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ABSTRACT
EFFECTIVE FORMATION OF INTERNATIONAL COOPERATIVE
ARRANGEMENTS: TECHNOLOGY JOINT VENTURES

AND LICENSING AGREEMENTS

by

Adolfo Teddy Subieta

The use of international cooperative arrangements as strategic competitive
tools and vehicles for the transfer of technology between firms is growing rapidly.
The success or failure of these arrangements is affected by the process used in
forming them, but that process has received scant attention in the international
marketing literature.

This study focuses on the formation of two types of international cooperative
arrangements involving transfers of technology: joint ventures and licensing
agreements. Specifically, it deals with the factors leading to effective formation of
such arrangements.

The study begins with a review of three theoretical grounds: cooperation,
exchange, and transaction costs. Five key constructs that seem to influence the
¢ffective formation of arrangements (commitment, motivation, power, risk, and trust)
are identified.

Both exploratory and descriptive research methodologies are employed. In

the exploratory stage, 35 in-depth interviews in one "Fortune 500" chemical company




were used to develop a conceptual model for the formation of cooperative
arrangements. In the descriptive stage, eight hypotheses were tested, and four
research questions were investigated. The hypotheses and research questions were
verified by data concerning 48 arrangements collected through questionnaires and,
in many cases, follow-up interviews from nine "Fortune 500" chemical companies.
Bivariate (Kendall Tau-B, Pearson, and partial correlations) analysis and multivariate
(factor, multiple regression, and canonical correlation) analysis were used in the test
of the hypotheses and the investigation of the research questions.

Results suggest that effective formation of international cooperative
arrangements requires an extensive analysis of the type of technology involved in the
arrangement, plus careful selection both of the type of arrangement and of the
partner. Of the five constructs suggested by the literature review, commitment,
motivation, and trust have the most positive influence on the effective formation of

cooperative arrangements. Managerial guidelines are provided.
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"Ask, and it shall be given unto you;
seek, and ye shall find;

knock, and it shall be opened unto you."

3 Nephi 14:7
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CHAPTER |

INTRODUCTION

For firms interested in worldwide leadership, international cooperative
arrangements can play a strategic role. In addition to being a reduced-risk alternative
to direct investments, such agreements offer a way to enter new markets, reduce
competition, transfer technology, and reduce costs.

Several researchers have defined international cooperative arrangements.
According to Root (1988), for example, these are: "any form of long-term
cooperation between two or more independent firms headquartered in two or more
countries that undertakes or supports a business activity for mutual economic gain"
(p. 69). By making explicit two elements of a cooperative relationship, it is possible
to understand international cooperative arrangements better. These are (1) the
nature of the exchange and (2) the level of formalization of the relationship. A
cooperative interaction entails exchange of tangible and intangible objects between
parties. In addition, cooperative arrangements are characterized by the level of
formalization of the relationship between parties; relationships can be either formal
or informal.

The domain of this research is demarcated by: (1) the type of arrangements
included, (2) the number of participants per arrangement, (3) the object of exchange,
(4) the nature of the relationship between parties, and (S) the industry involved.

First, this study analyzes both equity joint ventures and licensing agreements.

Second, this study deals with cooperative arrangements which involve the
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participation of two firms only. Third, this research investigates cooperative
arrangements which involve transfer of technology between companies. Thus, the
major intangible object exchanged in these cooperative arrangements is technology.
One of the firms is willing to share its technology (supplier) and the other firm is
interested in absorbing it (recipient). Fourth, in this inquiry, only formal relationships
between parties are included. That is, the study analyzes only relationships
established and ruled by a written document negotiated and signed by both parties.
The firms included in this study are all from the chemical industry.

This research focuses on the formation of cooperative arrangements.
Specifically, it deals with the factors that lead to an effective formation of
international cooperative arrangements. In the context delineated above, this research
has three major objectives:

1 To develop a conceptual model which characterizes the effective
formation of international cooperative arrangements involving the
transfer of technology between parties in the chemical industry.

2. To examine the factors affecting the formation of these cooperative
arrangements. Key factors that lead to effective formations of
international cooperative arrangements will be identified. Hypotheses
regarding the relationships between these factors and effectiveness or
effective formation of cooperative arrangements and their level of
statistical significance are empirically tested.

