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INTROUDUCTION%

Une of tne most interestiny institutional developments in
tne worla economy during the last decade has been the prolifer-—
ation and rapid growtn of multinational joint ventures of devel-
oping countries (DCMJVs)e This report reviews the experience of
inter-Arab multinational joint ventures (1AMJVS) from the per-
spective of evaluating their shortcomings as well as
accomplishmentse On the basis of this evaluation certain polticy
recommendations are giveny with a view to helping 1AMJVs better
realize their potential advantages Dboth with respect to the
achievement of their economic development and reqgional
co—operation objectivese

Amony the advantages that are usually attributea to DCMJVs

are tneir ability: (a) to reap economies of scale and scope; (b)
to share risks and raise the allocative efficiency of
investment; (c} to stimulate resource mobility and take advan-
tage of resource comglementarity; (d) to take advantage of more
intimate knowledye of the region®s consumers and their prefer—
ences than can be had by transnational corporations (TNCs); (e)
to interalize the bDenefits of learning-by-doiny; () to
co-ordinate the expansion of productive capacities with market
growtn; (g) to facilitate the development of technology that is
more appropriate for the conditions of developing countries; (h)
to avoid any institutional limitations on the growth of firms
that might arise in the case of family firms; {i) to reduce the
cost of transactions among the relevant agents relative both to
markets and to other types of firms; () to be more politically
feasible than alternative forms of economic co-operation among
countries of a given reqion; (k) to achieve food security ana
other secondary yoals; ands (1) to create yrass—-roots pressures
for other and higher forms of co-operation amonq countries of
the regiony thereby ensuring the long-run viability of regional
co-operations even in the face of upheavals in political
relations among countries of the regione

Whereas most of the above expectations of the benefits of
OCMJVs have been derived from studies of the experience in Asia
and Latin Americas the Arab experience has been virtuaily
ignored in the literature on the subjects The virtual neglect
of the Arab experience is surprising and unfortunate in view of
the ftact that in general [AMJVs seem to have proliferated to an
even greater deyree than nave other DCMJVs. At the present time

b

¥ This paper is based on a stuay entitled "Inter-Arab
Joint ventures in Western Asi1a: an analysis of their actual and
potential contributions to development and regional
co-operation”™ (E/cCWA/DPD/B4/12)
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Arab joint wventuresy including both purely inter-Arab multina-
tional joint ventures (MJVs) and those Arab MJVs wnich also
involve other partiess ie.ee Arab international MJuvs {(ALMJVS),y
would appear to number approximately 1,000 and have assets of
something like $40 billione

Despite the various problems that IAMJVs have experienceds,
it 1s precisely because IAMJVs woulu still seem to offer so very
much potential as a means of bringing about a badly needed but-
toms—-upy grass-roots approach to economic development and eco-
nomic co-operation in Western Asia that so much attention is
given to learning as much as possible from their current short-
tomings and experiences

T« DIFFERENCES BETWEEN INTER—-ARAB AND DEVELUPING COUNTRY
MULTINATIONAL JOINT VENTURES: SOME IMPLICATIONS

In comparison with DCMJVs 1n other re2gionsy IAMJVS are: (a)
less concentrated in manufacturing activities; (b) more concen-
trated in banking ana financial services; (c) more of the hola-
ing-company form; (d) especially in terms oOf the share of
capital more likely to be government-owned; ({(e) less likely to
be majority-owned by the host country; (f) less likely to have
dgapted technology in the direction of smaller scale and greater
labour intensity; (g) more likely to have engaged in agricul -
tural activities; angd (h) Jless able to take aavantage of low
cost 1abour and managements

Eventuallys the opportunities for the relatively easy
financial and service sector investments in Western Asia will
diminisn; indeedy there are already signs that such opportu-
Nities are rapidly drying up in several countries of the region.
This will have the effect of making the industrial sector rela-
tively more important in future [AMJV investments than it nas
been to dates Hences eventuallye the pattern of [AMJV invest-
ments 1S likely to resemole more closely those ot the UCMJVs in
Latan America and East As1a than has been the case to dates

>0+ toos the technological advantages and managerial expe-
rience ractors of the mure 1ndustrially experienced countries ot
the region will eventually begin to play a larger role in deci-
sions to ftorm [AMJVS than they have so far. The rapidity anag
degree to whicn these rather predictable changes will be accom-
plished amony countries 1n Western Asia will depends however,
rather critically on thne degyree to which Western Asidns are
actively involveuy 1in management, technoloyy choicey tecnnolog-
ical adaptation ana transfer. The lon,er western Asi1ans remain
1N the Dpackgyround as rather passive financial gpartners in
"turn-key" projects i1n which foreign technicianse enyinears ana
managers make the i1muortant dJdecisions and take advantagye of the
learniny-by-doing oveneftits of experience in investment and pro-
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ductiony the more these achievements are likely to be postponed
to the future.

The more these processes of technological controly adapta-
tions design and managyement pdass 1nto elements of the population
indigenous to the region the more likely it is that the individ-
uals or groups receiving the learniny and experience benefits
will break off to form private ventures of their owns In the
lony runy thereforey a _shitt to a private_sector orientation of

LAMJV__activity _may be expected. This may also be expected to
occur as the importance ot o011 revenues in the financing of
investment declines. This process could also be accelerated by
setting up financial! institutions which ~oula provide long-term
credit on relatively favourable terms to private investors on a

competitive basiSe

ITe SOME ACHIEVEMENTS OF TINTER-ARAB MULTINATIDNAL
JOINT VENTURES

As mentioned aboves [AMIVS have grown in terms of both num-
ber and value of investments more rapidly than DCMJVsS in other
regions of developing countriese Thise in itselfsy is a remark-

able achievemente Both geographically and functionallys more-
overy the scope of I1AMJV 1nvestments and activities has ailso
been most i1mpressivee. 1AMJVs currently operate in all Arab

countries and in virtually all sectors of economic activitys. It
shoulada be noted also that IAMJVs of many different forms -
bilateraly, multilaterals privatey, publice and mixed - have been
successfully 1nitiated.

Some 1AMJVs have been extremely successful in the achieve-
ment of at least some of their objectivase For examples many
IAMJVsy especially those 1n the banking and insurance sSectorsSy
have been very protitables uUtnersy such as the Arab Shipbuild-
ing ana Repair Yara ({ASRY) located in B3ahraine have received
consideraole recognition for the amottiousness and eftectiveness
of their <cwraining programmese The Arab Mining Company, head-
quartered 1n  ammany Jordans can take pride in the fact that it
has managed to undertake several i1mportant projects in the least
developed Arab countriese such 3as vemocratic Yemen, Yemen, “au-

ritanmia and the Suddane. The Arap Investment Companys
headquartered 1n Riyadhy Saudi Arabige can take credit for hav-
ing generated enough project dctivity to justify the

establishment Of regional offices sucn as those in Jordans
Eyypts the Sudan and Tunisiae The Jordanian-5Syrian Industrial
Company nas succeeded in accomplaishing all stages in the devel-
opment ot several important industrial projects in a short
period uf timeas

ihe wvarious Jrganization of Arao Petroleum txporting Coun-
tries (0APEC) companies deserve considerable credit for their
success 1n developing poth tne upstrean and downstream activ-—
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ities from petroleuints thereby substantially dJdecreasing toe
dependence and concentration ot Arab o1l exporting countries on
crude oil exportinge The Arab Petroleum Investment Lorpordtion
(APICURP) has made wvery considerable progress in 1dentifying
petroleum-relatad 1nvestmant opportunities and in developing 4
regional pool of consultancy services for such industrieses

Some of the pank and investmant company [AMJVse such as the
Arab Banking Corporationy, and the Gulf Iaternational Banky have
established themselves among the giants of the industry in the
worlds Several have pioneered 1n bringing to the region new
fainancial instruments, such as certificates of deposit (CDs) and
synadgicated lYoanse and providing the region with new servicessy
such as <credit cardss and 1nterest-bearing demand depos5itSe.
Many have also demonstrated their ability to attract deposits
from other parts of the worlid.

