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FOREIGN TRADE AND INVESTMENT DLCISIONS.

OF CANADIAN COMPANIES

‘.I, INTRODUCTION

Durlng the spring of 1972 +he Department of Industry,:
Trade and Commerce of the Federal Government of Canada commis~ -
sioned the Faculty ofACommerce and Business Admlnlstrat;on at
the UniverSity of British Cclumbia, Vancouver, B. CQ, to under-
take a study of Forelgn Trade and Investment Dec151ons of
Canadian firms. This study will ultlmately compare the
international inve stment dec1sloﬁ proces es of Canad;an firms
with those of Duropean, Japanese and U.S. 'firms; with tbe
objectlve of maklng some Lseful pxedlctlons concernlng future
developments and.Canadian successes relative to international
ccmpetitcrs; | |

The study is being carried cut by Dr. J;W.CQ Tomlinson,.

Associate Professor (International Business), and Hans~-Joachim

HimmelsbachJ

II. SELECTION Or. A SAMPLE

Preliminary Rasearch

For the purpose of obtaining a list.of Canadian firms
that have subsidiaries outsidz Canada, several sources of infor-

mation were used. 2s a starting point firms were selected

1

- X 3 ..
from the Canadian Trade Index (1972), published annually by

the Canadian Manufacturers' Association. The Canadian Trade
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Index, however, 1istsjmanufacturin
fq_obfain a broader repreéentatibn
Fiﬁanciéi Post Survéy of Industria
Poét-éﬁfvey of Mines were used as
inforﬁation from whiéh a list df f

industries was obtained. Financia

%

g’fifms thy,“éo in order
.bf‘Canadian inéuétry, the
1s (1972).andrthé“FinancialA
suppiementary sourCes79f~f'
irms in the sepvide and mihefal

1 institutions were excluded

from the sample, because their international investment -

decision processes are based upon
from those of industrial corporati
financial institutions would have

untypically.

The firms selected from the

had to meet the following critéria
a) The individual firm had
- in financial terms, in

‘more than fifty percent

common -share equity had

of Canada, énd

b) The firm had to maintai
facturing facilitics5 o
minority interests outs
"forecign investmentg""é
offices abrba& were not

for the purpcse of this

criteria which are_differéht
ons.. Thus the inclusion of

tended to bias_thé‘findings.'

above sources of information

in order to be eligibie;'

- to be Canadian-controlled
most cases this meant that )
of the firm's outstanding'

to be held by residents

n.physical‘assets;(manu—
f~at least subéténtial

ide C;-madé° ;Firms whose
6ﬁﬁis£ed merely of sales
jcoﬁsidcred*foibe eligible

study.
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é- Number of Firms Selected.and Regional Breakdown
: A total of 147 firms were approached located in the
E - following regiops of Canada: . ‘ .V.;
: : Quebec = 57 B
” o Ontario . 83 ‘ ,
| - Manitoba 3.
; ‘ -~ Alberta 4
% 147
: Sixty-five firms participated, and interviews concerning their
g_ foreign investment experiences wére completed. Information
. concerning eleven firms (eight from Québec, 2 in Ontario and
%' . one Manitoba firm) was not included as they did not satisfy
Lo 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
; N Alberta - 4. ’
j . . R '.A. - 54 .\
A nunber 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’Nowfoundland.wére not

interviewed because of geographical distances and time constraints

faced by the rescarchers.
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'%his preliminary report does not include inforﬁgtién
from firms that are still being.intépviewed’ih B;itishzcélumbia.
Adding the latter and taking inﬁo aécoun£ %ome'additional‘
interviews~thét-are to be dpne in,Onﬁario, the overall saméle
of Canadian firms covered by‘this‘étudy will amount to

approximately sixty-five.

An’ extensive qﬁesfionna%ré was prepared but was not
mailed to individuai firms, bgcause,‘based.on_previous experi_
ence in similar studies, a poor.partiéipation‘rate and a
poor qua}ity of reséonsés.would have Seen expectea; This expec-—

’ C e

tation was also verifigd in this particular study, since
corpbrate executives generally.commentéd'unfavourably‘cn the
nethod of meiling questiénnaires,l instead.top execﬁtives of
the indiﬁidpal firms were interviewed persdnally} while the
questionnairé was used as a guidé and framewbrk withip vhich
the intervigws ygre'condudted;~'Informati6h vas SOUght‘on‘éix
major SUb—headihgé of the overall projecﬁ. These major areas-
were: |
I. General Classification and Description,
II. ﬁxpofting and'Expofté,' |

III. The Product Life Cycle Hypbt:ésisf

- IV. Rescarch and Levelopnent, Licensing,
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V. The Fofeign Investment Decision, and

VI. . Organization, Control and Evaluation,v

ITI. GENERAL .CHARACTERISTICS OF THE RESPONDENT PIRMSVih

a) Classification by Industry

The respondent firms were classified into'the"fdllqwing

NINE major industrial categoriess::-

'EXHIBIT 1
. : ‘ N L , .Percentagé ,
Industry “No. of Firms foffSamplg:

1) Food and Beverage§ - .5 -9.0%
2) Lumber, Pulp, Newspfiht;and_Paper . 3 | 5.5%
3) Primary Metalsﬁand Metal'ﬁabriqationﬂ lOv. 18.5%
4) Machinery | | 9 | .17.0%
5)° ‘Electrical and Electronics 4 7.0%
6) Petroleum and CballProducté A 3 505% 
7)  Chemicals - 2 4.0%
8) .Miscellaneous Manufaéturing - | 9 17.0%
9) Trade, Services and U£ilities C- 9 ‘17;0%_

‘b)H:Ownefship and‘Contréi of the‘Cénadién Pafént~rirm;

1) Form of Ownershin

‘The sample includca‘ciéhtcen.public corporatiohs -

whose common equity was widely held (33.1/3% of the sample)
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and twenty one, (39%) where it was closely held._ Fourteen firms

(26%) were prlvately owned, while one was temporarlly owned

by the Government of Canada.

2) Degree of Canadian Ownership

enty firms were wholly~owned by Canadlan residents
(379), in an addltlonal thlrty one flrms a. majorlty of the common
equlty-(?SOs) was owned by resldents of Canada. 'F1fty~percent
of one firm's common'share caﬁital_was»owned_byvéanadians (2%),
while residents of éanada held minority stock positions'in an
addltlonal two flrms (49) | Although they dld not exactly meet |
the crlLerla established for the purpose of thlS study, these

latter firms were not e}lmlnated from the sample as -effective

 control appeared to be in Canadian hands. .-

_3) Degree of Control -

Offthe samhle of fifty—fourkfirms, fifty—three
stated that the control over their de0151on maklng processes
rested in Canada.i The Canadlan management of two of these
firms appeared to have control over de0151ons desplte the fact.
that Canadian shareholdcrs held mlnorlty p051tlons,
this was posslble, because the common shares
were widely held amoné seyeral.thouSands»of shareholders.‘41nv
theAcase_of one firm control seemed tovreSt»in a_foreién.eountry.

A large minority share was owned by several membexs of a
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forelgn famlly, thCh appeared to glve them effectlve control

. over management dec1smons, since. the majorlty of thlS flrm s

- common equlty was widely held by re51dents of Canada. Desplte '

this fact it was dec1ded not to ellmlnate this flrm from the
sample, at least during the early stages‘of analysisysince

it met the flnan01al deflnltlon of ownershlp and control

 adopted for the purpose of thlS study._‘

'¢c) Size Classificaﬁion

l) 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) FOREIGNIOPERATIC

Size . Total Assets Revenues EBT Total Assets »Reyenues
< $lm o3 3 o l4* 12 . 13
$1lm<x<$5m 8 10 .10 .9 17
$5m<xX<$25m 7 10 14 -7 10 -
$25m<x<$100m - 12 -13 - 3 5 3
$100m<x<$250m 5 .6 2 2 3
$250m<x 10 ' 8 0 5 S 4.

