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Executive Summary

Executive Summary

Because the Mexican government under its current President, Carlos Salinas de Gortari,
has encouraged investment in Mexico by increasing the percentage of ownership of a Mexican

business that a U.S. company can hold, joint ventures are more attractive now than they had
been in the past.

This study, conducted by Pacific Northwest Laboratory® at the request of the Office of
Technical and Financial Assistance of the U.S. Department of Energy, provides preliminary
information for U.S. renewable energy companies who are interested in forming a joint ven-
ture with a Mexican company. This report is not intended to be a complete reference but does
identify a number of important factors that should be observed when forming a Mexican joint
venture:

¢ Successful joint ventures achieve the goals of each partner. This results from complemen-
tary contributions from each partner, creating synergistic benefits. The nondomestic part-
ner generally contributes manufacturing technology, a specific product knowledge, and
technical knowledge. The host-country partner generally contributes capital, knowledge of
the indigenous market, contacts within the government, knowledge of local suppliers, and
a relationship with local labor.

* It is essential that all parties agree to the allocation of responsibilities. It doesn’t matter
which party agrees to be responsible for financing, marketing, or research and develop-
ment, as much as it matters that both parties agree to the arrangement.

* Put everything in writing. During the negotiation process, lay out all the terms and condi-
tions of the venture in black and white terms to which both parties agree.

* Research in depth the country or countries in which you are considering doing business.
Become as familiar as possible with their culture, history, current events, language, etc.,
all of which will smooth your relationship and interaction with your potential partner and
foreign business contacts. Time spent in this research will pay off well in the long run.

(a) Pacific Northwest Laboratory is operated for the U.S. Department of Energy by Battelle
Memorial Institute.



Executive Summary

e Select a partner familiar with U.S. ways and expectations of doing business; conversely,
allow your Mexican partner to introduce you to and lead you through the Mexican business
and cultural environment.

* Establish and maintain open communications with your partner from the outset. Do not
allow language or culture to become communication barriers.

* In most cases, the Mexican partner best knows how to conduct business in Mexico, as well
as the characteristics of the Mexican market. Therefore, allow them to operate the ven-
ture. The role of the U.S. firm should, in many cases, be that of upper level policymaking
and oversight.

Information contained in this report includes a listing of U.S. companies who are conduct-
ing business in Mexico, a listing of those companies who have formed strategic alliances with

Mexican companies, case histories of the experiences of several of these companies, and a
brief guide to forming a joint venture in Mexico.
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Introduction

1.0 Introduction

Strategic alliances are increasingly used by companies around the world to gain entry into
nondomestic markets. For many companies considering doing business abroad, a wholly
owned foreign subsidiary would be the most attractive alternative because this arrangement
allows absolute managerial control as well as total control over production and marketing
operations. Often, however, as a result of governmental regulations restricting foreign owner-
ship, this type of arrangement is not always possible. Although often costly and difficult to
establish, a joint venture in such cases represents an attractive alternative. A joint venture
offers a number of incentives: 1) it may enable a company to make use of the specialized
skills of a foreign partner, 2) it can allow access to the foreign partner’s distribution system,
3) it allows companies that lack the capital or personnel capabilities to expand internationally,
4) it allows entry to markets where wholly owned activities are prohibited, and 5) it reduces a
firm’s economic and political risks by the amount of the partner’s contributions to the venture
(Cateora 1987).

Strategic alliances can take several forms: technical support contract, licensing, franchis-
ing, vertical joint venture, and horizontal joint venture. Each of these forms is increasingly
interactive, with horizontal joint ventures requiring a fully integrated company and each
partner having full access to the other partner’s technology and information. With either ver-
tical or horizontal joint ventures, each partner shares the risk of start up, invests their own
unique technical skills, and provides joint financing.

A number of countries are currently attractive as host sites for U.S. joint ventures. One of
these, and certainly one of the most convenient from a geographic perspective, is Mexico.
Mexico is the 14th largest country in the world and the 12th largest in population, making its
size and proximity (sharing a 2,000-mile border with the U.S.) an excellent test bed for the
Latin American market.

Mexico is both a market where joint ventures are frequently used by U.S. firms and an
excellent market for the production and sale of renewable energy technologies. Under
Programa Nacional de Solidaridad (PRONASOL), the Mexican government has electrified a
number of rural communities using renewable energy systems. This effort is anticipated to
expand greatly uirough the efforts of the Mexico-U.S. Renewable Energy Cooperation
Program (PROCER), whose goals include assisting in the development of the Mexican
renewable energy industry. Because the Mexican government retains exclusive control over
the electric power generation industry and governmental and parastatal companies are

1.1
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Introduction

encouraged to "buy Mexican" whenever possible, one way in which U.S. firms can participate
in the market is for Mexican and U.S. renewable energy companies to collaborate through
joint ventures.

For many U.S. companies without any international experience, the prospect of forming a
joint venture is, in many cases, confusing at best if not totally daunting. To encourage and
instruct U.S. companies to partake in this opportunity, the U.S. Department of Energy (DOE)
Office of Technical and Financial Assistance (OTFA) commissioned Pacific Northwest Lab-
oratory (PNL)® to develop a guide to forming joint ventures in Mexico. The mission of the
OTFA is to support the objectives of the National Energy Strategy by focusing DOE and Fed-
eral activities on helping U.S. renewable energy technologies and industries to compete effec-
tively in domestic and international markets. To accomplish this mission, OTFA has set a
goal to enhance the market position of U.S. industry by identifying opportunities and improv-
ing information to industry that will increase the sales of renewable energy products and
services. The growth of the world market share of and the participation in joint ventures on
the part of U.S. renewable energy companies are two indicators of the success of this goal.

This study provides preliminary information for U.S. renewable energy firms who are
interested in forming a joint venture with a Mexican firm and is not intended to be an all-
inclusive treatise. In fact, a section on what other sources of information a firm should con-
sult before making such a decision is included; that list, in itself, is also not exhaustive.

This study is limited in scope to address joint ventures only. This should not imply that
this is the only form of strategic alliance with a foreign firm. Many other forms of successful
cooperation among U.S./Mexican companies, as well as a variety of other ways to conduct
business in Mexico, exist. However, because the government of Mexico, under its President,
Carlos Salinas de Gortari, has encouraged investment in Mexico by increasing the percentage
of a Mexican business that a U.S. firm can own, joint ventures may be more attractive now
than in the past.

The purpose of this study is to provide the U.S. renewable energy industry with informa-
tion to facilitate joint venture planning for Mexico. To this end, the following are presented:

e identification of U.S. companies who are conducting business in Mexico and identification
of those companies who have formed strategic alliances with Mexican companies

(Section 2.0)

e case histories of the experiences of several of those companies (Section 3.0)

(a) PNL is operated for the DOE by the Battelle Memorial Institute.
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* a brief guide to forming a joint venture in Mexico (Section 4.0)

¢ sources of information and references used in this report to consult before making any joint
venture decision (Sections 5.0 and 6.0).

The case histories will serve as the basis for a planned Phase II seminar to be conducted
for renewable energy manufacturers.

1.3



Methodology

2.0 Methodology

From the thousands of companies contained in the North-South Database (University of
Miami 1992), American Companies Operating in Mexico (American Chamber of Commerce
of Mexico 1991), American Firms in Mexico (World Trade Academy Press 1991), and those
found in a literature review, a master list of 200 was compiled (Table 2.1). Eliminated from
this list were Mexican companies with a non-U.S. partner; companies operating in Mexico
that were clearly indicated as being wholly owned subsidiaries, solely distributors, solely sales
agents, or merely warehouses for U.S. parent companies; and companies not engaged in
manufacturing. What remained were manufacturers operating in Mexico with U.S. partners
and that were possibly a U.S.-Mexican juint venture.

Companies on this master list that appeared to be the possible joint venture candidates
were contacted. From these contacts, a number of joint venture operations, as well as a
number of nonjoint venture relations, were found.

The remaining companies on the master list were then contacted in alphabetical order.
Again, it was uncertain whether these operated joint ventures in Mexico: their Mexican rela-
tion could have been a subsidiary or any other type of operation. At this point, only those
companies with Mexican operations that were clearly not joint ventures were eliminated.

An additional screening criterion, based on PNL’s initial contacts, was developed because
it was discovered that Mexican operations with the same name as that of the U.S. company
were rarely joint ventures. After applying this additional filter, the success rate in locating a
joint venture increased. When contacted, each company was additionally queried as to
whether they knew of any other U.S. companies that had Mexican joint ventures.

Last, individuals at U.S. companies with whom PNL had established prior contact were
called. Although there was no prior indication that these companies might have had Mexican
joint ventures, this approach was useful, in that it circumvented the often time-consuming
process of reaching a cooperative individual.

When a candidate company was contacted, the individual was queried as to whether the
company, in fact, operated a manufacturing joint venture in Mexico or whether the operation
was a subsidiary or other type of business. The responses to these questions appear in the col-
umns JV, Subsidiary, or Other. If the individual helped further (such as providing the names
of other companies that may have had joint ventures in Mexico or providing information relat-
ing to his company’s Mexican joint ventures), a "Yes" is indicated under Assistance. If it
appeared that the company had a joint venture in Mexico, a letter or FAX was sent to them

2.1
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explaining the project and the types of issues to be addressed in the case histories (indicated by
a "Yes" under Letter). If the individual replied (usually either by stating that the company has
no Mexican joint ventures after all or that they do but do not wish to participate), a "Yes" is
indicated under Reply. If the company committed to assisting in the development of a case
history, a "Yes" was indicated under Case History.

2.1 U.S. Companies Who Have Formed Joint Ventures With Mexican
Companies

As described in the previous section, the: contacted companies were screened to determine
those who participated in a joint venture in Mexico. This list is presented in Table 2.2.
2.2 U.S. Companies for Which Case Histories Were Developed

The selection process described above was followed to determine companies that would be
eligible to be the subjects of case histories. In determining which companies would actually
be selected, they had to be willing to participate in a conference of renewable energy manufac-
turers to share their corporate experience in an open forum workshop. In addition to this, the
following additional screening criteria required that the company be
e a U.S. company
e preferably medium to small size
» preferably vertical than horizontal joint venture
o preferably manufacturing than service venture
e willingness to share experience
¢ willingness to attend proposed workshop

e not in the renewables business.

PNL did not eliminate companies solely because of the format of the ownership of the joint
venture itself (e.g., owned 50/50, separate company, etc.).
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Table 2.2. U.S. Manufacturing Companies With Known Joint Ventures in Mexico

A.O. Smith Corporation

A.W. Chesterton Company
AC-Rochester

Air Products and Chemicals, Inc.
Albany International Corporation, Inc.
Allen Bradley Company
Allied-Signal Inc.

American Olean Tile Company, Inc.
Ameron Inc.

Apple Computer

Axia, Inc.