Une [AMJVe tne Inter—-Arab Investment Guarantee Corporationy
represents the first example of a company owneds managyed and
operated by developiny countries tor purposes of providing
insurance against non-commnercial risks on investments in devel-
oping countries on a multilateral basise Moreovery i1t has man-
aged to obtain the participation in the scheme of all Arab
countriess

Several [AMJVs have manayged to commence production of items
that satisfy basic human needse. Examples would include: (a) the
Arap Company for livestock Development (ACJILID) which has initi-
ated dairye sheep Dreeding and raising projectsye poultry and
aquaculture projects in a number of countries; (b)) the Arab Comn-
pany for 0Orug Industries and Medical Appliances (ACOIMA) whach
1s producing various Kinds of medicines for popular consumption;
(c) the giant nultinationaly owned kenana sugar project enyayed
in all facets of the sugar industry in the Sudan; and (d) vari-
ous IAMJV-financed housing projects in Egypty Yemeny Jordany
Morocco and Tunisiade

Thanks 1n part to the seriouses Substantial and tangible
measures taken Dby member countries ot the Gulf Co-operation
Council (GCC)e namelys Bahrain, Kuwaite Omane watars Saudi Ara-
bia anda the Jnited Arab Emiratesy several 1AMJVs in the Gulfy
such as the Gult Patrocnemical industries Company and the Gulf
Aluminum Rolling Mill in 8ahraine have been formed so as to
reduce the wundesirable duplication of productive capacity in
several key industriesy such as aluminum and petrochemicalse

Numerous examples can also be given of success in other
dimensionsy such as in the ability to survive very substantial
crises in political relations among countries of the regione
Among the more prominent examples of this capability are: (a)
the Jorganian-Syri1an companies; {b) the Suez Mediterranean Pipe-
Vine (SUMED)» owned in larye part by various Arao Gulf
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countries; (C} the Areb International Bunk (with hedadjuarters in
Catro any  brascnes  and activities 1N var1ous other Arab coun-
tries and 1n Wwhich Libya has substantial holdings); and (d) the
compinies formed by the Federal Jnion of Arap Repudblics (Egyptye
Libya and the Syriun Arab Kepublic)e such 4as the Arab union
Retnsurance Company and the Arap union Urgjaniczation for Ajraicul-
tural uJevelopmentes both of which are located in the Syrian Arap
Republice all of “hich hdve managjed to survive the Arab poycott
of Egyypt followiny Eyypt®s participation in the Camp Daviu
ACCOUTN USae The avility of the Feueral Jnion of Arab Repubdlics
companies tu survive ond even prosper is particularly impressive
since  the Federal Arao Jnion itself has lony since gone out of
existence.

Another fucet of success has been the development of
several technoloyically sophisticated [AMJVs which wsere i1denti-
fited and studieu (but to 3 lesser extant implemented) by the
Arab Industrial Iavestment Company headquartered in Baghdad,
Irayes such as the compressor und electric motor projects 1n Jor-
danes tne handa tool! and foundry projects in Tunisias and the
electric fitting 1nuustry in Iraqe

In several important respectsy therefore such as their
ability to survive abrupbt changes in the i1nternational political
relations amony countriesy their ability to generate pProjectsy
and their avility to undertake relatively large and sophisti-
Cated projectss IAWJVs have been remarkably successfule In
several other important respectss howevery {AMJVS have been less
successful tnan had bpeen expecteds especially with respect to
commercial protitavilitys their ability to take advantage of
economies of scale and scopey, reduced transaction costsy learn-
ing-by-doings and trade_and_exchange within the regions and to
agapt technology to local conditions and satisty the fooa secu-
rity objectives of the countries of the ragione

Some of the more fundamental explanations for shor tcomings
are: {a} misgjuided investment decisions (induced by excessive
emphasis oOn strategic or prestigye considerations as opposed to
sound economic analysiss excessive haste in decision-making,
insufficient consideration of sweeping effects through the eton-
omies of the regyion and tha world of higher or lower oil pricesy
and ansufficient dgissemination of informnation about investment
plans of other firms or countries; (b) insufficient insurance
3yainst non-commercial risks for host country investors: (c)
excessive reliance on turn-key projects in which the potential
for learniny-by-doing is undermined; (d) inappropriate choice of
managers; (e) insufficient separation between ownership and man-
agement functions; (f) the misquided imposition of restrictions
on i1ntraregional trade which have had the unfortunate effects of
lowering the rate of return and frustrated the satisfaction of
foou security objectives; (J) excessive pDassivity and insufti-
cient attention to project identitication c3using a severe
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bottle-neck to ari1se at tne level of project identificatiuny
pre-feasibility and feasidility studies; (h) excessiva turnover
of workersy manayers and hoard mempers; and (i) departures from
desirable pranciples of conduct of 1AMJVSy such as the “volun-
tarism-in-participation" principley and "flexibility to opt in
and  opt out" pranciple which have the etfect of increasing tnhe
transaction costs involved in creating IAMJVs and 1n reachiny
important decisionse.

III. POLICY ISSUES AND RECUMMENDATIONS

Un the basis of the various shortcomings in IAMJVs ana the
factors that seem to have Dpeen responsible for themy 1t is
tempting to proceed directly to some policy recommendationss
Some obvious examples of the recommengations implicit in the
evalustion of the [AMJV experience would be normative prup-
ositions such as the following:

(a) TAMJVs should operate less like banks ana more like
productive enterprisess

(5) Managers should be chosan more on the basis of ability
and experience and less on the pasis of political or govern-
mental orientation.

{c) Governments should live wup to their commitments Dy:
delivering promised soci1al overhead capitdal investments on time;
paying in theair capital subscriptions on time; allowing IA™JVs
to operate with less political interference; and avoiding unnec-
essary restrictions on the mobility of laboures capitale manaye-
ment and products within LAMJVsS among countries of the regjion.

{d) The regional development and co-operation perspectivas

should be more strongly reflected in the decisions dand oder-
ations of ITAMJVS.

(e} TIAvMJVs snhnoulad more successtully avoid unnecessary
dquplication of efftorts poth among each uther and wWwith resgpect to
national enterpriseases

(f) Regional organtzations should continu=a to press tor
more uniform treatment ot TAMJVs amony countries of the regione.

{g) Tha orivate sector should be allowed and encouraged %o
play g yreater d4and more active role in [A4)vs.,

(h) The financial resourcCesy scope of insurance couverage
and  the speed of action of the 1nter-arab Investment guuroentee
Corporation (IAIGC) in Droviding INSUrance dQutnst

non=comnnerciAal risks to Ardd i1nvestors should be 1NCr2aseds.
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(1) An Arap court for settling international disputes
involving TaMJVs should be estavlisheya.

{J) The articles of dagreement of [AMJVs should not unneces-
sarily restrict and limit the flexibility of iAMJVs.

(k) More attention should be gyiven poth to the long~term
profitavility and to the careful study of projects than to the
elimination of temporary bottlenecks ur the achievement of vague
social gyoals.

(1) Governments participating 1n IAMJVs should be more con-
sistent ang torthright in their policy towards IAMJYs by avoid-
ing competitive investments in national companies in the same
spheres of activity as IAMJVS.

{(m) Because ot the many advantages of IAMJVs and the refla-
tively small portion of the region®s resources that nave gone
into thems Arab countries and citizZzens shauld be more willing to
invest 1n [aMJVs,

For the most part such recommengations are well-taken,
Indeeds inasmuch as these recomm2ndations (and others 1jke them)
have been made by several experts and organizations very close
to tne [AMJV experience there would seem to pe strong support
for them.

Howevery normative propositions such as these are unlikely
to be sufficienty 1n ana of themselves, for achteving signif-
1cant improvements in I1AMJV performances Firsty such pProposals
are unlikely to ve implementecd simply Ly exhorting the relevant
agentsy Dbe they 1ndividuals, firmss governmentss or regional
Organizd4tionss to unuertake them, Rathers actions of this sort
would seem likely only after the incentives appropriate for
inducing them are established. Secoundlyy such recommendations
unrealistically mask the complexity of the problems involved and
the agifficult trage-offs among  different objectives tnat are
tmplicit 1n sucn actionse Thirdlys sucn recommendations mistak-—
enly dimply that [A#MdvVs dare  necessarily gesirable in and of
themselves, In this ways tney may tend to draw attention from
the 1mportance ot yood judgement both with respect to the kinds
of activities in which IAMJVs should and snould not be involved
and  with respect to internal means of 1mproving TaAMJVY pertormn-
ANCEe s

Tnereforey rather than SLoppin, at or even endhasizing such
Propositionsy this secti0on will first consider the limitotions
as  well  as  aavanta jes of TaJVs 1n relat1on to ocher foras of
ECONDLIC Oryantzatiovn, oy emupnastzing thaty like other Orjantgea-
tional formsy 1AMJVS snoulg ue tnought of as means ot attarngnyg
SIVen o 0alsy N0t us ends 1n taenselves., Yor2overs they should
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be thought of not as o pure form or orgunization dut rather 45 a
mixture of several different oryanizational torms.

secondlyy a number of important policy 1ssues arising from
the IAMJV experience dre reviewedy one at a times In edach Cise,
attention is jiven both tu the venefits and costs ot alternative
means of  dealin; with tnese 1ssues and to the necessary
trage-offs amony objectives that are implicit in each.