W iy g R

* includes firms operating at losses; three domestically
and four abroad. : : : ‘

Generally, with some individual exceptions, Canadian firms have

employed a relatively minor portion of their'overall assets abroad,
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and revenues derived from foreign affiliatéS’havg‘beehA .
similarly restricted when,comparéd wiﬁh tdtai revenues.
Preliminéry estimaﬁes éhpw that on average the firms ihter- -
#iéwed ﬁaintainéd approximétely 27% of théir total assets
oﬁtéidé Canada; fbreign revenueg accognted for 26% of'total'_
reveﬁues, whilé.foreign}pre—tax earnings represented aéproxi—

métely_zs% of total-earnings before taxes. Variances around‘

these averages were very large within the sample; however.

2) Number of Employeesi

When firms in the sample were groupéd~according

to number of total émployees, the following results were

obtained: . R
. EXHIBIT 3
No.of Employees Domestic Operations | Foreign Operations Operatior
' ' ' NO. OF FIRMS ‘
NIL -0 -1 0
- 0-100 6 19 3.
100-500 16 15 14
500-1,000 7 5 10
1,000-2,500 8 4 7
2,500~5,000 7 2 4
5,000-10,000 3 2 3
10,000-25,000 4 1 7
over 25,000 2 2 5
N/A 1 3 1
el ‘
/:),..S

..

As expected, in a majority of cases, the respondent firms cmpleyed

-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 ahalysis of thesei"'m'.

prellmlnary findings, partlcularly cross= tabulatlon of the
aggregate results presented above, w111 clarlfy thlS feature

further.

3) Number of Product Lines

There were some problems in determlnlng relatlve
numbers of product lines, a major one being the dlfflculty of

def1n;ng)exp11c1tly~what constituted. a product 11ner1n

individual situations. Where such difficulties arose, parti-

cularly 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 the results
obtalned so far 1s that the number of product 11ues malntalned
for domestlc and export busmness was 1arger than the number of
product 11nes of fered by the flrms forelgn subsldlarles.
This'was expected to be the situation but in seuerai cases
forelgn activities were dlfferent from. domestlc and export
bu51ness, and dcflnltlve comparlsons will have to take into
account such dlfforences° Such adjustrcnts w111 be made throucn

further analy51s by cross- taoulatlon of the prellmlnar) data ,L;

.obtained.
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- d) Competitors and Suppliers of the'ReSpdndeht Firms -

1) .Competition

The ﬁain competitors OE:Canadian‘fifms iﬂ.3l_percént
of the cases were other(Canadiah firms, many of which wefe
subSidiaxies of foreign ¢otporatiohs,‘ Many Canadian:égmpaniés
(29%) ais§ faced vigorous coﬁpetitiqﬁ from U.S;‘firhé.'prproxi-f
mately twelve pércent of ﬁﬁe_fespbnding:firms'.produété_werein’
competing‘with goods made wiéhin the Eurbpean E¢onoﬁic Communityﬁ
while six percent of the companies in quéstion'had_wprld~wide
cbmpetitops. The remaining :éspondentsyﬁére éompefin§‘with ‘

_firms located in various countries. -
2) ‘suppliers
i) Domestic Production:

For thé‘ﬁéjority (52%)~of pfoduct'lines‘the‘Suppliexsh.
for the‘domestié productiqn 6f the{requnde@t firms were oﬁhe; '
Caﬁadian compaﬁiés, ofithe indiyidﬁal fifms;‘own-raﬁ materialg
resources (e.g. mineréi-and fgresf»pfodﬁét firméf}' In tﬁenty4
three percent of the caées, the main suppliers wére~located“
in-thg Unitcd Statés}.nine percent in Cermany,vand the.remaindef

of the firms vere supplied from various countries. -

R

‘ii) Foreign Production:.

' Twenty-seven percent of the supplies used for

foreign production originated in Canada, while twenty~eight
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percent of the flrms were supplled from the U.s. The majority

- of these U.S. cases were actually ClaSSlfled as "local"

‘nsuppllers to the U.S. subsidiaries. . The :emalnlng forelgn

subsidiaries were supplled locally within the host countries.

" e) Geographlcal Dlstrlbutlon of Forelqn Investments

. of Canadian Tirms o I B

The flfty four Canadian firms covered 'S0 far had Elgd
foreign afflllates, the majorlty of whlch were- located in
developed countries. The dlstrlbutlon by geographlcal areas .
was as follows: A

EXHIBIT 4

8 : ]

Geographical Distribution of Foreign Subsidiaries

Area - No. of Subsidiaries Percent of Total
U.S. ) ' o 89 . - ' S 28%

E.E.C. Co 55 o 18%

U.K. : N o - 50 S * : 16%

Other Europe ' - 13 4%

Africa . 17T, 5%
" Australasia . 21 ' 7%

Asia : . 16 - 5%

Latin America : ' 33 11%

Other America o - 18 C 6%

Further refinement of the above distribution showed that :-en:

ﬁirms (19%) had foreign invostmonts'in the U.S. only; a furthcr'

twenty-five (465) had invested exclusively in developed
countries including the United States, while only'nineteen

companies (35%) had affiliates in dovc’oolng countrlon, (even

e rre v
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these comoanles were not exclusxvely in 1ess developed
countrlec) Most of the firms surveyed malntalned subs1d1ar1es'
in one or two dlfferent foreign countrles as shown below-

_ EXHIBIT 5

No. of Different Countries. Where In?estments afengqated_

NO. - No, of Parent Firms o § of Total
1 .13 o 2480
2 : 15 . S 28%
© 3 8 .15%
4 A 7 13%
5 ' 2 48
6 3 65 -
7 ) 3 ) 6% . |
11 : - Et ‘23 ‘
16 1 2%
31 1 2%

Deteiled breakdowns of'financial-figﬁfes were readily

made avallable for apprO\lmately twenty- five percent of the

total value of foreign 1nvestmonts of the samolc flrms

(“ﬁ(70m
$2744m

was employed in the U.S. ($61lm),with England, the European

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

Ecohomie Community and Latin America following in order of

importance. Companies that did not supply detailed geOgraphical

breakdowns of the valucs of their various foreign investnients
revealed only toLnl figures “aach agcrccatod $1,357 million.

Thus the sampile Covered by this survey represented apprO\delel/
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sixty percent of total foreign investmentAby*Canadiannindus—
trial firms (estimated~at $4, 660‘million) The above frgureg
excluded some large flrms, and some smaller; rostly prlvate
'companles which refused to breakdown domestlc and forelgn
assets,. There were also some conpanles with 51zeable forelgn
investments whlchvthls-survey did notfcover; wh;le some
additional firms are yet to be vlsited: and their data wlll
be<incorporated‘at‘a’later stage. On the’basis of our infor;
mation it appearsfthat Canadlan*owned firms are reeponsible
for’approximately ninety percentAof total foreign investmente
by Canadian~baeed ccrporations. There is also sOmejindication_'
that Canadian investment within:the Ehrcpean‘Economic Community .
is at least equalllné,‘lr not surpa551ng, thc tradltlonally
: large Canadian 1nvestment in England, 1n numbers as well as in
1mportance° Canadian flrms are 1ncrea51ngly looklng ‘at N
in&estment opportunities in the various member.countries-of
the European Economic Community. As the_United Kingdom‘is'_
now a nmmber of the E.E.C., the growth of Canadian 1nvestment _
in that country seems 11ke1y to accelerate further, 81nce,'
like earlier U.S. investors abroad,‘many Canadian firms v1ewf
England as an ideal brldgehead for’access to therlarge European‘
market.,  This is due in particular'to the absence |
of language prObleme and_eigniflcant cultural diﬁferences‘A:v
between Canada and Grcat Britainy |
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. IV. STAGES OF FOREIGN INVESTMENT

> Prellmlnary flndlngs in this sectlon of the survey are
- basod malnly on two questlons of the questlonnalre, these ques—'
tions were des1gned to determine the hlstorlcal stages of, -
business act1VLty whlch preceded the 1nd1v1dual decxslons to-
- commence assembly or full manufacturlng operatlons abroad.