<H To derive a managerial framework that will help managers effectively

form international cooperative arrangements.
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In the next section, several background issues of the research are addressed.
First, the concept of effective formation of cooperative arrangements and five
constructs associated with effectiveness are presented. Then, based on a contingency
framework and these five constructs, four research questions are offered. Next, the
importance of cooperative arrangements in the context of global markets is indicated.

Finally, the importance of this research and a plan for the dissertation are provided.

Effective Formation of Cooperative Arrangements

Effective formation of cooperative arrangements or simply effectiveness, refers
to the overall level of organizational goals reached by the firms during the formation
process. Specifically, the formation of an international cooperative arrangement is
said to be effective if: (1) the parties arrive at a formal written agreement; (2) both
parties are satisfied with the terms of the agreement and with the other party; and
(3) both parties achieve their objectives at an expected level (e.g., they obtained the
expected benefits from the arrangement). Five constructs are hypothesized to lead
to effective formation of international cooperative arrangements: motivation, power,

risk, commitment, and trust.

Key Constructs

Companies enter into international cooperative arrangements in order to gain
strategic advantages or benefits. Yet, exchange relationships involve negotiations and
social interactions through which relations of power and dependence become
established. Relations of dependence with other firms possess inherent risks. The

partner may not perform as expected (performance failure) or may decide to
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appropriate the resources and strategic advantages of the other party such as trade
secrets and technology (disclosure risk). In order to reduce these risks, international
firms prefer formal, contractual cooperative arrangements.

Thus, one major element in the formation of international cooperative
arrangements is the negotiation of a contractual agreement. During these
negotiations, both parties spell out their objectives, rights and obligations that will
rule the interactions between parties during the life of the arrangement and eventual
termination. Companies, however, have found that contractual agreements are only
one of the elements (for some companies a minor element) for building ties between
firms. In order to build strong linkages between companies and enhance the chances
of leading to a successful arrangement, two other elements are necessary:
commitment to the formation and implementation of the arrangement, and trust
between partners.

The five constructs (motivation, power, risk, commitment, and trust) were
partitioned into a predictor and a contingency variable. The predictor variable refers
to factors which are under the control of the supplier of technology. Three of these
factors are commitment and motivation to enter in the arrangerhent as well as the
power associated with the resources contributed to formation and implementation of
the arrangement. The contingency variable refers to factors which are only indirectly
controlled by the supplier of technology: risk and trust. The criterion variable is
represented by effectiveness. Figure 1.1 shows the variables, the factors, and the

proposed relationship among the variables.



VARIABLES AND KEY CONSTRUCTS

Predictor Variable

* Power
* Commitment
* Motivation

Contingency Variable

* Risk
* Trust

\
/

Figure 1.1

Criterion Variable

* Effectiveness
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This conceptualization suggests that the effective formation of international
cooperative arrangements depends upon power-dependence related factors and the
levels of risk and trust. Thus, two relationships are proposed among these variables
(predictor, contingency and criterion variables): (1) the relationship between the
predictor variable and the criterion variable; as well as (2) the relationship between

the contingency variable and the criterion variable.

R rch ion;
Based on the above framework associated with effective formation of

international cooperative arrangements, this research aims to answer the following

questions:

1. What is the overall impact of the predictor variable (power-
dependence related factors: power, motivation, and commitment)
upon effectiveness (formal agreement reached, satisfaction and
achievement of objectives)?

2. What is the impact of each of the constructs (motivation, power, and
commitment) on effectiveness? How significant (statistically) is the
influence of each of these constructs upon effectiveness?

3. What is the overall impact on the contingency variable (trust and risk)
upon effectiveness?

4, What is the impact of each of the constructs (trust and risk) upon

effectiveness? How significant (statistically) is the impact of each of

these constructs on effectiveness?
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Importance of Cooperative Arrangements

Traditionally, multinational firms have preferred wholly-owned subsidiaries
over cooperative arrangements when entering into foreign markets (Contractor and
Lorange, 1988). Consequently, these firms have used internal mechanisms for the
transfer of technology (Casson, 1979; Contractor and Sagafi-Nejad, 1981; Millman,
1983). Millman, for example, estimates that two-thirds of the technology transferred
between countries is "channelled within multinationals." Multinational firms,
however, are reviewing their approaches to market entry and technology transfer.
Now they are accepting joint ventures and licensing agreements as alternatives to
direct investment in increasing numbers.

