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FOREIGN TRADE AND INVESTMENT DECISIONS 

OF CANADIAN pOMPANIES 

I. INTRODUCTION  

During the spring of 1972 the Department of Industry, 

Trade and Commerce of the Federal Government of Canada commis- . 

sioned the Faculty of Commerce and Business Administration at 

the University of British Columbia, Vancouver, B. C., to under-

take a study of Foreign Trade and Investment Decisions of 

Canadian firms. This study will ultimately compare the 

international investment decision processes of Canadian firms 

with those of European, Japanese and U.S. firms, with the 

objective of making some useful predictions concerning future 
• 

developments and Canadian successes relative to international 

competitors. 

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

Associate Professor (International Business), and Hans-Joachim 

Himmelsbach.:  

II. SELECTION or A SAMPLE  

Preliminary Research 

. For the purpose of obtaining a list.of Canadian firms 

that have subsidiaries outside Canada, seYeral sources of infor-

mation were used. As a startina point firms were selected 

from the Cana-Man Trade  Inde:  (1972), published annua11y by 

the Canadian Manufacturers' Association'. The Canadian Trade 



Index, however, lists manufacturing firms only, so in order 	• 

to obtain a broader representation of Canadian industry, the 

Financial Post Survey of Industrials (1972) and the Financial 

Post Survey of Mines were used as supplementary sources of 

 information from which a list of firms in the service and mineral 

industries was obtained. Financial institutions were 'excluded 

from the sample, because their international investment 

decision processes are based upon criteria which are different 

from those of industrial corporations. Thus the inclusion of 

financial institutions would have tended to bias the findings 

untypically. 

-, .• j__ fôr SelectidA 

The firms selected from the above sources of inforination 

had to  met the following criteria in order to be eligible: 

a) The individual firm had to be Canadian-controlled 

.in financial terms, in most cases this meant that 

more than fifty percent of the firm's outstanding 

common share equity had to be held by residents 

of Canada, and 

b) The firm had to maintain physical assets (manu-

facturing facilities) or at least substantial 

minority interests outside Canada. Firms whose 

"foro,ign investments" cànr;isted merely of sales 

offices abroad were not coAsidered to be eligible 

for the purpose of this study. 
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Number of Firms Selected and Regional Breakdown 

A total of 147 firms were approached located in the 

following regions of Canada: 

Quebec 	57 
Ontario 	83 
Manitoba 	3 	. 
Alberta 	4 

147 

Sixty-five firms participated, and interviews cOncerning their 

foreign investment experienceb were completed. Information 

concerning eleven firms (eight from Quebec, 2 in Ontario and 

one Manitoba firm) was not inc1udeda they did not satisfy 

"the  criteria listed above. 

The net sample of 54 firms eligible for the study was 

broken down into the following regions: 

Quebec 	14 
Ontario 	36 
Alberta 	4. 

54 

" 	• 

A number of firms were not approached, because they are small 

and unimportant for the purpose of this study; eight firms 

located in New Brunswick, Nova Scotia and Newfoundland were not 

interviewed because of •geogrophical distances and time constraints 

faced by the researchers. 
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This preliminary report dôes not include information 

from firms that are still being interviewed in British Columbia. 

Adding the latter and taking into account some additional 
• 

interviews that.are to be done in Ontario, the overall sample 

of Canadian firms covered by this study will amount to 

approximately sixty-five. 

J: extensive questionnaire was prepared but:was-not- . 

mailed to individual firms, becAuse, based on previous experi7 

•ence in similar studies, a poor participation rate and a 

poor quality of responses.would have been expected. This expec-
, 

tation •was also verified in thiS, particular studyi since 

corporate executives generally.comménted'unfavourably. 	cn the 

method of mailing questionnaires.. Instead top executives of 

the individual firms were interviewed personally', while the 

questionnaire was used as a guide and framework within which . 

the interviews were'conducted. , Information • as sought on.six 

major Sub-headings of the overall project. These major areas, 

were; 

I. General Classification and Description, 

II. Exnorting and Exports, 	• 

III. The Product Lffe Cycle Hypothesis,., 

Research and Development, Licensing, 
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V. The Foreign Investment Decision, and 	- 
- 

VI. • Organi2ation, Control and Evaluation. 	*• 

III. GENERU CHARACTERISTICS OF THE RESPONDENT FIRMS • 

a) Classification by Industry  

• The respondent firms were classified into the f011owing 

NINE major industrial categories: 

E*HIBIT 1 

Percentage 
Industry 	 No. of Firms  •  of Sample 

1) Food and Beverages - 	 5 	. 	• 9.0% 

2) Lumber, Pulp, Newsprint and Paper — 	_3 	5.5$ 

3) Primary Metals and Metal Fabrication' 	10 	18.5% 

4) Machinery 	 9 	17.0% 

5) • Electrical and Electronics / 	4 	7.,0% 

6) Petroleum and Coal Products 	3 	5.5% 

7) Chemicals 	 2 	 4.0% 

8) Miscellaneous Manufacturing 	• 	9 	17.0% 

9) Trade, Services and Utilities - 	9 	17.0% 

b) Ownership and Control of the Canadian Parent-FirrrL  

1) Form of Ownership 

The saMple included eighteen public corporations - 

whcise common equity  wa widaly held (3I T l/3% of  the sample) 

nryn. 	 +-er n7n• 	 .. r 	
Wt.,  • • • • 
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and twenty-one, (39%) where it  was  closely.  held. Fourteen'firms 

* (26%) were privately owned, while one was temporarily owned  

by the Government Of Canada. 