The largest SLngle group of respondents (33 l/3b) had
skipped an exporting stage entlrely and lnvested in the host
_COQntxies in qﬁestion without havihg had prior exporting experi-
ence. This high percentage Was largely due to the fact that a
falr number of flrms within the sample were elther produ01ng |
‘non- exportable Droducts (becauqe of - nroh:hltnve tarlffs,
tranSportatlon.costs and;other restrlctions) or_serV1ces,fbr
were companies which had expanded abroad tﬁfoﬁgh eéqﬁisitionsf
There were also some_natural-resoﬁrce based fifms; ﬁafticula?ly
in the extractive inaustries; Qhose capital investments in
certain countries were not fuhctions of prior ex§Qrts to those
countries°

A fufther large group of firms (ﬁé%)iﬁerely exported
thelr products to certaln countrles, uslng local 1ndcpcndﬁqt
dlStrlbULOIS, prlor to Pa}lng the decision to Jnvcst in minu—A
facturlng,‘plocosslng ox.assembly fac11;t1es. E

In twenty individual cascs (l4%f‘thc firms-investcdviﬁ

sources of raw matcerials abroad; most of the production of thosa
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-sub51d1ar1es was then eyported to thlrd countrles. _ .

Only elght perccnt of the 1nd1v1dual 1nvostments covered

progressed throuuh a conblnatlon of stages whereby the firm first -

~exported to a host country using local independent dlstrlbutor

then established a 1ocal sales office and finally set up assembly:

and full- scale manufacturlng operatlons 1n the country. -The

remaining 1nvestments e?amlned were scattered among a varlety

of other combinations of stagesoi - _ -

A prellmlnary evaluatlon was also carrled out c0ncern1ng
expected trends in export sales,vroyaltles, fees and other
1ncome derived from abroad, rr the 1qvestments 1n_questlon ‘had
QQEAbeen made° Geherallj’the;responses were that "other
'foreign income ", (usually neanlng proflts) was eventually

higher because of the investments made (41% of the 1nd1v1dual

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 1nvestments\

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 becen undertaken: these'

were situations in which the foreign ventures were, or still

arc, losing pFOPOaltJOWH
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| In six percent of the answers recelved it was stated
that royaltles ‘would have been lower,'whlle flVE percent of the
.s1tuatlons revealed that royaltles were unchanged, i.e: non-
'ex1stent. In none of the cases would royaltles ‘have been_

hlgher,-

V. ~THE FOREIGN INVESTMENT DECISION -

'a) Importance of Foreign Operations and Profitability

- When asked about’ the degree of 1mportance attached to
their flrms 1nternatlonal operatlons vis a vis comoetltors,
~ the overwhelmlng majority of the respondlng executlves (81%)'
felt that their 1nternat1onal operatlnns were 1mnortant, andA
only nlneteen percent saw no real 1mportance of the forelgn
subsidiaries relative to the overall performance of the flrms.

Relative profitability of foreign vs..domestlc operations

was not clear-cut. :Forty percent of the firms had foreién_
subsidiaries which were more profitable than their domestic
_business, while 36% of the foreign operations were lessdproﬁitable-

or even incurred losses. Four percent of the respondents

stated that there was no dlfference in- profltablllty between
Canaolan and foreign operations. In some cases, 16% of the_
sample, the performance of foreign suoslalarles ‘could not be .
dlrectly cempared with domestlc operatlons; bncause the flrms

were engacged in different business activities out31de Canada.
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by Crlterla Aopllcd When Maklnq the Vorelqn Investment
Decision : : .

\
»This section attempted to‘aeseSS tne reiativedimportance”
of various Criteria'whicn’are commonly_considered‘byicompanies
considering investment abroad...In.th;s preliminary‘report we
simpiy describe briefly:the general nature of the firné' reeponees

when questioned on the validity of each'specific'factor.

1) Attractlve new marhet potentlal abroad or rela— -

tlve saturation of the Canadlan market by the firms' products
were viewed as being hlghly lmportant crlterla for the flrms'
d°0151ons to locate abroad in 84s of the 51tuatlons covered
Varlous deqrees of 1mportance were attached to thls crlterlon,
"eritical® belng the domlnant adjectlve.‘ Only in ten percentr
of the decxslons was it unlmoortant, while in six percent of
the cases market potential ‘had not made” any difference.

2) Surplus Caoltal or ths1cal Assets Avallable
-to the Canadlan rirm . :

This question was interpreted«in most casesvas
having funds ayailable for investment in Canada or elsewhere.
The majority of.tne-reSDondentsd(Sdﬁ) viewed this ae'an:
mportant crlterlon forthelr 1nvcstaent doc151ona, the st eee
was on the adjective "1mportant" rather than "crltlcal" or ..
"very important". In ‘ten pcrant 01 the 51Luatlons surp]u°
capital was not'important, and in. seven percent the aVﬁlllblllLv
of.surplus capitai did not lnflucnce the dec151on‘to invest

abroad. .
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5) -Developing an Existing Export Market

| For a majorlty of the: respondent flrms (56%), ther
further development of a market area currently servrced by
exnorts from Canada was a very 1mportant reason for makrng
the decrsron to manufacture abroad. Almost one half of these
executrves attached crltlcal rmportance to thls crrterron.
However, ten percent of the respondents felt that, although
oonsrdered, export dlsplacement had no lnfluence on therr
decision to invest abroad whlle in 34 of the cases this

crrterlon was erther unlmportant or. not even consrdered

Thus while export dlsplacement:appearedrto be an lmpor—

Atant determlnant for many Canadran frrms, s0 too was the fact

that they may have been producrng a non eyportable product in
Canada.  The latter applles partlcularly to the servrce and A

extractive lndustrles and to some manufacturlng.flrms whose

'productS'could not be exported because. of prohibitive trans-

portation costs, import restrictions or other reasons.

6) Using Patents and/or  Know-How

Whether the.ahswericoncerned actual patents,
involving protoctlon of secrocy of the product,or the flrm s
manufacturlng processes and technologv, two thrds of the flrms
queftloncd saw prime Jmportance in using their tochnology\ '
themselves rathor than sharlng thorr know—how. Thus
Canadlan firms prefor:od dlroct 1nvcstmcnt abroad over. llconslnu
or-the sale of technology,byva wide margln, the reasons being
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mainly financial and legal. Most firms were7not satisfied
with the 1ower returns assoCiated with 1icen51ng or the
sale of technology, they were also aware of the difficultlesA

and costs aSSOCiated with enforCing the agreements and defendinq

patents successfully*

7) Managerial Facilities Available

The availability of manacement personnel Wlthln the
firm was. usually an . important 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 imoortant
but not critical or-very imoortant./ Only in elevenvpercent of
the cases was the issue described as unimportant | The remainder
stated that the availability of management personnel although

conSidered, did not.influencevthe decision to invest.