Bailey Controls Company

Bassick Castors

Bausch & Lomb, Inc., International Div.
Bechtel-Group Inc.

Caterpillar Inc./Solar Turbines Inc.
Detroit Diesel Allison

Eclipse, Inc.

FMC Corporation (Philadelphia)
General Electric de Mexico

GTE Sylvania International

Mack Trucks

Maxon Corporation

Paccar, Inc.

Parker Hannifin Corp. Mexico
Plymouth Tube Company

Raytheon Company

S & C Electric company

Schraeder Auto Inc./Arvin Industries, Inc.
Teledyne Landis Machine
Torrington/Fafnir

Trinova Corporation/Aeroquip Corp.
Uniroyal Inc.

United Catalysts Inc.

United Technologies Corporation
XEROX Corporation
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This process yielded case histories of the four companies appearing in Table 2.3. The
findings of these case histories are presented in Section 3.0.

Table 2.3. Companies Selected for Case Histories

General Electric de Mexico

Maxon Corporation

Parker Hannifin Corp. Mexico
Trinova Corporation/Aeroquip Corp.
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3.0 Case Histories

3.1 Format of the Case Histories

Although the format in which the four case histories is presented differs, the following
topics are generally covered in each:

* background ¢ ownership arrangements
* description of venture’s products * financial arrangements

* motivation for the joint venture * legal arrangements

* role of each participant ¢ political arrangements

* length of negotiations e overall experience.

A brief description of the above topics follows.
3.1.1 Background

In this section of the case history, general background information on each company is
presented. Specifically, information on who the U.S. and Mexican companies are; where they
are from; what industry or industries they operate within; and what companies, if any, they
themselves are subsidiaries of is included.

3.1.2 Description of Venture’s Products

This section is a short description of the joint venture itself. It covers the Standard Indus-
trial Classification of the joint venture, a brief description of plant size, its distribution area,
its intended markets, and estimated business volume. Answers are provided to such questions
as: What is the market for the technology? Has the company considered a similar application
in another industry? What technology currently satisfies the market? Are there many com-
petitors and how financially strong are those competitors? What distribution method is used?

3.1
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3.1.3 Motivation for the Joint Venture

Three categories are used for motivation for joint ventures: internal, competitive, and
strategic. This section describes the major reasons why a company chose the joint venture
strategy. Under the internal category, reasons such as uncertainty, limited resources, econ-
omies of scale in production, technical exchange, and superior or more appropriate manage-
ment practices may be detailed. However, in the competitive category, reasons such as ceduc-
tion of competition, rapid access to the market, vertical integration, mitigation of trade bar-
riers, and distribution system access may be most important. Last, a company may seek to
fulfill its corporate strategy of global expansion by creating joint ventures giving them lever-
aged buy-ins to difficult markets.

3.1.4 Role of Each Participant

This section covers the participation level of each company. Primarily, the staffing strat-
egy of the joint venture is analyzed. Does the host country supply both management and pro-
duction workers? Does the U.S. company supply managerial and technical workers? Does
the company follow the strategic plan of the U.S. company or does it have its own strategic
plan? Is that plan coordinated and/or approved by the U.S. company? Does the joint venture
plant in Mexico manufacture the entire product in the host country?

3.1.5 Length of Negotiations

This section covers the negotiation period before the joint venture came to fruition. Tradi-
tionally, joint ventures take 1 to 2 years to mature. Additionally, the underlying aspect of cul-
tural differences must be taken into account (e.g., Mexico is considered a high-context
society--communication is highly dependent on nonverbal context). Consideration is also
given for personal contact and the development of a close working relationship.

3.1.6 Ownership Arrangements

Ownership may be 50/50 equity or it may be predominantly owned by the host-country
investors or nonhost-country investors. In these cases, even if the joint venture manufactures
a single product, output may or may not be shared. Indeed, there may be two outputs, one for
each partner. One partner may maintain a solely owned company, which manufactures a simi-
lar or identical product for their "domestic" market. Whatever the nuances of ownership, they
are explained in this section.
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3.1.7 Financial and Legal Arrangements
This section covers the investment that each company made to form the joint venture and
also the distribution of profits. The banking arrangements (in general terms) will also be

detailed, as well as any U.S. government and Mexican government incentives.

3.1.8 Overall Experience

Some of the key factors in the success or failure of a joint venture are the initial negotia-
tions, the start-up and learning curve, and perceptions of benefits/costs. The joint venture
must achieve each partner’s goals, the agreements must be flexible but fair, and the seemingly
minor agreements such as licensing, management contracts, and conflict resolution must be

detailed. This section of the case history presents the company’s overall evaluation of its joint
venture experience.

3.2 Case Histories
This section contains the case histories for the following four companies (see Table 3.2):
* Aeroquip Mexicana, S.A. de C.V.
* General Electric - MABE
e Maxon Corporation

¢ Parker Hannifin.
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Aeroquip Mexicana, S.A. de C.V.

Background

Aeroquip Mexicana S.A. de C.V (AMSA) is licensed by Aeroquip Corporation. Aeroquip
is a wholly owned subsidiary of Trinova Corporation. Based in the U.S., Aeroquip operates
worldwide, in four principal operating divisions: automotive, aerospace, industrial, and inter-
national. All operations in foreign countries (including AMSA in Mexico) are overseen by the

International Division. Trinova has no active role (other than an occasional financial one) in
AMSA.

AMSA was created as a new joint venture company by Aeroquip and Grupo Kneeland of
Mexico. Prior to the joint venture, Grupo Kneeland had owned a small distribution and manu-

facturing subsidiary in Mexico. This subsidiary formed the core around which AMSA was
later built.

Description of the Products of Venture

AMSA manufactures, sells, and distributes high-pressure hydraulic hoses, hose fittings,
and hose assembiies to industrial markets in Mexico. The principal markets for these products
include off-highway equipment, trucks and buses, machine tools, and other markets requiring
high-pressure hydraulic applications. These products are sold both to original equipment
manufacturers and aftermarket.

AMSA has many U.S.-based competitors who have established well-funded operations in
Mexico. Along with AMSA, these competitors pursue sales both directly to original equip-
ment manufacturers and indirectly through aftermarket distribution.

Motivation for the Joint Venture

AMSA was formed for competitive and strategic reasons. First, forming AMSA provided
rapid access to the Mexican market. At the time the joint venture was established, Grupo
Kneeland had built an aftermarket distribution system into the industrial markets that Aeroquip
wished to target. Second, forming AMSA provided a manufacturing presence to expand
Aeroquip’s sales into Mexico. AMSA was established by Aeroquip and Grupo Kneeland
28 years ago, when Mexican government regulations severely restricted foreign ownership of
Mexican operations.
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Role of Each Participant

Both management and production workers at AMSA are Mexican citizens. Aeroquip fur-
nishes technical support on the design and manufacture of products by AMSA and ensures that
products manufactured by AMSA conform to Aeroquip’s quality standards. However, no
Aeroquip employees are based in Mexico.

AMSA drafts and proposes its own strategic plan, based on guidelines furnished by
Aeroquip. This plan is approved by Aeroquip. To ensure coordination with other Aeroquip
operations, AMSA is part of Aeroquip’s International Group (IG). AMSA management regu-
larly participates in IG-focused teams and in staff meetings in which manufacturing-,
technology-, sales-, or marketing-related issues are discussed.

While AMSA is capable of manufacturing Aeroquip’s industrial fluid products, local
Mexican production of these fluids is supplemented by the import of Aeroquip’s products from
other foreign countries. This allows AMSA to concentrate on the production of high-demand
items for the Mexican market.

Length of Negotiations

The AMSA joint venture was formed after a relatively short, 3-month negotiétion period.
The apparent speed of these negotiations, however, is in part explained by the fact that a sub-
sidiary of Grupo Kneeland had been a distributor of Aeroquip’s products for a number of
years. Considering this prior relationship, it is apparent that the courtship period between
Aeroquip and AMSA actually occurred over a longer period.

Another factor to consider in evaluating the negotiation process is that the principal owners
of Grupo Kneeland only relatively recently emigrated to Mexico. In fact, the Kneeland family
patriarch emigrated from the U.S. to Mexico in 1910. His son served in the U.S. armed
forces during World War II, and it was not until 1948 that the family became Mexican citi-
zens. The result of this unique background is that the Kneeland’s approach to business activi-
ties is more from a U.S. rather than a Mexican viewpoint. This factor expedited the
negotiation process by which AMSA was formed.

Ownership Arrangements

As mentioned above, AMSA was established 28 years ago. Aeroquip maintains a 49%
equity ownership position, which was the limit to foreign ownership imposed at the time of
AMSA’s founding. Aeroquip representatives serve on AMSA’s Board of Directors. As major
policy and action items require two-thirds board approval, Aeroquip effectively has a veto on
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these items. The President of AMSA is granted a power of attorney by the shareholders as to
what action he may take without necessary board approval.

AMSA was established as an independent company. Consequently, its production is not
shared by either Grupo Kneeland or Aeroquip. Products manufactured by AMSA may be
bought by either Grupo Kneeland or by Aeroquip from time to time. In fact, Grupo Kneeland
still runs a distribution operation independent of AMSA and is one of AMSA'’s largest cus-
tomers for fluid products.

Financial Arrangements

Aeroquip contributed capital when the venture was formed, while Grupo Kneeland contrib-
uted the assets of its subsidiary. Since then, AMSA has been self-financing. Bank loans and
other financing arrangements have been guaranteed by the parent companies (Aeroquip and
Grupo Kneeland).

A dividend is declared out of annual profits and is shared by Grupo Kneeland and
Aeroquip. A percentage of earnings is always put back into AMSA for reinvestment or
expansion. In addition, Aeroquip earns royalties from technologies licensed to AMSA.

Political Arrangements
None.
Overall Experience

Historically, the venture has been a success. Aeroquip has gained access to a difficult
market and enjoys a dominant position. However, the greatest challenges await the venture.
As the world and Mexico undergo rapid and dramatic changes, AMSA needs to upgrade its
manufacturing and distribution continually to achieve world-class status and maintain its
market position.

With the North American Free Trade Agreement (NAFTA), the U.S.-Mexican border is
dissolving economically. Because AMSA was formed to serve a distinct geographic market,
the future of AMSA will require greater cooperation and coordination with Aeroquip as this
market becomes less and less distinct.
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General Electric - MABE
Background

General Electric (GE) is one of the largest manufacturers of major appliances in the world,
selling to consumers (via dealers and distributors), builders, hotels, original equipment manu-
facturers, exporters, etc. Products are sold under the GE, Monogram, RCA, and Hotpoint
brands, as well as under private labels. Production facilities in Louisville, Kentucky and at
nine satellite plants are highly automated and serve as a model of cost-efficient manufacturing.