2) Degree of Canadian Ownership  

.TWenty firms were wholly-owned by Canadian residents 

(37%); in an additional thirty-one firms a majority of the common 

equity (>50%) was owned by residents of Canada. Fifty percent 

of one firm's common share capital was owned by Canadians (2%), 

while residents of Canada held minority stock positions in an 

additional two firms (4%). Although they did not exactly meet 

the criteria established for the purpose of this study, these 

latter firms were not eliminated from the sample as efÉective 

control appeared to be in Canadian hands. \ 

3) Degree of Control  

Of the sample of fifty-four firms, fifty-three 

state d.  that the control over their decision making processes 

rested in Canada. The Canadian management of two of these 

firms appeared to have control over decisions despite the fact 

that Canadian shareholders held minority positions; 

this was possible, because the common shares 

were widely held among several thousands of shareholders. In 

the case of one firm control seemed to rest in a foreign country. 

A large minority share was owned by several members of a 



Total Assets Revenues 
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.11 	• 
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foreign family, which appeared to give them effective control 

over management decisions, since the majority of this fim's 

common equity was widely held by residents of Canada. 'Despite 

this fact it was decided not to eliminate this firm from the 

sample, at least during the early stages of analysis,since 

it met the financial definition of ownership and control 

adopted for the purpose of this study. 

• Size Classification  

• . 

1) Assets, Revenues, Earnings • 

Where detailed information .was obtained, the breakdown 

of the firms according to domestic and foreign assets, revenues 

and earnings before taxés was as follows: 

. EXHIBIT 2 

DOMESTIC OPERATIONS (NUMBER OF FIRMS) FOREIGN OPERATIC 

Size 	Total Assets Revenues EBT 
•••n•••••nnn....p. 

- 	< $1m 	' 	. . 3 	3 	14*- 
-$-1m<x<$5m 	. ..8 . 	— 	10 	10 
$5m<X7$25m 	' 7 	10 	,14 - 
$25m<7<$100m 	12. 	•13 . . 	3 
$100m<7<250m ' 	5 	.. 6 	'2 

w. 	: 	$250m<x— 	10 	8 	0 
-,-- 

' 4kr  

	

) 	a 

includes firms.operating at losseS; three doMestically 
and four abroad. 

: 

Generally, with some individual  exceptions,  Canadian firms have 

employed a relati'vely minor portion of their• overall assets abroad, 
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and revenues derived from foreign affiliates have been 

similarly restricted when compared with total revenues. 

Preliminary estimates show that on average the firms inter-

viewed maintained approximately 27% of their total assets 

outside Canada; foreign revenues accounted for 26% of total 

revenues, while foreign pre-tax earnings represented approxi-

mately 25% of total earnings before taxes. Variances around 

these averages were very large within the sample, however. 

2) - Number of Employees 

When firms in the sample were grouped according 

to number àf total employees, the following results were 

obtained: •  

. EXHIBIT 3 

- • 	* *Total -• 
No.of Employees Domestic Operations  j  Foreign Operations Opetatior 

NO.. OF FIRMS 

• • 
• • 

As exPected, in a majority of cascs, the respondent firms employed 

.a much larger organization in Canada than abroad. There were", 
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however, some situations in which firms maintained larger 

operations outside Canada. Additional analysis of these:  • . 

preliminary findings, particularly cross-tabulatiOn of the 

aggregate results presented above, will clarify this feature 

further. 

- . 3) 'Number.of Product Lines'. 

There' were some problems in determining  relative 

numbers of product lines, a major one being the difficulty of 

defining explicitly what constituted a product line in 

individual situations. Where such difficulties arose, parti° 

eularly in the case of relatively diversified companies, a 

firm's main activity was  •classified as a product line. 

A generalization which can be inferred from thè results 

obtained so far is that the number of product lines maintained 

for . domestic and expOrt business  was larger than the number of 

product lines offered by the firms' foreign subsidiaries. 

This was expected to be the situation but in several cases 

foreign activities were different from domestic and export 

business, and definitive comParisons will have to take into 

account such differences. Such adjustments will be made through 

further analysis by 'cross-tabulation of the preliminary data 

: 	 • obtained. 
• • 

•••- • 	
a•n•••,• n•••.,,,elner • n••r• • I,  ••••••,,vela,,W••••••••••••7••••••••.• n••••••n•••• , 
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Competitors and Suppliers of the  Respondent Firms  

1) Competition  

The main  competitors of Canadian firms in 31 percent 

of the cases were other Canadian firms, many of which were 

subSidiaries of foreign corporations.' Many Canadian companies 

(29%) also faced vigorous competition from U.S. firms. Approxi-

mately twelve percent of the responding firms' products were 

competing with goods made within the European Economic Community, 

while six percent of the companies in question had world-wide 

competitors. The remaining respondents were competing with 

,firms located in various countries. 

2) «Supplirs  

i) Domestic Production: 
• 

. 	• 
For the* majority (52%) of product lines the suppliers . 

for the domestic production of the respondent firms were other 
. 	. 

Canadian companies, or,the individual firms' own raw materials 

resources (e.g. mineral and forest product firms). In twenty- 

three percent of the cases, the main suppliers were located 

in  •the United States, mine percent in Germany,,and the.remainder 

of the  firms were supplied from various countries. 

Foreign Production 

Twenty-seven percent of the supplies  used for 

foreign production originated in Canada, while twenty-eiaht 

.r 
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percent of the firms were supplied from the U.S. The majority 

. of these U.S. cases were actually classified as "local" 

suppliers to the U.S. subsidiaries. The remaining foreign 

subsidiaries were supplied locally within the host countries. 

•e) Geographical Distribution df Foreign Investments 
•• 	• f Canadian Firms  

The fifty-four Canadian firms covered so far had 312 

foreign affiliates, the majority of which were located in 

developed countries. The distribution by geographical areas 

was as follows: 

EXHIBIT 4 • 

• 
Geographical Distribution of Foreign Subsidiaries 

No. of Subsidiaries 	Percent of Total Area 

U.S. 	' 	 89 	• 	28% 
E.E.C. 	