8) 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.u.
prospective returns did not affect_the'decision either'way,\

and a mere seven percent attached no importance to higher
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.prefitability.‘ Some of these latter were natural resource

:firmsjwhich felt that geing abroad was a matter of survival

rather than higher profltablllty chers were firms whoSe
foreign 1nvestments were. parts of package deals whereby ‘the
Canadlan parent firm was acqulred tOgether w1th its domestlc

and forelgn sub31d1ar1es

9)  Ready-made Opportunity -

Almost two thirds of the respondents:viewed_this

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

highly 1mportant, while elghteen percent attached no 1mportance‘

to it. The remalnder felt that it dld not influence thelr
foreién 1nvestment decision. The respondent flrmqu;sqgseed
teady;madeﬁepportanities such - as an effer made by aiprospeEtfpe
partner,‘theydiscovery of a commerciallyfeasible mineral
deposit or oil field,or the award kaan important eontraet.
Invsome casee such an 6pportunitycbhsi$ted 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 Experlence of (a) Senior
Executive(s) .

R

Sixty-one percent of the respondents stressed that
this was an important factor in deciding upon investment
abroad, while eighteen*percent felt that this issue was unim-

portant in their cases. The remaining twenty-onec percent

stated that the eonsiderationaof this factor did not influcnce
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"thelr dec1510n making procees elther way.: The most common‘
preferences or experlenccs of theé senior executlves who )
replied to this questlon included SpelelC knowledge of

certain foreign markets, educatlon and - 1nternatlonal travels."
In some cases proficiency in the host country s language_or.
ethnic originsfaccentuated'these‘preferences and;influencedpw
the decision making to some extentt "In other cases;\especially
in the mining and oil industries, such experiences con51sted

. merely of the knowledge of certaln geological formatlons. (Thus
the nickel 1ndustry had been aware of the ex1stence of | |

laterite de0051ts 1ocated almost exclu51ve1y in developlng

countries like the Dominion Republic,” Guatemala, and Indone51a )

11) The Availability of Local Physical Assets

This factor in‘part overlapped.w1th the questlon
on. Ready made Opportunity which meant the mere pos ibility of
- setting up manufacturlng fac111ties._ Thls questlon dld however,
go a step further, because it covered 51tuations where local
manufacturlng faCillties, plants and equlpment, land,iestabllshed
ore_bodies and oil reserves were already available‘for'lease
or purchase, or where an-existing local enterpriee'was available :
for purchase or participation. :The_answers to‘this;question
were relatively inconclusive. -Slightlyvover fifty percent oﬁ"
the respondents attached some importance to.thislfactor,vwhile
forty percent felt that this issuz was: unimoortant._;The

remainder, although hav1ng COHSldOrLd it, felt that thlS critclion
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‘did not influence their decision.

12) . Availability of LocalpManagement

Desplte the fact that the 1argest 51ngle group of .
respondents (29%) stated that this factor d1d not 1nf1uence : ~
their decision, flfty—four percent of the respondents overall
felt'that the avallabll;ty}of local managementppersonnel was

important, . though by no means critical. The remaining seventeen

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

therefore that initially'the availabiiity.of'local managers may.

notvbe of prime importance. Most Canadian firms'however are

qulte concerned about obtalnlng some form of 1ocal 1dent1ty

~and being recognlaed as’ good corporate cltlzens of the host

countrles,- The general pattern emaerges that after Canadlans
have eetablisheddtne_locai-operatiOn,‘10cal personnel are
trainedvand are eventUaiingiven managerial responsibilitiee_
with considerable;degrees‘of autonomy{ Thus atdlater etages
the availabilitfvof local_management personnei becomes more

important than at the initial decision-making stages.

13) HMatching 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, fiftyetwo percentvof.the overall
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~resp0nses attached varlous degrees of 1mportance to the issue.

-In some cases the forelgn 1nvestment decxslon was even made

in order to prevent potentlal forelgn competltors from estab—«

llshlng themselves and eventually enterlng the Canadlan flrms"

_markets. In some other situations the Canadlan flrm bought

exlstlng forelgn companies that competed w1th the flrm in

Canada and in foreign markets.

14) Future Protection of ‘an Existing Market

Answers to thls questlon were 1nconc1us1Ve, forty-

three percent of the respondents stated that thls factor, though

: considered, did not 1nfluence thelr dec1smon. Thlrty—four

.23% stressed that future market protectlon was not an important

percent felt that this 1ssue was 1mportaﬂt, Wullc the 'remaining

consideration.

'15) Availability of Tocal or International Capital

Forty—onevpercent of the overall responses attached

varlous degrees of 1mportance to thlS factor, whlle thlrty~ ‘3, |
eight percent felt that this issue was. not lmportant to their
f01e1gn 1nvestmcnt decision. The balance (21%) consmdercd

this problem, but it did not influence their dec;51on—mak1ng$

process either way. As will be explained in more detail

below, many Canadian firms, paxrticularly the large corporations,
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had no dlfflcultles in galnlng access to 1nternatlona1 money :

and capital markets. Several of the medlum-sizc and’ smallcr

companies were restrained by a lack of competent“management

personnel rather than by lack of capltal ‘Access-to local or

. 1nternatlona1 capltal resources nevertheless appeared to be

somewhat 1mportant to the majorlty of the respondent flrms.

16) TILower Cost Conditions

Somewhat surprisingly,‘the responses'to'this.

question were also rather inconclusive. Approximetely forty-

 seven percent of the respondents stated that possible lower

cost conditions did not influence_their decisions,‘While_‘
tWenty—eiqht-oercent‘felt that’this.issue‘was'unimportant.

In only twenty four percent of the caseS‘werelower manufactullng
cost an important factor. Many executlves stressed that Lower.
production costs were not a prime consideration. -The more‘ |
important issue-was to gaﬁn access to certain markets - for
instance the European Economic Community. or the U.S. -

ensuring growth in sales. Many firms hoped that their increased

international txposure through growth in sales would be

'accompanled by growth in proflts. In the case of the natural .

resource industries the .mere existence of commercially feasible
mineral deposits or oil fields was a more,important'inoentive

than possibly lower production costs.

" - - : > -y AT
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17) Overcoming Tariff or Quota Barriers

This factor was rated as being relatively unim-
portant in approximately fifty three percent of the Situations,

while thirty Six percent of the respondents felt that the h»f

issue was important ;~The remaining eleven percent conSidered’
‘tariff or quota barriers, but their dec151on to 1nvest in: the

:1ndiVidual countries was not affected by these conSideratlons.

Rather than tariffs or quotas, other official and inoff1c1al

barriers to imports from canada were cited as havlng been more

important. Among these were: "Buy American" policies encouraging
Canadian firms to adopt a local 1dentity through the establish-
ment of local nanufacturing or assembly operations, EXIMBANK
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 E,E;C,)3 Foreién:exchange controls inposed by the local
governﬁents were,also'horevimportant than’tariffs and quotas. d
In addition, as mentioned above, prohibitive transoortation
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-onc

percent felt that this was an important issue. The balance
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" of the firms (10%) stressed that this factor;did‘not'sway

their decisions either Way These results'wcre’chiefly dueu

o the fact that Canada is endowed w1th amnle raw materlal

.Yesources. The flrms that consmdered thls 1ssue to be chtlcal

were chlefly members of the natural resource 1ndustr1es
(mining and petroleum), in partlcular.the_nlckel industry which-
was aware of the passing of Canada's monopoly in this'mineralr.

and was paying increased attention to the‘large:lateritef

. deposits located in developing countries.