Killing (1983), for example, points out the growth in the number of
international joint ventures. He presents historical data which compares the number
of wholly-owned subsidiaries and partially owned subsidiaries (majority and minority
owned subsidiaries) formed between 1900 and 1967. While in the early 1900s the
percentages of wholly-owned subsidiaries formed over the total number of
subsidiaries formed (including partially owned subsidiaries) ranged between 74
percent and 91 percent, this percentage declined to 55 percent in the 1960s. The
number of joint ventures formed in the early 1900s was 22. This number increased
to 631 in the 1960s. Killing states "...between 1910 and 1967 there was a marked
increase in the propensity... to use joint ventures" (p. 2).

Moreover, several authors indicate the growth of cooperative arrangements

in the last few years (Harrigan, 1985; Hladik, 1988; Auster, 1987; Contractor and

Lorange, 1988). Auster, for example, indicates that international cooperative
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arrangements have "skyrocketed" the last 15 years. Likewise, Harrigan, referring to
domestic cooperative arrangements, talks about an "explosion" in the number of
cooperative arrangements formed the last decade. She indicates that while in the
period 1964-1974 the total number of announced joint ventures was 505, in the next
period, 1974-1984, the total number of announced joint ventures jumped to 802. That
is, in the last ten years the number of .announced joint ventures increased by 59
percent over the preceding period. Contractor and Lorange (1988), comparing the
number of international cooperative arrangements (joint ventures and licensing
agreements) against the number of wholly-owned subsidiaries, provided a ratio of
four international cooperative arrangements to one wholly-owned subsidiary.

In addition, multinational firms are realizing that international cooperative
arrangements can play a strategic role in a competitive global market (Contractor
and Lorange, 1988; Harrigan, 1985). Harrigan, for example, suggested that
cooperative arrangements are seen as strategic options. She explains that they used
to be just a way to enter into foreign markets, but now companies perceive them, as
part of a network to cope with worldwide competition. This shift towards cooperative
arrangements has been reflected in the dramatic growth in the number of cooperative
arrangements formed in recent years.

There are several factors that explain why firms are reviewing their traditional
views regarding cooperative arrangements and why these arrangements are growing
on rapidly. These are: (1) shorter product life cycles that have pushed companies to

introduce innovations more frequently; (2) sophisticated technology that requires
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multiple, yet specialized, skills and resources; (3) high research and development
costs; (4) host country regulations restricting wholly-owned subsidiaries; and (S) high
capital requirements fees (for example, the capital required for establishing a
distribution network and/or a sales force number is high) (Harrigan, 1985; Mowery,
1988; Contractor and Lorange, 1988; Hladik, 1988; Auster, 1987). These factors
encourage firms to cooperate with other companies, even competitors, and gain
strategic advantages in order to overcome the environmental challenges.

One important feature of international cooperative arrangements -- joint
ventures and licensing agreements -- is the role they play in the transfer of
technology (Harrigan, 198S; Contractor, 1985) Contractor, for example, suggests that
technology transfer includes three elements: patented information, non-patented
information (know-how), and services (training, managerial development,
installations, etc.). Usually, international cooperative arrange'ments involve a
combination of these elements included in the transfer of technology between parties.

Regarding the future, several authors (Auster, 1987; Mowery, 1988; Harrigan,
1985) predict that international cooperative arrangements will continue to grow in
importance as strategic options and weapons in an increasingly'competitive world.
As Perlmutter and Hennan (1986) point out, "to be globally competitive,
multinational corporations must be globally cooperative.” (p. 136).