. . . . 	
55 	18% 	•  

• • U.K. 	. 	50 	. 	16% 
Other Europe 	' 13 	 4% . 
Africa . 	17 , 	5% 
Australasia 	21 	• 	7% 
Asia 	 16 . 	5% 
Latin America 	33 	 11% 
Other America 	18 	 6% 

Further refinement of the above distribution showed that ten 

 firms (19%) had foreign investments in the U.S. only, a further 

twenty-five (46%) had invested exclusively in developed 	: 

countries including the United States, while only nineteen 

companies (35%) had affiliates in developing countries, (evcn 
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these companies were not exclusively in less developed 

countries). Most of the firms surveyed maintained subsidiaries 

in one or two different foreign countries as shown below: 	 •  

. EXHIBIT 5 

No. of Different Countries. Where Investments are.-Located 

No, of Parent FirMs 	 • % of Total  

	

13 	• 4%. 

	

15. 	28% 

	

8 	. 	. 	.15% 

	

7 	 13% 

	

2 	• 	4% 
•• 	6% 

	

3 	. 	6% 
• 

2% 

1 	2% 

1 

1 	2% 

Detailed breakdowns of financial figures were readily 

made available for approximately twenty-five percent of the 

total value of foreign investments of the sample firms 

$670m  
(

$2744m

). The largest portion of these assets, as expected, 

was employed in the U.S. ($611m),with England, the European 

Economic Community and Latin America following in order of 

importance. Companies that did not supply detailed geographical 

bi. eakdowns of the values of their various foreign investments 

revealed only total figures which ag“regated $1,357 million. 

Thus the sample covered by this survey represented approximately 
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sixty percent of total foreign investment by Canadian indus- 

• trial firms (estimated at $4,660 million). The above figure 

excluded some large firms, and some smaller, mostly private 

companies which refused to breakdown domestic and foreign 

assets. There were also some companies with sizeable foreign 

investments which this survey did not cover; while some 

additional firms are yet to be visited and their data will 

be incorporated at a later stage. On the basis of our infor-

mation it appears that Canadian-owned firms are responsible 

for approximately ninety percent of total foreign investments 

by Canadian-based corporations. There is also some indication 

• that Canadian investment within the European Economic Community 

is at least equalling,,if not surpassing, the traditionally 

large Canadian investment in England, in numbers as well as in 

importance. Canadian firms are increasingly looking at 

investment opportunities in the various member countries of 
• 

the European Economic Community. As the United Kingdom is 

now a member of the E.E.C., the growth of Canadian investment 

in that country seems likely to accelerate further, since, 

like earlier U.S. investors abroad, many Canadian firms view 

England as an ideal bridgehead for access to the large European 

market. This is due in particular to the absence 

of language problems and significant cultural differences • 

between Canada and Great Britain. 
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'IV. STAGES or* FOREIGN INVESTMENT 

Preliminary findings in this section of the survey are 

based mainly on two questions of the questionnaire; these ques-

tions were designed to determine the historical stages of 

business activity which preceded the individual decisions to 

commence asSembly or full manufactUring operations abroad. 

The largest single group of respondents (33 1/3%) had 

skipped an exporting stage entirely and invested in the host 

countries in question without having had prior exporting experi-

ence. This high percentage was largely due to the fact that a 

fair number of firms within the sample were either producing 

non-exportable produAs (because of prohibitive tariffs, 

transportation costs and other restrictions) or services, or 

were companies which had expanded abroad through acquisitions.' 

There were also some natural-resource based firms, particularly 

in the extractive industries, whose capital.investments in 

certain countries were not functions of prior exports to those 

countries. 

A further large group of firms (32%) merely exported 

their products to certain countries, using local independ2nt 

distributors, prior to making.the decision to invest in mmiu'- 

facturing, processing or assembly facilities. 

In twûnty individual cases (14%) the firms.invested in 

sources of raw materials abroad; most  oi the production of those 

60 

. 
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subsidiaries was then exported to third coun.tries. 

Only eight percent of the individual investments covered 

progressed through a combination of stages whereby the firm first 

exported to a host country using local independent distributors, 

then established a local sales office and finally set up assembly 

and full-scale manufacturing operations in the country.  •  The 

remaining investments examined were scattered among a variety 

of other combinations of stages. 

A preliminary evaluatien was also carried out concerning 

expected trends in export sales, royalties, fees and other 

income derived from abroad, if the investments in question had 

not been made. Generally the responses were that "other 

foreign income", (usually meaning profits) was eventually 

higher because of the investments made (41% of the individual 

situations). In 25% of cases foreign source income from exports 

was virtually unchanged and in some cases (14%) would probably 

have been lower. It appeared therefore that foreign investments 

had only stimulated exports from Canada in fourteen percent of 

the cases. 

Exports to the host countries declined subsequently in 

approximately five percent of the situations in question. , 

Three.percent of the time "other foreign income" would have 

been higher if the investments had not been undertaken; these 

were situations in which the foreign ventures were, or still, 

are, loning propositjons. 
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In six percent of the answers received it was stated  • 	 • 

that royalties would have been lower, while five percent of the 

situations revealed that royalties were unchanged, i.e.  •110n-

existent. In none of the cases would royalties have been 

higher. 

V.  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 à vis competitors, 

the overwhelming majority of the responding executives (81%) 

felt that their interdational operations were important, and 

only nineteen percent saw no real importance of the foreign 

subsidiaries relative to the overall performance of the firms. 

Relative profitability of foreign vs. domestic operations 

was not clear-cut. 'Forty percent of the firms had foreign 

subsidiaries which were more profitable than their domestic 

_business, while 36% of the foreign operations were less profitable 

or even incurred losses. Four percent of the respondents 

stated • that there was no difference in profitability between 

Canadian and foreign operations. In some cases, 16% of the 

sample, the performance of foreign subsidiaries cduld not be . 

directly compared with domestic operations, because the firms' 

were engaged in different business activities outsidè Canada. 
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b) Criteria Applied When Making the.Foreign Investment  
Decision 

This section attempted to assess the relative importance 

of various criteria which are commonly considered by companies 

considering investment abroad. In this preliminary report we 

simpiy describe briefly the general nature of the firmà' responses 

when questioned on the validity of each specific factor. 