19) Host Government.Incentives

- In only,fifteen percent of'the cases in guestion

I F . -
.did local government incentives. play an 1mport nt-role in.

influencing the investment de01510n,'whlle 75%Aof'the sample.

felt that such incentives had no direct bearing on the

~investment decision itself. Other factors, such as market

potential, profitabiiity, risk,had a greater_degree ef influence'
on the decisionvmaking process. Local government ineentives,
although welcomea'in most cases,vwere merelynincidental;\ Tﬁié.
was particularlY'trne in:developing countries, where such

1ncent1vos COuld dlsapnear overnlght, thus "firms,vheuid not
basc Lhclr dc30151onc too stronglv on such 1nc~nt1ves“ asione

exccutive explalncd.
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20) * Canadian Government Incentives

Only two percent of the sample 1nd1cated that

jlncentlves or encouragements given by the Federal Government

in Ottawa had much lnfluence on the- flrms' decisions to locate
abroad. Nlnety~e1ght percent saw no lnfluence whatsoever 1n

Canadian government 1ncent1ves. Some flrms even saw an

“inverse relatlonshlp whereby a lack of, or ellmlnatlon of,”

incentives at home stifled future growth and forced them to

establish foreign operations. Canadiansoil-firms channelled

_virtually all their foreign exploration programmes through

U.S. subs1d1ar1es because of advantages enjoyed in depletlon A

allowances and other tax lncentlves in the U S. SOme mlnlng

companles also saw better returns abroad ‘because: of the recent

Canadian income tax reforms~which abolished‘some of the tax
advantages enjoyed earller by those flrms. Generally corporate»
executives felt that the Federal Government should created a
more favourable.enVLrOnment for the formation of‘multl-natlonal
firms in Canada. |

Under its guldellnes 1ssued in 1968 pertalnlng to
forelgn investments by 1nd1v1duals, ndustrlal.corporatlons

and flnanc1al 1nst1tut10ns, 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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tent to which these guidelines were‘enforced by the. -

. .Department of Industry, Trade and Commerce or by the Depart-

ment of Finance was not clear from the responses in this

survey. Themawerecons1derab1e subjectlveccomments and

- complaints but 1ittle‘specific-detailed‘evidence-either'wanf

>

_21) "Integrating Control of Globa110perations
" This criterion was also_unimportant;within'the
overall decision making process. Eightyftwofpercent of these

respondents attached no importarice to integration.: One firm

- viewed this factor as being somewhat importanthana the balance"

perceived no real influence either way.

.522) Other Criteria
In addition to the'criteria explicitly‘introduced
many executives named some other factors whlch they stated were

of importance for their flrms' dec181ons to 1nvest outs1de

-Canadao Twenty percent of the firms that suoolled such supple—.>

-mentaxy comments felt the maln 1ncent1ve was the ewlstence of

mlneral depos1ts -abroad, malnly ore bodles ‘and 011 vells.UA1
furthcr sixteen percent ant1c1patcd better growth abroad or
con31dered that the large market ootentlal of the European
Economic Communlty could not be 1gnorcd Five pnrcent of thejvi
respondents'strcs ed that establlshlng a local ldentlty ‘eased
entrance 1nLo the pnltlcular mar}et thlS vas partlcularly trne

for firms whlch Ccs abllshcd sub 1dlarlcs in the Unltcd States. -

A further five perccnt were approachcd by local gov rnments




- 30 -

¢ : K
requestlng their partlclpatlon, and 1n fch percent of the

cases forexgn mllltary contracts necessxtated 1oca1 manufacture.

The rcmalnlng comments touched on. a varxety of other factors.“'

c). - Search and Survey of Forelgn Investment
Opportunities :

- 1) Informel Contacts,Abroed o

- The most 1mportant sources of 1nformat10n concernlng

various local s1tuat10ns were the parent 'flrms own executlves

‘who were familiar w1th the 1oca1 scene (30e) and 1ocal contacts,
'(285)- When measured accordlng to relatlve 1mportance,»thef |
executlves famlllarlty with the 1ocal enV1ronments was' generally
-viewed as very lmportant or 1mpo ntl hereas lOcal conta

- were generally con51dered to be crltlcal or very 1mportant._'

One thlrd of the executlves replylng to the questlon
on\local contacts supplled further 1nformatlon on the krnd_of'
local contacts used. ‘Twenty—seven_percent'of'theserletter'
firms obtained preliminary information‘from iocal aéents.end7

dlstrlbutors of thelr products, a further twenty seven percent

»were approached by prospectlve partncrs, and twenty percent‘

were informed by local. e\port customers.' The«remalnder of

the local contacts was distributed among local ban}s, 1ocal

- governments, associated frrms and even famlly rclatlvcs of

the chicf executive.

s a M) VAR A S EYAY W, (5 VT T TR ol I 0 W RN T S e - Rt NP TR IS, S E Ty

Tt s 4o



- 3] -

Addltlonal 1mportant sources of lnformatlon were monl-
‘torlng the operatlons of. the firms' comoetltors (eleven percent)
‘and host country government contacts (14%) Canadlan government.r
contacts, altbough utlllzed in nine. percent of the cases;.were
'generally vweqed as not 1mportant the Export Development_.!f
Corporatlon was used occa51onally and so was the Department of
Industry, Trade and Commerce.- Other contacts ln Canada.were‘
useful in approx1nately six percent of the cases, but ther |
information. obtained from these sources generally had no bearlngf
-on the 1nvestm nt declslon ltself (Canadlan custoners,
.'suppllers and assoc1ated flrms were the spec1f1c contacts N
within this category.) Flnally,lnformatlon fromﬂcompetltors

‘was rarelv obtained —'innonly three percent of the:cases‘— and -
._such 1nformatlon was not even considered in maklng the f01e1gn

1nvestwent dec1s1on. Lo

2) _Surveys“f

Canadian fdrms generally‘tendedfto;bedself-reiiant .
when surveyinélparticular'investment opportnnities. -Fiftyesix‘;
percenttof the respondents had'undertaken prior.surVeys of |
the particular countries throughvtheiriown;staff} and in_eighteen
percent of theicases widerxr international surveys”were undertaken_
by company personnel. Unsollc1ted 1nformatlon was qulte
important in 24% of_the‘51tuatlons; of these latter the_
majority of sources were private (80%), and‘the_remalnder

constituted information received via the Canadian or host
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country governments.~

Generally, the surveys undertaken were of short

duratlon, usually less than one year. In some cases, however,:

~surveys undertaken by the mining 1ndustry, con81st1ng of

»,exploratlon, englneerlng and feas1b111ty studles and the

development of pilot plants, had extended over manyﬁyears,»
before a positive decision was' made. |

In the majority'of the individual situations, once~the.

: surveys had been completed,,the dec1s1on whether or not to

. invest usually followed almost 1mmed1ately. In exceptlonal -

cases, again 1nvolv1ng natural resource 1ndustr1es, the dec1s1on

sometlmes took longer because of lengthy negotlatlons concernlng_f

financing, marketing, "1ocal equity nartacapatlon.and_other
items,
-d) Risk

Prellmlnary results in thls subject area ‘are based

chleflytgnnanswers received to a. number of more subjectlve

'questlons asked durlng the personal 1nterv1ews. .The replles

to those questlons overlappod someuhat and most flrms esscn—_j
tially gave one answer-coverlng'several_questlons.3 Of the"
total_answers received the following percentages of .respondents .

had considered these various aspects of risk:
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Political situation: -: 308
Commercial‘riSki A 243
Currencydconvertibility:3 : 112
Market penetration:' o » 8%
Economic stability: d 6%

The remaining'answers wereﬁscattered‘over:a'wide ranée_of;pm
more spec1f1c aspects of risk. _ |

Generally, Canadlan firms 4id not employ SOphlstlcated
models to resolve pOlltlcal aspects of rlsk. ."Gut_feelf, |
"Seat—of-the—Pants" and other express10ns of. large1Y‘subjective
‘evaluatlons of polltlcal ‘risk were the main "technlques".'.dnly
one firm was currentlv in contact w1th a group of professors ”
and graduate students at the Harvard Bus1ness School who werea-
worklng on the development of a model deallng w1th polltlcal
risks and theirdevaluatron- | | "

A much greater degree of sophistication,“ﬁowever} Was7
dlsplayed by the various firms’ when evaluatlng the much more
easily quantlflable commercial and currency rlsk aspects.