The chemical industry, which is the focus of the present research, has followed
a somewhat different pattern of cooperative arrangement activity. According to Berg
et al, (1982), firms within the industry have been active in forming cooperative

arrangements for decades. For this industry, cooperative arrangements are not a
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recent phenomenon. Berg et al., suggests that for some companies, the formation of
cooperative arrangements is a very important activity. Moreover, these firms have
a stable, experienced and sizable staff in charge of the formation of arrangements.
These characteristics of the chemical industry and the number of firms heavily
involved in cooperative arrangements, in particular, are compelling reasons to select
this industry as a target for research on formation of international cooperative

arrangements.

Importance of This Research

This research focuses on the formation of international cooperative
arrangements which involve technology transfer in the chemical industry. It develops
a conceptual model for explaining the formation of cooperative arrangements,
identifies key factors for the effective formation of arrangements, and empirically
verifies relationships among them. The research makes contributions to three major
constituencies: academicians, practitioners, and policy-makers.

This study adds to the knowledge base on international and industrial
marketing, and in particular, adds to the knowledge base on international cooperative
arrangements. Formation of cooperative arrangements has been overlooked by
researchers. As Auster (1987) pointed out, formation of cooperative arrangements
is the "forgotten dimension" (p. S) in the literature on international cooperative
arrangements.

This research helps practitioners to better understand effective formation of

cooperative arrangements. Any manager with some experience in the formation of
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international cooperative arrangements knows the intricacies and difficulties faced
during the process of formations. However, managers, in general, receive "on-the-job
training" regarding the formation of arrangements. So, an unsystematic approach
based on few heuristics is commonly found among managers. This study, in contrast,
provides a general framework and specific guidelines for the process of forming
cooperative arrangements. Thus, for practitioners, the normative framework derived
from the conceptual model represents a tool for making the design and planning of
international cooperative arrangements more effective.

Formation of cooperative arrangements is the first stage toward the
implementation of arrangements and the transfer of technology between parties. Key
factors that impact the formation of cooperative arrangements may also impact on
the transfer of technology. Setting guidelines about technology transfer through
international cooperative arrangements requires better understanding of the factors
associated to the supplier of technology, the recipient of technology, and the
relationships between them.

This study analyzes motivational factors, hindering factors such as risk, and
other factors such as power, trust, and commitment between partners. By
understanding these factors, policy-makers are better prepared for setting guidelines

for the transfer of technology between countries.

)

Plan of the Dissertation
Chapter Two presents a review of the relevant literature on cooperative

arrangements. Five constructs that seem to impact on the effective formation of
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international cooperative arrangements are identified. Hence, eight hypotheses that
describe the relationship between effectiveness and each of these constructs are
offered. Chapter Three explains the research methodology. The research included
two steps: first, an exploratory phase, useful in developing an integrated framework,
identifying the constructs, and formulating the research questions and hypotheses was
conducted. Then, a descriptive research, designed to verify the hypotheses and
investigate the research questions using bivariate and multivariate analysis was
carried out. Chapter Four offers the key results from the exploratory stage. Chapter
Five presents an analysis of the data using univariate and bivariate techniques.
Chapter Six offers an analysis of the data using multivariate tools. Support for the
hypotheses and answers to the research questions are indicated. Chapter Seven
provides the conclusions and discusses the implications of this research. Normative

guidelines for practitioners are suggested, the limitations of this study are noted, and

directions for future research are presented.



CHAPTER 11

LITERATURE REVIEW AND THEORY DEVELOPMENT

The objectives of this literature review are to (1) identify the key factors that
lead to the effective formation of international cooperative arrangements
(effectiveness); and (2) to develop a-conceptual framework of the interaction
between these key factors and effectiveness. First, definitions and characteristics of
different types of cooperative arrangements are offered. After that, three
frameworks relevant to international cooperative arrangements are presented: (1)
theory of cooperation; (2) theory of exchange; and (3) transactions costs theory. By
analyzing these frameworks, several key factors that impact international cooperative
arrangements are identified. Then, the literature on formation of international
cooperative arrangements is reviewed. This review shows which parameters have
been identified and tested so far. Next, a definition of effective formation of
international cooperative arrangements (effectiveness) is introduced. Finally, eight
hypotheses indicating the relationship between effectiveness and five key parameters

-- motivation, commitment, power, risk and trust -- are presented.