A. venefits and custs of [AMJIVS vis—3-vis other

The experiznce with LAMJVS serves to underscoure two pointsSe
Firste 1t shoula demonstrute that [AMJVs dare extremely heternge-
neous 1N characters Secondlys 1t should indicate that not all
TAMJVs are likely to be successfuls As a resulty it would be
wise to conclude that TAMJVS are not cures for all economic wal-
adies; there always exist alternative organizational forus;
indeed in many cases the alternatives to MJVs are clearly supe-
riors It is 1importants tnerefore, that the pros and cons of
such alternatives should always be considered before recommend-
ing that an MJVv bde formeag andy once formeds that i1t take a
certain specific form.

There are pasically three different types of economic
organization: peer groupsy hierarcnies and markets. These pure
forms can be defined as follows: (1) Peer groups are oryaniza-
tions in which the members collaborate with one another but witn
neither hierarchy in organization nor marketse Each member of
the peer group is treated as being on an equal footing with any
other member of the qroupe Peer group members work together
to-operatively in achieving one or more joint productse (2)
Hierarchiess howevery are organizations in which members work
togetner in the production of one or more joint products put are
distinguished from peer groups in that persons at lower levels
of the hierarchy are supervised and have their activities
co-ordinated with one another by persons higher up in the hier-

archye. (3) Finallys markets are institutions wherein different
indaviduals or organizations exchange ygoods and services with
one anothere. Sometimes the markets involve mutual exchangesy

1ees tnose of the barter type; otherwises and more commonly s
they 1involve separate one-way exchanges for moneys isee yoodas
and services are bought or sold for monzy, not tor other goods
and services directly.

shere 10 laMJvs fit 1n? Like virtually any other real
world form of orjanized productive activitys 1AMJVS represents a
mixture of all three pure forms. ITaMJVse like their developeaq
country counterparts (TiNCs)s are likely to participate in the
markety buying commodity tactor inputs and sellingy one or more
Commodity outputse So toos to the extent that there are several
ownersy all of whum 3re on roujnly equal footiny with one anoth-
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erey whu snare ussetsy information and protits, they are lixe
pelr  Jroupss dowevers ro the extent tnat they have different
awvisions dnd  also  supervisory hierarcnical layers witnin and
Detween divisionsy and are vertically integrated they are hier-
archiiese. In  generaly 1t 1is the uvifficulties that markets anag
beer groups have 1n  accomplisning the required amount of
co-ordtnation and quality control at acceptable low levels of
transaction costs that justifies the MJV forme 1In practice,
therefore, TAMJVs are likely to pe closer to the hierarchy pure
form than to the market or peer group pure formse

tach proposal to form a joint venture should de evaluated
rather carefully from the point of view of the advantayes and
disadvantdqges of the hierarcny-orientead WV form in relation to
those of tne other basic organizational formse Unly atter such
an evaluation can it pe determined whether or not the MJv form
ts likely to be benefici1al ande if soy the desirable mix of mar-
kety peer group d9nd hierarcny in the MJV in that particuiar
circumstancee.

When there are economies of scale and scopes as in many
manufacturing activitiesy the optimal si1ze of organization might
well be sufficiently larye to make family enterprises impracti-
Cale Thereforey the peer group character of the organization is
likely to pe_supressed or at least supplemented by hierarchy in
Order to co-ordinate and supervise workers so as to reduce the
amount of shirking and free riding to acceptable levelse.
Depending on the nature of the producte the character of its
demands the pruximity of the market to tha locus of production,
and the cgifficulty of ensuring quality and timely delivery, the
optimal form may involve more-or less participation in the mar-—
ket ands accordinglys ftewer or more levels of vertical
integrations

Amonyg the economic conaditions whicth stand out as relevant
in explainming tne relatively greater inportance of IAMJVs in
Western Asia are the economies of scale and scopes and the com-
plexity of production technology which characterize the energy-
and capitai- aintensive industries in which the oil-exporting
countries have their comparative advantage. Clearly these char-
acteri1stics tend to underscore the importance of hierarchy and
narketse At the same times howevers the importance of ensuring
sufficiently large markets makes it inperative that the enter-
prises pay serious attention to the problems of quality control,
transaction costsey and incentives in deciding the optimal amount
of vertical integrations and hence of hierarchy, relative to
dependence on the market, Furthermoray the small size of
National and even regional markets for many products make it
important to take advantage of international markets wherever
possibl e, The relative scarcity ot technical ana/or managerial
personnel in destern Asig as a whole nakes it important that
duplication of effort and unnecessary levels of hierarchy shoutld
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be scrupulously avoided wherever possiblees Advantage should ne
taken of any economies ot scale and scopa and specialization in
technical services wnenever that is possible.

In summdarys there is no sure and universal answer to the
question of whetnher an [TAMJV organization 15 desirable. It all
depends on the circumstances. Even 1f the [AMJV organization
shoulad be found suitables the appropriate mix of markety peer
group and hierarchy in the 1AMJV would necessarily depend on the
specific circumstancess It 1s proposedy therefores that the
above-mentioned existing shortcomings of 1AMJVs can be auvanta-
geously examined in the light ot institutional considerationse.
Specifically, attention 1is given to institutional and other
changes which would allow more of the advantages of IAMJVs to he
realized with as little as possible of the disadvantages by
adjusting the mix of markete peer group and hierarchye.

In the absence of any cure-ally universal recommenuations
that are anything more than 4 set of objectives (like those
listed apove)s what is proposed here is to discuss the pros and
cons of agifferent strategies for dealing with the problems con-
frontiny IAMJvse. It 1s hoped that an appreciation for the vari-
ous trade-offs involved will assist the appropriate
decision-makers to improve the future performance of iAMJVs by
choosing strategies which will 1n the future yield better
trage-offs amony the various objectives. The reader is remindedg
of the +tact thdaty since the most important [1AMJVS have heen
those of the public sectory the 1ssues raised here pertain pri-
marily to public enterprise TAMJVs. Different issues would be
relevant to private-sectd>r [AMJVs.

The most 1mportant principle to be adopted with respect to
the <choice of countries for membership or participation i1s that
such  memubership snould b2 voluntarye. Voluntarism is advisable
because it reduces transaction CcoOStse

Aside from thats the basic 1ssue arisings with respect to
breasdth of membdersnip Dy country is that ot balancing what are,
on the one handy the risk-soreadingy capital-accumulating and
factor-enuowment-complementing benefits of jyreater oreidths with
the trdnsaction costs-disalvantages ot greater preadtn of men-
bership on the other hande Frequentlyy the taormer tend to he
overestimsted relative tO the latters.s waturallyse however, the
relative 1mportance ot these tactors «ill viary trom proiuct to
Droduct und country tD  (ountrys Mmaking 1t 1anortant to  judie
2ach specifi1C Cuse 01 1tS Ow) Marits.
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For «capital- and enerygy-intensive industries like petro-
chemicalss the risk-spr2ading anu capital-accumulation benefits
are tikely to be mor e 1mportant than the

factor~en00wment-complementxnﬂ effects of broader Participations
These have to be palanced against the transaction-cost disaavan-
tages. The point at which the marqginal advantaye of wider
country participation would equal the maryinal disadvantage of
greater Dpreadtnr is likely to coincide with the relatively con-
plete coverage ot the relevant countriess The six countries of
the GCLe possibly supplemented by Irag as in the seven-nation
Gulf Organization for Industrial Consulting (LOIC)e are Vikely
to constitute the optimal groupinge. In certain other casesy it

might even be desirablz to i1nclude some o2f the similar
oi1l-exporting countries of North Africa such as Libya dand Algya-
rides Indeed, this 1s close to tne membership of the

OAPEC-sponsored TAMJVs.