Only thlrty-nlne;responses,were received:to.the~question on -
'specific criteria considered when dealingewith“risk. jTﬁe4
.more important factors were as'fo;lomss* | |

.

Return on investment: 23%
bt o Payback: : . 15%
Smallfcapital investment: 10%

- Competent local partners . 8%




A

various other criteria.
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Growth . o - f'at.'

Metal grades of the mlneral o
deposits ' o . 8%

. The remaining responses were widely distributed,covering '

.

When asked whether the. flrms had establlshed deflnlte '
threshold levels for the above crlterla, flfty percent of the
respondents stated that the levels applled to forelgn Operatlons

wenanot dlfferent from those applled to dOmestlc act1v1t1es.

?Eleven percent of the executlves stressed~the’need to be

4flex1ble by judglng each 31tuatlon on 1ts own merlts.,_A .5
further eleven pelcent requlred a hlgher return on lnvestment

from a forelgn ooeratlon in ‘order to compensate them - for the

hlgher rlsk 1ncurred. ThlS 1ast group of executlves dld not

specify the proflt marglns requlred but lt appeared that the
firms demanded merely “hlgher“ marglns w1thout hav1ng establlshed
quantltatlve crlterla. Seven percent preferred partnershlps

with local r°51dents, because such a pollcy was belleved to

_ mlnlmlze polltlcal~rlsk; specific p011C1es on equlty percentages

were not disclosed, hoWeyer. - Only thirteen percent of_the'
respondent firms had'established defihite, clear:cut,pollcles,
concerning acceptable 1eyels of risk; Some firms'demanded a
definite level of;profitahility thch might be‘expressed either

in profit maxrgin or;returh on investedecapital. A few firms
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‘had establlshed pollcles concernlng the percentage of thelr

- overall assets they were prepared. to employ,abroad or the

portlon of revenues they wanted to derlve from out51de Canada..

~ Some flrms_had establ;shed_guldellnes‘onﬂhow~much of«the eqnlry

in the foreign subeidiarieS~they would‘be willing td turn~over ‘“"

to loeal'partners.\ A few natural resource firms trled to apply

Vpredetermlned dlscount ‘rates when maklng Dlscounted Cash Flow :

calculatlons. :
. .

Generally, Canadian flrms were qu1te conscmous of the

‘polltlcal risks attached to forelgn 1nvestment opportunltles.

. Most firms would. not 1nvest in South Amerlca genelally, Chlle,

Peru and other Sonth Amermcan countrles-spe01f1cally,_ Three;

L]

firms were not overly concerned about pdliticalrrisks'abroad;y

this lack of concern was expressed.throngh the fbllb&ing“h
remarksk' "We go anywhere 1n the world where an opportunlty.---
arises“,;or: "We can t do anythlng about polltlcal rlsk
anyway, SO we neglect this aspect.enrlrely"; and:.?the only

country where we"were ever ekpropriated'is:Canada;~eo.why

-should we worry about rlsks in forelgn countries". The latter.L

(firms) were mining or other natural resource companlcs.- For
various reasons several firms would not 1nveetrrn some f‘
Euronean countries or in rhe United'States;ﬂ‘qur-firme were_h
not willing to inveet anywhere-elc Two firms would not
congrderv"the majorlty" of foreign countrlos for 1nvcstmcnt
purposes, and fonr firms excludod most or all«of the developrng

V-

countrics.
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e) Opportunity Costs

Most firms'did look at relativé‘opportnnityfcoSts of
iftorelcn and domestlc 1nvestment prospects 1n one way or |
.>another (669), but they dld not appear to. apply any clearly—

defined models for such analyses. ~Thlrty—four percent of the
flrms dld not compare opportunlty costs,or only cons1dered |
them occaslonally._ ‘ | S |

The - majorlty of the respondents (79 ) v1ewed relatlve.

opportunlty costs as 1mportant factors, even when they them—.

'<selves dld not - attempt the SpelelC calculatlons._ The remalnlng:

~twenty one percent attached no 1mportance to such comparlsons.a

: . , - _
f) Nego l.tiOP and Flnahc1ng

1) -Availability and Costjof Capital -

A large majorlty of the. respondents (661) stated

that lack of 1nvestment capltal did : not prevent thelr flrns

from 1nvest1ng in forelgnﬁcountrles., Some of these flrms, as
mentloned ahove;fstressed'that lack of-management'personncl*

or lack of opportunltles mlght have been a more 1mportant
'1mped1ment in some situation. than lack of funds._ The remalndcr_
of the flrms ouestloncd felt that lack of capltal elther was |
(or st;ll is) a major'factor (223 ), or that 1nsuff1c1ent funds
had been a rcstraining influence'upon their’ 1nvestmcnt -

decisions in specific cases (12%).

v
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A majorlty of the respondents (58ﬂ) attached no- real
1mportance to relatlve costs of obtalnlng funds 1n Canada or

abroad for capltal 1nvestments in forelgn countrles.,‘The:’

'remalnder (42%) 'stated that such costs were 1mportant w1th1n -f_"

the framework of thelr forelgn 1nvestment declslon maklng
process. Of these latter,thlrty flve'nercedt attached mlnor
importance to this factor, elghteen percent felt that 1t was
a very 1mportant lssue, whlle twenty one percent percelved it
to be crltlcal .

Most firms stressed, however, that, although the cost

of capltal was 1mportant, the really 1mportant 1ssue was the

~ 2) Sources of Financing

Canadlan firms . generallj tended to flnance thelr_*z
forelgn ventures out .0f Canadlan capltal resources mnlch were"

elther 1nterna1 funds (49 ) or other Canadlan‘runds (18% )

»Local or 1nternatlonal flnanClng was also qulte lmportant,

representmng approxlmately thlrty percent of the 1nvestments.

Of these 1atter the majorlty of funds was. obtalned Ffrom prlvate.
~sources (90%), and the’ remalnlng ten percent Were partly

- financed by local ~governments. Local or 1ntelnatlonalkf1nan~7

c1ng was generally obtalned for 1argo progects. The firms

uslng thc e sources were usually ‘either iarge corporations’

L]
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which;enjoyed-a reiatitelyveasyiaccess_tovinternatronal
capitai and money marPets, or snaller'firms that‘entered‘:
into jOlnt ventures or obtalned debt flnanC1ng throuch ]ocal
government agencmes. The med1um-s1ze flrms generally rlnanced
their foreign subsrdlarles - vhlch on average were falrly .
small - through the use of retalned earnlngs or by hlgner
utlllzatlon of the parent conpany s debt capa01ty (1 e..;
1ncrease in leverage).. In a few cases, Canadlan flrns entered

1nto consortlum ventures COnSlStlng of partners of varlousA3;

natlonalltles. In other 1nstances customers 1ocated 1n thlrd

_countrles (malnly Japan) as well as the host governnents,

supplled some of the 1nvestment’funds and ;n return obtalned :

.- .o . R

equity or debt instruments of the operation.