Description of Products of Venture

GE has been doing business in Mexico for almost 100 years. GE operations in Mexico
amount to $1.3 billion in sales and product flows, with 23 plants and over 21,000 employees,
including direct operations, joint ventures, and the Maquilladora operations. The appliance
business, the GE-MABE partnership, represents almost half of the total GE operation in
Mexico.

Separately, MABE is a company established approximately 47 years ago by two individ-
uals: Messrs. Mabardi and Berrondo (the name of the company comes from the combination
of these names). MABE has a great tradition in Mexico and is still managed and led by the
Berrondo family. Currently, 13 plants, located in the center and another parts of Mexico, pro-
vide jobs for approximately 12,000 employees. The plants manufacture many appliances,
including gas ranges, refrigerators, washing machines, motors, and compressors. They also
have vertically integrated operations to manufacture some of their metal and plastic
requirements.

From a strategic viewpoint, GE was interested in the gas range technology developed over
the years by MABE to supply the U.S. market. Similarly, MABE was looking at GE as a

‘technology supplier for refrigerators, as well as for its manufacturing and financial strengths.

Motivation for the Joint Venture

Prior to 1981, GE was competing in the appliance market in Mexico with a 100%-owned
operation. During those years, Mexico’s economic policy was highly protective, with the
state playing a very active role through the control of hundreds of companies and industrial
sectors. These policies contributed toward the creation of what GE felt was an unfavorable
operating environment. GE was a strong competitor in Mexico in the refrigerator segment,
but it was not participating in the key gas range market or was it considered the market leader,
a position held by Grupo Industrial Saltillo (GIS) and MABE.
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This situation, coupled with a new GE worldwide strategy of being the number | or 2
competitor in any market segment, forced GE to try to reach a partnership with the Mexican
market leaders. In 1983, GE signed a joint venture agreement with the washing machine
market leader GIS, a highly diversified group, in which GE would have a minority position, as
required by the law. However, the Mexican group was not competing in the refrigerator
market, which was led by MABE, another Mexican company. GE agreed with GIS to look
for a partner in the refrigerator market by 1986.

The relationship between GE and GIS was always very strained. Because of the diversity
of the group, conflict-of-interest situations were common and were typically resolved in a
manner that tended to strain the partnership. GE did not succeed at placing any of its own
executives within the operating structure of the venture.

Role of Each Participant

GE then contacted and agreed to allow MABE to operate the venture, based on MABE’s
successful experience. All of the venture’s top management, as well as middle managers, are
currently MABE executives. In addition, there is continuous exchange of resources between
GE and MABE, especially in the manufacturing area. Furthermore, the commercial operation
for the Mexican market is controlled by MABE and the influence of GE in this area is inten-
tionally limited.

Ownership Arrangements

By 1987, an agreement was reached, with MABE holding a 52 % ownership and GE 48 %,
complying with the Mexican Foreign Investment Law.

Length of Negotiations

During 1986, GE tried unsuccessfully to reach an agreement with GIS to partner with
MARBE to develop the refrigerator business. During that year, GE terminated its relationship
with GIS and initiated conversations with MABE to agree on a potential joint venture
structure.

Negotiations between GE and MABE were very cordial from the beginning. Both parties
understood that what was good for the venture would be good for each partner. The people
who operated and owned MABE served as the joint venture’s representatives, which made
decisions easier and faster to reach. The communications channels were always open and the
chemistry between the executives from both companies worked very well.
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Financial Arrangemeats

Start-up costs and profit sharing are all distributed in line with ownership participation.
GE feels that this type of arrangement must be agreed on early in the negotiation process,
especially start-up costs. Should the negotiations be cancelled or terminated for some reason,
preoperative expenses may become an issue, if there were not preliminary arrangements about
expense sharing.

Political Arrangements

In the mid-198Cs, GE, as well as other multinational corporations operating in Mexico,
faced a strong stance from the Mexican government. However, since that time, the Mexican
government’s position has changed radically, and now they strongly pursue and support for-
eign investment. GE’s situation changed once it became a partner in a joint venture. The
Mexican executives were responsible for maintaining a direct contact with the authorities.

GE believes that establishing a positive relationship with the Mexican government requires
time and patience. GE is very impressed by the quality of the top government officials and
their willingness to help promote GE’s efforts within the country. GE’s top management
maintains a close contact with the key Mexican authorities, who basically follow an open-door

policy.

In net, the Mexican government is working very successfully with foreign companies that
are considering the possibility of joint ventures. This is a result of the implementation of their
new economic policy.

Overall Experience

Since 1987, sales in this business have grown by 30% annually. A new gas range plant
was built in San Luis Potosi, with a production capacity of 700,000 units per year using state-
of-the-art technology. Recently, the MABE organization was selected by the National Asso-
ciation of Importers and Exporters of Mexico as the recipient of the Annual International
Award. This award was delivered by Mexico’s President, Carlos Salinas de Gortari. The
GE-MARBE alliance is the undisputed number 1 manufacturer in Mexico, with a market share
above 50% in each of the key segments: refrigerators, washing machines, and gas ranges.
This is truly a success story.

Overall, the experience with the Mexican partner, MABE, to manufacturec and commer-
cialize appliances in Mexico for both the domestic as well as international markets has been a
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major success for both parties. Gyl uses this partnership experience within their organization
as an example of how to approach, execute, and maintain a healthy and profitable joint venture
strategy.

With respect to this case history in particular, a few of the important components of the
joint venture between GE and MAB™ can be summarized as follows:

* Past history of the company says a lot about its style and motivations--transparency is key.
¢ Honesty/integrity reputations are easy to check.

¢ Closed communication chanrels during negotiations are red flags that should be addressed
early.

e Mexican compaides know their markets better thar foreign partners; therefore, they should
be allowed to operate the joint ventures unless there are clear indications to the contrary.

e Both parties should benefit from the relationship--look for a win-win situation.

® A relationship built on trust is more powerful than majority control; majority does not
guarantee the success of the venturr

e Should the negotiations be cancelled or terminated for some reason, preoperative expenses
may become an issue if there was n¢i: a preliminary arrangement regarding sharing
expenses.
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Maxon Corporation
Background

Maxon Corporation is a privately held company that manufactures industrial gas and oil
burners, along with special valves and related control systems.

Maxon’s primary manufacturing facilities are in Muncie, Indiana and Brussels, Belgium.
Maxon has four European subsidiaries and one joint venture in Mexico. Total corporate
employment is at 430. Maxon has global sales in excess of $10 million.

Description of Products of Venture

As stated above, Maxon manufactures industrial gas and oil burners with special valves,
the Standard Industrial Classification codes of which are 3433 and 3494. Maxon’s market is
primarily worldwide industrial companies, approximately 40% of which are outside the U.S.

Motivation for the Joint Venture

In the early part of the 1980s, Maxon had a representative for its products in Mexico,
Combustion Industrial y Control, S.A. de C.V. (CICSA). CICSA is a manufacturer and dis-
tributor of combustion systems. In 1986, because of legal changes in Mexico that would have
limited the shipment of Maxon’s products into Mexico, Maxon initiated a joint venture with its
Mexican representative. Maxon’s primary reason to establish a joint venture in Mexico was to
enable it to compete effectively with other Mexican companies in the same business, which it
could not do without the resources of its Mexican partner. The products that Maxon sells in
Mexico are the same as those it sclls in the U.S.

Role of Each Participant

The joint venture, consisting of a manufacturing facility and three sales offices, employs
approximately 30 people in Mexico. Mexican Nationals plan and run the joint venture on a
day-to-day basis. Maxon supplies financial direction and marketing and technical support.
CICSA follows its own strategic plan, with coordination with Maxon. CICSA does not do
total manufacturing as does the U.S. company; it buys manufactured product from Maxon to
which it adds value. CICSA assembles, does some light manufacturing, and provides addi-
tional levels of service that Maxon does not provide in the U.S. because of the different
Mexican market requirements.
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Length of Negotiations
As a result of Maxon’s previous relationship with CICSA, the length of negotiations for
the joint venture was relatively short. However, the legal work took longer than expected to

complete, and its estimates for start-up legal costs were significantly understated.

Ownership Arrangements

The ownership arrangement was set at 49% Maxon and 51% CICSA, following foreign
investment requirements.

Financial Arrangements

Both Maxon and CICSA contributed equity and operating capital at the start of the joint
venture. At a later point, Maxon and its partners increased the equity contributions to provide
additional working capital. Also, Maxon provided a long-term loan to provide additional
operating capital. CICSA established its own banking relationships with Banco Nacional de
Mexico. Profits are to be distributed in the form of dividends.
Political Arrangements

Maxon’s legal firm dealt with the Mexican government on all legal and political matters.
Overall Experience

Maxon’s experience indicates that they have been overly optimistic as to what the amount
of investment in management time and capital from the U.S. company needs to be and the

length of time to develop the business. Some of the lessons Maxon learned were the
following:

e It will take longer than expected.

¢ It will cost more than planned.

e In Mexico, business is handled with more personal relationships than in the U.S.
¢ Cultural differences are important in developing trust and communications.

¢ Lack of language and cultural understanding impacts the joint venture.
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Parker Hannifin
Description of Products of Venture

Parker Hannifin is a U.S.-based multinational corporation with annual sales in excess of
$2.3 billion. Parker Hannifin has three Mexican joint venture partners. The partners produce
O-rings, pneumatic components, and fittings for industrial applications. Parker-Seal de
Mexico produces O-rings used in automobiles, of which 100% of the product is produced in
Mexico for the Mexican market. Schrader-Bellows Parker produces pneumatic products, such
as cylinders, hydraulic valves, and pneumatic valves, in Mexico. Conductores Fluidos Parker
manufactures industrial fittings (brass). Conductores Fluidos Parker also manufactures hose
assemblies, consisting of fittings that it manufactures and hoses imported from Parker
Hannifin in the U.S.

Currently, Parker-Seal is number ! in its market, but is facing increasing competition from
the U.S., Korea, and Italy. Schrader-Bellows Parker’s position in their market is approxi-
mately number 2 or 3. Conductores Fluidos Parker is the market leader in the brass fittings
market but is facing increasing competition from the U.S.

Motivation for the Joint Venture

Parker Hannifin’s desire to penetrate the Mexican market was hampered by Mexico’s
foreign investment laws, which prevented a foreign company from owning or having a con-
trolling share of a company doing business in Mexico. So, the joint venture entry - ategy
was the obvious choice. In the case of Parker-Seal, Parker Hannifin transferred their O-ring
technology to the Mexican market through Parker-Seal’s existing distribution network. Both
Schrader-Bellows Parker and Conductores Fluidos Parker produced their own products at the
time the joint venture was formed. However, Parker Hannifin contributed a superior technol-
ogy to replace these in exchange for access to the Mexican market through Parker-Seal’s sales
force and distributors, through Schrader-Bellows Parker’s sales force, and through
Conductores Fluidos Parker’s distribution network.