Definitions

There is a considerable number of terms and definitions which refer to
international cooperative arrangements (Root, 1988; Auster, 1987; Oman, 1988;
Mowery, 1988; Harrigan, 1988). A sample of the terminology and definitions found

in the literature on cooperative arrangements is offered in Table 2.1. In addition,

13
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Table 2.1
Terminology and Definitions

Terminology:

Definitions:
Root (1988):

Auster (1987):

Oman (1988):

Mowery (1988):

Harrigan (1988):

terms used to identify international
cooperative arrangements

-international corporate linkages (ICL's)
-new forms of investment (NFI)
-international collaborative venture (ICV)
-strategic alliances

International Cooperative Arrangement

"Any form of long-term cooperation between two or more
independent firms headquartered in two or more countries that
undertakes or supports a business activity for mutual economic
gain. Long-term does not refer to any specific period of time,
but, rather to a duration that exceeds the duration needed to
complete arm’s-length, open-market transaction.” (p. 69)

International Corporate Linkages (ICL’s)

"The diverse interorganizational arrangements created by firms
based in different countries to obtain strategic advantages in
their markets and environments." (p. 3)

New Forms of Investment (NFI)

"A foreign company supplies goods, either tangible or
intangible, which constitute assets for an investment project or
enterprise in the host country, but the foreign country does not
hold majority ownership of the investment project or enterprise
as such.” (p. 384)

International Collaborative Venture (ICV)

"Interfirm collaboration in product development, manufacturing
or marketing that spans national boundaries, is not based on
arm’s-length market transaction, and include substantial
contributions by partners of capital, technology, or other assets
(definition excludes export, direct foreign investment, and the
sale of technology through licensing)." (p. 2)

Strategic Alliances
"Partnership among firms that work together to attain some
strategic objective.” (p. 53)
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several authors have elaborated on different typologies regarding international
cooperative arrangements (Contractor and Lorange, 1988; Harrigan, 1985; Buckley,
1985; Berg et al., 1982).

For this research, the term "international cooperative arrangement” and the
definition offered by Root (1988) has been adopted with minor modifications. This
definition is adopted because it includes the concept of cooperation. This concept
is very important in technology transfer arrangements. In these arrangements a
major objective is the transfer of technology from one firm (supplier) to the other
firm (recipient). Both companies work together to achieve the major objective and
common goal of the cooperative effort: the transfer of technology.

Accordingly, the definition of international cooperative arrangements for this
research includes: (1) a long-term cooperative interaction between two firms from
two different countries (in particular, one of the firms from the USA); (2) both firms
interested in exchanging intangible and tangible assets, one of the firms -- the
supplier -- willing to share its technology with the other party; and (3) their
interactions ruled by a contractual agreement.

Cooperative arrangements include interfirm relationships such as technical
agreements, production, buy back agreements, patent licensing, franchising, know-
how licensing, management (marketing) service agreements, nonequity cooperative
agreements, and equity joint ventures (Contractor and Lorange, 1988). In general,

cooperative arrangements that involve technology transfer imply a long-term



16

relationship (except turnkey contracts) (Contractor and Sagafi-Nejad, 1981).

This study is concerned with two types of international cooperative
arrangements: licensing agreements and equity joint ventures. The definitions
adopted for these arrangements are: (a) licensing agreements: Both firms commit
resources to the arrangement but they do not share ownership. Typically, one firm
provides intangible assets (patents, trade secrets, know-how). In return, this company
receives some form of compensation. The contractual agreement may include other
agreements (e.g., supply of components, services, etc.); (b) equity joint ventures: both
companies invest in assets, share ownership and profits. One party holds at least
10% of the equity. The arrangement may include the creation of a new entity. In
conjunction with the equity joint venture, there may be other agreements such as
licensing agreements. Tables 2.2 and 2.3 offer additional definitions of these
arrangements.