1) Attractive new market potential abroad or rela-

tive saturation of the Canadian market by the firms° products 

were viewed as being highly important criteria for the firms' 

decisions to locate abroad in 84% of the situations covered. 

Various degrees of importance were attached to this criterion, 

"critical" being the dominant adjective. Only in ten percent 

of the decisions was it unimportant, while in six percent of 

the cases market potential had not made any difference. 

Surplus  Capital or Physical AssetS Available 
, to  the  Canadian Firm 	 • 

This question was interpreted in most cases as 

having funds available for investment in Canada or elsewhere. 

The majority of the respondents (83%) viewed this as an 

important criterion fortheir investment decisions; the stress 

was on the adjective "important!' rather than "critical" or . 

"v.ery important". In ten percent of the situations surplus 

capital was not j.mportant, and in seven percent the availability 

of surplus capital did not influence the decision to inve3t 

abroad. 
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5) Developing an Existing Export Market 

For a majority of the respondent firms (56%), the 

further development of a market area currently serviced by 

exports from Canada was a very important reason for making 

the decision to manufacture abroad. Almost one half of these 

executives attached critical importance to this criterion. 

However, ten percent of the respondents felt that, although 

considered, export displacement had no influence on their 

decision to invest abroad whilè in 34% of the cases this 

criterion was either unimportant or not even considered. ' 

Thus while export displacement.appeared to be an  impor-

tant determinant for many Canadian firms, so too was the fact 

that they may have been- producing a 1-Ion-exportab 1e product in 
• . 

Canada. The latter applies particularly to the service and 

extractive industries and to some manufacturing firms whose 

products could not pè exported because of prohibitive trans-

portation costs, impert restrictions or other reasons. 

• • 
6) Using Patents and/or . .Know-How  

Whether the answerconderned actual patents, , 

involving protection of secrecy of the product,or the firm's 

manufacturing processes and technology, two thirds of the firms .  

questioned saw prime_ importance in using their technology .' 

themelves rather than sharing their know-how. Thus 

Canadian firms preferred direct investment abroad over licensing 

or the sale of tecimology by a wide margin, the reasons being 
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7) Managerial FacilitieS Available  

The availability of management personnel within the 

firm was usually an important s factor in the foreign investment 

decision process in that sixty-eight percent of the Canadian 

sample described it as such. Yet it was apparently not a 

critical factor since,more than half said it was important 

but not critical or ver important. Only in eleven percent of 

the cases was the issue described as unimportant. The remainder 

stated that the availability of management personnel, although 

considered, did not influence the decision to invest. 

Higher Return on InVestment 

Higher expected return on capital invested abroad 

relative to returns on Canadian operations was viewed as one 

of the most important factors influencing a firm's decision 

to locate abroad, with seventy percent of the answers stressing 

various degrees of importance. In 23% of the cases higher 

prbspective returns did not affect the decision either waYI 

and a mere seven percent attached no importance to higher 

- 20 

mainly financial and legal. Most firms were- not satisfied 

with the lower returns associated with licensing or the 

sale of technology, they were also aware of the difficulties 

and costs asso'Ciated with enforcing the agreements and defending 

patents successfully. 
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profitability. Some of these latter were natural resource 

firms which felt that going abroad was a matter of survival 

rather than higher profitability. Others were firms whose 

foreign inves.tments were2  parts of package deals whereby the

•  Canadian parent firm was acquired together with its domestic • 

and foreign subsidiaries. 

9) Ready-made Opportunity 

Almost two thirds of, the respondents viewed this 

criterion -- with all its various interpretations -- as being 

highly important, while eighteen percent attached no importance 

to it. The remainder felt that it did not influence their  • 

foreign investment decision. The respondent firms discussed 
- 

ready-made opportunities such as an offer made by a prospective 

partner, the discovery of a commerciallyfeasible mineral 

deposit or oil field,or the award of an important contract. 

In some cases such an opportunity consisted of an incentive 

by the prospective host government or a disincentive created 

by the Federal Government in Ottawa. Thus  • these answers 

overlap 	somewhat with the answers to other questions. 

10) Preference or Experience of (a) Senior  
Executive.(s)  

, 
Sixty-One percent- of the respondents stressed that 

this was an important factor in deciding upon investment 

abroad, while eighteen percent felt thàt this issue was unim-

portant in their cases. The remaining twenty-one percent 

stated that the consideration of this factor did not influence 

• 	• 
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their decision making process either way. The most common 

preferences.or experiences of the senior executives who • 

replied to this question included specific knowledge of 

Certain foreign markets, education and international.travels. 

In some cases proficiency in the host country's language or 

ethnic origins accentuated these preferences and influenced 

the decision making to some extent.. In other cases, especially 

in the mining and oil industries, such experiences consisted 

merely of the knowledge of certain geological formations. (Thus 

the nickel industry had been aware of the existence of 

latente  deposits located almost exclusively in developing 

countries like the Dominion Republic,'GUatemala, and Indonesia.) 

11) .The Availability of Local Physical Assets  

This factor in part overlapped with the'qUestion 

On.Ready-made Opportunity whieh meant the mere' possibility of 

. setting up manufacturing facilities. This question did, however, 

go a step further, because it Covered situations where local 

manufacturing faCilities, 'plants and equipment,'land, established 

ore bodies and oil reserves were already available . .for lease 

or purchase, or Where an existing local enterpriSe wàS available 

for purchase or participation. The answers to this:question 

were relatively inconclusive. Slightly over fifty percent of 

the respondents attached some importance to this factor, while 

forty percent felt that this issu2. was unimportant. :The 

remainder, although having considered it, felt that,  this  criterion 

' 	• 
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And not influence :their decision. 