Role of Each Participant

The Board of Directors is made up of members of both sides of the venture, according to
the percentage of ownership. Strategic plans are developed by Mexican management and
reviewed by the Board of Directors. Parker Hannifin provides mostly technical assistance to
their partners. Some personnel, including management and engineers, are sent to the U.S. for
training. Parker-Seal and Conductores Fluidos Parker receive technology from Parker
Hannifin to improve the quality of their product.
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Length of Negotiations

Information regarding the Parker-Seal joint venture is unavailable because it was formed
25 years ago. Negotiations went smoothly for Conductores Fluidos Parker (in 1985) and
Schrader-Bellows Parker (in 1987); the talks lasted about 2 years and 1 year, respectively.
Ownership Arrangements

Parker Hannifin’s ownership shares for the companies are as follows: Parker-Seal 49%,
Schrader-Bellows Parker 40 %, Conductores Fluidos Parker 40%. The sharing of the profits is
mirrored by the ownership share.
Financial Arrangements

The partners provided equal start-up capital in each joint venture. Parker Hannifin
receives income from stock dividend payoffs, royalties from the use of their technology, fees
for technical assistance, and market share. Annually, Parker-Seal has sales of approximately
$5 million, Schrader-Bellows Parker has sales of approximately $10 million, and Conductores
Fluidos Parker has sales of approximately $18 million.
Political Arrangements

Parker Hannifin reported that it had no problems with the Mexican government and it used
attorneys that were Mexican Nationals in writing the contracts, which followed the foreign
investment laws regarding foreign ownership.
Overall Experience

Parker Hannifin is happy with its joint ventures because they all have been successful.
Parker Hannifin stated that their negotiators had considerable experience in Mexico, which
was very important. Nonetheless, they still had some difficulties associated in dealing with a
different culture.

Some advice given by Parker Hannifin was the following:

e Put everything in black and white.

e Establish rules of how the company should be run.
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3.3 Summary of Findings of the Case Histories

Table 3.1 provides a summary of the case histories. A discussion of the most important

findings follows.

Table 3.1. Summary of Case History Findings

Criteria

Aeroquip

GE-MABE

Maxon

Parker Hannifin

Products of venture

High-pressure hydrau-
lic hoses, fittings, and
hose assemblies

Household appliances

Industrial valves, gas and
oil burners, and related
control systems

O-rings, pneumatic
components, and fittings

Motivation for
venture

Competitive and strate-
gic benefits; technol-
ogy exchanged for
access to distribution
system

Competitive and strat-
egic benefits to both
partners

Competitive strength of
both partners in Mexico

U.S. partner gained
market entry and share

Participant’s roles Management and pro- Venture managed by Operated by Mexican U.S. partner provides
duction are by Mexican | Mexican partner; partner; financial direc- technical assistance;
partner; U.S. partner resources provided by tion, marketing, and tech- Board of Directors (rep-
supplies technical U.S. partner nical support provided by resented by ownership)
support U.S. partner oversees activities

Negotiations 3 months, with prior 1 year Relatively short as a result 1 to 2 years
relationship of former relationship

Ownership 49% U.S. partner 48% U.S. partner 49% U.S. partner U.S. partner; 49%,

40%, 40% (three joint
ventures)

Financial Capital contributed by Start-up costs and profits Both contributed capital Profits shared by owner-

arrangements U.S. partner; assets shared 48%/52% and equity (U.S. partner ship percentage; start-up
provided by Mexican somewhat more); profits capital provided equally
partner; profits shared shared 49%/51 %

49%/51%.

Political None Overseen by Mexican Legal firm retained by Mexican attorneys

arrangements partner U.S. partner to interact employed to establish

with Mexican government | joint ventures

Overall experience Successful Successful Successful Successful

These case histories provide a sampling of the experiences of a variety of U.S. companies

-4

who have engaged in Mexican joint ventures. In all cases, the U.S. company judged the joint

venture to be a success. In most cases, the joint venture provided the U.S. company access to
and a strong competitive position in a foreign market that it could not otherwise have obtained.
From these case histories, a few important guidelines to establishing and operating a joint ven-
ture in Mexico can be given:
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Put everything in writing. During the negotiation process, lay out all the terms and condi-
tions of the venture in black and white terms to which both parties agree.

Research in depth the country or countries in which you are considering doing business.
Become as familiar as possible with their culture, history, current events, language, etc.,
all of which will smooth your relation and interaction with your potential partner and for-
eign business contacts. Time spent in this research will pay off well in the long term.

Select a partner familiar with U.S. ways and expectations of doing business; conversely,
allow your Mexican partner to introduce you to and lead you through the Mexican business
and cultural environment, which is substantially different from the U.S.

Establish and maintain open communications with your partner from the outset. Do not
allow language or culture to become communication barriers to your Mexican partner.

In most cases, the Mexican partner best knows how to conduct business in Mexico, as well
as the characteristics of the Mexican market. Therefore, allow the Mexican partner to
operate the venture. The role of the U.S. company should, in many cases, be that of
upper level policymaking and oversight.
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A Brief Guide to Forming a Joint Venture in Mexico

4.0 A Brief Guide to Forming a Joint Venture in Mexico

4.1 Background

Mexico is both a market where joint ventures are frequently used by U.S. companies and
an excellent market for the production and sale of renewable energy technologies. Under
Programa Nacional de Solidaridad (PRONASOL), the Mexican government has electrified a
number of rural communities using renewable energy systems. This effort is expected to
expand greatly through the efforts of the Mexico-U.S. Renewable Energy Cooperation Pro-
gram (PROCER), whose goals include assisting in the development of the Mexican renewable
energy industry. Because the Mexican government retains exclusive control over the electric
power generation industry (i.e., governmental and parastatal companies are encouraged to
"buy Mexican" whenever possible), one way in which U.S. companies can participate in the
market is for Mexican and U.S. renewable energy companies to collaborate through joint
ventures.

Mexico is the 14th largest country in the world and the 12th largest in population. This
size, as well as its 2,000-mile border with the U.S., make it an ideal springboard into the
entire Latin American marketplace. This expanding market may be entered in a number of
different ways. As described in the Introduction, the most feasible means of doing so is often
through a joint venture. This process is complicated, however, by many different facets that
vary with every pair of companies forming a new business entity. In preparing this brief
guide, seven major topics are addressed:

® partner selection

* economic climate in Mexico

* legal climate in Mexico

o financial climate in Mexico

* political framework of Mexico
¢ cultural and business practices.

4.2 Partner Selection

The essential business decision is partner selection. There are many questions that need to
be addressed by both parties. Business International Corporation (1991a) published a 20-point
checklist for partner selection. Full disclosure on the part of both parties of the issues in
Table 4.1 is essential.
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Table 4.1. Questions to be Answered When Forming a Joint Venture

10.

11.

12.

13.

14.
15.
16.
17.
18.
19.
20.

What are you looking for in a partner: technology, market access, manufacturing capabilities,
distribution channels?

Can an existing relationship be extended?
Have you examined a sufficient number of potential candidates?

Is there any "chemistry" between the senior and middle management of your company and that of the
potential partner’s management teams?

Do the partners’ corporate cultures contain similar risk orientation, management, organizational, and
decision-making structures? If they differ, could you successfully integrate the two?

Does your partner have previous experience in collaborative ventures? If so, what is its "track
record?”

Is there any conflict of interest? Does your partner have alliances or business dealings with any of your
competitors? If so, how may this affect the partnership?

Do you and the partner have complementary technology, market access, manufacturing, and
distribution capabilities?

Does the potential partner have strengths that might benefit more than one division of your company?

Have you thoroughly researched your partner’s capabilities? A company may face unexpected burdens
if a partner’s technology or market prowess proves considerably weaker than expected.

How committed will each partner be to the venture? Does your partner appear willing to contribute the
resources and skills necessary to make the alliance a success?

Is the activity central to your business? If not, what are the chances that the venture will be relegated
to the sidelines?

Are you trying to forge too many alliances at the same time and, consequently, overlooking critical
issues and problems that may disrupt the relationship? Is your emphasis where it should be, on the
quality of the alliance and not the quantity?

How difficult will it be for your partner to withdraw from the venture?

What are the partners’ respective direct costs?

How much does the partner need the alliance to meet its tactical and strategic objectives?

Is the partner willing to devote additional resources (capital, human, technological) to the alliance?
What are the alternative strategies available to the company?

What are the internal and external barriers to the partner’s participation?

What is the price of failure?

|
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One way to evaluate the impact of these questions is to evaluate the relative strengths of
each partner and each country with respect to the joint venture. A simple matrix can be
developed, similar to that in Table 4.2, using the criteria that are pertinent to the specific
situation.

Table 4.2. Sample Matrix Used to Rank Prospective Joint Venture Partners

Factors Potential Foreign Partner U.S. Company

Knowledge of market

Access to markets

Manufacturing capability

Established distribution channels

Qualified senior management

Qualified middle management

Flexible in negotiating

Previous experience in joint ventures

Conflict of interest

Dealings with competitors

Commitment

Activity central to business

Additional alliances

Dithcult to withdraw from venture

Sufficient financial resources

Political acumen

Banking access

Exclusive product lines

Access to new technology

Economies of scale

Lower capital cost

Access to government incentives

Access to suppliers

State-of-the-art equipment

Risk reduction
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4.3 Economic Climate in Mexico

Mexico’s economic climate has

been improving. The government Industry % of Toual
has reduced inflation, and experts Agriculture, forestry, and fishing 8.9
predict a further reduction in the Mining 23
f}xture.. The government ha.s al§o Manufactaring 2.9
liberalized trade both by privatiz-

. . . Construction 3.4
ing its parastatal companies and by

reducing its national debt. The Electricity and water 1.9
growth of the gross domestic prod- Transport and communication 7.9
uct (GDP) is estimated to be Commerce, restaurants, and hotels 27.6
approximately 4% in 1992. How- Total (including others) 100.0

ever, while Mexico’s economy is
growing, manufacturing growth
slowed toward the end of 1991.

Source: The Economist Intelligence Unit (1992).

Since the introduction of the Economic Solidarity Pact of December 1987 and the Pact for
Stability and Economic Growth in 1988, the Mexican government has instituted stringent
fiscal, wage, price, and exchange rate controls. The Mexican government is dedicated to
increasing efficiency within both the public and private sectors. To that end, the government
has been divesting itself of nationalized companies.

Mexico is making real progress in reducing its inflation rate. In 1992, the government
set a goal of having a 9.7% annual inflation rate. It remains to be seen if that goal will be
reached. However, the elimination of the public sector’s financial deficit and an exchange rate
policy aimed at keeping the depreciation of the peso against the dollar to just 2% should help
to bring inflation down from the 1991 level. Another benefit of the Economic Solidarity Pact
and the Pact for Stability and Economic Growth is that inflation in Mexico has declined from
160% in 1987 to 18.8% in 1991.