Cooperative arrangements have been classified according to the degree of
interorganizational dependence (Contractor and Lorange, 1988); the degree of equity
and control (Harrigan, 1985); or several dimensions (Buckley, 198S; Berg et al,,
1982). For example, Buckley classified cooperative arrangements on the basis of:
equity vs. non-equity, time limitations, space limitations, transfer of resources and
rights, and mode of transfer (internal vs. market). Table 2.4 offers a comparison of
characteristics of selected cooperative arrangements with those of a wholly-owned
subsidiary. Twelve factors permit one to distinguish between licensing agreements,

joint ventures, and wholly-owned subsidiaries.
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Table 2.2
Licensing Agreements: Definitions

Patent Licensing: "Involves a one-time transfer of the patent right. Compensation, however, is often
in the form of a running royalty, expressed as a fraction of sales value" (Contractor and Lorange, 1988:
p. 6)

Know-How Licensing: "It is not simply a matter of transferring a patent right or providing start-up
training. It involves extended links between the two firms and on-going interaction on technical or
administrative issues. Payment in these cases will typically be in the form of a lump-sum fee plus
running royalties” (Contractor and Lorange, 1988: p. 6)

International Licensing: (Broad Definition) "Includes a variety of contractual arrangements whereby
domestic companies (licensors) make available their intangible assets (patents, trade secrets, know-how,
trade marks, and company name) to foreign companies (licensees) in return for royalties and/or other
forms of payments” (Root, 1987: p. 85)

Cross-Licensing Arrangements: "Cover technology developed independently by separate firms for the
same (or similar) product or processes. Firms trade licenses to gain knowledge about processes that
other firms may have developed” (Harrigan, 1985: p. 24)

Minority Equity Investments: "Minority investments do not create a new entity; investors share the
equity of the ongoing firm" (Harrigan, 1985: p. 21)

Table 2.3
Joint Ventures: Definitions

1L "Separate organizational entities whose ownership is shared by firms based in different
countries” (Artisien, 1985: p. 3)

2. "A corporation formed by two or more separate entities, usually corporation, which typically
allocate ownership based on shares of stock controlled" (Berg et al., 1982: p. 3)

3. "Shared-equity undertakings between two or more parties, each of whom holds at least five
percent of the equity" (Beamish, 1987: p. 23)

4. "An independent entity formed by two or more parent firms" (Lyles, 1988: p. 301)
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Relevant Frameworks

According to several definitions (Root, 1988; Auster, 1987; Oman, 1988;
Mowery, 1988; Harrigan, 1988), and the definition adopted in this research, the
following elements are present in international cooperative arrangements: (1) long-
term cooperative relationship between independent firms. This relationship may
include shared ownership; (2) exchange of tangible and intangible goods, and (3) a
formal relationship.  Hakannson (1988) classified international cooperative
arrangements as formal relationships. He suggested that large international firms are
particularly inclined to rely on formal relationships. International cooperative
arrangements are formalized by negotiating and signing a contractual agreement.
Therefore, international cooperative arrangements can be approached from three

perspectives: (1) as a cooperation; (2) as an exchange; or (3) as a contract.

Theory of Cooperation

The three elements that have been identified as basic components of
international cooperative arrangements are goals, rewards/benefits, and risks
(Marwell and Schmitt, 1975; Root, 1988; Contractor and Lorange,. 1988). In addition,
Buckley and Casson (1988), in their theory of cooperation, identified two other
dimensions of a cooperative effort: trust and commitment. By using cooperation as
a framework, three questions are addressed: (1) Why do companies participate in
international cooperative arrangements? (2) Why are companies reluctant to

participate in international cooperative arrangements? (3) How do companies that
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get involved in international cooperative arrangements balance the desire and

reluctance to participate in international cooperative arrangements?

Compatible Goals

Cooperation usually implies commonality of goals among participants. A
common goal in technology joint venture and licensing agreements is the transfer of
technology. However, other goods such as the duration of the arrangement, the
products/markets included on it may be different. For example, Auster (1987)
indicated that in international cooperative arrangements, goals may be conflicting,
shared or any intermediate mix between these extremes. Moreover, Buckley and
Casson (1988) suggested that in some cases, conflicting elements are not only present,
but may dominate. Yet, Goldenberg (1988) explained that in international
cooperative arrangements, conflicting goals can lead to cancellation of the
arrangement or disruption of its formation. Doz (1988) pointed out that
international cooperative arrangements require "a minimum common set of
operational goals." (p. 319) Dymsza (1988) explained that a key factor for success
in international cooperative arrangements is the achievement of major goals by each
partner. This implies that each partner has different goals. There is the alternative,
as Goldenberg indicated, that companies may have different, yet compatible goals.
Accordingly, partners may have some conflicting goals; yet, as long as the major goals
are not in conflict (e.g., compatible goals), the likelihood of forming and operating

successful cooperative arrangements is high.