In certain casesy such as those where the markets of such
countries within the region are of insufficient size to support
plants of the size required to take advantage of economies of
scale and scopey and where markets are sub ject to excessively
high transaction costssy more attention night well pbe given to
the possaibility of allowing for the participation in such joint
ventures of companies that can provide the access to such mar-
ketse Lf co-operation with developed countries or their
companies (TNLs) should be deemed either inteasible or uneconon-—
ice 1t would seem natural tnhat attention in the choice of AlMJv
partners shoulyd be directed tou other developing counties or
their MJvse. Iin order both to grovide the consuming countries
Wwitn tne incentive that sucn products he profitably priced and
to spreaa the risk among more countriesy "owevers it would seam
preteravle that such countries buy their w3y 1Nse This does not,
of course, precluue tne possibLility that such countries could be
jranted the necessary credits to tacilitate such PATrtICLINAtiOns

The inclusion of consuming countrizsy howevers snoulu Aot
be allowed to turther complicate or mask the tmportance of
2nsuriny  the sarticipation ot tine vtner potential producing
countricse Universal participation of the potantial producing
countries s likely to be more adi1fficult *o achieve the yreater
is the cowmpetition among countries for attracting such indus-
triess The transactiun cousts of obtaining agreements among such
countriesy thnerefores are likely to be quite subpstantial.

in  the case of libour- or skill-intensive industries 1t is
tine  tactor-endosment-complementing benefits of 4Feata2r breadtn
that need to e welgyhted against the hijher transaction custs ot
Gredter Dreg'ths  In thouse lavour- ur skill-intensive i1ndustries
1IN WOl aconomies of ,Cale and 5C0De ure not tmuortanty fuctor
entownant comnlem:ntarity can  ue accomslished either with tnwe
Darticipatien  of relstively few countries or rtarous™ tiae labour
Mark>ta 5 A rasulty fhe optimal numper Of countries involved
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could Dpe reduced to two or threees Lasically one or More 1nvast-
ing pdrties and a Nost consuming Countrye.

o s —— . . T o o . o e . e o —— T — . e o i o

Jnce the optinal opreadth of memd2rship (by country) is
determineds the next guestions that arise are: "How laryge shouluy
tne capital subscriptions be?" and "In what way (it any) should
they be allowea to vary by participant?”. Note that the volun-
tarism principle woulu sugygest flexibility and hence vartation
in th2 amount of capital to be subscribed from party to partye.
Howevers what might p2 calleda the "husiness before politics”,
principle woulad suggyest thaty when different countries are
involveds ana especially i1n public sector-oriented (AMJIVSy TOv
risk associated with relatively largye amounts of paid=-in capital
tends to inguce more business—like and less politically adti-
vated bahaviour on the part of investors. This principls would
commend relatively 1large minimal capital subsScrintions dmony
relatively ftew countries.

Another factor to be considered in selecting the sicze ot
capital subscriptionsy and which woulld act to decrease tae
required amounts of capital for participation i1s thate by and
largyey and for at least the first several years of operation,
1AMJVs have experienced very considerable under utilization of
their subscribed capital and have made very little use of capi-
tal markets for raising capitals. In most casessy moreovery the
financial returns tnat such T[TAMJVs have been able to earn on
their surplus capital have been extremely lows In order to earn
higher rates of returny this has led many [AMJVs to establish
their own financ2 departments or even separate financial enter-
priseses In this ways the layers of hierarchy and their
associated transaction costs have been increased unnecessarily
and the advantages of zaconomies of scales scope and specializa-
tion in finance that woula arise if the market for financey were
reliea upon more heavily have veen unnecesarily sacrificed.
Quite naturallye the result has been to put even more demdnds on
the alreagy scarce supply of skilled people than would otherwise
have been the case.

Ahy have the required capitdl subscriptions been so high if
in practice most l1AMJVs have been unable to utilizes such ftunds
for several years? The explanation would seem to pe due to
imperfections 1in the capital market and the i1mportance ~ithin
the region of parsonal connections 1N gaining access to Capitdls
As a resulty project oryganicers seem to feel that their access
to such finance 1s sufficiently uncertain that it 1s beneficial
to seek largye amounts when they can get thems rather than settl-
ing for smailer initial subscriptions but then having to 4o back
repeatedly ftor additional subscriptionse.
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«Nile not wishing to velittle the relevance and 1mportance

of  the auvantaje of larger subscriptions of capital ralative iIn
the wvoluntarism and other advantages of smaller minimal levels

of subscrived Capitaly twn adagitional and unfortunate consz-
quences of the underutilization of capital resulting from larqe
subscriptions should e appreciateds Firsty the underutiliza-
tion of capital has tendgeag to insulate [AMJVs excessively from
compatitive rates of return on capital marketss If they were
forced to raise more of their capital in capital marketss they
would Dbe forced to asttach greater importance to earning higher
rates of return s$0 As td more than cover their borrowing costse
Saconcglyes by not having to go pback for more investment funds,
tnvestors lose one of the major instruments at their disposal
the threat 0of withnolding tunds as a negative reward for poor
perfarmance and the provision of more funds as a reward for sat-
tsfactory performance.

uverally therefores in most cases it would seem desiraple
to Ini1tiative [AMJVsS with somewhat smaller amounts of subscribedg
capitals tnereby forcing I[IAMJVs to taks greater aavantage of
capital markets both within and outside the region in satisfying
their capital reguirementses and to put more pressure on manaye-
ment to demonstrate profitable performance as the basis for
attaining the aaditional subscriptions from their shareholderss

Another aspect of the size-ot-subscription issue is vari-
ation amongy memberss The voluntarism and
factor-endowment-comolementarity principlas would seem to empha-
siZe the adesirability of flexibility and hence of variation from
country to country in the subscribed amountse Where [1AMJYV
activities give rise to external benefits or costs that accrue
primarily to the host countrys it may be reasonable to allow or
even require the host country to subscribe to a relatively high
percentage of the capitale Howevers if externalities are unin-
portant ana the host country is capital—-scarcey a relatively
smal! share of the subscribed capital for the host country may
be justified.

. . e . — ——————— T . —————————— — o T —— s —— e — —————— —— o

Implicit 1in the discussion of the previous section was the
notion that only one or at most a few subscribers of capital are
relevant or appropriate 1iIn any given participating countrye.
This is what prompts th2 concern for 3access td key individual
and justifties the single large subscription approach relative to
the practice ot smaller bput repeated subscriptionse. While tnis
may have Dbeen the pattern to date where the subscribers have
often Dpeen the governments themselvess this certainly neec not
be the situation in the future. Indeedy a_strong case_could be

made _that more of an etfort should be given to broadening the

ownership base 1n [AMJVs so as to encourage more firms and indi-
viduals to particCipates The broadening of the base iIs highly
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desirable as one of the Primdry means for providing yrdass-roots
support tor IAMJVs and the various other formns of ragional
Co-operationas A necessdry condition for betng able to 10
sovhowevery is profitability,.

e Lompetition with national and private firms within

One of the main arguments for TAMJVs is their ability to
take advantage of ecovomies of scale and scope and of
co-ordination between market and capacity expansione The pre-
sumption s that these advantages 0of [AMJVS would precluie
investments by private firmsy and especially by participating
governmentss in the same kinds of ecotdmic activities as the
IAMJYs and which would directly compete with theme The ftact of
the mattery, howevery has Deen that exi1sting national firms
and/or the potential threat of establishing national firms in
competition with the 1AMJVs have frequently made it gifficult
for IAMJVs to be formed. Even if formned, moreovers the exist-
ence of the [AMJVs has not prevented sussequent investments in
national or private companies in the same lines of economic
activitye Ratner painful examples of the latter occurrences
incluge: (a) the decision by Dubai to build its own dry dock ang
ship repair yard after the location of the OAPEC Arab Shipbuiid-
ing and Repair Yard (ASKY) project had already been decided in
favour of Bahrain; and (p) the rapid build-up of national oil
tanker fieets by countries participating in the Arab Maritime
Petroleum Transport Company (AMPTL)e Tnis is certainly one of
the most important problems facing [AMJVs. what strategies
exist for dealing with it,.

Une such strateqgy is what might be called the "hardline¥
approach of explicitily prohiviting such coimpetition as a coundi-

tion of participation in the [AMJV. A notable example of this
approach i1s the Arab Inadustrial Investment Company (AIIC)a