As evidence of its liberalization of trade, Mexico joined the General Agreement on Tariffs
and Trade (GATT) in 1986. While during the last 10 years total foreign direct investment was
less than 5% of the total GDP, recent divestment of Mexicana Airlines and other parastatal
companies should have a positive impact on the percentage of foreign investment to the GDP.
Some of the most important reprivatizations are the following:

Mexicana de Aviacion--Airline

Terftalatos Mexicanos--Chemical
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* Aerovias de Mexico--Airline
* Mexicana de Cobre--Mining
* Telmex--Telecom

¢ Cananea--Mining

¢ Conasupo--Agroindustry.

Mexico is reducing its foreign debt. Through a Program for Exchange of Public Debt for
Capital (Swaps) enacted in 1990, Mexico hopes to cancel $3.5 billion of its public debt with
domestic and foreign investment in reprivatized companies. The Economist Intelligence Unit
(1992) estimates that Mexico will make repayments of approximately $3.7 billion on its long-
term debt in 1992.

The Economist Intelligence Unit (1992) estimated overall economic growth in 1992 at 4%.
in line with the official estimate of the Mexican government. Inflation was predicted to fall to
approximately 12% in 1992 as well. While the current account deficit should be around $14
billion in 1992, about the same as in 1991, the GDP has grown from 1.7% in 1987 10 4.0% in
1991. According to The World Bank (1991), the government has made the restoration of
sustainable economic growth a major policy objective and hopes to achieve a real GDP annual
growth rate of 6% by 1994,

The origins of the Mexican GDP for 1990 show that manufacturing and service industries
comprise 50%. Of this percentage, manufacturing represented 22.9%, including motor, steel.
and textiles industries. Toward the end of 1991, manufacturing growth slowed. A third
quarter growth of 2% has been the worst quarterly result since 1988. The textile industry is
currently in a weakened state after textile imports rose by 25% in 1991, leaving the large
deficit in foreign trade. This industry stands to benefit greatly from the North American Free
Trade Agreement (NAFTA).

The steel industry also saw a drop in output in 1991; however, the industry is expected to
recover because of an increase in privatization and the strength of the motor industry. In
1991, output of cars and trucks grew significantly and overseas demand remained high.

The most important factor in Mexico’s trading future is the NAFTA. The recent conclu-

sion of this agreement was not expected earlier in the year, and with ratification by the U.S.
Congress, Mexico should see a significant boost to its economy as a result.
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The statistics in Table 4.3 give a time series of economic indicators for Mexico.

Table 4.3. Major Economic Indicators Between 1987 and 1991

Macroeconomic Indicators 1987 1988 1989 1990 1991
GDP (billion pesos) 193.7 392.7 516.7 668.9 ---
Real GDP growth (%) 1.7 1.4 3.2 3.9 4.0
Consumer price inflation (%) 131.8 114.2 20.0 26.7 22.8
Population (million) 77.2 78.8 80.5 81.1 82.6
Exports FOB (billion $) 20.7 20.6 22.8 26.8 27.2
Imports FOB (billion $) 12.2 18.9 23.4 29.8 37.0
Current account (billion $) 4.0 -2.4 -4.0 -5.3 -11.9
Reserves, excluding gold (billion §) 12.46 5.28 6.33 9.86 14.4
Total external debt (billion $) 109.4 100.8 95.6 96.5 95.0
Debt service ratio (%) 38.0 45.2 36.3 29.0 ---
Exchange rate (average peso per $) 1,378.2 | 2,273.1 2,461.5 | 2,812.6 {3,018.0

The stabilization of the peso is a goal of the Mexican government. The current exchange
rate policy limits the rate of peso devaluation to the dollar at 20 centavos per day. Business
International Corporation (1991b) has cited some analysts who feel the peso will have to be
devalued because of the slide limits. The Mexican government, however, feels that because
the peso is tied to the dollar and because the dollar has devalued against European and
Japanese currency, there is no disequilibrium. Further, because past devaluations of the peso
have led to high inflation, the government is not anxious to devalue the currency.

The peso will be reissued in 1993 in a new form that will eliminate three decimal places
from the currency (i.e., a 10,000-peso bill will be reissued as a 10-peso bill). This reissue
will make currency conversion and exchange easier and does not devalue the pesos that a
business or an individual holds; current pesos will be exchanged for the new pesos.

While historical foreign investment has been small, it is being actively encouraged by the

Mexican government. In the 1980s, total foreign direct investment was a relatively small
portion--less than 10% of the total gross fixed investment in the economy--and its share of the
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GDP has been less than 5%. Foreign investment has been actively promoted in Mexico in
recent years, and in May 1989, the government published new regulations intended to stimu-
late its positive development. Other new legislation has also been passed that allows up to
49 % minority foreign ownership in most Mexican financial intermediaries. The goal of the
current Mexican administration is to bring in a total of $25 billion in foreign investment dur-
ing the 1989-1994 period (Dacher 1990). Mexican authorities would like to increase the
amount of investment progressively from approximately 10% to 15% to 20% of total annual
new investment, according to the 1989-1994 National Development Plan.

The Mexican government has placed particular emphasis on attracting complex industries
that could not otherwise be developed in Mexico. Such industries include those that require
large investments per employee, those with high export potential, and the in-bond industries.
Among the high-priority industries for foreign investment are machinery, transportation,
chemicals, biotechnology, and telecommunications (Dacher 1990).

4.4 Legal Climate in Mexico
4.4.1 Introduction

In this section, some of the pertinent legal issues facing the prospective joint venturer are
discussed. Because U.S. law-enforcement responsibilities reach far beyond its boundaries,
antitrust legislation is a critical concern. Domestically, the U.S. legal system is confusing and
intimidating to many; the prospect of submitting a dispute to a foreign legal system is often
even more mysterious. Therefore, some of the aspects of Mexican legislation and how the
NAFTA could affect the laws are discussed. Finally, two mechanisms, mediation and arbitra-
tion, for resolving disputes without resorting to costly and time-consuming litigation are given.
Mediation and arbitration are increasingly becoming a cost-effective and practical means for
resolving even major civil disputes between partners, companies, and employees.

Because these topics are rather complex, only a superficial treatment is feasible in this
guide. Also, coverage of all pertinent laws is beyond the scope of this guide, and potential
investors are encouraged to retain counsel in the U.S. as well as in Mexico when they begin to
seriously investigate opportunities for investment in Mexico and what form that investment
should take.
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4.4.2 U.S. Aniitrust Legislation

While a joint venture is not controlled by the same criteria under the antitrust laws as a

merger or consolidation, the same considerations apply overall to joint ventures as to mergers
(40 ALR Fed 343).

There are several pertinent pieces of U.S. legislation with which a U.S. investor looking
at foreign opportunities should become familiar: the Clayton Act (15 USCS §§ 12-27), the
Sherman Act (15 USCS §§ 1-7), the Wilson Tariff Act (15 USCS §§ 8-11), and Section 5 of
the Federal Trade Commission (FTC) Act (15 USCS § 45). In addition, there are regulations
promulgaied by the FTC, with the concurrence of the Justice Department, that require certain
joint ventures to notify Justice and the FTC prior to formation to give the two agencies time to
consider possible anticompetitive effects on the U.S. economy (Marks 1991).

The Clayton Act addresses itself to issues relevant to joint venture formation, while the
Sherman Act is applicable to actions that could be interpreted as restraints on trade. Sec-
tion 73 of the Wilson Tariff Act is not more comprehensive in its scope than the Sherman Act
and serves only to make the law more specific in its application to foreign commerce. The
Wilson Act does not supersede the Sherman Act with respect to import trade, and both acts
can be applied to restraints on import trade. Because the Sherman and Clayton Acts are the
primary legal rules governing joint ventures, each, as it applies in this area, is discussed
below.

Clayton Act, Section 7, Joint Venture Formation

Section 7 of the Clayton Act was enacted to deal specifically with mergers and acquisi-
tions. This section has been applied also to joint ventures because, at formation, there usually
is either an acquisition or merger of asscts. Analysis of a joint venture for purposes of
Section 7 of the Clayton Act is narrow because it addresses the issue of whether it is
reasonably probable that the effect of the acquisition or joint venturs will substantially lessen
competition or tend to create a monopoly in some relevant geographic and product market
(Marks 1991). "Actual restraints need not be proven in order to establish a violation...the
requirements of the statute are satisfied when a tendency to monopoly or the reasonable
likelihood of a substantial lessening of competition in the relevant market is shown"

(12 L ed 2d 775).

The leading U.S. Supre:ne Court case developing the standard for this analysis is United
States versus Penn-Olin Chemical Co., 378 U.S. 158 (1964) . However, Penn-Olin analyzes
only one variant of the many types of joint ventures. In Penn-Olin, the joint venture involved
production of sodium chlorate and sales distribution in the southeastern U.S. Neither joint
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venturer previously was in the market. Moreover, the Merger Guidelines, promulgated in
1984 by the Antitrust Division for Section 7 analysis, emphasize two factors not present in
Penn-Olin but are certainly relevant to international joint ventures: 1) whether the market is
limited to U.S. sales or is worldwide and 2) whether the lack of barriers to entry support only
a broader product market (Marks 1991).

Sherman Act, Section 1, Ancillary Restraints

Section 1 o the Sherman Act applies generally to all contracts, including joint venture
agreements. Section 1 provides that "...every contract combination in the form of trust or
otherwise, or conspiracy, in restraint of trade or commerce among the several States, or with
foreign nations, is hereby declared to be illegal.”" The U.S. Supreme Court, analyzing the
legislative history, concluded that Congress could not have meant to have prohibited all
contracts or even all contracts that had some effect on the ability to trade. Rather, the
prohibition was limited to those agreements "...which were unreasonably restrictive of
competitive conditions" (}arks 1991).

Thus, the "Rule of Reason" came into being. In determining the reasonableness of a con-
tract provision, the court is to weigh and evaluate the procompetitive effects of the provision
against the anticompetitive effects. Thus, the U.S. Supreme Court early on stated that the
question was whether the restraint "merely regulates and thereby promotes competition or
whether it is such as may suppress or even destroy competition" (Marks 1991).

In contrast to the limited use of Section 1 of the Sherman Act in challenging the simple
formation of a joint venture, it is the principal statute against which all of the other aspects of
a joint venture are measured. Thus, the myriad of ancillary restraints found in joint venture
agreements are normally evaluated under the Rule of Reason. In practice, it is these ancillary
provisions that can raise antitrust problems far more serious than the mere formation of the
joint venture (Marks 1991).