VI. PARE'\]'I‘ CONTROL OVER FORE"'"‘I SUBQIDIARI“S

Analyzing’theicanadian oarent firms' eqnlty ownersﬁlp
in their forelgn subsmdlarles, we found that the majorlty of
the respondent flrms‘(SS 5) malntalned wholly owned sub51dlar1es
abroad. Most of the exccutlves, however, would not ewp11c1tly
state that 100% owners hlp was a deflnlte pollcy of thelr

company,iln fact they e>p1essed thelr w1lllrgne s to enter

intovjoint vcnturc- —:prefer ably malntalnlng majornty O'nershlp -

with local partners.
~w .+ A further sixtecn percent of the forcign subsidiaries

were .controlled b) their Canadian galonts who o'ned more than »

fifty percent of the shares. In twcnty pcrccnt of Lhe .cases |
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‘the Canadian parent flrms were mlnorlty shareholders in the‘
'forelgn ventures, and nine percent- of the respondents malntalned
- 50/50 ]Olnt ventures. | |
In most cases the remaining: shares of the forelgn

subs1d1ar1es were held by local 1nd1V1duals, comporatlons and
governments. As mentloned above, in some cases a portlon of
the share capital was held by thlrd—country natlonals, notably :
re51dents of the U.S. -and Japan. Consortla 'w1th'partners of
various natlonalltles, 1nclud1ng host country 1nterests, were
qulte common in the larger ventures undertaken by the mlnlng
and petroleum 1ndustr1es,‘ Much less frequent were cases 1n
»which two or more Canadian rlrms pooled their 1nterestsH1n.”

Y

foreign ventures.'

VII. PRODUCT LIFE CYCLE T .

Responses to. thls sectlon were rather shetchy and they : Y
: generally lacked- quantltatlve flgures.‘ The majorlty of exe-

cutlves stressed that thelr products were rather unsophlstlcated

and were not orlglnally 1nvented or developed 1n Canada. ~ What -

the 1nd1v1dual firms engaged in- was further reflnement and
sophlstlcatlon of eltherpthe products-or the manufacturlng"
prooesses..,A few .firms did invent orldevelop‘eertain products!.

(e.g} Arborite, combine harvesters)other developed prooess;
technology; (i.er'éanadian nickel minino_and refiningifirms

are world leaders'in nickel technoldgy).
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To arrive at some'results,'however:sketohy;ﬁthehtime
lag between 1nitial manufacture of the’ product in Canada.and .
first export sales was calculated.f This time lag ranged from'
‘"zero" to twenty years for the twenty—nine responses,-resulting'
in an overall average of approx1mately four and one- half years.,'
Taking the time lag between initial export sales and the‘
commencement of manufacturing operations abroad the results~d'
showed an average lag of" approx1mately four and one- half to.
.five years for the-twenty—two cases. ‘Two firms w1th unusually
large time lags of forty five and ‘one hundred years respectively
“were excluded from this analy515 in order to aVOid an unnecessary
bias. | |
Where dpplicable, (for nineteen respondents) the time L
lag between the start of local production and exports from
‘that country to third countries was analyzed, and theiresults-l
shoWed»that,.on average,~export business with third'countriesc
started almost immediately,With the average time lag haVing
been less than one year. It must however, be stressed that a
the aboye results have to be interpreted‘w1th a great deal
of care, because the’evidenoe 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._ |
- 3 The above statement can- be confirm=d to some extent by‘

analyVing the 1ndlv1dua1 Fiims resecarch and dcvclopment-
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VIITI. ' RESEARCH AND DEVELOPMENT AND LICENSING
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‘expenditures as will be done in the next section of this .’

i
e
i
!

l
i
i
i
(

v a) Research and Development Spendlng by Canadlan Flrms -

On average the respondent flrms spent approx1mate1y

two percent of thelr revenues on Research and Development in

Canada. This anount, however, 1ncludes.Federal»Government'
research grants obtalned by some of the firms. Allowing‘for

these public contrlbutlons the above flgure would be between

. 1.6%-1.8% of sales. Generally,exploratlon Outlays of natural

resource flrms were treated as Research and Development

expendltures, because executlves of these flrms felt that -

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

- whose exploratlon expenditures were exceptlonally hlgh (twenty-.

-two percent and flfty percent of revenues respectlvely) were

excluded The largest 51ngle group of respondents reported_

spending less than one percent of total sales on R & D 1n

‘Canada.

Outside Canada the respondent firms spent approximately
2/3% of their total revenues on research and development;

(exploration expenditures of the mining and oil industries

‘included). 1In a few cases, the‘respondents:conducted:their.

entire R & D outside Canada, particularly in the U.S. The'

[}
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“majority of the respondents (67%) did notﬁconguct"research
‘and development outside Canada. - ot

b) Lioensing

~In order to obtaln some 1nformat10n on the determlnants

of llcen51ng,as compared w1th 1nvestment 1n forelgn manufacturlng,
firms were asked soec1f1cally whether a steadlly r151ng level
of export sales alone was. llkely to encourage them to:-ﬁ

'conslder:

i) 1licensing a foreign manufacturer
or 1ii) direct investment in manufacturing. -
The answers were summarized as follows:

1) 1licensing a foreign manufacturer:

yes : 26%

no. : - 50% '
‘ N/A : 24% - '

HE.

ii)’ direct investment in manufacturing:

yes : 56% ' T
‘no- 208 i
N/A 1;2’4% : S . Sl \'

‘Thus Canadian firms"generally appeared not to favour licensino
foreign or domestié'firms. Although some. of the 1nformat10n

in this sectlon has not yet been evaluatcd the maln reasons
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for th;swgenerally negative attitude were:.

1) fear of pOSSlble legal problems,.such as
dlfflcultles in defendlng patents agalnst
lnfrlngements or enforCLng the llcense agree—h;
ments. |

2) unsatisfactory returns._

3) the firms?‘products_or'activities'were‘notx:

| sufficiently sophisticated'making'lioensingi;

impossible.

IX. CONCLUDING COMMENT

Thisvinterim-report has merely presented some ofithet

information obtained-during the flrst stage of the_study in'.

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

!
' four firms in Gntarlo and four in B C. have been 1nterv1ewed

This data is belng added to the results shown here and the

- whole is belng put on file for computer analy315.ﬂ‘

The most lnterestlng results w111 ‘come from further

analySLs uslng cross tabulatlons and correlatlons of the

refined and detalled 1nformatlon whlch is broadly summarlzed

here. After this analysis lt w111 be poss1ble-to lnterpret

our Canadlan results more exp11c1t1y in terms of both theory
and the current SLtuatlon in Canada.
v In the second stage of the studypzwe shall be

conducting interviews with European and Japanese firms to

form a basis for comparison and evaluation of the nature and
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different countries. The ultimate objéctiVe isftofpfoyide‘~'
useful mddels.for~Cahadian cqmpaniés'to\builafuﬁon{ahd;tb;f

improve -their performance in international operations.




3.

10.

15.

20.

AUTHOR(S) /AUTEUR(S)

UNIVERSITY GRANT PROGRAM RESEARCH REPORTS

RAPPORT DE RECHERCHE SUR LE PROGRAMME DE SUBVENTIONS AUX UNIVERSITES

1.A. Litvak
C.J. Maule

Harold Crookell

M.H.E. Atkinson

R.M. Knight

Blair Little
R.G. Cooper
R.A. More

F. Zabransky
J. Legg

K.R. MacCrimmon
W.T. Stanbury
J. Bassler

James C.T. Mao

J.W.C. Tomlinson

6. Kardos

1.A. Litvak
C.J. Maule

Y. Allaire,
J.M. Toulouse

Carl Prézeau

M.R. Hecht
J.P, Slegel

Blair Little

A.R. Wood
J.R.M. Gordon
R.P. Gillin

S. Globerman

M. James Dunn
Boyd M. Harnden
P. Michael Maher

K.R. MacCrimmon
A. Kwong

1.A. Litvak
C.J. Maule

UNIVERS ITY/UNIVERSITE !

Department of Economics,
Carleton University.