Just how successful this Strategy 1s likely to be remains

to be seene Certainly the presence of an explicit and clear
prohibition of competition raises the cost to any potential
violatore. 3ut  this does not necessarily imply that it does so
to such an exta2nt as to entirely prevent competitive entriss
from appearing in member countriese Can such a prohibition
really be enforced? By what procedure would the gquilty partias
be penalized? How would tney oe penalized? Do participating

governments have the power to exclude private investments in the
designated sectors? Fourever? Fven it tne "hard line® apnroach
might work for a company VTike the AILCs ~hoSe SATTIC10dNTS Ar 2,
thus far at leasty governmentsy 1t is Gifficult to see how this
dpproacn  could wove dappliey to private sector 1ANJIVS or cven Lo
mixed (private-public) LAMYVsS, NOLAL) ye the AlIT itself nas
decided not to rely solely on the pronivition of compztitive
entries.,
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A seconuy strategy 1s to encourage mergers ot national or
private firms into the [AMJVs. One special version of this
stratejy 1s t> build the LAMJV on the basis of an existing and
relatively strong national enterprise. This strategy offers the
advantajes of making start-up immediate, reducing very consider-
ably the regyuirements of skilled personnely and taking maximum
advantage of experience. A tairly successful example of this
strategy 1s that of the United Arab Shipping Company established
in 1975 1n Kuwait by Bahrainy Iragy Kuwaits Qatare Saudi Arabia
and the United Arab Emiratess. This company was built upon the
existin, Kuwait >Shipping Line which already haa shipse officesy
personnel and experiences. Although the creation of this [AMJV
has not prevented national lines from daevelopinygy the scate ot
such lines has been rather limited and there i1s considerable
evidence that at least several ot the participatinyg countries
continue to grant preferences to the company i1n carrying freight

for the opublic sectore. ALIC 1s also practising a variant on
this strategy by encouraying existing companies 1n competing or
related Fields to becume shareholders in projects it

establishese

A third strategy 1Se Of courses to avoid fields in whiCch
for technical or other reasons competition is likely ana the
potential for conflict amony countries over the location of pro-
jects 1s likely to be keenests Such a strategys of coursas can
be more easily stated than appliede while 1t may be easy to
determine the existence of competitions how can the potential
for entry anda competition be determined? OAPtC has igentified
several  projects which were under discussion by UAPEC as
regional projects at times at which competing national projects
neither existed nor were being seriously consideredgs. Subse-
quently, and as a direct vresult of DAPEC 1nterest in the
Projectss The projects were ungertaken by individual memper
countries 4as national projectsy thereby undermining the viabil-
ity of ana hence pre-empting the development of the proposed
regional projecte

Three other factors that can help to discourage competition
with 1AMJVs on the part of national projects shoulda be
mentionede

Une such factor 1s operational success and especially prof-
ftabititys It any 1AMJYV 1n a3 certain seccor is unsuccessful and
unprofitasle but the industry or product line in which 1t is
BNJgaged 15 ovtherwise sutfaciently attractive that dther enter-—
pLrses arc attracted to 2nter and tu comdetes there is obviously
little incentive ftor such an entrant to want to Join or merqge
With the existing unsuccesstul anag unprofitabie [AYMJV. However,
I the  [AMJV  i5  successtuly there is likely tou b2 more uft an
incentive to join witn 1ty either by buying into 1%t >r in devel-
optng o Separate  joint  venture relationship with 1t Su as to
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learn from  1ts sUCCess and experiences. The rjeneration ot pro-
fits n the 1AMJY itselfy moreover, Jives 1t both the
wherewithal to consiger the expansion of i1ts activities and tne
avility to buy 1ts actual or potential competitors oute Hences
greater profitability on the part of a particular LA®JVy otner
things being =2quale 15 Tikely to make 1t more likely that any
given actual or potential entrant wouly duy i1ntos be bought out
bys or otherwise collaborate with the IAMIV .

A secona factor tenaing to lessen the compatition from
national enterprises of countries narticipating in [AMJVs 15
continuity on the board of uirectors of such companiese. it is
primarily the boarda members who have the knowleage of botn 1AMJV
projects and the potentially competitive projects w~ithin thelir
own countries. Even If prohibitive clauses exist in their char-
ters as in the AIIC <casey the initiative for oany action to
enforce that prohibition or alternatively simply to discourage
competitive entries from a particular partaicipating country
would almost have to come by way of that country's memper(s) on
the bpoaru of directorse Since the taking of such an action in
his (her) home country is likely to impos2 some COSty be 1t eco-
nomice political or just physics. The individual is more Yikely
to be willing to pay that cost and to initiate the required
action the greater is his (her) loyalty to the {1AMJVe LOoyalty
is likely to be affected by continuity-in-service ds well as by
profitapitity and other demonstration of success by management.,
New members who may be unconvinced as to the quality of manaye-
ment and who may have little loyalty to the enterprise are much
less 1likely to initiate any unpopular actions at home to defena
the interest of the IAMJV.

A third factor is the exchange of shares. 4While the strat-
egy mentionea aboves like that of the AIICy of encouraging
existing firms to join as shareholders in the establishment of
new projects is undoubtedly a useful oney the principle involved
could will be applied also in situations where the project has
alreauy been establisheds Merqgers of separate, alreagy existing
tompaniess howevery may not be Ccapabie ot peing implemented
unless there exist mechanism for exchanging sharess

5. Breadth of scope of activity

The advantages of breadth of scode are: (a) that it may
allow package deals to be worked out wheready different countries
would concentrate in different lines of activity; (b) that,
whether or not worked out in the form of a package deals the
different specialized activities could then be brought togetner
within an overall vertically integrated structure; {(c) that in
this way inter—industry [{inkages and externalities could be
internaliczed as much as possible; ona (49) that breadth of scope
implies diversificationy whicn both reduces risk and is a desir-—
able objective 1n itselfe.
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basic alternatives or extremesy there ares of courses several
intermediate possipilitiese For example, the projects couid be
spun-off as subsidiary companies with th2ir own manasgement and
organizations but with wholes, majority or minority ownership
retained by the parent companys Alternatively such projects
could be spun-off as joint ventures with other existing or new
enterprisess Moreovery the degree of spin-off or ownership par-
ticipation coulud be wvaried over timey es.ge Dby retaininy
ownership ana control for a times but theny after interested
owners dand managers are identifieds graagually relinquishing con-
tro! and ownershipe

Naturallys the aporopriate policy is likely to vary «~ith
the circumstances. For examples in projects in which there are
important external benefits and costs which are likely to accrue
almost entirely to the host countrys as in the case of many min-
ing projects (because of the importance of both the govern-
mentally supplied infrastructure to such projects and the
project-supplied infrastructure and outputs to other projects in
the country)s a spin-off policy such as that practised by the
Arab Mining Company would seem desirables. Neverthelessy to the
extent that there are sizZeable learning-by-doing benefits to be
gainea from project designy implementation and start-up activ-—
itiesy it mignt be desirable to delay spin-off until after the
projects are implemented and operations are commenceds Another
case 1in which spin-off may be desirable is in cases where there
exist local resources capable ot carrying out al! aspects ot the
projecty i1ee. from engineeriny and design to management and mnar-
ketinge so that capitals skilled labour and other resources from
other countries of the reyion are unnecessaryes

Howevery where the marketing problem would seem to pe for-
midabile as it is at present for many actual or potential I[AM4JV
activities in Western Asias and where tha solution to the mar-
keting problem would seem to lie 1n vertical inteyration amony
different plants i1n dufterent locationsy retention of at leasst d
majority share in the ownership and hence of a critical minimum
of indirect control over management of 24ch stage or level in
the integrated firm may be essentiale

Consaderable aisappointment has beea experienced 4s to now
Tittle 1in the way of the benefits of their experience,
learning-by-doing and intercompany co-ordination could obe
derived once such companies had been spun-off, even it a size-
able (but minority) shareholuing interest was retitned ny the
parent COMPaNye Still  another important factour favouriny
retention das opposed to spin-off 1s tnat retention may ofter
opportunities for savings at least to some extents on skilleu
management anfd  Lruject overheads Spin-ott 1nitiates what is
often a costly and time-cunsuming process of recruitmencty Orgun-
1zation and the search tor oftice space.
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Howavers the disadvantages ot breadth of scope (and nence
the advantagyes uf narrowness of scope) 1n TAMJV activities would
seem tu ue that vreadtnh and diversification: {a) tenu to reduce
the possivilities fur repetition and hence of enjoying the bene-
fits ot learning-oy-douing; (b) prolong the heavy dependence of
the reyion in general on extra-regional expertise in project
tgentit icati1ons fesi1gne 2valuationy management and technological
development and hence on "turn-key" projects; (C) encourage a
policy of engaginy in activities primarily as a wmeans ot
pre-=2mpting  entry b, othersy even thouynh such investments may
net  be economical; (d) encouraye investments in prestigyious and
technologically sophisticategd activities which may not pe well
sutted  tu  tne regyiun; and (e) encouragz i1nvestments in activ-
Trtivs With limiced markets in the regiones the marketing of which
then poses o seriuus proudlem for the [AMJvVs involvede.