The National Cooperative Research Act of 1984 supplements the Sherman Act by provid-
ing that any "joint venture and development venture" can only be challenged under the anti-
trust Rule of Reason; thus, no per se challenge is allowed. This act defines "joint research
and development venture" to include 1) theoretical analysis and experimentation; 2) develop-
ment of basic engineering techniques; 3) extension of scientific or technical theories into prac-
tical application ("including the experimental production and testing of models, prototypes,
equipment, materials, and processes"); and 4) collection and exchange of research informa-
tion. Actual commercial production is not included (Marks 1991).
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The joint venturers cannot 1) restrict the sale or licensing of inventions or developments
not the result of the joint venture or 2) restrict a party’s participation in another research and
development project unless it is "reasonably required to prevent misappropriation of proprie-
tary information contributed by any person who is party to such joint venture or of the results
of such venture" (Marks 1991).

4.4.3 Mexican Legislation

Any legal system is inevitably affected by politics. One has but to look at the historical
controversies surrounding U.S. Supreme Court nominations to find an example close to home.
In Mexico, the judiciary has rarely shown the independence that would give foreign investors
confidence in legal protections. However, great strides have been made in Mexico under the
administration of President Carlos Salinas de Gortari. Although the influence of the single
strongest political party (the Partido Revolutionario Instucional [PRI]) in Mexican politics has
come under recent attack, it is still predominant and that influence extends to the judiciary.
Under the administration of President Salinas, there has been increased independence of the
judiciary; the critical test will be to see how enlightened will be the next administration.

Mexico and the: U.S. have always had a mercurial relationship. Recently, the Mexican
government refused U.S. financial assistance for programs in counternarcotics. This was in
reaction to the kidnapping of a Mexican National believed to have been involved in the murder
of U.S. Drug Enforcement Administration agent, Enrique Camarena, in 1985 and the recent
U.S. Supreme Court decision condoning kidnapping of criminals from foreign venues to bring
them to the U.S. even if the foreign government objects. These are examples of the types of
political issues that can color the bilateral relationship and could translate into detrimental
effects for the U.S. investor in Mexico.

However, even with the caveat of the volatile political relationship that exists between
Mexico and the U.S., there is ample reason to believe that the reforms engineered by
President Salinas will endure. Treaty commitments are among the strongest guarantees that
the reforms will continue beyond the current administration. In 1986, Mexico joined GATT
and made a commitment to reduce informal trade barriers. Official reference prices were
eliminated and prior import permits were abolished for 95% of all imported items (Business
Irternational Corporation 1991b). Mexico is evolving from a country that was once antagonis-
tic to foreign investment, principally driven by political motivation, to where it now openly
courts foreign investment and, especially, U.S. investment.

President Salinas is an economist by training and a political pragmatist. Among the key
reforms he has instituted to attract foreign investment to Mexico are legal reforms. These
include the following:
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Reform of Foreign Investment Rules: Foreign investment conditions were relaxed in May
1989 through a change in the regulations governing the 1973 Foreign Investment Law.
Investment procedures have been streamlined and made more transparent. Prior approval
requirements have been eliminated for many investments, and foreign companies can now
hold 100% equity in most sectors. It is expected that the 1973 Foreign Investment Law

will be revised in conjunction with free trade talks (Business International Corporation
1991b).

Enhanced Intellectual Property Protection: In the past, the lack of protection for
proprietary technology acted as a disincentive to new investment and meant that most
Mexican goods were produced with obsolete technology. In the case of the pharmaceutical
industry, for instance, insufficient patent protection impeded foreign company executives
from launching breakthrough drugs in Mexico (Business International Corporation 1991b).
However, the Pharmaceutical Manufacturers Association likes what it sees in the NAFTA.
The association says the NAFTA provisions for patent protection are better than those in
GATT and provide a strong precedent for GATT’s Uruguay round of multilateral trade
negotiations.

Technology transfer rules were greatly liberalized in 1990. Most important, a landmark
intellectual property law was passed in June 1991, strengthening patent protection for proc-
esses and products already covered while extending such protection to many products and
industries that did not receive patent coverage under previous legislation. Trade secrets
were granted coverage for the first time. In addition, a revised copyright law was
approved in July 1991, granting explicit protection to computer software and sound record-
ings, as well as strengthening enforcement provisions (Business International Corporation
1991b).

The Free Trade Agreement: Under Mexican law, the NAFTA would have international
treaty status equivalent to Mexican federal law issued by Congress. Any federal law
conflicting with the NAFTA would be overridden. The provisions could not be amended
without the consent of the treaty’s other parties. This ensures a level of permanence and
continuity that could not be achieved solely through legislation. Under the NAFTA,
foreign investors would have the security of knowing their investments were protected by
law and this would produce a sense of permanence to liberalization in Mexico.

Although at this printing the negotiations have been concluded on the NAFTA, there are

still political barriers to be surmounted before the NAFTA can be implemented. Many
issues remain unresolved, particularly in regard to environmental regulations.
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The government of Mexico has done much to revise its laws to attract foreign investment.
However, the political climate can change quickly and it bears remembering that Article 3,
Chapter 1 of the Law to Promote Mexican Investment and Regulate Foreign Investment states:
"Foreigners who acquire properties of any kind in the Mexican Republic agree, because of
such action, to consider themselves as Mexican nationals with regard to these properties and
not to invoke the protection of their governments with respect to such properties, under
penalty, in case of violation, of forfeiture to the Mexican Government the properties thus
acquired” (Business International Corporation 1991b).

4.4.4 Dispute Resolution

Most legal systems appear burdensome and intimidating. Even if you are in the right,
defending yourself can be a very costly undertaking. At a minimum, the experience of a law
suit can be costly and time consuming. For the parties engaged in a joint venture, resort to
litigation often means the dissolution of the business relationship. For an investor unfamiliar
with the cultural, much less the legal, traditions of a foreign country, the prospect of seeking
recourse in a foreign legal system to resolve a dispute may provide little solace. The alter-

native of taking a dispute to the U.S. judiciary is not comforting consolation for either
investor.

The U.S. judiciary long has been subject to much criticism for the cost and time involved
with even minor litigation. Often times even the threat of a suit is so intimidating that a party
is forced to settle out of court, even when that party believes it is in the right. In an
April 13, 1992 article in Business Week, corporate executives expressed grave misgivings
about the U.S. courts. "Executives fear the U.S. legal system is crippling America’s ability to
compete in the global marketplace...62% of those surveyed believe the U.S. civil justice
system significantly hampers the ability of American companies to compete with Japanese and
European rivals. Dow Chemical spends "inexcess ~ of $100 million a year on legal services
and liability insurance." The total cost to U.S. companies for litigation is estimated to be
between "$51 billion and $58 billion a year" (Business Week 1992).

There has to be a better way and there is. Increasingly, U.S. companies are seeking
"alternative dispute mechanisms" to resolve issues that were once taken to court. Alternative
dispute mechanisms include mediation and arbitration. These mechanisms can be used to
resolve almost any civil issue. The obvious exceptions are cases where a new point of law is
being argued and, certainly, criminal cases.
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Mediation is a method that can have great utility in the operation of international joint
ventures. No partner can foresee all eventualities inherent to a business relationship. and there
inevitably will be disputes. Mediation is an informal process. A mediator does not judge, but
rather will work with the parties to help them come to a resolution of the problem. Statistics
show that disputes resolved through mediation leave both parties feeling positive. This is
important, especially in a joint venture that relies to a great extent on the continued good will
of the partners. There are many professional organizations that offer mediation services.
Mediation can be either binding or nonbinding. The mediator has no authority to impose a
solution. If an agreement is reached between the parties, it can be translated into a binding
contract.

Even if a dispute cannot be resolved through the efforts of a mediator, there are many
measures short of litigation that are less expensive and time consuming. Arbitration is a more
formal procedure that can involve hiring a judge to hear a case between disputants. In the
case of a joint venture involving multiple cultures, a board might be appropriate. The board
can be composed of three adjudicators: one chosen by each party to the dispute and the third
chosen by agreement of the two. Arbitration is a formal process and more closely approxi-
mates a judicial proceeding, with procedural rules followed.

When forming a joint venture, it is relatively easy to include language in the agreement
allowing for alternative dispute mechanisms. The following is an example used by Lovenheim
(1989):

If a dispute arises out of or relates to this contract, or the breach thereof, and if said
dispute cannot be sertled through negotiation, the parties agree first to try in good faith
to settle the dispute by mediation under the (whatever rules you chose to apply) before
resorting to arbitration, litigation, or some other dispute resolution mechanism.

Mediation is an appropriate mechanism to resolve not only small disputes but, as in
Lovenheim (1989), the following example shows how it also can be economical in both time
and money for large disputes.

In April, 1987, L'Ambiance Plaza, a 13 story apartment building, collapsed while
under construction in Bridgeport, Connecticut. Twenty-eight workers were killed and
sixteen others were injured. In the following months, two retired judges, acting as
mediators, met with nearly 100 lawyers representing contractors, subcontractors, and
the victims families.
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In November, 1988, in what has been called a "remarkable breakthrough in the use of
mediation" which "eliminated years of potential litigation, " it was announced that a

settlement had been reached through mediation, resolving all legal claims for a total of
$41 million.

Relatives of the victims told a reporter for the New York Times that they were relieved
at not having to relive the tragedy in months or years of courtroom testimony. "We're
glad to have it behind us and get on with what’s left of our lives," said a man whose
son was killed when the building collapsed.

"I’ve been involved in a lot of mass disaster cases," said the lead attorney for the
workers families, "but I think never before has one been brought to a close so quickly
and in a way that has so satisfied all the parties. "

Mediation is confidential; there is no press; the proceedings are strictly private. Neither
party can lose through mediation. However, either party can resort to litigation if all efforts
fail. Ultimately, a joint venture undertaking is based on the continued good faith and trust that
exist between partners. Mediation can help maintain that trust relationship and resolve
disputes that threaten to divide the parties.

4.5 Financial Climate in Mexico
Three primary reasons for forming joint ventures are to share costs, to speed market entry,
and to provide complementary strengths. The first of these reasons, sharing costs, requires a

judicious investigation of the financial climate in Mexico.

The 1989-1994 National Development Plan shows a liberal approach to foreign invest-
ment. Its objective is to actively promote such investment by the following:

¢ making the procedures for authorizing new investments permitted by the law automatic,
rapid, and transparent

¢ simplifying procedures and formalities and defining requirements precisely

e taking maximum advantage of technological know how and access to foreign markets that
foreign investment permits

e creating mechanisms such that foreign investment does not place additional pressures on
national financial markets {(American Embassy, Mexico 1991).
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In the past few years, the Mexican government has attempted to change bureaucratic think-
ing and to streamline the administrative procedures required for the approval of foreign invest-
ments. The foreign investment regulations of 1989 stipulate that investment applications must
be acted on within 45 calendar days of their presentation to the National Foreign Investment
Commission. If no response is given within that period of time, the application is automati-
cally approved.