Rewards/Benefits

Rewards/benefits are important incentives for the formation and maintenance
of international cooperative arrangements (Beamish, 1987; Artisien and Buckley,
1985). However, firms planning to participate in international cooperative
arrangements consider not only the benefits derived from them, but also the costs of
participating in the arrangement (Contractor and Lorange, 1988; Harrigan, 1985;
Contractor, 1981). Still, a third important issue for analysis is the distribution of
these benefits between partners (Marwell and Schmitt, 1975; Buckley and Casson,
1988).

Dymsza (1988) explained that one of the factors for success in joint ventures
is that each party contributes with complementary assets that are valuable for the
partners. Likewise, Beamish suggested that satisfactory performance is reached when
there is greater need for each party of the resources of the other party. Writers have
classified the different rewards that firms can obtain from international arrangements.
Harrigan, for example, >analyzed domestic cooperative arrangements and identified
three major groups of benefits: internal (e.g., cost reduction), competitive (e.g.,
preempt a market), and strategic (e.g., access to technology). Thus, two strong
motivational factors for forming cooperative arrangements are satisfying the needs
of the firm and/or obtaining benefits from the arrangement.

Regarding the distribution of rewards between the parties or how equitable
is the arrangement, parties usually compare with each other the magnitude of the
benefits obtained from the arrangement. As long as the distribution of rewards is

perceived as fair or equitable by both parties, the likelihood of continuing the
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arrangement is high. In other words, cooperative arrangements are more stable
under conditions of perceived equity by both parties.

Therefore, as long as partners perceive the benefits from the cooperative
arrangement superior to its costs, an equitable distribution of these benefits, and/or
satisfied their needs, they will form or continue participating in the arrangement.
This suggests that: (1) low levels of these motivational factors do not lead to a
formation of arrangements, and (2) significant differences in the levels of
motivational factors between parties (e.g., asymmetric levels of motivational factors)

reduce the likelihood of forming cooperative arrangements.

Ris

When planning participation in international cooperative arrangements,
companies not only analyze costs and benefits, but they are also concerned with the
risks involved in participating in the arrangements (Contractor and Lorange, 1988;
Berg, et al., 1982; Root, 1988). The two major risks parties are exposed to in
international cooperative arrangements are fiduciary risk and environmental risk.
Root defined fiduciary risk as "the probability that the other participant will fail to
carry out the responsibilities under the arrangement" (p. 73). Fiduciary risk includes
performance failure and disclosure risk.

An inherent characteristic of a cooperative relationship is dependence.
Fiduciary risk is the result of this interdependence. Each party depends on the
performance and/or actions of the other party. Both parties have a role in the

arrangement. If one party does not perform its role (performance failure), then both
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parties will suffer. In addition, both parties have access to and control of resources
such as proprietary knowledge. If one party decides to misuse/appropriate the
technology of the supplier (disclosure risk), then one party will obtain benefits while
the other party will suffer losses.

Environmental risk (Root, 1988), refers to "the size of a given participant’s
assets (both financial and real) that would be directly affected by changes in the
political, economic, competitive, and other aspects of the cooperative arrangement’s
environment." (p. 74) Root identified four types of environmental risk: (1) general
instability risk (e.g., turmoil); (2) ownership/control risk (e.g., contract revocation by
the host government); (3) operations risk (e.g., price control); and (4) transfer risk
(e.g., restrictions on repatriation of dividends) (Root, 1987).

Some writers, however, talk about the "risk reduction effect”" of international
cooperative arrangements (Contractor and Lorange, 1988; Berg et al., 1982). They
were referring to the advantages of international cooperative arrangements over
wholly-owned subsidiaries. They pointed out that international cooperative
arrangements have lower environmental risks than that of wholly-owned subsidiaries.
Contractor and Lorange, for instance, cited these advantages: (1) lower investments;
(2) use of the international cooperative arrangements as a guinea pig; and (3)
diversified and limited risk reduction effect of international cooperative
arrangements. They indicated risk reduction as one of the important motivational
factors to induce firms to participate in international cooperative arrangements.