“aturallys the iwmportance of the problems associated with
gf 2ater Dreadtii of scope varies from case to case. For examples
whieri  tne  marksts garea in Ceveloped countries and can be entered
suctessiully strictly on  thne basis of price competition as 1in
tire case  of wauy mionzcalsey anu there arz many commonalities in
experience oOver a broad range of expertise as would seem to be
the case 1n wining engyineeringy the broad scope of a company
lTike tne Arab Mining Company may be very desirable. Howevers
there are curtainly other situationsy €egde in which the national
Markets witinin the reqion are sutficiently large to take advan-
tage Oof any scasle economiess or scale economies are sufficiently
unimportant, that the alternative strategy of concentrating on
one rather spec1fic activitys but then replicating plants
designed to pyoduce such commodities in several countries of the

regions mdy be warrantede This is because it is in tnis way
that the iearning-oy-doing benefits of [AMJV activity and the
ability to dapt technology to lorcal conditions may be

maximized.
6. Project implementation: spin-off_versus_ownership

Another important issuey and one which is frequentiy closa-
ly related to the preceding two issuesy concerns the manner in
which [AMJV projects are implementeds At present, there seemns
to be little rationale for the policies adoptedgse As a result,
the gpolicies vary widely not only between firms but even within
firms from one project to another.

The bdasic alternatives would seem t5 be the following: (a)
for the IAMJV to 1implement al) projects developed by the
cCompanys l1ece to retain full control of such projects by retain-
ing ownership and full authority tor manaying the Droject subse-
quent to the project's implementation; and (b) for the TaMjyv to
spin-oft the prouject as a separate company with its own separate
Ownershipe management and organizatione 1In betwesn these two



E/JELWA/XTIL/Y
Page 19

7. Trainang programmes

The training of persons inaigenous to the region has fre-
quent Dbeen an 1mportant objective of TAMJUVSe At thne Same tima2,
howevery policies and practicies with raspect to training have
sometimes given rise to disputes amonyg investing countries ang
have acted as a heavy burden oun tne protitability of [AMJVs. If
on-the- job training is veneficialy and Arabization of the labour
force is desirabl2,y a4s it would seem to b2 at least most of the
timey 1t should be possiblie to develop a strategy for ensuring
that the benefits of such traininy can pe retained by the enter-
prises 50 as to compensate them more completely for the costs of
such traininge

Une strateyy is to make the signing of longy-term employment
contracts a condition for such traininges In this way the enter-
prise should b2 able to retain workers for ilong enoujh to make
their investments in training beneficials Another approachs and
perhaps one to be more seriously considered in the [AMJV
contextsy 15 to intrdoduce a greater degree of grauation in wages
and salaries according to the quantity of on-the-job traininy
and experience. In such a systemy entry wages miyht well be
considsrably lower during training but then considerably higher
after trainings thareby offeriny the trained worker more of an
inducement to remuin in the organization which trainea him rata-
er tnan to move to a nigher paying position 1n  another
enterprise whicn has not had to pay for tne traininye

[f neither of these strategies snould be found sufficient
for waking the training programme pay its own ways it is likely
tv imply either that the training programme needs to be rede-—
si1gned su Aas to pe more cost-effective or that it iS Not war-
ranted in the first places Tt could ve that pe salary structure
that would result from such a restructuring would turn out to be
somewnat less attractive to government civil servants, thereby
causing dess ot 4 bDrain drain trom governmental agencies. Per-—
haps 1t implies that startingy salaries in IAMJVYs are too highe.

The Jotenti1al tor conflict Hetween ownership and mansjement
15 universal ang  Nerenntale. It 1s an 1nevitable problem that
arises trom the economies of scale and of scope which yive rise
to the lar e sice ot mosern industrial enterprisess In
practiles howeversy there are methods for nreventinyg such con-
flicts or at teast of lowering their extent and magnituue to
acceptacle levelse.

ATONy  the wnst  1mportant such methods ar» tne following:
{a) retention Dy nwnershaip ot manayement functicns; (b)) denyiny
Job  securtty to min2 g ement And retdining management only on the
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basis of goou perfurmance; and () providing good managers with
dwnership shares 4and salary 1ncentives 50 that owners and manuag-
ers share (at least partialiy) the sawe objective of protit max-
iniZatione.

Fhese agi1fferent means ot resolving or reducing
ownership-management countlict are not olw3ays equally beneficial
in terms of results ana efficiencye Unfortunatelys there would
seem to be ample evidence that [AMJVS have tended to deal with
the problem 1n the least benefici1al wsayy namely by Constraining
the freedom of managjement to manayes aNnNd retaininy substantial
managerial powers for the owners (as represented by their boaru
Ot dIrecLors)s Quite ftrequently {and quite predictably) the
result has been inflexibilaitye excessive delay in
decision=-makings lack of 1nnovation and i1nsufficient willingness
to bear riske This tendency nas veen further exacerdated by the
fact tnat the owners of public-sector I1Aa%JVs have for the mnost
part been jyovernments (as opposed to public enterprises)s Gen-
aral assz2mpblies of the owners havey as a resulty almost
invariaoly Aappointed bodards of director from their own ranks
(thereby representing their governments)e ihe top manayers,
toos have often been recruited directly from gyovernments. Hencey
the problem of separation between owners and manaygers has been
resolved in the unfortunate way that governments and their rep-
resentatives have played very targe roles in managgement as well
as 1n ownershipe

There is little evidence that TAMJVs have gone very far in
the wuse of the other methods for resolving such potential con-
fFlictsy iee2s through the use of incentives of various sortss

Interviews carried out of the [AMJvs themselvesy of yovern-
ment offici1als and of representatives of regional organizations
have revealed several instances of doubt that the top managers
were selectea from government positions more because of their
poftitical connzctionsy diplomatic experiance and loyalty to the
incumbent political leadership than because of their managerial
abilitys The large salary gap between such positions in IAMJvs
relative to those in government exacerbates any such tendency,
since the potential for eventual appointment at high 1AMJV sala-
ries can be considered as a reward to loyalty of service in
governmente The reciting of the severat narmful eftects uf this
practice is hardly likely to do much to correct ite One might
sugyesty howWevery, thate were 1AMJvs tD give more emphasis to
incentives in the remun2ration of their managers, they might
well tend to reduce this practices For examples were they to
lower managerial salaries to levels only equal to or even below
those of experiencels hijh-level qouvernment ofticialss but then
to supplement these with substantial incentives for protitable
performance in tne ftorm of financial or stock bonusess how mady
such government officials aould accept such positions? uUne
would expect a considerable reduction in the pressures exerted
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by bdoard members and jovernments to “push" tne appointment of
“i1oyal" government officials 1nto such jouse A major benafit of
the  greater use of 1ncentive payments is that a very vesirapdle
cost-reuucing self-selection process would tend to come into

plays wherein tnose who would ecarnzstly apply for such jobs
would e those aith the greater confidence in their ability to
Jenerdte profitse. Risk-averse civi) sarvants dJand diplomats
would not be fikely tu apply for such jobse

With the use of appropriate incentivess there is No reason

-why ovwners should fear and unnecessarily limit the powers of

managerss nwith flexivilityy, managers can be more innovdtive and
faster to respond to changing market opportunitiese I[f they are
not avble to generate profits or other tangible benefits within a
reasonable period ot times they should be let go in favour of
those who canes If no such managers can be founds the wisdom tor
undertaking the IAMJV in the tirst place should be guestionede.
di1th  1ncentives 1n operation there is no reason for owners to
quard their pouwer over managers by infringing on their ability
to dact decisively and freelys

9e Exchange_of shares

Most [(AMJvs nhave in their charters provisions that owners
can sell their shares in the equity of these companiess at least
under certadin conditions (such as the approval of their boards
ot directors and in many cases when the sale is to nationals or
anterprises of the same country)e As desirable as the feature
ise 1ts operationalism is greatly restricteo by the absence of
capital markets in countries of the rzgion or other institu-
tional mechanisms whereby these eguity shares can be tradede

Without a4 means of effecting the exchange of sharess I[AMJVS
will remain wunable to realize one of their greatest potential
advantagyesy namely their flexibilitye Specificallyy TAMJYVYS
become much more attractive to investors if they make it rela-
tively easy for them to invest in and disinvest from the 2nter-
prises

Another 1mportant gadvantage of a capital market wherein
IAMJV snares coulu be exchanged is that such a market would also
offer the opportunity for new issues of shares to ve floateda.
This woulu give the managers of successful [AMJVs greater assur-
ance that they could raise capital directly without having to
rely so heavily on the good graces of the members of their
boards of girectors with the highest officials in their yovern-
mentse. Since quite a few countries of the region already have
stock exchanges and financial markets, the ability to market
shares in T1aMJV¥sy 3t least those shares delonyging to nationals
and  sold to otner nationalse would require little in the way of
New 1nstructionse All that would be required for such countrias
would wbe o willingness (translated i1nto the appropriate law or
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requlation where relevant) that nationally-owned shares in
IAMJVs could be traded i1n such exchangess.