Mexican authorities have tried to be flexible in allowing 100% foreign capital share for
projects in a number of sectors, including electric and nonelectric machinery and equipment,
electronic computer equipment, transport equipment, chemicals, and high technology services.

Many Mexican states also have development programs for attracting industry. These
include exemption from or reduction of state taxes, real estate taxes, land transfer taxes, and
deed registration taxes. Companies receiving such benefits are usually disqualified from
receiving federal benefits.

The Nacional Financiera (Nafinsa), a state-owned development bank, provides loans to
companies in priority development areas and industries. Nafinsa is active in promoting joint
Mexican-foreign ventures for the production of capital goods. Most of Nafinsa's operations
are through trust funds to promote industrial development. These funds include FOMIN,
which helps to capitalize small- and medium-sized industries by purchases of stock shares in
the companies; FIDEIN, which helps to decentralize industries and stimulate development of
certain regions; and FONEP, which finances feasibility studies. Nafinsa also has several
trusts to undertake coinvestments with foreign banks.

Business activities that do not involve signing contracts or payments can be conducted
using a Tourist Visa. Individuals engaging in making business deals must have a Visitor Visa,
also called a Business Visa. A Business Visa allows for multiple entries, is issued for one
year, and has a fee of $55.00.

Mexican labor, while plentiful and relatively inexpensive, is highly organized with more
than half of the nonagricultural work force belonging to a union. For the past few years,
strikes have been limited and are usually settled quickly. Strikes that are more difficult will
usually draw government mediators to help facilitate the settlement process.

Mexico has an established minimum wage of approximately $4.00 per day. Over 80% of
Mexican workers earn more than the minimum wage. Benefits are a higher percentage of a
worker’s salary than in the U.S. Those benefits cost employers between 12% and 15% of
salaries (American Embassy, Mexico 1991). The Mexican government plans on improving
workers’ benefits by establishing a 2% pension fund.
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However, some restrictions still exist. Among the criteria required by the National
Foreign Investment Commission are that foreign investment should increase local employment
opportunities and incorporate local inputs into its products. Other barriers to conducting
business in any country are tariffs, taxes, customs fees, licenses, marking laws, labeling laws.
documentation laws, health regulations, and technical standards. Each of these can affect the
viability of a joint venture.

Mexico has three exchange rates. The controlled exchange rate applies to most exports
and imports, debt payments, and in-bond industry receipts. The official free rate is the rate
commercial banks use to buy and sell dollars. The private free rate is the rate offered at the
exchange houses. The government has generally kept the difference between the official and
private rates below 1% between 1988 and mid-1991.

The Mexican government maintains price controls on a number of sensitive products.
Tight controls pertain to many basic foodstuffs. Less rigorous controls, based on changes in
costs, are applied to another group of products such as steel, cellulose, fertilizers, household
appliances, trucks, buses, tractors, soap, paper, etc. The Mexican government is making an
effort to reduce price controls for as many products as possible.

The tax on royalties varies, depending on the goods or rights used or enjoyed:

Income from royalties is considered to be located in Mexico when the goods or rights
on which royalties are paid are used or enjoyed there. Unless proven otherwise, this is
assumed to be the case when the person making the related payments resides or has a
permanent establishment in Mexico (Trade Commission of Mexico 1992).

Mexico employs the Haromonized Tariff System to classify products for export and
import. Import duties are assessed according to commodity classification. Mexico’s tariffs on
imported products range from zero to 20% in increments of 5%, with the majority of products
subject to tariffs of 10%, 15%, or 20%.

Mexican Customs determines import charges by applying the tariff rate to the quoted Cost.
Insurance, and Freight (CIF) value of the imported product, plus a 0.8% customs processing
fee on the CIF value of the product. In addition, a 10% Value Added Tax (VAT) is assessed
on the cumulative value of the CIF, the tariff, and the customs processing fee. The VAT
applies equally to all products sold in Mexico, whether domestically produced or imported.

Tariffs, taxes, and customs fees are paid by the Mexican customs broker to a Mexican
bank on behalf of the Mexican importer. To release products from Mexican Customs, the
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Mexican customs broker must present to Mexican Customs the bank receipt attesting to
payment of the customs processing fee, the tariff, and the VAT.

In some cases, Mexican companies and individuals involved in exporting can be eligible
for a refund of the duties paid on imports of raw materials, parts, and components
incorporated into exported merchandise. Components, raw materials, and machinery imported
for use in the in-bond assembly industry are also exempt from import duties.

Mexico applies its tariffs on a most-favored-nation basis, with the exception of a series of
preferential duty rates offered on certain imports from fellow members of the Latin American
Integration Association. Mexico is a full member of the GATT.

Most imported products are exempt from licensing restrictions in Mexico. Licensing
requirements do, however, apply to approximately 200 products, however, including a number
of agricultural commodities, automobiles and parts, chemical and pharmaceutical products,
and some farm and heavy construction equipment.

A Mexican company importing an item controlled by import licensing requirements is
responsible for securing the import license, though they may request a pro forma invoice from
the supplier to complete the application.

All products entering Mexico have general label and instruction sheet requirements that
vary from product to product. Special labeling regulations apply to various products, includ-
ing silver- and nickel-plated articles, wearing apparel, packaged foodstuffs, beverages, and
insecticides. Certain products, such as food and medical devices, must be registered with the
Secretary of Health. To be fully protected, goods having their trademarks registered in
Mexico should bear the words "marca registrada," the trademark, and the location of the
factory, including the name of the country of manufacture.

The freight forwarder must be provided with a commercial invoice, a packing list, a bill of
lading, and depending on the product, a packing description in Spanish that specifies the
material, structure, sealing materials, and packing capacity of each line of packing container to
be used for export.

Additional requirements include sanitary certificates, when shipping live animals and
plants, and a physicochemical analysis of food, beverage, pharmaceutical, and cosmetic prod-
ucts. The Mexican government is enforcing strict animal and plant health standards through
the Secretary of Agriculture, as well as strict sanitary and labeling import regulations through
the Secretary of Health. A Certificate of Free Sale, stating that the product proposed to be
imported into Mexico is freely saleable in the U.S., is also required.
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Mexico uses the metric system, and imports use metric markings on all shipments. And,
in addition to the technical standards adhered to in most industrialized countries, Mexico
follows standards from the American Society of Mechanical Engineers, the American Society
for Testing and Materials, and the Society of Automotive Engineers. In electronics, Mexico
follows CCITT standards.

Many products, including building and construction materials, electronics, chemicals, and
medical equipment, require a quality and standards authorization from the Mexican Bureau of
Standards before they will be allowed into the country.

The United Nations Conference on Trade and Development outlined the following tariff
and nontariff measures that can affect international trade equity. Investors should obtain cur-

rent information on as many of these measures as is necessary:

Added Tax on Imports
Advance Duty
Antidumping
Cash Margin Required
Commodity Tax
Compulsory Local
Fee
Consignment Sales
Consular Invoice Fee
Consumption Tax
Countertrade
Countervailing Price
Customs Surcharge
Customs Valuation
Customs Surtax
Domestic Assistance
Environmental Rules
Excise Duties
Fiscal Charges
Fixed Valuation
Foreign Exchange
Risk

Health, Sanitary
Regulations

Import Surveillance

Import Duties

Inward Processing
License

License Specified Use

License Fee

Local Content

Marking, Labeling

Money, Finance
Measures

Multiple Exchange
Rates

Nonautomatic
Licensing

Packing Requirements

Preferential Rates

Preferential Listing

Preshipment Inspection

Price Measures

Production Tax
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Prohibition

Quotas

Regional/Bilateral Agreements
Retaliatory Rates
Safeguards

Sales Tax on Imports
Single Channel

Sole Agency

Special Authorization
Stamp Tax

State Monopoly
Statistical Tax Value
Suspension of License
Tax on Foreign Exchange
Tax on Transportation
Technical Standards
Temporary Augmentation
Temporary Reduction
Variable Levies
Voluntary Export Restraints
Voluntary Export Rules
Voluntary Export Price
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4.6 Political Framework of Mexico

The official name of Mexico is the United Mexican States. Mexico has a presidential form
of government, where one party forms the government. This has been the status quo in
Mexico since the Mexican Revolution in the 1920s. Its official language is Spanish. The
presidential term of office is 6 years, with most Mexican presidents serving only a single
term. The presidency is a powerful office. As in the U.S., the president appoints a cabinet.

Mexico has a bicameral congress: two deputies from each state and two elected for the
Federal District. The term of service for each deputy is 3 years. State governors are elected
for 6 years. In addition, 68 district courts, a series of appellate courts, and a supreme court
constitute the judicial system.

The government of Mexico is relatively stable. The PRI has dominated Mexican politics
since 1920. The current president will be in office until August 17, 1997. Deputy elections
are every 3 years, with the next in July 1994.

| In addition to the PRI, there are other opposition parties in Mexico, primarily Partido de
“Accion Nacional (PAN), Partido Revolucionario Democratico (PRD), Partido Popular Socia-
lista (PPS), Partido Autentico de la Revolucion Mexicana (PARM), and Partido de: Frente
Cardenista de Reconstrucion Nacional (PFCRN).

Principal members of the government as of January 1992 are the following:
President Carlos Salinas de Gortari
Secretaries (ministers)

Agrarian Reform Victor Cervera Pacheco

Agriculture and Hydraulic Resources Carlos Hank Gonzalez
Commerce and Industrial Development  Jaime Jose Serra Puche

Communications and Transport Andres Caso Lambardo
Comptroller General Maria Elena Vazquez Nava

) Education Ernesto Zedillo Ponce de Leon
Energy, Mines, and Parastatal Industry =~ Fernando Hiriart Balderrama
Finance, Budget, and Planning Pedro Aspe Armelia
Fisheries Maria de los Angeles Moreno Uriegas
Foreign Relations Fernando Solana Morales
Government Fernando Gutierrez Barrios
Health Dr. Jesus Kumate Rodriguez
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Labor and Social Welfare Arsenio Farell Cubillas
National Defense General Antonio Riviello Bazan
Navy Admiral Luis Carlos Ruano
Tourism Pedro Joaquin Coldwell

Social Development Luis Donaldo Colosio

National elections are not scheduled until 1994. Several recent local elections have been
challenged and overturned because of election fraud. The federal government seems to be
committed to preventing blatant fraud and to modemnizing the political system. In addition,
President Salinas has instigated reforms in agriculture, education, and state relations, as well
as started an antipoverty program. These efforts have been in an effort to build support for
the PRI.

Mexico has attempted to maintain good relations with the U.S. through its handling of
electoral fraud and corruption among the military and customs officials, as the FTA between
the countries is being negotiated. Past elections have been charged with fraud and vote
rigging, which has led to violence and occupation of town halls. The PRI achieved a clean
sweep of state, congressional, and municipal elections held in November 1991. The results
were contested by the PRD but the protests did not lead to violence. Both parties have made
positive efforts to keep the peace and negotiate for clean elections (The Economist Intelligence
Unit 1992).