In summary, participating in an international cooperative arrangement

involves: (1) the risk associated with entering into an arrangement with a partner
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(fiduciary risk) and (2) the risk associated with doing business in a host country or
partner’s country (environmental risk). Environmental risk, however, is found in
other types of investments such as wholly-owned subsidiaries. It is not detected
specifically in international cooperative arrangements. As was mentioned above,
some authors have pointed out the advantage of international cooperative
arrangements (lower environmental risk) over wholly-owned subsidiaries. There are
trade-offs in the levels of fiduciary risk and environmental risk depending upon
whether the venture is a cooperative arrangement or a wholly-owned subsidiary: (1)
higher fiduciary risk if the companies enter into international cooperative
arrangements, and (2) higher environmental risk if the firm prefers a wholly-owned
subsidiary.

Companies usually are risk averse. Thus, if fiduciary and environmental risks
are high, firms usually avoid the investment. If only fiduciary risk is important, then
the firm may consider to go by itself. On the other hand, if environmental risk is
high, yet reduced by entering into an international cooperative arrangement, then
firms will prefer the cooperative arrangement. All in all, if the level of risk (fiduciary
and environmental) is high, the likelihood of forming a cooperafive arrangement is

low.

T I mmitmen
Before entering into international cooperative arrangements companies look
into the rewards/benefits, costs and risk of the arrangements. They are also

concerned about the compatibility with the potential partners. Moreover, managers
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of the participant firms are interested in two other important components of
cooperative efforts: trust and commitment (Buckley and Casson, 1988). Regarding
trust, Buckley and Casson in their theory of cooperation proposed the following: (1)
mutual trust is the result of mutual forbearance. Forbearance involves fulfilling all
the obligations established between the parties. Fulfilling obligations is a function
of two factors (Deutsch, 1973): (a) the intentions of the party (e.g., deals fairly), and
(b) its ability (e.g., skills and resources) to deliver its promises; (2) trust is the true
mechanism of cooperation; and (3) trust generates loyalty. Accordingly, cooperation
is possible only if there is some level of trust between parties. Low levels of trust
reduce the likelihood of forming cooperative arrangements.

With regard to commitment Buckley and Casson proposed that commitment
results when: (1) there are interactions and sharing of information between parties.
This implies some levels of effort from both parties and some investments "specific"
to the interaction; (2) the parties perceive an equitable distribution of rewards; and
(3) the output is strategically important for the partners. In other words, cooperation
requires certain level of commitment from both parties. In addition, differences in
the levels of commitment between parties (e.g., asymmetry in the levels of
commitment) may influence the formation and implementation of the arrangement.

In summary, firms enter into international cooperative arrangements because
of rewards, expected benefits, and needs. Firms analyze costs and risks. After their
analysis and decision to enter into a cooperative arrangement, they look for a
suitable partner. Here is where compatibility of goals becomes relevant. Managers

assess their feelings about potential partners. If they do not feel comfortable. they
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do not enter into the relationship (Harrigan, 1985). This involves a subjective
assessment of the levels of trust and commitment of each party in the relationship.

All in all, by analyzing international cooperative arrangements.as cooperative
efforts, four key factors which impact on the formation and implementation of the
arrangements were identified: motivation (benefits/rewards and needs), risks
(fiduciary and environmental risks), trust, and commitment. The impact of symmetric
levels of motivation and commitment for the parties (balanced relationship) upon the
formation/implementation of cooperative arrangements was also discussed. In the
next section, another framework -- exchange -- helps to identify additional key
factors.

Theory of Exchange

Exchange systems include, among other elements the transfer of something
tangible, intangible or symbolic between parties and social influence or negotiation
between actors (Bagozzi, 1975). Exchange framework is useful for international
cooperative arrangements because it helps to answer the following questions: (1)
What are the characteristics of the "object of exchange" in this transaction? and (2)

How is this exchange established?

Technology

In technology transfer cooperative arrangements, technology is the major
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