12) Availability of Local Management  

Depite the fact that the largest single group of 

respondents (29%) stated that this factor did not influence 

their decision, fifty-four percent of the respondents overall 

felt that the availability of local management personnel was 

important, though by no means critical. The remaining seventeen 

percent attached no importance. to this issue. It is likely 

the'refore that initially the availability of local managers may 

not be of prime importance. Most Canadian firms however are 

quite concerned about,obtaining some form of local iden:tity 

and being recognized as - good corporate citizens of the host 

countries. The general pattern emerges that after Canadians 

have established the local operation, local personnel are 

trained and are eventUally given managerial responsibilities 

with considerable degrees of autonomy. Thus at later stages 

the availability of local management personnel becomes more 

important than at the initial decision-making stages. 

13) Matching Competitors  

Despite the fact that the largest single group of 

respondents (28%) felt this factor did not influence the 
- 

deCision to invest abroad, and that it was unimportant to a 

further twenty percent, fifty-two percent of the overall 



. 	
• 

• 

. 	
. 	

• 
• • 	- 24 - 

responses attached various degrees of importance to the issue. 

In some cases the foreign investment decision was even made 

. in order to prevent potential foreign competitors from estab-

lishing themselves and eventually entering the Canadian firms' 

markets. In some other situations the Canadian firm bought • 

existing foreign companies that competed with the firm.in 

Canada and in foreign markets. 

14) Future Protection of 'an Existing Market  

Answers to this question were inconclusive; forty-

three percent of the respondents stated that this factor, though 

considered, did not influence their decision. Thirty-four 

percent felt that thrs issue was important, while the'temaining 

•23% stressed that future market protection was not an important 

consideration. 

15) Availability of Local or International Capital  

Forty-one percent of the overall responses attached 

various degrees c •f importance to this factor, while thirty-

eight percent felt that this issue was not important to their 

foreign investment decision. The balance (21%) considered 

this problem, but it did not influence their decision-making ,  

•process either way. As will be explained in more detail 
- 

below, many Canadian firms, particularly the large corporations, 

; 
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had no difficulties in gaining access to international Money 

and capital markets. Several of the medium-size and;  maller 

companies were restrained by a lack of competent management 

personnel rather  th  an by laCk of capital. Access-to local or 

. international capital resources nevertheless appeared to be 

somewhat important to the majority of the respondent firms. 

16) Lower Cost Conditions  

Somewhat surprisingly, the responses to this 

question were also rather inconclusive. Approximately forty-7 

seven percent . of the respondents stated.that possible lower 

cost conditions did not influence their decisions, while 	: 

twenty-eight percent felt that'this issuelvas unimportant. 

In only twenty-four percent of the cases were lower manufacturing 

cost an important factor. Many  exécutives  stressed that :ower 

production costs were not a prime consideration. -The mar? 	• 

important issue was  to gain access to certain markets - for 

instance the European Economic Communityor the U.S. - 

- ensuring growth in sales. Many firms hoped that their increased 

international expesure through groWth in. sales would be 

accompanied by growth in profits. In the case of the natural 

resource industries theluere existence of commercially feasible 

mineral deposits or oil fields was a more. important  incentive 

th.:In possibly lower production costs. 
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17) Overcoming Tariff or Quota Barriers  

This factor Was rated as being relatively unib-

portant in apiiroximately fifty-three percent of the situations,. 

 while thirty-six percent of the respondents felt that the 
. 	. 

issue was important. The remaining eleven peréent ci5nïdered 

tariff or quota barriers, but their decision to invest in the 

individual countries was not affected.by  these considerations. 

Rather than tariffs or quotas, other official and inofficial 

barriers to imports from Canada were cited as having been more 

important. Among these were: "Buy American" policies encouraging 

Canadian firms to adopt a local identity throuigh the establish-

ment of local manufacturing or assembly operations, EXIPMANK 

restrictions requiring a certain amount of U.S. content; red 

tape in the form of required specifications or modifications, 

customs classification policies (particularly in the U.S. and . 

the B.E.C.) Foreign : exchange controls imposed by the local 

governments were also more important than tariffs and quotas. 

In addition, as mentioned above, prohibitive transportation 

costs applicable to the products in question also played a 

greater role in the decision making process in the cases of 

several firms than did tariffs and quotas. 

18) Obtaining Raw Materials Or Components  

This criterion was viewed as being unimportant 

by the majority of the firms (69%), while some twenty-one 

. percent felt that this was an important issue. The balance 
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0 

of the firms (),0%) stressed that this factor_did not sway 

their decisions either way. These results were chiefly due 

to the fact that Canada is endowed with ample raw material 

resources. The firms that considered this issue to be critical 

were chiefly members of the natural resource industries 

• • 
(mining and petroeum), in particular  the nickel indùstry which. 

was aware og the passing of Canada's monopoly in this mineral 

and was paying increased attention to the large laterite 

deposits located in developing countries. 

19) Host Government Incentives  

In only • fifteen percent of the cases in question 

_did local government incentives play an important role in 

influencing the investment decision, while 75% of the sample 

felt that such incentives had no direct bearing on the 

investment decision itself. Other factors, such as market 

potential, profitability, risk,had a greater degree of influence 

on the decision making process. Local government incentives, 

although welcomed in most càses, were merely incidental. 	This 

was particularly true in developing countries, where such 

incentives could disappear overnight; thus "firms should not 

base their decisions too strongly on such incentives", as one 

executive explained. 

• 
. 	. 