Mexico is the U.S.’s third largest export market (Table 4.4), and the U.S. is Mexico’s
leading supplier and principal customer, supplying over two-thirds of Mexican imports and
taking nearly 70% of its exports (U.S. Department of Commerce 1992b). Taking into account
the close relationship between the two nations, the danger that U.S.-owned companies will
face expropriation by the state is very small.

~ Some activities are reserved exclusively to Mexican companies, but as a result of a more
liberal approach toward fo:=ign investment, the Mexican authorities have placed special
emphasis on attracting foreign investment in the automotive, textile, and agricultural sectors.
In addition, majority foreign ownership has been allowed in some sectors where it was pre-
viously prohibited, such as cement, iron, and steel.

Trade relations between the U.S. and Mexico are positive. Trade and investment
agreements signed in 1987 and 1989 have provided forums for discussions on a wide variety
of issues, with a goal of reducing barriers. The Joint Committee for Investment and Trade has
been established to provide a formal structure to promote business opportunities in the U.S.
and Mexico.
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Table 4.4. Mexican Exports and Imports by Country of Nestination and Origin

Main Destination of % of | Main Origin of % of
Exports, 1990 Total | Imports, 1990 Total
U.S. 69.3 U.S. 68.0
Spain 7.2 Japan 4.5
Japan 5.8 Germany 4.2
France 3.5 France 2.3
Germany 1.4 UK. 1.9

The government of Mexico passed the May 1989 Regulations of the Law to Promote
Mexican Investment and Regulate Foreign Investment. Title 7 of that law is entitled
Promoting Foreign Investment. The purpose of Title 7 is to appoint a national director to
facilitate the participation of Mexican investors with foreign investors. This eliminated the
Foreign Investment Council’s discretionary ability to restrict foreign investment.

4.7 Cuitural and Business Practices

There are many reasons why ventures succeed or fail. In addition to business and political
considerations, cultural factors can have a positive or negative effect on the overall corporate
experience in a joint venture. How a country views its own government, its attitude toward
labor/management relations, and its attitude toward foreigners are important indicators of
overall success.

There are some cultural differences that can affect trade with Mexico; however, many
companies have adapted and conditions exist that can help overcome these differences. First,
personal contacts and visits to Mexico can be very helpful, and many Mexicans speak or
understand English, especially in the larger cities and along the U.S.-Mexican border.
Second, Mexico’s proximity to the U.S. can decrease travel time and help with developing
close working relationships. Last, Mexican companies have often incorporated U.S. compo-
nents or manufacturing processes, increased the sophistication of marketing techniques and
distribution channels, and have adopted U.S.-style marketing techniques.
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Successful joint ventures all have one major criterion: they achieve the goals of each
partner. This results from complementary contributions from each partner, resulting in the
synergy of combining each of their unique contributions. In successful joint ventures, the
nondomestic partner generally contributes manufacturing technology, a specific product
knowledge, and technical knowledge. The host-country partner generally contributes capital,
knowledge of the indigenous market, contacts within the government, knowledge of local
suppliers, and a relationship with local labor. Small- and medium-sized nondomestic com-
panies are sometimes more acceptable to host-country governments because there is a more
even distribution of resources. It is essential that all parties agree to the allocation of responsi-
bilities. It doesn’t matter which party agrees to be responsible for financing, marketing, or
research and development, as much as it matters that both parties agree to the arrangement. It
is also important that transfer prices of components be negotiated and agreed to prior to the
formation of a joint venture. All of this requires constant communication on a regular basis.
Communication must occur not only between the two companies but also from the manage-
ment to the operational level of each company as well. This communication must include
reasons why business decisions are made, what steps will be taken to implement those deci-
sions, and what each partner is expected to do. The successful completion of common goals
requires that everybody has equal knowledge.

All of the opportunities and threats that any company has are also germane to joint ven-
tures. In addition, however, there are some major obstacles that pertain primarily to joint
ventures. The major reason why joint ventures fail or dissolve is that the partners have differ-
ing business goals (i.e., one partner wants to reinvest profits and expand the business, while
the other desires an immediate return). Another reason for failure is that one partner wants
global integration of their business, while the other wants to focus on operations within the
country. Because the commitment from the nondomestic company is generally not a large
percentage of its resources and, generally, the commitment from the host-country company is
a large portion of its resources, there is often disagreement as to the level of effort each com-
pany will invest. Often, companies do not think they are getting sufficient return for their
investments especially if the contract does not spell out precisely what resources will be con-
tributed and at what time, what the share of profits will be, etc. Differences in management
styles and philosophies clso contribute to eventual dissolution. And, the market for a
particular product may not be as large as predicted, which negates some of the economies of
scale for which the joint venture was formed. After a period of time, many joint ventures face
the point at which the initial goals leading to the joint venture’s formation are met or at which
one partner’s potential contribution is exhausted, after which the companies may wish to
pursue their operations independently.
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5.0 Sources of Data

Other researchers involved in complementary programs, such as PROCER, and ind1viduals
at the U.S. Department of Commerce’s Mexico desk, 1].S. Agency for International Deve'op-
ment representatives, Export-Import Bank personnel, etc., were contacted by PNL to ascer:ain
the most current secondary data. PNL gathered and reviewed data about U.S. companies
doing business in Mexico from three sources: American Chamber of Commerce of Mexico,

World Trade Academy Press, and North-South Center.

The following is a list of individuals and agencies to contact by type of information sought.

Copyrights

Director General de Derecho del Autor

Secretaria de Educacion Piblica
Mariano Escobedo No.438-7 Piso
11590 Mexico, D.F.

(011-525) 250-0291

Export Finance

Export-Import Bank of the U.S.
811 Vermont Avenue, N.W.
Washington, D.C. 20571

(800) 424-5201; (202) 289-2703

Office of International Trade

U.S. Small Business Administration
1441 L Street, N.-W., Room 501 A.
Washington, D.C. 20416

5.1

Entrance Requirements

Consular Section of the

Embassy of Mexico

1911 Pennylsvania Avenue, N.W.
Washington, D.C. 20003

(202) 728-1600

Foreign Investment

U.S. Department of Commerce Mexico
Division

Directorate General of Foreign Investment

Secretariat of Trade and Industrial Development

Avenida Manue] Camacho No. 1

Desp. 11 Piso 11

Edificio Plaza Comermex

Col. Lomas de Chapultepec

11000 Mexico, D.F.

(011-525) 540-1426

FAX: (011-525) 540-2749
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General Import Procedures

Direccién General de Servicios al Comercil
Exterior

Secretaria de Comercio y Fomento Industrial

Blvd. Adolfo Lopez Mateos No. 3025

Col. Heroes de Padierna

10700 Mexico, D.F.

(011-525) 683-4344; 683-5066

FAX: (011-525) 595-5881; 595-5883

General Marketing in Mexico

U.S. Department o« Commerce

Mexico Division

14th Street and Constitution Avenue, N.W.
Washington, D.C. 20230

(202) 482-2332

U.S. Department of Commerce
Foreign Commerciai Service
American Embassy - Mexico City
P.O. Box 3087

Laredo, TX 78044

(011-525) 211-0042, extension 37308
(Mexico City)

FAX: (011-525) 207-8938

U.S. Department of Commerce
Foreign Commercial Service

U.S. Trade Center

P.O. Box 3087

Laredo, TX 78044

(011-525) 591-0155 (Mexico City)

5.2

Labels for Food Products

Direccién General de Regulacion
Sanitaria de Alimentos

Secretaria de Salud

Donceles 39

Centro

06000 Mexico, D.F.

(011-525) 518-3696

Mexican Customs

Secretaria de Hacienda y Crédito Publico
Direcciéon General de Aduanas
Departamento de Consulta

av. 20 de Noviembre 195

06090 Mexico, D.F.

Patents and Trademarks

Director General de Invenciones

Marcas y Desarrollo Tecnolégico

Secretaria de Comercio y Fomento Industrial
Azafran No. 18-6 Piso

08400 Mexico, D.F.

(011-525) 540-2968

Quotas

SECOFI

Direccion General de Asuntos Fronterizos
Periferico Sur 3025, 70. Piso

Col. Heroes de Padierna

Del. Magdalena Contreras

Mexico, D.F.

(011-525) 683-4394; 683-7055 ext 2706
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Standards and Technical Requirements

Secretaria de Industria e Inversion Extranjera

Direccion General de Normas

Depto. de Certificacion y Verificacion de
Normas

Obligatorias

Av. Puente de Tecamachalco No. 6, Piso 1

Col. Fuentes de Tecamachalco
(011-525) 540-2620; 589-9877 ext. 130

Trade Fairs and Exhibitions

U.S. Trade Center in Mexico City
Liverpool 30

06600 Mexico, D.F.

(011-525) 591-0155

Trade Commission of Mexico

225 North Michigan Avenue
Suite #708

Illinois Center

Chicago, IL 60601

(312) 856-0316

FAX: (312) 856-1834

World Trade Center
Suite 150

2050 Stemmons Fwy.
Dallas, TX 75258
(214) 653-1113

5.3

8480 Wilshire Blvd.
Suite 740

Beverly Hills, CA 90211
(213) 655-6421

FAX: (213) 852-4959

150 East 58th Street
17th Floor

New York, NY 10155
(212) 826-2916

FAX: (212) 826-2979

229 Peachtree Street NE
Cain Tower Bldg.

Suite 408

Atlanta, GA 20343
(404) 522-5373

FAX: (404) 452-0257

100 N. Biscayne Blvd.
Suite 1601

Miami, FL 33132
(305) 372-9929

Plaza 600

600 Stewart

Suite 703

Seattle, WA 98101
(206) 441-2833

U.S. Representation in Mexico

American Embassy
Paseo de la Reforma 305
Mexico City 5, D.F.
(011-525) 211-0042
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U.S. Representation in Mexico (contd)

American Consulate General

Av. Lopez Mateos 924N
Ciudad Juarez, Chihuahua
(011-521) 613-4048

American Consulate
Av. Primera 2002
Matamoros, Tamaulipas
(011-528) 912-5290

American Consulate
Paseo Montejo 453
Merida, Yucatan
(011-529) 925-5011

American Consulate
Avenida Allende 3330
Colonia Jardin

Nuevo Laredo, Tamaulipas
(011-528) 714-0696

5.4

American Consulate General
Progreso 170

Guadalajara, Jalisco
(011-523) 625-2998

American Consulate
6 Circunvalacion 120
Centro

Mazatlan, Sinaloa
(011-526) 982-1659

American Consulate General

Av. Constitucion 411 Poniente 64000
Monterrey, Nuevo Leon

(011-528) 345-2120

American Consulate General
Tapachula 96

Tijuana, Baja California Norte
(011-526) 681-7400
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