countries relatlve to ventures at home" or in- relatlvely stable .

devclopcd natlon
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No defihite quahtitati&ely definea‘profit margins On pay—
back criteria were provmded possibly because of a 1ack of es- -
tabllshed guldellnes oxr because company polmcmes dld not petmlt

the dlsclosure of such detan.ls° Euxopean executlves appeared

. to have open minds about investing virtually anywhere in the
-world, and in many cases partnershlps with local 1nterests were

‘welcome, Some firms had establlshed the pollcy of encouraglng

local part1c1pat10n in the ownership of all of their subsidiaries.

e) Opportunity Costs

Most firms did look at relative opportunitY.cQsts7cf.

- foreign and domestic investment prospects in one way or another

(88%), but many companies did not appear to applyvany.clearly—
deﬁinedpmodels,fo; such analyses. A merxe twelveppepcent'cf‘the
samplefstated that they did not conduct analyses.of'such oppor tunity

costs.

Seventy elght percent of the respondents felt that such
ana]yses were 1nportant for thelr foreign 1nvestment deC151ons,t
whlle ten percent attached no. 1mpor tance to 0pportun1ty costs;
the remalnlng executives (12%) con31dered thls issue, but it‘aid'

not - 1nfluence theix de0131ons.

£) Negotxatxon ‘and Flnanc1ng

1. Avallaballty and Cost of Capital

A majority of the reSpondents'(53%) stated. that lack of

capltal dld not plevent thelr flrms from 1nvest1ng 1n forelgn countxl
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The remainder of the firms questioned felt that lack of capital,
although considexed, did not influence thebdeoision:to invest (10%)/
or that it had been a definite restralnlng influenoe upon ex- |
pansion abroad (32%). Many of these latter respondents were
. either medlum—51zed flrms that were.unable to secare.saffiCient.
'funds for the purpose of graSping.all of the opportﬁnities b
offered, or some of the larger German firms were forced to make

use of the rather limited funds avallable in order to re- bulld
Vthelr.domestlc fa011;t1es whlch had suffered heavy,damages
fvdurdng'the Second World War and the immediate pOst;war beriod,e:
when major firms' facilities were wholly or part*ally dnsm 1ed‘

1

by the Allled occupatlon forces.

1Th{rtf~ninevoeroent‘of the sample'attached'eOme;importanoe to
‘relatiVe costs of obtaining funds_at‘home"or'abroadifor;oapital'
investhents in foreign countries. Thirty—three ﬁercent:oonSideréd'
suoh‘costsj‘but‘they did not influence their foreign investment
decision procesees, while the remainder of the respondents (29%)

'did not feel that this issue was important.

:manyefirms stressed, however, that, although the cost of
capital was an important secondary. factoxr, the really impoxtant
issue was the availability rather than the cost of‘in&estment

funds.

2, Sources of Financing

' Fifty-nine percent of the¢ European firms included in this survey
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flnanced thelr 1nternatlonal 1nvestments through a package of =
internally generated funds, domestic and local. (or 1nternatlonal)

capltal sources. In most cases the 1nterna11y and domest;cally

raised portlon of the package usually flnanced the less 11qu1d

‘1assets of the subsidlarles, where worklng cap1tal was . often

flnanced 1ocally._Th1rty—f1ve percent of the. sample flnanced thelr
forelgn 1nvestments through utlllzatlon of dOmestlcally and |
'internatlonally (or 1oca11y) obtalned funds, whnle a mere four

percent flnanced thelr forelgn ventures exclus1vely through the

‘use of internally generated funds.: Local ox 1nternatlona1
,11nanc1ng was generally obtalned for large progects, and the flrms-

'us1ng these_source_,were usually large corporatlons Wthh enjoyed

a re}ative}y easy,accessgto 1nternatlonal~cap1talzon;money‘markets.

V. 'PARENT CONTROL OVER FOREIGN SUBSIDIARIES

1,.Ownership
"Anaiyzing‘the'European parent firms' eguitY‘bwnership in
thelr forelgn subsxdlarles, we found that the ma3011ty of the

subs1drar1es covered by thls study (525) was wholly—owned, Most

of the executlves, however, would not exp11c1tly state that

.100% ownershlp was a deflnlte pOlle of”’ thelr companles. In onlv

‘51xteen percent of the cases dld the parent own a mlnorlty

Ashare, four percent owned 1ess than 25ﬁ'and:twelve percent oWned'

between 25% and 49%. Nlne percent of the sample represented 50/50

301nt ventures, and tWenty four percent of the forelgn sub51d1ar1e°*
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were majority—owned by the respondent firms; of these thirteen.
percent were in the 51% to 74% range, while in the remaining elev—
en percent of the cases the parent firm owned between 75% &nd