It  might be hiyhly desirable that, at least under certain
conditionss th2 shares of IAMJVs betonging to other nationali-
ties could also be traded since this would be much more easily
accomplished than setting up special IAMJV stock exchanges in
countries without any kind of securities markete Another advan-
tage of third party participation in the exchangye of [AMJYV

shares 1s that it would allow enterprises - either potentially
competitive ones or complementary ones that are in different
stages of a wvertically- integrated industry - to buy into or

sell out to IAMJVS.

what in the long is likely to the most impor tant reason for
developing markets for IAMJV shares is tnat only in this way is
A broader network of [AMJv supporters likely to be built up.
Where shares markets existy, the ownership of shares usually
trickles down to mniddle ana working class citizens. without
such 3 mechanismy there 1s little reason to see how such groups
are likely to ope interested in pressiny governmentssy regional
organizations and so on to do whatever they feel is necessary to
allow IAMJVs to prosper and growe

Unce againe it should be emphasized that all the effort in
the world to provige an institutional mechanism wherein 1AMJy
shares could be exchanged would not be likely to be successtul
if the 1AMJVs are not profitable.

Finallys 1t is important to stress that the development of
a market for IAMJV shares need not be ininical to the existence
of national planninge In Egypts for exanpley the Pldanning Min-
istry must still yrant permission to individual enterprises to
Nake new investments before they can qu L2 the shares market to
raise the capital to finance such investmants.

10. EQ!EEQEEDE-EQEQS!SQELQE-932-19292192

The choice of location ot a home offize or prouuction ptant
1s one of the must important decisicns that any enterurise can
makes [f this decision turns out tu be a DOOr oney there may be
little tnat can sudsequently be done to correct ths mistake or
even to mitigate its narmful eftects. [t is also a decision
over which there is 1likely to pe very substantial political
influence and lobbyiny effort by relevant interest jroups.

In view Of the 1mportance ot locational “eci1s10ns tu Lo
subseyuent profitability and performance 2f the ent=rprise, ore
Can understand why from the perspective of the anterprisae's
financial neuslth 1t would ve desirable for tne enteruris. to o
free €O make its own deci1si0n about 1ncacions presumably o the
basis of loung=run profatabilitye  at the Same times 09CAUSe thoe
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vast majority of the benefits of the project (especially whan
profits are not large and theretore are not very i1mportant),
such as employmenty backwara any forward linkages,
learniny-by-doingy balance of paymentsy are likely to accrue to
the nost countrys it is understandable that investing partners
have come to regyard the grantingy of facilities by the host coun-
tryes typically 1n the torm of land and buirldingss 3s a necessary
condition for any project to go forward on an [AMJV DasSise
Unfortunatelys this mechanism for Jenerating positive investment
decisions in  lAMJV projects has had the effect that locationai
decisions have in many instance become entirely removed from the
economic calculuse.

If land comnes free to the project in any cases the accepted
project location mnay well be that with the most generous yrant
of land from the host countrys As a resulty the economizing
function of orices with respect to location and land does not
operate. This has contributed to the concentration of [AMJV
economic activitys wWithin countriess in capital cities and,
among countriess within the more developed ones with the best
infrastructure. The resource allocation function would be much
better servea were host countries to make an extra financial
commitment to the other investing countries but then to require
the project to purchase or rent the land and buitldinygs requireaag
at  regular (unsubsidizeu) prices or rental ratess. In this way
[AMJVs would be aple to take into considaration in their loca-
tional decisions the different scarcity values or opportunity
costs ot alternative locations. Other things being equaly tnis
would have the effect of droviding certain financial incentives
for locating in less developeu regions within countries and less
develouped countries amonq countries.

The contribution of subsidiced LNputs by host countries to
IaMJvsy nowevery is only one ot many mechanisms whereby govern-
ments  can  atfect tne existence, locatioan and profitapility of
TAMyVs. Since most IAMJVs enjoy exenptions from tariffs on
1mports and most kinds of taxesy at least tor several yearsy the
retevant factors are likely to be protection in the form of tar-
1ffs and quotass labour policys profit repatriation anu other
elements of the i1nvestment climate. An i1nportant consideration
relating to the investment climate as it affects location andg
other factors 1s worth mentioningy namely the arsequiliorating
ASPeCLS, This 1s Dbecause there 1s notning more favourable tg
the creation of a positive investment climate than ¢he presence
of transnationals and ®Jdvs of various Kinus e SUCCess  1In
attracting such  firms h2ips to maintain a nolitical econowmic
environment  favourable ©d 3 positive 1nvestment climitee Pust
fallure in ottracting such enterprisess howevery s0ts a biad nre-
Cuilenty ratses the risk of such investments Dy any poteantial new
INVESTOry  ana  may also slve risc to "sour arapes” altitudes on
the part of ofticials 370 Citizens ot the host Tountrys furtner
Lontriosuating  to A 1nhosypttanle envirdaameite 45 noted DIV 2y
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the distriovution of 1A4JYV  inveStments among countries of the
region 1S uneyuale.

~ith respect to the distripution of penetits and custs of
protection among nNost and investing partner countriess 1t may nhe
said that tne relative importance of the effects of protection
is proportional to tnat of the host country's market in totai
oroguction of the IAMJV. If the nost country's market consti~
tutes o significant part of the total demand for the 1AwJvY
productione the higner mdarket price resulting from the tax on
imports {(or tariff-equivalent 1n the case of quotas) snould
allow the [AMJV to operate more protitablys thereby penefitting
tne investing partners relative to the host countrye Aitnin the
host countrys the antroduction of protective measures would
redistribute penefits awady from consumers to the lLAMJV (and oth-
er local producers) ands 1n  the case of any tariff revenues
raised by the tarifts on any remaining 1mportss 3aiso to the host
governmente Hznca2e the granting of protection to the ITaMuv by
the host country government could constitute an i1nducement for
location in that country that would substitute tor the need to
grant free 1and or special monetary transfers to the iaMJdv pare-
nerss

Aside from these distrioutional effectss the trade-ofts to
be considered in 4n overall evaluation of the desirability of
protective tariffs involves on the one handy the benefits aris-
ing from either: (a) any extra learning-by-doing venefits tnat
would not accru2 without the protection (presumably because of
lower levels of IAMJV and regional production)y or (b) any net
external benefits of tocal production both to the host country
and to i1ts 1nvesting partnerse eeyge throuyh forward and backward
linkages; andy on the other hands the costs arising from either:
{a) intermediate goodss {the increased priZes of which are like-
ly to discriminate ajainst domestic using industries) or (b)
consumer goods of Dvasic necessity (the distributional effects
may well be sutficiently important and uadesirable)es the grant-
ing of dJomestic protection to TAMJVs Dy the host country may
well be socially undesirables. Quite freguentlys tne traae-offs
ot protection may take tne form of greater profitability in the
short run versus higher costs in the long run arising from the
decreased incentives to be competitaive internationally and hence
slower rates of technoloyical change and lower degrees of
x-etficiency(l).

(1) without the pressure ouf competitions managers dare
unlikely to make (hard)e unpopular - but - necessdary decisions
to fire in capable workerse to make them work narders or to
introaguce unpopular work ruless etce Such sources of inefti-
ciency are gyenerally referred to as losses 1n x-etteciencys
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The purpose of this brief action is to call attention to
sume specific kinds of activities into which existing IA"JyVs
should move or alternatively for which new TAMJVs might b2 cre-
ated. 8y calling attention to these new aredsy it is not to be
inferrsd that there are not also numerous additional possibil-
tties for JTAMJVs in  agriculture, mining and the sectors of
manufacturing and services in which TAMJVs have been dominante

l. Capital goods_and_engineerina_industries

Two of the opiggest failures ot existing [AMJVs nave been
the inapility to take aavantaye of learning-hy-doing and to mod-
1fy technology so as to be more appropriate to the conditions of
the developing countries in general and western Asia in partic-
ulare Several different reasons have already been given ftor
these failureses An  important reason for this failure is that
[AMJV activities have been concentrated on the Wrong areasy spe-
cifically in those with relatively 1ow rates of
learning-by-doinge.

Because tne capital gooas industries have (a) very consid~-
erable potential for learning-by-doinyg and (b) relatively high
elasticities of substitution in productiony, IAMJVs could take
agvantaye of learniny-py-doing to a much greater extent without
going bpeyond the limits of the rasources at their disposal by
concentrating on the capital goods industries to a gyreater
extent than they have to date.