School of Buslnes; Administration,
University of Western Ontario.

Faculty of Graduate Studles,
University of Western Ontario.

School of Business Administration,
University of Western Ontario.

School of Business Administration,

University of Western Ontario.

School of Business Administration,
University of Western Ontario.

Faculty of Commerce and Business
Administration,
University of British Columbia.

Faculty of ‘Commerce and Business
Administration,
University of British Columbia.

Faculty of Commerce and Business
Administration, .
University of British Columbia.

Faculty of Engineering,
Carleton Iiniversity.

Department of Ecoﬁomlcs,
Carleton University.

Faculty of Management Sciences,
University of Ottawa.

Faculté d'administration,
Université de Sherbrooke.

Faculty of Management Studies,
University of Toronto.

School of Business Administration,
University of Western Ontario.

School of Business Administration,
University of Western Ontario.

Faculty of Administrative Studies,
York University.

Faculty of Business Administration
and Commerce,
University of Alberta.

Faculty of Commerce and Business
Administration, :
University of British Columbla.

Department of Economics,
Carleton University.

REPORT TITLE/TITRE DE L'OUVRAGE

Canadlan Entrepreneurship: A
Study of Small Newly Established
Firms, October, 1977.

The Transmission of Technology
Across National Boundaries,
February, 1973.

Factors Discriminating Between
Technological Spin-0ffs and
Research and-Development
Personnel, August, 1972,

A Study of Venture Capital
Financing in Canada, June, 1973.

The Assessment of Markets for the
Development of New Industrial
Products In Canada, December, 1972.

Information and Decision Systems
Model for PAIT Program, October,
1971.

Risk Attitudes of U.S. and
Canadian Top Managers, September,
1973.

Computer Assisted Cash Manage~-
ment in a Technology~-Oriented
Firm, March, 1973.

Foreign Trade and Investment
Decisions of Canadian Companies,
March, 1973.

Case History of Three Innovations:
Webster Mfg. (London) Ltd; Spectrac

Limited, and The Snotruk, 1973.

A Study of Successful Technical
Entrepreneurs in Canada, September,
1972.

Psychological Profile of French=-
Canadian M.B.A. Students:
Consequences for a Selection
Policy, December, 1972. .

The Portfolio Effect in Canadlan
Exports, May, 1973.

A Study of Manufacturing Firms in
Canada: With Special Emphasis on
Small and Medium Sized Firms,
December, 1973.

The Development of New Industrial
Products in Canada. (A Summary
Report of Preliminary Results,
Phase 1) April, 1972,

Comparative Managerial Problems in
Early Versus Later Adoption of

Innovat ive Manufacturing Technologies,

(Six Case Studies), February, 1973.

Tec.hnologlcal Diffusion in
Canadian Manufacturing Industries,
April, 1974.

An Investigation into the Climate
for Technological Innovation in
Canada, May, 1974.

Measures of Risk Taking Propensity,
July, 1972,

Climate for Entrepreneurs: A
Comparative Study, January, 1974,



"J

AUTHOR(S) /AUTEUR(S)

21. J. Robldoux
Gerard Garnler

22. 1. Vertlnsky
K. Hartley

23. Yvan Allaire
J.M. Toulouse

2L, Jean Robidoux

25. Blair tittle

26. Blair Little
R.G. Cooper

27, B8lair tittle

28, J.M.C. Tomlinson
29, Blair Little

30. R.G. Cooper °

31, M.E. Charles
D. MacKay

32. M.R. Hecht

33. 1.A. Litvak
C.J. Maule

34, R.R. Britney
E.F.P. Newson

35. R.F. Morrison
P.J. Halpern

36. J.C.T. Mao_

37. J.M.C. Tomlinson
C.S. Willie

-2 .

UNIVERSITY/UNIVERSITE

Faculte d'administration,
Université de Sherbrooke.

Faculty of Commerce and Business
Administration,
University of British Columbla.

Faculty of Management Sciences,
University of Ottawa.

Faculte d'administration,
Université de Sherbrooke.

School of Business Administration,
University of Western Ontario.

School of Business Administration,

University of Western Ontario.

School of Business Administration,
University of Western Ontario.

Faculty of Commerce and Business

Administration,
Unlversity of British Columbia.

School of Business Administration,
University of Western Ontario.

Faculty of Management,
McGill ‘University.

The C.E.R.C.L. Foundation,
200 College Street,
Toronto, Ontario. M5S 1AL

Faculty of Management Studies,
University of Toronto.

Department of Economics,
Carleton University.

Schuol of Busirass Administration,
University of Western Ontario.

Faculty of Management Studies,
Unlversity of Toronto.

Faculty of Commerce and Business
Administration,
University of Brit!ich Columbia,

Faculty of Commerce and Business
Administration,
Unlversity of British Columbia,

REPORT TITLE/TITRE DE L'OUVRAGE

Factors of Success and Weakness
Affecting Small and Medlum-Sized
Manufacturing Businesses In
Quebec, Particularly those
Businesses using Advanced
Production Techniques, December,

1973.

Facteurs de Succes et Falblesses
des Petlites et Moyennes
Entreprises Manufacturieres au
Québec, Speclalement des
Entreprises Utilisant des
Techniques de Production
Avancees, decembre, -1973.

Project Selection in Monolithic
Organizations, August, 1974,

A Comparative Study of the Values
and Needs of French-Speaking and
English-Speaking M.B.A, Students,
August, 1973, ’

Analytical Study of Significant
Tralts Observed Among a Particular
Group of Inventors in Quebec,
August, 1974.

Etude Analytique de Traits
Significatifs Observes Chez un
Groupe Particular D'Inventeurs
au Québec, Aoiit, 1974,

Risks in New Product Development,
June, 1972,

Marketing Research Expenditures:
A Descriptive Model, November,
1973.

Wrecking Ground for Innovation,.
February, 1973,

Foreign Trade and Investment
Decisions of European Companies,
June, 1974,

The Role of Government in
Assisting New Product Development,
March, 1974,

Why New industrial Products Fail,
January, 1975. ’

Case Studies of Industrial
Innovation in Canada, February,
1975.

- A Study of Manufacturing Firms in

Canada: With Emphasis on
Education of Senior Officers, Types
of Organization and Success, March,

1975.

Policies and Programmes for the
Promotion of Technological
Entrepreneurship in the U.S. anc
U.K.: Perspectives for Canada,
May, 1975. :

The Canadian Production/Operations
Management Environment: An Audit,
April, 1975,

Innovation in Forest Harvesting by
Forest Products Industries, May,

1975,

Venture-Capital Financing for
Technologically-Orlented Firms,
becemter, 1974,

Guide to the Paciflc Riin Trade and

~Econemic Database, September, 1975,



38.
39.
Lo,
- Ly,
-
w

AUTHOR (S) /AUTEUR(S)

D,A. Ondrack

James C,T. Mao

John A, Watson

Gary A, Sheehan
Donald H, Thaln
lan Spencer

UNJVERSITY/UNIVERSITE

Faculty of Management Studies,
University of Toronto.

1

Faculty of Commerce and Buslness
Administration,
Untverstty of British Columbla.

Faculty of Business Administration
and Commerce,
Univers ity of Alberta.

School of Business Administration,
University of Western Ontario.

REPORT TITLE/TITRE DE L 'OUVRAGE

Forelgn Ownership and Technologlcal
Innovation in Canada: A Study of the

"Industrial Machinery Sector of

industry, July, 1975,

Lease Flhancing for Technology=-
Oriented Firms, July 1975,

A Study of Some Variables Relatling
to Technological Innovation in
Canada June, 1975,

The Relationships of Long Range -
Strategic Planning to Firm Size and
to Firm Growth, August, 1975.