99% of tﬁe~subsidiaries"equityu

" In most cases the remaining sharee of the foreign.subsi~.
'*dlarles were held by local individuals, corporatxons or . ‘
governments In some cases a portion of the share capltal was he1d<
by third country nationals or interests of the same nat10na11ty~
as the parent company. FlftY“flfty jOlnt venturee were qulte
-frequent in the chemlca1 1ndustry, mogtly between corporatlons of
simllar size and technology. As one executlve explalned ' .f

two equallj large corporatlons oool their 1nterests in a. thlrd
eountry,wneltherapartnerAwants to-take fortyfnlnetpercent\and
’:yiéld'tne.mejority'to the other; thus a straight 50/50_venture_..-
is,the_most logicéi solution which both partners can heppily liﬁe

with,"

2. control oéver ‘the Subsidiary's Decision Prooeéseeﬂandhdrgeni?ation

.i° -, Capital Expenditures-
| All of the respondent flrms had to. glve prlor ap-
.proval before the foreign subs1d1ar1es were able to
spend funds on major.capltal proqeots, iv
ii.  pricing:’ .
| The majority of the eﬁbsidiaries (59%) were higﬁ—
1y‘eutonomoue in their pricing‘decisione'which they
conldfmake.indeéendentlyg'a iurther tﬁirt&eeeyenipercent

merely had to consult the
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parent.company'prior to making price changes,'

The remainder'(4%) of the subsidiaries was'required

~to obtain advance approval from headquarters.

Dividend Policy: |
Virtually all of the parent firms (96%).highly

.controlled dividend payments by their subsidiaries

which had to be approved{ednly four percent of the

parents merely demanded to be consulted and none of

:the parents granted full 1ndependence to thelr subSJw'

dlarles.~ " '
T LN

Organlzatlon'

Elght percent of the respondents 1eFt dec151ons in

thlS area entlre]y up to thelr subsmdlarles, seventy six

' percent denanded to be consulted on thls 1ssue,'and the

remainder (16%) reserved tne,rlght of apprQVal of any

ﬂdeciSion'made by the foreign~subsidiarY‘on organization.

Product Selection, Design and Plannlng
The majorlty of the sub51diar1es (656) were requlred
to’ obtain approval by their parent firms prior to making

decisions, .and a furtherrtWenty;nine péfcent had to

consult their parents on theee-matters. Only six percent

of the European companiesngranted‘fulljindependence to

theirlaffiliates in this area.
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Productlon Plannlng.or Control-
Some fourteen percent of the sample granted full
autonomy to their subsrdlarles_concernlng_dec;srons
on these oay~to~day matters, while twenty*two percent |
hed established the policy of prior apéroVal oy head-

quarter. Sixty-three percent of the sample wanted to.be

"consulted on these matters.

Quality Control-
Thirty-one percent of the parent flrms exer01,ed trght
quéllty control over thelr‘sub31d1ar1es -products.

These were: malnly firms whose products or productlon

‘processes were. hrghly sophlstlcated The majorlty of-

the SamPJG (53°) wanted to be consulted, whnle 1n}:
sixteen - pemcent of the cases the sub51d3“r1es acteo '

independentry in making quallty control decicsions.
Marketing“and_Sales:
The foreign subsidiaries of European corborations"""

are generally quite independent in'their marketing

deoisions’(76%)’ Only  twenty percent were required ~}
to consult thelr parent flrms on these natters, whlle
.four percent had to await prlor approval by thp

head office.

Purchasing:
In fifty-three percont of the s;tuatlons COVPled

by this study asked. the su551dlarles 1ndependent1y, and
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forty-five percent occesionaliy consulted"their parents.,
The remainder of the subsidiaries (2%) was required to
obtainnadvance approval by the headquarters. inv

many cases (e.g. automobile and chemical companies)

the nature of the products made it necessary for

the subsidiary to purchase‘parts, materials and

ingredients'from the parent'firm or from its sup- .

—_—

‘involved.