• 
• 

• 
• • 

• 

. 	 .. 	 • . 
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20) • Canadian Government Incentives 

• Only two percent of the sample indicated that 

incentives or encouragements given by the Federal Government 

in Ottawa had much .influence on the firms' decisions to locate 

abroad. Ninety-eight percent saw no influence whatsoever in 

Canadian government incentives. Some firms even saw an

•  inverse relationship whereby a lack of,or elimination of,. 

incentives at home stifled future growth and forced them to 

establish foreign operations. Canadian oil firms channelled 

•virtually all their foreign exploration programmes through 

U.S. subsidiaries because of advantages enjoyed in depletion 

allowances and other -Eax incentives in the U.S. Some mlning 

companies also saw better returns abroad because of the recent 

Canadian income tax reforms which abolished some of the tax 

advantages enjoyed earlier by those firms. Generally corporate 

executives felt that the Federal Government should created a 

more favourable environment for the formation of multi-national 

firms in Canada.  • • 

Under its guidelines issued in 1968 pertaining to 

foreign investments by individuals, industrial corporations 

and financial institutions, the Federal Government has dis- 

couraged rather than encouraged overseas investments by Canadians, 

the U.S. being explicitly excluded from these guidelines. The 
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extent to which these guidelines were enforced by the 

. Department of »Industry, Trade and Commerce or by  the:  Depa.rt-

ment of Finance was not clear from the responses in this 

survey. There wereconsiderable subjective comments and 

complaints but little specific detailed evidence either . way. 

21) • Integrating Control of Global Operations  

This criterion was also unimportant within the 

overall decision making process.  • Eighty-two percent of these 

respondents attached no importance to integration. One firm 

• viewed this factor as being somewhat important, and the balance 

perceived no real influence either way. 

22) Other Criteria  • 

• 
In addition' to the criteria explicitly introduced 

many executives namecLsome other factors whichthey stated were 

of importance for their firms decisions to invest oUtside 

.Canada. Twenty  percent  of the'firms tfit supplied such supple-

mentary comments'felt the main incentiva was the existence of 

mineral depositsabroad, mainly ore bodies. and oil_wells. A 

further sixteen percent anticipated better groWth abroad or 

cOnsidered that the large market potential of the European 	. 

Economic Çommunity could not be ignored. ,Five -percent of the 

respondents stressed that establishing a local ddentity eased 
- 

entrance into the particular - market; this was particularly true_ 
.V 

for firms which established sUbsidiaries in the United States. 

A further five percent were approached,by  local  governments 



•.• 

- 30 - 

requesting their participation, and in five percent ofthe _ 

caseb foreign military Contracts necessitated local- Mantiacttire. 

The remaining comments touched on a variety of other factors. 

cl  • Search and Survey of Foreign Investment  . 
Opportunities  : 

' 1) Informal ContaCts.Abroad  

The most important sources of information • concerning•

various local situations were the parent firms' own executives 

who were familiar with the local scene (30%) and local contacts 

(28%). When measured according to relative importance, the 

executives' familiarity with the local environments was generally 

viewed as very important or important, whereas local contacts 

were generally considered to be critical or very important. 

One third of the executives replying to the question 

on local contacts supplied further information on the kind of 

local contacts used: Twenty-seven percent of these latter 

firms obtained preliminary information from local agents and 

distributors of their products, a further twenty-seven percent 

were approached by prospective.partners, and twenty percent 

were informed by local export customers. The remainder of 

the local contacts was distributed among local banks, local 

governments, associated firms and even family relatives of 

thg chief executive. 



- 31 - 

. 	 _ _ 	. 
.Additional important sources of informationwere moni7 

.tbring the.operations of.the.firms' competitors (eleven perdent) 

and  host country government'dontacts (14%). Canadiangovernment.; 

.  contacts,  although UtiliZed in nine:percent of the cases', were 

generally viewed as not important; the Èxport Development 	_ 

Corporation was used occasionally and so was the Department of 

Industry, Trade and Commerce. Other contacts in Canada were 

useful in approximately six percent of the cases, but the 	 • 

information obtained from these sources generally had no bearing 

on . the investment decision itself.  • (Canadian customers, 

suppliers and associated firms were the specific contacts 

within this category.) Finally,  information  from competitors 

was rarely obtained -'in only three percent of the cases - and 

such information was not even considered in making the foreign 

investment decision. 

2) Surveys  

' 	Canadian firms generally tended . ..to .  be.self-teliant 

when surveying particular investment opportunities. .Fifty-six 

percent of the respondents had undertaken prior surveys of 

the particular countries through their own staff, and in eighteen 

percent of the cases wider international surveys were undertaken 

by company personnel. Unsolicited information was quite 

important in 24% of the situations; of these latter the 

majority of sources were private (80%), and the remainder 

constituted information received via the Canadian  •or host 
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country governmentà. 

- Generally, the sUrveys undertaken :were of short ' 

duration, usually less than one year. In some cases, however, 

surveys undertaken by the mining industry, consisting of 

exploration, engineering and feasibility studies and the 

development of pilot plants, had extended over many years, 

before a positive decision was' made: 

In the majority of the individual situations, once the 

surveys had been completed, the decision whether or not to 

invest usually followed almost immediately. In exceptional 

cases, again involving natural resource industries, the decision 

sometimes took longer because of lengthy negotiations concerning 

financing, marketing,  e11  c.quity participation .andother 

items. 

d) Risk 

Preliminary fesults in this subject area are based 

chieflyuponanswers received to a number of more subjective 

questions asked during the personal interviews. The replies 

to thope questions overlapped somewhat and most firms essen-

tially gave one answer covering several questions. Of the 

total answers received the following percentages of respondents 

had considered these various aspects of risk: 
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Political situation: . 	30% 

Commercial risk: 	24% 

Currency convertibility: 	11% 

Market penetration: 	. 	8% 

Economic stability: 	6% 

The remaining answers were. scattered o,ver a wide  range. of 

more specific aspects of risk. 

• Generally, Canadian firms did not employ :sophisticated 

models to resolve politiCal  aspects of risk. "Gut feel" . , 

"Seat-of-the-Pants" and other expressions of.largely subjective 

évaluations of political risk were  the main "teehniciges".. Ônly 

one firm was currentlir in contact with a group of professors' 

and graduate students at the Harvard Business School who Were 

working on the development of a model dealing with politial• 

risks and their evaluation,. • 

A mùqh greater degree of sophistication, however, was . 

 displayed by the various firms when evaluating the Much more 

easily quantifiable coMmercial and currency risk aspects. 