The production of some capital goodss howevere would
require substantial inputs ot skilleg labour which may not bhe
avaitable in sufficient supply within the regions In order to
compete with capital goods from developed countriess moreovers
it woulu be necessary both to attract considerable new engineer-
ing talent ana to provide credit in sutficient quantity to be
aple to compete with capital goods from developed countries
which come with substantial amounts of suppliers® credites Still
another reguirement for success in capital gqoods proguction
within the region 1s the establishment of a Strony repairys
replacement and maintenance networks It is quite possible that
the skill ana managerial requirements to satisty all these con-
ditions simultaneously go opeyond the resources available at
present within tne reqion. If soe it migjht pe highly agesirable
to bring some of the successtul producers of capital gooas from
the newly industrializing countries (NICs) into capital goods
producing MJV¥s as in the [AMJys.

It should also be pointed out that capital goods and engi-
neering industries are prime examples of sectors in which the
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Arab market is already of considerable 1mportance in the worly
markety 1ndicating the vast potential for increased regional
production without having to become sufficiently experienced anag
competitive to compete in international marketss The Arab mar-
ket in general and the Wwestern Asian market in particulary more-
overs have been growing at astonishingly high ratese.

While the details as to precisely which capital yoods
shoula be initiated on an 1AMJV basisy where they should be
locateds how large they should be ana what technology should be
utifized are matters that require further i1nvestigatione. {t is
clear that aindustries which have high backwara linkages tou the
mining sector should be locatea near tne miness ee.ge in Saudi
Arabia or other Gulf countriess whereas others with more ftorward
Tinkages shoula be located near the market. Some of these pro-
ducts can be produced by ejither capital or labour-intensive
techniques whereas others are associated w#ith a single technolo-

gys.

For these various industries tu be conpetitive with capital
goods produced in well-estanlished firms in the industrialized
countriess they must be abla to provide maintenance and to sup-
Ply spare parts to their customers in the region on short
notices This may require the creation of a relatively proad
umbrella-type IAMJV so as to provide maintenance and tu store
Spare parts tnroughout the regyion for a number of different cas—
ital goods producerse The wumobrella firm might also provide
export anag other credits so as to hnelp the individual
cummodi ty-producing [AMJVs to compete Wwitn the foreign companies
which almost always have excellent maintenance and repair ser-
vices and offer attractive packages of supplier?®s credits une
possibility that might be considered would be for the aliC to
perform tnis role as the umpbrella organization with the ingivii-
ual lines of capital yoods produced in tirms that mijht be joint
ventures between AliC and other private or public-sector Arabd
partners or perhaps even foreign partners #hen it is deemed that
the technologyical or other contributions of such Partners can
best be oLtained througyh the equity pdarticipation of forei1gn
firms,. In most cases where this 15 deemed to ne the casey the
selection of experienced producers in other developing countries
could well prove to be advantageous.

2o Qther new areas for IAMJV _activities

Llosely associated with engineering and capital Jooass the
progduction ot w~hich requires nlentiful quantities of industrial
design servicCesy additional candidates tor neaws 1A4JIVS would Seoun
to be engineering servicesy contracting and consultancy [aigisa

Traditionally thes> services nave hean supniie! largaly oy
foreiyn contracrors and firws in the case of lare and SopnEstL -
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Cated works or by small, family-oriented domestic Firms in the
Case of small and relatively unsuphisticated projects or activ-
1ties, Another common characteristic of the wady in which such
services are supplied is by single-project collaboration between
a relatively larye domestic tirm and one or more foreign compa-
Niese. Wnile flexibility of such arranjements can pe agdvanta-
geous in reducing the numoers of specializations that any single
domestic firim needs to possess and hence al $o the manpower
requirements of domestic firmsy there are also rather obvious
costs arisiny from the temporary nature of such arrangementsa
Joint ownership couuld well pe ddavantaygeous 1n reducing the tran-
sdction costs of arriving at such arrangyementsy and in providing
greater incentives poth tor the transfer of technology amony
partners and for improved efficiency and competitivenesse As a
resulty there would seen to be a Jreat deal of scope for the
transaction Cost-reducing and efficiency-increasing effects of
auditional IAMJV activities in these sector se It should be not-
ed thdt the Latin American experience with MJVs of this sort nas
been very favourable. These engineering and other service scc-
tor MJVs have qoune a long way towards reducing the dependence of
such countries on foreign ThCse

nhile lony-run development Objectives. may justify the
encourayement ot public-sector centres of science and technology
in which basic research is carried outs as far as appliea
resedrch 1s concernedy it would seem advantageous to develop
these research capabilities within a competitive private enter-
prise-orienteyd IaYyv frameworke In this ways the incentives
would ve created for utilizing the available R and © {research
and development) und other talents as efficiently as possible.

The protection 3and the grantinyg of preferences to I1AMJVs in
these activities can probably be Justified on the basis ot the
extrem2ly nigh rate of learning-by-doing that takes place in
Such activities. In any casey the possible advantages of such
TAMUVs need to be seriously investigyated.

Utner promising activities ftor IA“JVs ars border zone
dgevelopment and natural resources development in instances in
which the property rijhts tu such resources do not belong to a
sinyle agent or even a country. In the ftormer cases the fact
that multiplier and other bdeneficial eftects of such development
Dy one country would spi1ll out to other countries leads to a
Sttuation 1n  wWhich tnere 1s  under-investment in such areass
Inly by developing such arcas on a Joint bdasis as in an 1AMJY
bDetween thne countries sharing tne common 3drder or r2sources can
this under-investment bhias be overcomne. Example of resnurces
With incompglete property rights and similar "spillover” etfect
possivilities arise from the existence of underground o1l firelds
or lakes or othar bHodies o0t water {(with Fashing or othar
Fesclrce dgevelopment potonti1al) tHat transcend political pounua-
riese in tie Tatcer case, the  Hias may b towards
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overutilizaticn, depletiun and wollution ragher thian
under-investmente. Since there are many common  odrders and

shareuy bodies of water and pools of petroleums 1n principle
there 1s gredt sctope tor LAMIVS of these typese.e Ine practical
importance of SUCHy nosevers would need to he demonstrated i1n
specific 1nstancess

Finallys given the importance of encouraying MJvs to con-
tribpute more Dbroadly to suci10-econoiic developmenty some and
indeed greater consideration should be Jjiven to extending “JVs
1into activities that contraibute directly or indirectly to the
sdtisftfaction of basic needs. Pussible candidates might be
fooa-processing industries {(where “MJVs may offer distinct advan-
tages with rejara to homoyeneity of sctyles taste and product
standardss seasonal and product complementarityy in addition to
the wusual advantay2s of pooling resourcesy internalizing the
benefits of experience anda technological transfery etce)y cloth-
ing and apparel industries producing goods specially tailorea to
local needsy ana prefabricated housings trailersy hous2v04dts and
the like that can help to alleviate the serious housing short-
ayes that have arisen from the zombination of rapid popdlation
growth and the accumulated effects of insufficient investments
in housing in the paste. Some such activities might well become
competitive witn the national enterprises ot participating coun-
triess in the 1lonyg runy howevery such competition will be
highly pbeneficiale

Us __Uther recommendaations
l. Proposals for joint ventures should pe evaluated more thor-
oughl'y and from a more econumiC perspective than has generally
been tne case to datesy requiring for acceptance a wmore explicit
demonstration that the MJv form is more desirable than other
possible torms of economic organizationes

2e vecisions about the pbreadth of mempership and participation
by country shouldg be male only after a careful balancing of the
benetits of jreater brezadth in terms of risk-spreadingy capital
accumulations and factor endownment complementarity with the
transaction CcoSt disagvantayese

3. In view 0f the general underutilization of the subscribed
Capitaly the required size of 1nitial capital subscriptions
should be decreaseds

4 tfforts should be mage to develop markets or other means ot
exchanginy shares 1n IAYM4Vse Not only would this provide for a
broadeniny ot the ownership basey out also it wouly allow
liquidity preferentes tu be satistied more easilys and raise the
overall rate of investmentse
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5e In order to take the tullest possible advantagye of experi-
ence and KkKnow-howp wherever possible 1AMJVs should 1ncorporate
successful existing enterprises and should adapt suitable strat-
eyles for discouraging wasteful competition from national enter-
prises in thne same lines of economic activitye

6 Salary structures of trainees should pe redesigned so 4ds to
encouraye wore trainees to be retained; similarly salary struc-
tures of officials should be redesigned 50 as to provide 4 lower
flat salary but more and laryger nonuses for more than satisfac-
tory and outstanding performance.

Te Althoguh it is easy to understand wny there exist multiple
Objectivessy especially in public-enterprise MJVs, notgably in the
context of 1AMJVS more emphasis should be placed on the objec-
tive of commercial profitability in order to tacilitate evalu-
ationse to stimulate the further growth of IAYJvs and to
facilitate the development of a capital market or other means of
exchanging shares in [AMJVse.