Costlng Methods-
In s;xty—seven percent of the caqes fore;gn
subs;dlarles were requlred to consult wmth ‘their

parent companies on this matter, and sixteen percent’

"had- to obtain prior approval. The réhaihaer of the

Euroﬁean-firmsn(ls%) granted.full indenendence td'théir
subeidiaries:in making decisions conCetning’cesting
metBOde. | |

Budgetlng and Budgetary Control:

Thlrty~seven percent of the European companles wanted
to'be consulted by their subs;dlarles on budgetlng
decisione, while in fifty—nine. percent'qf the situations“
the'parents' prier epproval had to be etbained; bnly four
percent~ef the subsidiaries were able to maké'budget—

ing-decisions on their own.
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. remaining affiliates (6%) had to Obtain'prior approval

.percent made such’ dec1S1ons:1ndependently. The -

of such measures.
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Financial Accounting Procedures;
In fifty-nine perCentkof the cases consultation
With the parent company.was”necessaryvwhen'such
procedures were to be establlshed or changed, whlle
thirty three percent of the parents had to render thelr prn
approval, The remainder (8%) decided upon these B

matters independently.

Wage and Labour Policy:
The subs1d1ar1es of all of the European companles
S
enjoyed complete autonomy 1n maklng decisions per— _

talnlng to wage and labour pOllCleS-

Selection, Promotion and Compensation of ExecutiVes:_u

Such decisions had;to”meet with:the prior approval

of the parent company in the majority of cases (53%f,

while in a further thlrty Seven percent of the s1tuatlonc

 the subsldlaly had to consult the head offlce. The-

remaihder (10%) decided indeépendently.

Training.
The majority of the suboldlarles (53%) consulted -

thelr parents on tralnlng procedures, whtle forty one‘
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xvi. Administrative and Supervisory Techniques°

Thlrty one percent of the respondents 1et thelt
sub51d1ar1es decide 1ndependently on these areas,
whlle ‘the majorlty (65%) wanted to be consulted, and
four percent of the firms approved such measures at'

headquarters.

- oxvii. Recording and Reporting ProCédures:

Control over decisions in this area appeared to
- be falrly tlght, as forty-f1Ve percent of the respondent
firms reserved the rlght of approval by thelr head—.
quarters, and_f1fty~one percent demanded'to*be at least
consulted.“bnly:in four percent of'tne:cases:didtthe‘

subsidiaries make these decisions indépéﬁéehtly.“‘“

~xviii.Transfer Prices:

Practically all of the European firms exercised tight
control over the establishment of inter-company transfer
Apricingxleaving their sﬁbsidiariesyvery littletfreedoﬁ

in making decisions on this matter.

xix. = Operating Areas Availabie to;the Subsidiary:

' .. In a large majority_of the cases J82§),tbedparent~}
had to apprcve suggestions made-b)_the snbsidiary's
manégement, and twelVe'percent‘of the affiliates were
requlred to at 1east consult headqudrters. The remalnder
(6%) granted full autonomy to their SubSIdlalleS in-

,maklng dcc1s10ns on opcratlng texrltor;es.’
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' RESEARCH AND DEVELOPMENT AND LICENSING

" a) Research and Development Spending by European Firms

On average the respondent firms spent approximately four =

percent of theirvrevenues on Research andvDevelopment‘in their

home countries. The sizé of these outlays varied from country

to country and from industry to industry. Firms within the same

-indnStrypéroups‘tend to budget relative amounts for Research
"and'DevelOpment that are highly similar tO‘the outlays‘of their

'domestic and foreign competitors. This’ lS partlcularly true for

such high- technc‘ogy 1ndustrics as automobilcs, enemicals,

‘electrical prodUC's and machipery.pThe e industrnes also account

for most or the Research and Development °Xpendluureo tha+ the J

£oreign subSiciaries of the respondent fsrms 1ncur. Approximately"

. one percent of foreign. turnover is spent on R & D. The SWiss:

respondent firms showed the highest R & D effort at homc (7 ), o
followed by the Swedish and German conpanies (6. 9% and 5.1% res-

pectively);pthe Swiss firms ranked flrst‘in5R,& D spending

.abroad (3.8), the Germans seoondp(l.4%),iand the Swedish firms

took third place (0.93). | a
i

FiGenerally:the respondent firms maintained.fairly large
research staffs as shown by the follow:ng results
* EXHIBIT

No.“offpeqple Employed in R & D

s : “Domestic. R : égroadt
Range " No. of Firms
NIL . ) ' Y
0<x<100 -0 .. 4

(continued on ncxt page)




. 100<x<500
- 500<x<1,000 .