Only thirty-nine:responses were receiveçLto-the.question on 

specific criteriaconsidered when dealingwith risk. The 

more important factors were as follows: 

• . • 
Return on investment:.. 	23% 

• Payback: 	. 	15% 

Small capital investment:_ 	10% 

•Competent local partners 	8% 
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Metal grades of the mineral 
deposits 	 8% 

' 	The remaining responses were widely distributed.covering 

various other criteria. 

When asked whether the firms had established definite 
• 

threshold levels for the above criteria, fifty percent of the 

. 	respondents stated that the levels applied to foreign operations 

Nerenot different from those applied to domestic activities. 

Eleven percent of the exécutives  stressed the need to be 

flexible by judging each situation on its own merits. A 

further eleven percent required a higher return on investment 

from a foreign operatibn in order to compensate them for the 

higher risk incurred. This last group of executives did not 

specify the profit margins required, but it appeared that the 

firms demanded merely "higher" margins without having established 

quantitative criterie. Seven percent preferred partnerships 

with local residents, because such a policy was believed to 

minimize political risk; specific policies on equity percentages 

were not disclosed, however. Only thirteen percent of the 

respondent firms had established definite, clear-cut policies 

concerning acceptable levels of risk. Some firms demanded a 

definite level of profitability which mi‘ght be expressed either 
: 

in profit margin or return on invested capital. A few firms 
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.had established policies concerning the percentage of their 

overall assets they were prepared to employ,abroad or the  • 

portion of revenues they wanted to derive from outside Canada. 

' Some firms had established guidelines on how much of the equity 

in the foreign subsidiaries they would be willing to  turnover  

to local partners. A few natural resource firms tried to apply 

predetermined discount rates when making Discounted Cash Flow 

calculations. 

Generally, Canadian firms were quite conscious of the 

political risks attached to foreign investment opportunities. 

Most firms would not invest in South America generally, Chile, 

Peru and other South American countries specifically. Three 

firmswere not overly concerned about political risks abroad; 

this lack of concern was expressed through the following 

remarks: "We go anywhere in the world where an opportunity 

arises", or: "We carl!t do anything about political risk 

anyway, so wè neglect this aspect entirely", and: "the only 

country where we were ever expropriated is Canada, so why 

should we Worry about risks in foreign countries". The latter 

(firms)  • were mining or other natural resource companies. For 

various reasons several firms would not invest in some 

European countries or in the United States. Four firms were 

not willing to invest anywhere  • else. Two firms would not 	- 

consider "the majority" of foreign countries for investment 

countries. 
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e) Opportunity Costs  

' Most firms did look at relative Opportunity , CoStsof: . 

 r.fOreigh and domeStic investMent prospects in one way-Or. 	- 

.'. - another  (66%), but they.did not aPpear to f apply'any clearly- 
. 
_ defined medels for such analyses. :Thirty7four percent of the 

T • 

firms did not compare opportunity costs,or only considered 

them occasionally. 

The majority of the respondents (79 9~ ) viewed relative 

opportunity costs as important factors, even when they them-

selves did not attempt the specific calculations. The remaining 

O  twenty-one percent attached no importance to such comparisons. 

"".;- 

• 
f) Negotiation and • Financing 

1) Availability and Cost of Capital 

- 	A, large  majority of the. respondents. (66%) stated 

that lack of investMent capital dicLnot prevent their fir4-.s. 

from investing in foreigncountries- Some of these firms, as 

mentioned above,- stressed . that lack of management personnel 

or lack of opportunities might have been a more important 

impediment in some situation than lack of funds. The remainder 

of the firms questioned felt that lack of capital either was 

(or still is) a major factor (22%), or that insufficient funds 

had been a restraining influence upon their investment 

decisions in specific cases (12%). 
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A majority of the respondents (58%) attached no real 

importance to relative costs of obtaining funds in Canada or 

abroad for capital investments in foreign countries. The 

remainder (42%)stated that such costs were important within 

the framework of their foreign investment decision making 

process. Of these latter,thirty-five percent attached mdnor 

importance to this factor, eighteen percent felt that it was 

a very important issue, while twenty-one percent perceived it 

to be critical. 

Most firms stressed, however, that, although the cost 

of capital was important, the really important issue was the 

availability rather than the cost of investment funds. 

2) Sources . of FinanCing  

Canadian firms generally tended to finance their 

foreign ventures out :of  Canadian capital resources which were 

either internal funds (49%) or other Canadian funds (18%). 

Local or international financing was also quite important, 

representing approximately thixty percent of the investments. 

Of these latter the majority of funds was obtained from private 

sources (90%), and the remaining ten percent were partly . 

. 	financed by local governments. Local or international finan- 

cing was generally obtained for large projects. The firms 

using these sources were usually either large corporations 
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• • 
which enjoyed  •a relatively easy'àccess to international 

capital and money markets, or smaller firms that entered 

into joint ventures or obtained debt financing through local 

government agencies. The medium-size firms generally financed • 

their foreign subsidiaries - which on average were fairly  • 

small - through'the use of retained earnings or by higher 

utilization of the parent company's debt capacity (i.e.. 

increase in leverage). In a few cases, Canadian firms entered 

into consortium ventures consisting of partners of various 

nationalities. In other instances customers located in third 

countries (mainly Japan),as well as the host governments, 

supplied some of the investment funds and in return obtained 

equity or debt instruments of the operation. 

VI. PARENT CONTROL OVER FOREIGN SUBSIDIARIES  

Analyzing the.Canadian parent firms' equity oWnership 

in their foreign subsidiaries, we found that the'majority  of 

the respondent . firMs C.(55%) maintained-wholly-owned'subsidiaries 

abroad. Most of the executives, however, would  not . explicitly 

state that 100% ownership was a definite policy of their • - 

company, in fact they'expressed their- willingness to: enter 

into joint ventures - preferably maintaining majority.ewhership 7. 

with local partners. 	 -• . 	, 	• 	' 

A:further sixteen percent of the foreign subsidiaries 

werecontrolled by their Canadian parents who owned more than 

•fifty .  percent of the shares. In twenty percent of the .caseS. 