2,500<x<5,000
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- EXHIBIT (contlnued)

. No. of People Fmployed in R & D

: ngestlc A Abroad
Range S No. of Firms ‘

1,000<x<2,500

BOW oS W
o oNN

5,000<x

One firm conducted its entire Research and Development-

‘outulde its home country.

b) Licensing

In order to obtain some infornation on the determinants

of llcenelng, as compared with 1nvestment in forelgn manufacturing, - =

flrms were asked speolflcally whether a steadily rlslng level
of export salesalone was likely to encourage them to con51der.
' i. “licensing a foreignnwnufacturer_or
jii. = direct investment in manufacturing.

The answers were summarized as follows:

.. i.  licensing a foreign manufacturer:
YES: 36%
NO:- 64'5 :

ii. direct investment 1n manufacturlng
YES: 72%
NO: 28%

ThusEurOpean companies generally appealed not to . favour

' llcenslng forelgn or domestic flrms.,The major reasons for this
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attitudé_were'disclosed by replies to questions concerning -

factorelfavouring or inhibiting licenSing. Firms'that'did-nOt

favour licensing stated that such an arrangement was either

léss-prOfitable,~that they were concerned about maintaining
secrecy of the manufacturing process or that the firm's techno- -

logy wae partdof an indivisible corporate package.

When'questioned about factors favouring licensing arrange-

ments, flrms generally attached varlous degrees of 1mportance
-to ‘governmental restrwctlons of proflt and capltal remlttances'

" and ‘to “other factors". The latter representcd malnly restrrctlve
'forelgn ownershlp regulatlons 1mposed by the host country

dgovernments, polJtJCdl 1nstab111ty, a small and re‘at:velj

unlnterestlng market whlch was already belng serv1ced by another

firm, or the llcense would cover ‘a product or‘process that was

not of major importance to the firms' overall business aptivities."

CONCLUDING COMMENT -

Thls 1nter1m report has merely prevented some of the 1nform-
atlon, obtalned durlng the first stage of the study, 1n s:nple

summary_form.

The deta collected are currently being odt on file for
computer analysis: The most.interesting results Wili come from
further analy51s uqlng cross tabulatlons and correlations of
the reflncd ard detailed 1nformat10n which was broadly summarlzcd'
here. After thls,ana1y51s it w1ll be p0551b1e\to-1nterpret our
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" European fesul@s mdre explicitly ih. terms of both'ﬁheory and

the current situation in Europe. In the next stage of'the‘stﬁdy,

" we will analyse differences between the Canadidn and the

Euroanh:data to form a basis for cohparisdn'and éyaiuatién_off-
the nature and déterminants_of foreigh*trédé and inveétméht\ .
decisions in différeﬁt countriés..The‘ultimate*objective:will
be to brovide uéefui models for Canadian companies to build

upon and to improve their performance in international operations.




" FOOTNOTES

1For ekampleg Bundesﬁerband-ner Deutschen Industrie."
2Such réference materials used were publlshed by German and
Sw1ss banks and the General Export Association of Sweden._

3QuestiOnnaires (eithexr in English or German) were malled to
-an additional 32 firms in:. France . 4

o : ' in: Germany . = 15

in: Switzerland 13 - :

As expected the results were rather meagre; of the six flrms
that replled acknowledging receipt of the questionnaires, only
two companies answered the questionnaires, while the remalnder
refused to. part1c1pate. » : Lo

FUnder the German Property Tax Act (Vermdgenssteusrgesetz)

foreign property'taxes paid can be offset against property tax
liabilities in Germany (elimination of double taxation), and
higher exemptions are allowed for 1nvestments in developing
. countries. Under the Foreign Investments Act (Auslands-
'1nvest1tnonenqesetz) tax-free reserves can be established,
‘losses of foreign subsidiaries can be offset against proflts_,'
of German operatlons, arnd allowances for losses of foreign
subsidiaries can be deducted from pre-tax income in Germany..
In addition to the above mentioned regulations, special
wrlte-offs, depre01atlon SChquleS, tax-free allowances and’ -
reserves apply to investments in specified developing countries
according to the Foreign Ald Tax Acte (Entwrcklungshllfew
Steuergeset'e) : .
5'l‘he SWlSu government recently severely curtalled 1mm1gratlon into
'Switzerland; this policy further aggravated the:already existing
shortage of labour and will ultimately force Swiss flrms to shxft
thelr rnvestments into new plants abroad. :
- 6In fact a recent press release indicates that v have novt made
a commltment to invest in productlon fac111t1es in the U.Ss.

(Prankfurter . Allgemelne Zeitung, May 14, 197A)
(Vancouver Province, May 14, 1974) .
(The Financial Post, May 24, 1974)
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