.• 	• 
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• 
the Canadian parent firms were minority shareholders in the  • . 

foreign ventures, and nine percent of the • respondents maintained 

50/50 joint ventures. 

In most cases the remaining shares of the foreign 

subsidiaries were held by local inàividuals, corporations and 

governments. As 'mentioned above, in some cases a portion of 

the share capital was held by third-country nationals, notably 

residents of the U.S. and Japan. Consortia with partners of 

various nationalities, including host country interests, were 

quite common in the larger ventures undertaken by the mining 

and petroleum industries. • uch less frequent were cases in 

which two or more Canadian firms pooled their interests in 

foreign ventures. 

VII. PRODUCT LIFE CYCLE  

Responses to. this section were rather sketchy and they 

generally lacked quantitative figures. 'Ite majority of exe-

cutives stressed that their products were rather unsophisticated 

and were not originally invented or developed in Canada.  • What 

the individual firms engaged in was  •further refinement and 

sophistication of either the products or the manufacturing 

processes. A few firms did invent or develop certain products 

(e.g. Arborite, combine harvesters)other developed process 

technology; (i.e. Canadian nickel mining and refining firms 

arc world leaders'in nickel technol6gy). 

11 .  
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' To arrive at some results, however sketchy, the time 

lag between initial manufacture. of the product in Canada and 

first exPort sales was calculated. This time lag ranged from 

"zero" to twenty years for the tw'enty-nine responses, resulting 

in an overall average of approximately. four and one-half years. 	. 

Taking the time lag between initial export sales and the 

commencement of manufacturing operations abroad, the results  • 

showed an average lag of approximately four and one-half to 

five years for the twenty-two cases. Two firms with unusually 

large  time lags of forty-five and one hundred years respectively 

were excluded from this analysis in order to avoid an unnecessary 

bias. 

Whore applicable, (for nineteen respondents), the time 

lag between the start of local  production and exports:from 
• , 

that country to third countries was analyzed,  and  the:results 

showed that, on average, export business with third countries 

started almoSt immediately,with the average time lag having 

been less than one year. It must, however, be stressed that 

the above results have to be interpreted with a great deal 

of care, because the evidence indicated that generally Canadian 

industry does not invent a great deal of new and revolutionary 

products, and that a large amount of new technology used by 

Canadian firms originates outside Canada. • 

The above statement can be confirfluad to some extent by 

analyzing the indlt vidual firms' research and develoPMent. 
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expenditu'res as will be done in the'next section of this 
ée 

preliminary report. •  

. RESEARCH AND.DEVELORMENT AND LICENSING  

• › 	 L 	 - .- 	 . 	. 	. 	. 	. 	. . 	 , 
-Research and DeVelopment'Spending byCanadian Firms  

• , 

average . the respondent firms,spent approximately 

two percent of their revenues on Research and Developmeht'in 

Canada. This amount, however, includes.FederalGovernment' 

research grants obtained by some.of the firms Allowing for. 

these public .contributions the above figuré would be.between . 

 1.6%-1.8% of sales. . Generally l exploration .  outlays of natural 

resource firms were treated as Research and Development 

expenditures, because executives of these firms felt that 

exploration was a forM of R & D. However,two of these cases 

whose exploration expenditures were exceptionally high (twenty-

two percent and fifty percent of revenues respectively) were 

excluded. The largest single group of respondents reported 

spending less than one percent of total sales on R & D in 

* Canada. 

Outside Canada the respondent firms spent approximately 

2/3% of their total revenues on research and developmeht; 	. 

(exploration expenditures of the mining and oil  industries 

included). In a few cases, the respondents conducted their 

entire'R & D outside Canada, particularly in the U.S. The 
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i) licensing. a -foreign•manufacturerf 

yes : •  26% 

no . : - 50% 

N/A : 24% • 

The answers were summarized as follows: 

42 - 

majority of the. respondents (67%) did not•conduct research 

• and develOpMent outside Canada. 

• b) Licensing 	• 

• 
• . In order to obtain some informatiôn  on theidéterminantd- 

of licensing,as compared with investment in foreign manufacturing, 

firms were asked specifically whether a steadily . rising level 

of export sales alone was likely to encourage them to 

consider: 

i) licensing a foreign manufacturer 

or ii) direct investment in Manufacturing. 

direct invéStment in manufacturing: 

yes : 	56% 

no 	20% 

N/A 	24% 

- 
Thus Canadian firms generally appeared not to favour licensing 

- 
foreign or domestic firms. Although some of the information 

in this section has not yet been evaluated, the main reasons 
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for this generally negative attitude were: 

1) fear of possible legal problems, such as 

difficulties in defending patents against 

infringements or enforcing the license agree- 

ments. 

. 2) unsatisfactory returns. 

3) the firms' products or .ctivities were not 

sufficiently sophisticated making licensing 

impossible. 

IX. CONCLUDING COMMENT. 

This interim report has merely presented some of the 

information obtained during the first stage of the study in 

'simple summary form. While the report.has been prepared,another 

four firms in Ontario and four in B.C. have been interviewed. 

This data is being.added to the results shown here and the . 

whole is being put on file for computer analysis. 	, 

The most interesting results will come from further 

analysis using cross tabulations and correlations of the 

refined and detailed information which is broadly summarized 

here.  • After this analysis it will be possible to interprc?.t 

our Canadian results more explicitly in terms of both theory 

and the current situation in Canada. 

In the second stage of the'study„we shall be 

conducting  interviews  with European and Japanese'firffis to 

form a basis for comparison and evaluationof:the nature and 
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deterininants Of foreign trade and investment decisions in.  

different countries. The ultimate objective is to provide 

useful models for Canadian companies to build upon and to 

improve their perforrna.nce in international operations. 
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